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1. Review and Discussion of FY 2010 Financials for October 2009 —

N

Rumpke
Internal Audit Quarterly Update — Sahli
e [nternal Audit Process (p1)

¢ Division of Revenue Tax Gap Audit Summary of Audit Results
(p 2-3)

General List of Recommendations From Council Links - Stinnett

¢ Recommendations Schedule Il (p 4-6)

o Update on General Services Link Recommendations — Cole

Discussion on the Proposed Reduction to Council Office Budget
e Listing of Possible Scenarios p7)

¢ Schedules Detailing Reductions within Admin & District Budgets
(p 8-11)



THE INTERNAL AUDIT PROCESS

The mission of the Office of Internal Audit is to provide independent, abjective assurance and
consulting services designed to add value and improve the Urban County Government's
operations. It helps the local government accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of risk management, control,
and govermnance processes,

It is important to understand that internal contrels are the respeunsibility of
management. Each individual Department and Division has the basic responsibility for
establishing, maintaining, and periodically reviewing its infernal control systems. The
objectives of the Office of Intemal Audit are to assist members of the Urban County
Government in the effective discharge of their responsibilities by fumishing them with
analyses, recommendations, counsel, and informiation concerning the activities reviewed and
by promoting effective internal control at a reasonable ¢ost. This is achieved via the internal
audit process described below.

Once an activity within a Division is selected for an aundit, meetings are held with responsible
management to obtain an overview of the activity’s internal controls and to identify any
process concerns ménagement may have. The next step is the evaluation of specific
procedures developed by management to provide sufficient internal control over the activity
being audited to ensure it is meeting marnagement’s objectives. This step is followed by
detail testing of transactions to determine the controls are in fact functioning as intended.

From these steps audit findings identifying opportunities for improvement in the control
structure, and in some instances opportunitiss to improve the operational effectiveness and
efficiéncy of the activity being audited, are developed. The findings are des¢ribed in a drafl
version of the audit report, along with recommendations for correcting the control
deficiencies, which are then discussed with management in an exit conference. Management
is then givén a reasonable amount of time to provide a written response to the findings
describing how the deficiencies are being addressed, which will be included in the final
version of the audit réport. 'The audit report 1s then issued to the Mayor, the Urban County
Council, the internal Audit Board, the Senmior Advisor for Management, and other senior
management (Commissioner, Director, etc.) with direct authority to correct the deficiencies
and to provide oversight of the correction process. The finalized audit report is then posied
on the Office of Internal Audit web page for public information, generally within one to two
weeks after issuance,

Some findings are quite minor in pature and are commuiiicated to responsible management
verbally, while others considered more significant are included in the audit report. 1t shouid
be itoted that findings are a cominon result of an audit, and do not in and of themselves
indicate carelessness or negligence an the part of management. Deficiencies identified
during an audit can be the result of many factars, sonie of which may bé only partly
conirollable by management. In addition, internal audit reports are designed to draw attention
to oppintunities for improvemient and therefore do not address the areas of satisfactory
performance that may be noted during an audit. Therefore, Counci is encouraged to
maintain a balanced perspective regarding the nature and extent of internal audit findings.



DIVISION OF REVENUE TAX GAP AUDIT
SUMMARY OF AUDIT RESULTS

The Office of Internal Audit completed an audit of the Division of Revenue Tax Gap
Processes on September 24, 2009. Qur audit focused o the Tax Gap of the Occupational
License Fec. Tax Gap is defined as the difference between what taxpayers should have
paid and what they actually paid on a timely basis. Understanding and monitoring the
Tax Gap allows mianagerient to make betler decisions about tax policy, allocaton of
resources for tax administration, and to manage fiscal challenges and responsibilities.

The general control objectives for the audit were fo determine that:

“. & & &

Written procedures exist for monitoring the Tax Gap

The collection process is sufficient to identify businesses who have not filed taxes
Underreported taxés are identified and collected in a timely manner

Interest and Penalties are appropriately applied and collected

The following findings were reported to senior management:

&

Significant technological improvements are needed to address Tax Gap issues.
The Division of Revenue should seek funding to obtain a tax software program
with the capability to manage large amounts of data, This software package needs,
at a minimum, the ability to employ system logic to identify delinquent taxpayers,
tnaintain an accurate accounts receivable database that génerates reports enabling
Division of Revenue personnel to track the aging of tax accounis receivable and
to effectively manage delinquent accounts, have the capability to automatically
generate notices to taxpayers who have missed filing deadlines, track the filing
states of businesses that have been granted filing extensions, and automatically
calculate penalties and interest.

The Computer Services Mainframe systern report of all entities or individuals
who have not paid taxes contained significant inaccuracies and omissions. This is
the same report that Computer Services provides to the Division of Revenue to
assist them in collecting unpaid taxes.

More than 10,000 blask period-end dates were found in the License Year-to-Date
Table that contains all returns filed and/or paid. We also noted 249 data validity
errors in the related Mainframe Master File. This indicates edit checks were
either non-existent or ineffective in the License Year-to-Date Table and
Mamframe Master File,

Penalties and/or interest charges were not consistently applied ageinst late
payments of Net Profit returns and Employee Withholding returns. The purpose
of this finding was to raise management’s awareness of the potential effect of
unapplied interest and penaldes on late returns. It was outside the scope of this
audit to evaluate the ¢ircumstances surrounding specific instances of unapplied
penalty and/or interest, or to provide a list of specific accounts to be re-billed, or



of specific collectable amounts. The Division of Revenue performed their own
detailed examination of the circumstances surrounding the top 55 Net Profit
transactions and top 115 Withholding transactions identified in our tests, and
extrapolated approximately $1,000,060 in uncollected interest and penalties over
the three-year period covered by our tests.

s The Revenne Compliance Section receives checks for the late payment of taxes,
for amounts other than the actual tax due, or for other reasons such as address
changes. Once the related account is researched, they forward these checks to the
Revenue Processing Section for processing and deposit. These checks should be
logged, endorsed, and deposited by the Compliance Section to increase security of
funds. Copies or scanned images of such checks should be forwarded to the
Revenue Processing Section for precessing purposes.

» The Division of Revenue external website contains License Fee Regulations that
have not beeri updated sifice Noveiriber 1, 2000. This website should be updated
to inform the public of ali fees, penalties, and interest related to Ordinance 13-7,
which became effective on December 6, 2007,

¢ Occupational License fee tax forms must be manually filed by taxpayers and
manually reviewed by Division of Revenue auditors. The Division of Revenue
should consider a timetable to automate Occupational License fee tax filing and
review.

Management’s responses to the findings indicated appropriate action would be taken to
correct the deficiencies identified. Management and staff were very courteous and
cooperative throughott the course of the audit.
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