JO NT FI SCAL COW TTEE

Legi slative O fice Building, Roons 210-211
Concord, NH

Wednesday, July 10, 2013

VEMBERS PRESENT:

Rep. Mary Jane Wl |l ner (Chair)

Rep. Ci ndy Rosenwal d

Rep. Dan Eat on

Rep. Ken Weyler (Alt.)

Rep. Bernard Benn (Alt.)

Sen. Chuck Morse

Sen. Bob del

Sen. Jeanie Forrester

Sen. Sylvia Larsen

Sen. President Peter Bragdon (Alt.)

(Convened at 10:20 a.m)

(1) Acceptance of Mnutes of the June 7, 2013 neeting.

CHAl RWOVAN WALLNER: Good norning. Is this on?

REP. ROSENWALD: Check in the back.

CHAI RWOVAN WALLNER: We' ve al ready forgotten howto get the
m cr ophones goi ng.

REP. ROSENWALD: It should be on now.

CHAl RMOVAN WALLNER: Ckay. There it is. Thank you. Good
morni ng. Wel corme to the Fiscal Committee nmeeting of July 10'",
2013, and the first itemon the agenda today is the acceptance
of the June 7'", 2013, ninutes.

* % REP. EATON: Mbve the item

CHAI RWOVAN WALLNER: Representative Eaton noved and
Senat or Morse second the item be approved. Any di scussion of




the m nutes? Changes? Seeing none. Al in favor? Any
opposed? The notion passes.

*** [ MOTI ON ADOPTED}

(2) dd Business:

CHAl RWOVAN WALLNER: O d Busi ness. W have three itens
that are still on the table.

REP. ROSENWALD: Madam Chair.

CHAl RWOVAN WALLNER: Yes, Representative Rosenwal d.

**  REP. ROSENWALD: | npve that |tem 13-040 be renpved fromthe table.

REP. BENN: Second.

REP. ROSENWALD: Representative Rosenwal d noved and
Represent ati ve Benn seconds to renove Item 040 off the table.
Any di scussi on?

SEN. PRESI DENT BRAGDON: Non-debat abl e.

CHAI RWOVAN WALLNER: Non- debat abl e. Thank you for
rem nding ne. Al in favor?

***  {MOTI ON ADOPTED}

CHAl RWOVAN WALLNER: And | bel i eve we may have aletter from
Ay lgnatius asking that the item be w thdrawn.

** SEN. LARSEN: Move acceptance of the letter.

CHAl RWOVAN WALLNER: Al'l in favor of accepting the letter?

REP. EATON: Seconded.
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REP. WEYLER. \Who nmde the second?

REP. EATON: | did.

CHAI RWOVAN WALLNER: Representative Eaton seconds. Ckay.
So Item 13-040 is withdrawn fromthe table, and we won't see
t hat one agai n.

***x  {MOTI ON ADOPTED}

CONSENT CALENDAR

(3) RSA 14:30-a, VI Fiscal Comm ttee Approval Required for
Accept ance and Expenditure of Funds Over $100, 000 from any
Non- St at e Sour ce:

CHAl RWOVAN WALLNER: Let's nove on to the Consent
Calendar. This is Tab 3. Is there anyone who woul d | i ke to take
any of these itens off the table -- off the Consent Cal endar?

** REP. EATON: Move approval .

CHAI RWOVAN WALLNER: Represent ati ve Eaton noves approval .

SEN. MORSE: Second.

CHAl RWOVAN WALLNER:  Senat or Morse seconds. Al in favor?
Any opposed?

REP. WEYLER: Eaton and Morse?

CHAl RWOVAN WALLNER: Eat on and Mor se.

REP. WEYLER Thank you.

***  {MOTI ON ADOPTED}
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(4) RSA 14:30-a, VI Fiscal Commttee Approval Required for
Accept ance and Expenditure of Funds Over $100, 000 from any
Non- St ate Source and RSA 124:15 Positions Restricted:

CHAI RWOVAN WALLNER: Mbving to Tab 4. This al sois a consent
item but it is the only itemon this tab.

** REP. EATON. Move approval .

CHAl RWOVAN WALLNER: Represent ative Eat on noves approval .

REP. BENN: Second.

CHAl RWOVAN WALLNER: Representative Benn seconds. Any
di scussion of this iten? All in favor? Any opposed? The
noti on passes.

***x  {MOTI ON ADOPTED}

(5) RSA 124:15 Positions Restricted:

cHAl RWOVAN WALLNER:  And we npbve on to Item 5.

*x REP. ROSENWALD: Mbve approval .

REP. BENN: Second.

CHAI RWOVAN WALLNER: Representative Rosenwal d noves
approval . Representative Benn seconds. |Is there any di scussion
of this itenf Seeing no discussion, all infavor? Any opposed?
The item passes.

*x*x  {MOTI ON ADOPTED}

(6) Chapter 144:164-166, Laws of 2013, Legisl ative Enpl oyees
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CHAl RWOVAN WVALLNER: Moving on to Item 6

** REP. EATON: Move approval .

CHAI RWOVAN WALLNER: Represent ati ve Eaton noves approval .

SEN. LARSEN: Second.

CHAl RAMOVAN WALLNER: Senat or Larsen seconds. Al in favor?
Any discussion? |I'msorry, any discussion of this iten®
Seei ng no di scussion. All infavor? Any opposed? Geat. Item
passes.

***  {MOTI ON ADOPTED}

(7) Mscell aneous:

CHAl RWOVAN WALLNER: That was pretty fast. Ww W do
have a m scell aneous itemthat cane in as a late itemthat we
will -- 1"Il ask M. Pattison to bring to the table.

JEFFRY PATTI SON, Legi sl ative Budget Assistant, Ofice of
Legi sl ati ve Budget Assistant: New y-appoi nted Conm ssi oner
Bear dnore has supplied you with a letter dated July 8'" which
provides you with informati on about the status of tobacco
revenue -- tobacco tax revenue collections for '12 and ' 13 as
they conpare to '10 and '11. The letter has been distributed
toall of you. If you have any questi ons, Conmi ssi oner Bear dnore
is here and he'd be happy to answer those.

CHAl RWOVAN WALLNER: Do we have any questions about the
letter? Seeing no questions. It's there for you as an
informational item

(8) Informational WMaterials:

CHAl RWOVAN WALLNER: There are several informationa
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items inthe packet for you to | ook at at your conveni ence. And
| think -- are we ready now to nove into the audit?

MR. PATTI SON:  Yes.

AUDI TS:

RI CHARD MAHONEY, Director, Audit Division, Ofice of
Legi sl ati ve Budget Assistant: Good norning, Madam Chair,
Menbers of the Conmttee. For therecord, I'mRi chard Mahoney,
Director of Audits for the Ofice of Legislative Budget
Assistant. Joining nme this norning is Jay Henry. Jay is a
Seni or Audit Manager with our office and was responsible to
conduct the audit at DRAand is here to present areport to the
Comm tt ee.

CHAl RWOVAN WALLNER: And, al so, M. Beardnore has j oi ned
you.

JOHN BEARDMORE Commi ssi oner Departnent of Revenue
Adm nistration: And with ne is Phil Lawence, Director of
Col | ecti ons.

CHAl RMOVAN WALLNER: Thank you.

JAY HENRY, Senior Audit Manager, Audit Division, Ofice
of Legi sl ative Budget Assi stant: Good norni ng, MadamcChair, and
Menbers of the Conmttee. My nane, for the record, is Jay Henry,
and I' ma Seni or Audit Manager with the LBA Audit Division. I'm
presenting our performance audit of the Departnment of Revenue
Adm nistration's Collection of Delinquent Taxes during State
Fi scal Years 2011 and '12. W specifically reviewed the
efficiency and the effectiveness of the Division of Collections
handling of taxes owed to the State. Qur Executive Sunmary
starts on Page 1.

Whi | e t he Depart nment col | ected approxi mately $1.2 billion
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in 2012, the Division of Collections had 29 mllion in

out standi ng taxes, interest, penalties, and fees that was
wor ki ng on col | ecting as of June 30'", 2012. Wil e the Division
denonstrated great -- greater efficiency in its operation
during the audit period, our Qbservations indicate that its
ef fecti veness could be inproved by inplenenting stronger

i nternal controls.

On Pages 3 through 5 we sunmmari ze our 13 recommendati ons.
The Departnent fully concurs with 10 and partially concurs with
three. None of the Qobservations require direct |egislative
action.

Starting on Page 7, we provi de sone background i nformati on
on the Di vi si on and howt ax noti ces are assi gned for col | ecti on.
The Di vi si on can i npose | i ens, make paynent arrangenents, seize
assets of a person or business, suspend or revoke neals and
rental operators' licenses, and of fset tax refunds from ot her
DRA col | ected taxes. The Division al so has the ability to abate
t axes, penalties, and i nterest owed by taxpayers. According to
t he Departnment records, the Division approved 6, 208 abat enent
transactions totaling $3 mllion during our audit period. As
of June 2012, the Departnent had assigned $7.8 million of
out-of-state cases to a private debt collector. During State
Fi scal Year 2012, this vendor collected $130,000 for the
Depart nent .

Tabl e 1 on Page 8 shows that the nunber of filled D vision
positions went froma high of 16 to a |ow of eight within
two years. And the Division expenditures were reduced by
$341, 000 or 34%as shown in Table 2. During the audit period,
the Division re-engi neered sonme of its work processes,

i ncluding increasing reliance on tel ephone contacts with

t axpayers and reduci ng the nunber of conpliance officers out
in the field. The Division also re-focused its collection
efforts on busi ness taxes and de-enphasized field collection
activities on Meals and Rental Taxes.
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Tabl e 4 on Page 10 shows that when Meal s and Rental Tax
and Busi ness, which is a conbination of Business Profit and
Enterprise Taxes, are taken together, they represent about 90%
of the value of the Division's casel oad and 87% of the numnber
of cases. In addition to collecting delinquent taxes withits
ei ght positions, the Division also |icenses neals and rental
operators, sells tobacco stanps and conduct tobacco conpliance
operations at retailers. However, we did not audit these ot her
activities.

During the audit period, the DRA i npl ement ed i nprovenents
inits main informati on system The ongoi ng upgrade of the
D vision's conputer system along with DRA-w de enpl oyee
reductions, resulted in tax return processi ng backl ogs during
Cal endar Year 2012. This al so negatively affected the tinely
identification of delinquent taxes during this period.

Starting on Page 13, inthe first of our seven Qbservati ons
dealing with Division's adm nistration, we found abat enent
rul es were not clear or conprehensive. Abatenent reasons
tracked i n conput er systens were not consi stent. Del egati on of
authority was not clear. There were delays in processing
abat enent deci sions, and abatenents were not adequately
docunent ed.

In Cbservations 2 and 3, starting on Page 16, we recomend
t he Depart nent establishrules for the use of paynent agreenents
and liens. The Departnment is required to have witten paynent
agreenents with taxpayers if a taxpayer has clearly
denmonstrated its inability to pay in full. The Departnent is
also required to use liens, but there are no rul es expl ai ning
howt he Department shoul d i npl enent t hese requi renments. Wt hout
rul es, the Departnent risks treating taxpayers i nconsistently.

In Cbservation No. 4 on Page 18, we reconmend a policy and
procedures manual be devel oped to hel p ensure Divi sion actions
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will be consistent and conpliant with aws and rul es. The
D vision's current manual provides sonme gui dance but is not
aut horitative.

On Page 20 in Qobservation No. 5, we recomrend the
Departnment enhance its ability to retain and retrieve case
information and to conply withits own record retention policy.

Starting on Page 21 i n Cbservation No. 6, we found a nunber
of weaknesses in the controls over the Department’s i nformation
technol ogy environnment, such as the inplenentation of new
conmputer systens did not follow Departnment of |Infornmation
Technol ogy gui dance. Di saster recovery and busi ness continuity
pl ans were not readily avail able or tested, and user accounts
were not al ways di sabl ed according to policy.

In Cbservation No. 7 on Page 25, we found the DRA | acked
witten policies and procedures, did not conplete risk
assessnents, had weak controls over third-party service
providers, had no recent external or internal audits of its IT
systens, | acked aquality control systemtoidentify and correct
bad data, and did not designate an enpl oyee to be responsible
for managi ng risk

Qur next section has six Cbservations dealing with

Di vi sion operations. Starting on Page 29 with Cbservati on No.
8, we found a nunber of issues with the tax notices not being
assigned to collections in a tinmely manner. Sone del ays were
the result of conmputer system progranm ng. W were unable to
guantify the extent of the problemor explain all the reasons
for the del ays because of the nature of the data and the | ack
of information in the 57 random y sel ected case files revi ewed
during the audit. Tinely debt collectionis in the State's
interest. Thenoreatax liability ages, thelesslikelyit wll
be col | ected.

In Cbservation No. 9 on Page 31, we recommend the
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Departnment establish rules for settlenent agreenents and

of fers-in-conprom se. They are not found in statute. However,
t hey may be invol ved w th abatenent and paynent arrangenents.
Undocunent ed practices could not informthe public on howthey
can apply for settlenent agreenents or offers-in-conprom se.
Further, enpl oyees have no process to follow or criteria for
whi ch to base decisions on potentially resulting in

i nconsi stent treatnent of taxpayers.

In Qobservation No. 10 on Page 32, we recomend the
Depart nment provi de sufficient guidanceonits Websitetoinform
t axpayers on paynent options.

In Observations No. 11 and 12, starting on Page 34, we
reconmend the Departnent develop training for collection
enpl oyees and inprove its use of its new conputer systemto
mai ntain case notes fromdifferent departnental units.

I n Cbservation No. 13 on Page 36, we reconmend t he Di vi si on
di scontinue the practice of requiring neals and rental
operators to provide bank account information, such as
passwords, to the Departnent. Wil e none of our reconmendati ons
require legislative action, the other i ssue we present on Page
37 lists collection practices that are used i n ot her states but
not here in New Hanpshire. The Departnent and Legi sl ature may
w sh to consi der them but sone would require changes in State
| aw.

Addi tionally, in Appendix B, we present the results of a
2010 survey that rank-ordered nine effective debt collection
net hods. We also list collection practices currently used by
t he Department.

Lastly, I'd like to thank the Departnment for their
assi stance and cooperation with our audit. And at thistine if
the Conmi ttee has any questions, we'd be happy to answer them
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CHAl RWOVAN WALLNER: Thank you. Representative Wyl er.

REP. WEYLER: Thank you, Madam Chair. Referring back to
Tabl e 4 on Page 10, ganbling winnings. Didn't we have
| egislation to cease taxing ganbling w nnings? Wat was the
effective date on that?

MR. BEARDMORE: You did, andit isnolonger atax. | believe
the effective date 2010.

PH LI P LAWRENCE, Director, Division of Collections,
Departnment of Revenue Administration: My of 2011, | believe.

MR. BEARDMORE: '11. It passed in the 2010 sessi on, went
away a year later, | believe. It was |lawfor a period of tine
SO0 these cases relate to that period of tine.

REP. WEYLER: My second questionis the 7 mllion that was
collected, was that 7 mllion of the 29 that was owed or what
is the percentage of collections of the anmount that is sent to
you for coll ectionthat youactuallycollect? 1 didn't seethat
in the report.

MR. HENRY: Well, it's an ongoing sort of process. If you
think in general, they have a -- they have $30 million that
they' re sort of collecting. And if you | ook at Tabl e 3 on Page
9, you'll see the anobunt they have coll ected over the | ast

four years. So you can sort of do a little percentage off of
t hat .

REP. VWEYLER It doesn't tell ne what -- so the 29 that's
referred to in the first part --

MR. HENRY: As of date.

REP. WEYLER As of date. So they're collecting | ess than
a third.
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MR. MAHONEY: Representative -- if | may, Representative
Wyl er? | believe the nunber is about $32 mllion at the end
of 2011 conpared to the $29 million in 2012. So the revenue
nunber that you see generated in 2012 on Table 3 is not rel ated
directly to the $29 nillion bal ance as of June 30'", 2012; but
it my be related to sonme of the bal ance that was outstanding
as of the previous year and during that Fiscal Year.

REP. WEYLER Lastly, how does this conpare with other
states in their delinquent taxes? Did we do any of that?

MR. HENRY: We didn't do a lot of that work. And one of the
reasons i s because of New Hanpshire's tax structure is so
different from many other states, since nost states have an
i ncone tax, and we found that conpari son woul d be even nore
probl ematic for us.

REP. WEYLER: Thank you. Thank you, Madam Chair.

CHAl RWOVAN WALLNER: Thank you. Representative Benn.

REP. BENN: Thank you, MadamChair. On Page 7, |' massum ng
that your tools for collecting in-state delinquencies are
different than the tools for collecting out-of-state
del i nquenci es. And you hired an out-of-state firm evidently,
debt collector, who was only able to collect $130,000 out of
7.8 mllion. What other possibilities do you have for -- how
do you go about chasing these people down?

MR. BEARDMORE: Phil, how | ong has the out-of-state debt
coll ector been in practice; a year roughly?

MR. LAWRENCE: This one's two years.

MR. BEARDMORE: Two years. So the out-of-state debt
collector is a fairly new function for the Departnment. The
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Departnent is at Governor and Council this norning seeking a
contract with a second pl ace out-of-state debt coll ector that
isalawfirmthat will be able to bring out-of-state conpanies
tocourt tocollect onthese debts, and we believe we'll be nore
effective in securing out-of-state debt collections. And both
of these contracts work off a percentage basis of dollars
recovered. So when the law firmbrings a conpany to court to
col l ect our debt, we will pay no out-of - pocket costs for court
fees or attorney tine. They will recover a percentage of the
proceeds they recover. That firmw Il also be able to
effectively suggest a lawsuit may result and collect funds
wi t hout going to court and coll ect a | ower anmount of the funds
if they don't have to go to court.

Phil, those are two primary tools for out-of-state. AmI
m ssing any?

MR. LAWRENCE: Well, I thinkwecouldclarifyalittlebit.
Wien we first engaged the out-of-state collection agency in
2010, we had built up an inventory over the past 10 years of
about $7 million worth of receivables, much of which was sent
to the out-of-state agency just to nore or less vet it, make
sure. So | think the out-of-state agency's collections during
t he past year represent 14%of what we assigned to themfor the
collection during the past year. So | think it -- put in that
perspective it changes how we | ook at them at |east.

REP. BENN: Sounds alittle better. Could | just foll ow up?

MR. HENRY: ['d like to just nention this is after the
Departnment has done all it canwi ththese cases tryingto contact
out-of -state taxpayers. So work had al ready been done in the
state and at a certain point they say okay, we'll send it to
that private debt collector. They have nothing to | ose at that
poi nt .

REP. BENN: What's the percentage that, in general, that
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they keep for their fee for collections?

MR. LAVRENCE: 18%

REP. BENN: 18%

CHAI RWOVAN WALLNER: Representati ve Rosenwal d.

REP. ROSENWALD: Thank you, Madam Chair. Good norning,
Conmi ssi oner.

MR. BEARDMORE: Good nor ni ng.

REP. ROSENVWALD: Coul d you tel | us, pl ease, what the status
of the Departnment's nove to allow credit card tax paynent is
at this point? Is that still noving forward?

MR. BEARDMORE: It is. It will be part of our E-file
initiative. The budget that just passed allowed for some
positions to allow us to nove towards E-file and our goal is
to have that up and running within the next couple years. It
is legislatively authorized. And t he taxpayer for busi ness and
interest, dividends taxes, would have to pay the credit card
fees. Phil, we do allow it for neals and roons; correct?

MR. LAVWRENCE: Not credit cards at this tinme because
there's no processor

MR. BEARDMORE: Ckay. Admin Services is in the process of
securing a vendor to process the credit card paynents.

REP. ROSENWALD: Thank you.

CHAl RWOVAN WALLNER: Further question. M. Beardnore,
woul d you l i keto say afewwords or, |' msorry, we ki nd of junped
right into questions.
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VMR. BEARDMORE: | would. | would just like to thank the
LBA for their thoughtful and conprehensive audit. W, as a
Departnent, are inthe process of pl anni ng our acti on st eps over
the next Fiscal Year. And at the top of that plan for the
Collections Divisionistorespondtoeach and every observation
in a thorough manner and to report back to this Commttee and
the LBA by the end of the year on the status of our actions.
I will just note that while the audit is critical in nature,
and | understand that very well, and it's designed to find our
flaws and it has done that, | think the Collections D vision
has done an extraordi nary job in pressing onwth their m ssion
inaclimte that halved their position conplenent. So | just
want ed to put that onthe record publicly. But we take this very
seriously and we will address every single Cbservation. W
concur with nost. And even those that we do not concur wth,
we tilt nore towards concur than not concur. They are concur,
in part. But we will address every one. Thank you.

CHAI RWOVAN WALLNER: Thank you. Further questions? Thank
you. And we appreciate all the work that the LBA did on this
and al | the work t hat the enpl oyees at t he Departnent di d. Thank
you. And Representative Wyl er

15

** REP. WEYLER Madam Chair, | nove we accept the report, place it on

file, and release in the usual nmnner.

CHAl RWOVAN WALLNER: Representative Wyl er noved and
Representati ve Benn second. Al in favor? Any opposed?
G eat.

***x  {MOTI ON ADOPTED}

REP. ROSENWALD: Do we need to set a next neeting?

CHAl RWOVAN WALLNER: Yes, that's the only thing we have
left, the next nmeeting. Any preference? Week i n Septenber was
nment i oned.

JOINT FISCAL COMMITTEE

July 10, 2013



SEN. MORSE: Second week of Septenber. | don't care what
date it is.

CHAl RWOVAN WALLNER:  Second week of Septenber. Date that
wor ks for people or let's hear -- is there sonething that
doesn't work? GCkay. So any date. Any day in the second week.
What day would you |ike the nmeeting?

REP. EATON: Ominous. Friday the 13'"?
SEN. MORSE: My choi ce.

CHAl RWOVAN WALLNER: That your choice? Okay. Friday the
13'". | think it's dangerous but, okay. Friday the 13'". We
will -- Septenber 13'™" we will have the next Fiscal Conmittee
neeting. The agenda will probably be a little fuller, | bet,
at that neeting. Geat. Thank you. Meeting adjourned.

(Meeting adjourned at 10:45 a.m)
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