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       Re:  Report 2001-F-2 
 
Dear Mr. Roth: 
 
 Pursuant to the State Comptroller’s authority as set forth in Article V, Section 1 of the State 
Constitution and Article II, Section 8 of the State Finance Law, we have reviewed the actions taken 
by the Department of Taxation and Finance as of March 7, 2001 to implement the recommendations 
contained in our audit report, The Cost of Privatization Including Relocation to Kingston (Report 98-
S-62).  Our report, which was issued on August 11, 1999, assessed the decision to relocate personal 
income tax processing operations to Kingston, identified the cost associated with the relocation, and 
determined how the relocation costs affected the projected savings from the privatization of personal 
income tax return processing.  In addition, the report addressed the Department of Taxation and 
Finance’s administration of its contract with Fleet Services Corporation for the privatization of 
personal income tax return processing and identified other adjustments to cost savings estimations 
from this privatization contract.   
 
Background 
 

In 1995, the Department of Taxation and Finance (Department) began an eight year contract 
with an estimated value of $198 million with Fleet Services Corporation (Fleet) to privatize 
processing of the State’s personal income tax  (PIT) returns.  This contract was to re-engineer PIT 
return processing, reduce costs by an estimated $76.5 million over the eight year contract period, and 
enhance services to taxpayers.  The privatized processing was to use imaging technology to scan 
taxpayers’ PIT returns into a computer format that could be transmitted to the Department.  In 
addition, the contract was to provide PIT front-end processes such as receipt of returns, return 
remittance deposit, return review, and return data capture and verification.  The Department was to 
retain responsibility for PIT back-office operations including return processing; refund processing; 
policy analysis; revenue forecasting and taxpayer accounting, auditing, billing, collection and 
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enforcement.  The contract was to last for eight years with a two-year extension option.  This 
undertaking is the largest privatization initiative in State history. 
 
Summary Conclusions 
 

Our prior audit reported that the estimated cost of the PIT privatization contract had risen to 
$330 million from its original estimated cost of $198 million.  Our prior audit also affirmed our 
earlier conclusion that the contract was not going to realize the $76.5 million of projected cost 
savings.  The prior report identified that the cost of relocation to Kingston alone accounted for $41.3 
million of savings reductions.  In total, our audit results have identified about $101.6 million of 
reductions to original projected cost savings.  The Department agreed with all but $10 million of 
these reductions.  However, during our prior audit, the Department identified about $49.7 million of 
adjustments that, if correct, would increase savings.  We agreed that the concepts underlying these 
Department adjustments deserved consideration.  However, we were unable to establish an audit 
value for them because of lack of sufficient documentation, analysis or standard methodologies.   
 

Because of the increasing contract cost and diminished contract savings, we concluded that 
the Department needed to conduct a comprehensive analysis to determine the most feasible and cost 
effective options for processing PIT returns.  We recommended that the results of this analysis be 
used to guide future strategic direction for PIT return processing.   
 
Summary of Status of Prior Audit Recommendations 
 

We determined that the Department partially implemented one of our prior audit report 
recommendations and has not implemented the other. 
 
Follow-up Observations 
 

Recommendation 1 
 
With the assistance of a qualified independent party, conduct a comprehensive analysis to determine 
whether it is feasible and cost-effective for the Department to process personal income tax returns 
in-house with its own imaging technology, whether it is more cost-effective for the Department to 
continue to contract for all or part of these services or whether other more cost-effective options 
exist to continue these operations.  In addition to any other significant analysis the Department 
deems appropriate, the comprehensive analysis should: 
 

•  update the Department’s estimate of the total expected cost of the Fleet contract, 
 
•  identify the staff resources the Department needs to effectively manage and monitor 

the Fleet contract, 
 

•  evaluate whether it will be possible in the future to obtain competitive bids for new 
or emerging technology used in the processing of personal income tax returns, 
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•  assess whether it would be prudent to have more than one contractor to operate the 
privatized function, and 

 
•  identify what would be needed, and at what cost, for the Department to process 

personal income tax returns in-house using state-of-the-art technology such as 
imaging.   

 
Status - Partially Implemented 
 

Agency Action - In September 1999, Department officials reported a two-phased approach for this 
recommendation.  The first phase would determine the appropriateness of extending the 
contract with Fleet for the two-year option period.  The second phase would evaluate the 
feasibility and the cost for the Department to implement an advanced technology solution for 
PIT return processing. 

 
Our follow up review showed, that the Department had completed a draft analysis of the 
appropriateness of extending the privatization contract for the two-year option period.  In this 
regard, the analysis provides a basis toward the implementation of our prior recommendation 
by presenting a side-by-side comparison of the cost and the risk for the Department and for 
Fleet to perform PIT return processing operations in Kingston in 2003 and 2004. 

 
Overall, the analysis indicates that the cost to continue processing with Fleet will total $72 
million and the cost for the Department to perform this processing will total $106 million.  
The analysis also presents a high risk associated with Department processing and a low risk 
associated with Fleet processing.  The high Department risk is attributed to lack of 
knowledgeable staff to support imaged-based systems, difficulty in having appropriate 
staffing in place in a timely manner, and the adverse impacts on other priorities as a result of 
meeting operating and maintenance requirements for PIT return processing.  The draft 
analysis concludes that, from a cost and risk perspective, the Department should continue to 
contract for the two-year option period. 

 
Department officials informed us that, consistent with our prior audit recommendation, their 
phase two effort will include considering alternatives for PIT processing, multiple vendors 
for any privatization contract, and the use of alternative technologies to imaging.  They 
estimate that phase two will begin in the Fall of 2001 and should take about a year to 
complete. 

 
Auditors’ Comments - We urge the Department to expedite its phase two analysis.  Accordingly, 

ensuing steps required by the analysis can be scheduled at the most appropriate time prior to 
the expiration of the current contract for PIT return processing.  In addition, we reiterate our 
prior audit concerns that the Department should seek outside expertise in conducting the 
analysis and that in-house options for performing PIT processing be given full consideration. 
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Recommendation 2 
 
Use the results of the comprehensive analysis recommended by this audit to determine the 
appropriate future strategic direction for personal income tax return processing operations. 
Status - Not Implemented 
 
Agency Action - The Department has not yet completed recommendation number 1.  Therefore, the 

Department has not developed a long-term strategic plan to address the future of PIT return 
processing after the contract with Fleet expires. 

 
Major contributors to this report were Arthur Smith, Todd Seeberger, Alexander Marshall 

and Paul Bachman. 
 

We would appreciate your response to this report within 30 days, indicating any actions 
planned to taken to address the unresolved matters discussed in this report.  We also thank the 
Department management and staff for the courtesies and cooperation extended to our auditors during 
this review. 
 
      Very truly yours, 
 
 
 
      Jerry Barber 
      Audit Director 
 
cc:  Deirdre A. Taylor, DOB 
 


