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EXECUTIVE SUMMARY 
 

NEW YORK CITY DEPARTMENT OF CONSUMER 
AFFAIRS 
NEW YORK CITY DEPARTMENT OF FINANCE 
SELECTED CONTROLS OVER LICENSING OF 
CIGARETTE RETAILERS AND WHOLESALERS 

 
SCOPE OF AUDIT 

 
he New York State Tax Law requires that every retail dealer of tobacco 
products obtain a Certificate of Registration (C of R) and that every wholesale 

dealer obtain a license from the New York State Department of Taxation and 
Finance (Department). In addition, Chapter 13 of the New York City (NYC) 
Administrative Code states that it is unlawful for a person to engage in business 
as a retail or wholesale dealer in NYC without a NYC cigarette license.  In 2000, 
the NYC Department of Consumer Affairs (DCA) became responsible for the 
licensing of NYC cigarette retailers. The NYC Department of Finance (Finance), 
Enforcement Division, is responsible for licensing the NYC cigarette wholesalers. 
As of June 2003, there were about 12,300 licensed retailers in New York City 
and 160 wholesalers licensed to sell cigarettes to retailers in New York City. 
  
Our audit addressed the following questions relating to selected DCA and 
Finance controls over NYC cigarette licensing for the period January 1, 2001 
through October 31, 2003:  
 

• Does DCA and Finance maintain accurate licensing data for NYC 
cigarette retailers and wholesalers?  

 
• Does DCA and Finance ensure that NYC retailers and wholesalers with 

expired, suspended, or revoked licenses are not selling cigarettes? 
 

AUDIT OBSERVATIONS AND CONCLUSIONS 
 

e found that DCA and Finance can improve the accuracy of its licensing 
data for cigarette retailers and wholesalers.  DCA and Finance do perform 

follow up reviews on retailers and wholesalers that have expired, suspended or 
revoked New York City licenses to ensure that these retailers and wholesalers 
are no longer selling cigarettes.  However, we believe they can improve their 
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efforts by targeting those retailers and wholesalers whose State C of R or State 
license has also been suspended, revoked or expired. 
 
All cigarette retailers must have a C of R issued by the Department and a NYC 
license to sell tobacco products in NYC.  Therefore, controls should be in place 
to identify retailers within New York City with expired C of R’s or those that have 
obtained a State C of R but not a NYC license and to follow up with these 
retailers to ensure that they are not continuing to sell tobacco products.  When 
we compared Department and DCA records of retailers, we found that 3,583 
retailers appeared to have a current C of R but did not match up to DCA records 
as having a current NYC license. We selected a random sample of 85 of the 
3,583 retailers and visited the 85 retailers’ reported places of business to 
determine whether these retailers were in fact selling cigarettes without a NYC 
license.  Based upon the results from our statistical random sample, we can 
project, with a 90 percent confidence level, that between 285 and 725 of our 
sample population of 3,583 NYC retailers were selling cigarettes without a 
current NYC license. This difference occurs in part because the Department and 
DCA do not compare their records to ensure that retailers applying for a NYC 
license have the required C of R and that the information for all retailers is 
correctly entered in each database.  We did a similar test of the listing maintained 
by DCA of retailers whose licenses were revoked or suspended by DCA during 
the last two years in order to determine if any of these retailers were 
inappropriately selling cigarettes. We estimate, with a 90 percent confidence 
level, that between 55 and 148 of the 764 retailers on DCA’s list were selling 
cigarettes with a revoked or suspended NYC license. (See pp.  13-17) 
 
A wholesale distributor that intends to sell cigarettes or tobacco products in New 
York City must first obtain a State license from the Department and then 
subsequently obtain a NYC wholesale license from Finance. We identified seven 
cigarette wholesalers with a current NYC license that did not have a State 
license.  We provided this information to Department officials for their follow-up.  
Finance subsequently cancelled the NYC licenses for five of these wholesalers.   
In addition, our comparison of the Department and Finance’s records determined 
that there were 43 wholesale distributors located in New York City that failed to 
renew their NYC wholesale license for 2003. We provided this list to Finance 
officials and asked if they checked on these 43 wholesale distributors to 
determine whether or not they continued to sell to retailers in NYC. Finance 
provided a summary listing of explanations of their follow-up activity which 
identified that eight of the 43 wholesalers were under criminal investigation for 
violations and another two wholesalers were found to be distributing cigarettes 
and are also under investigation by the Enforcement Division.  (The remainder 
were either out of business, had changed locations, stopped selling cigarettes or 
had their license renewed.)  Finance officials state that in the past they have 
followed up on wholesalers who failed to renew their NYC licenses.  However, 
the Finance Enforcement Division has no formal written procedures for the 
wholesale license review and approval process nor do they have a formal written 
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long term strategic plan for the enforcement of the cigarette licensing laws.  (See 
pp. 19-21) 
 
Our report contains nine recommendations to address these and other findings 
relating to the licensing of cigarette retailers and wholesalers. 
 

Comments of DCA and Finance Officials 
 

CA officials agreed with our six recommendations and stated that they have 
implemented or are exploring ways to implement the recommendations.  

Finance generally agreed with our three recommendations and stated that they 
have implemented or are developing ways to implement the recommendations. 
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INTRODUCTION 

 
Background 

he New York State Tax Law requires that every retail dealer 
of tobacco products obtain a Certificate of Registration (C of 

R) and that every wholesale dealer of tobacco products obtain a 
license from the New York State Department of Taxation and 
Finance (Department).  The law authorizes the Commissioner of 
the Department to levy and collect a cigarette excise tax on all 
cigarettes for use or sale in New York State (State).  The 
Department collects this tax through the sale of tax stamps (to 
be affixed to each pack of cigarettes) to its licensed cigarette-
stamping agents. Agents subsequently sell the cigarettes, with 
the appropriate tax stamp, to licensed cigarette wholesalers, 
who then sell them to retailers for sale to the general public.  
The law further requires that every retail and wholesale dealer 
publicly display a certificate of registration/license in each place 
of business in the State where cigarettes or other tobacco 
products are sold.   
  
In addition, the State Laws of 1952 authorized the New York 
City (NYC) Cigarette Tax, which is also collected through the 
sale of tax stamps.  According to New York City Department of 
Finance (Finance) officials, cigarette tax stamp revenue for the 
ten months ended April 30, 2003 was $223 million.  Chapter 13 
of the NYC Administrative Code (Code) states that it is unlawful 
for a person to engage in business as a retail or wholesale 
dealer in NYC without a cigarette license.   A dealer must apply 
for one license for each place of business from which cigarettes 
are sold. 
 
In 2000, the Code was changed to authorize the New York City 
Department of Consumer Affairs (DCA) to take responsibility for 
the licensing of cigarette retailers. The NYC Retail Cigarette 
License costs $110 biennially, and as of June 2003, there were 
12,300 licensed retailers. DCA’s Enforcement Division oversees 
compliance with the retail cigarette licensing laws.  According to 
DCA records, DCA conducted more than 16,330 tobacco 
inspections for the period April 1, 2002 through March 31, 2003.  
Officials stated that their major focus is to ensure that cigarette 
retailers are licensed and that they prohibit the sale of cigarettes 
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to minors. For the period from April 1, 2002 through March 31, 
2003, DCA levied $1.66 million in fines for licensing violations. 
 
Finance’s Enforcement Division, is responsible for licensing the 
cigarette wholesalers and enforcing the wholesale cigarette 
licensing laws.  The NYC Wholesale Cigarette License costs 
$600 annually, and as of April 2003, there were 160 licensed 
cigarette wholesalers for which Finance collected a total of 
$98,400 in license fees for the year. 
 

Audit Scope, Objectives and Methodology 
 

e audited selected DCA and Finance controls over 
cigarette licensing for the period January 1, 2001 through 

October 31, 2003. One objective of our performance audit was 
to determine whether DCA and Finance maintain accurate 
licensing data for cigarette retailers and wholesalers.  Another 
objective was to determine whether DCA and Finance ensure 
that retailers and wholesalers with expired, suspended or 
revoked licenses are not selling cigarettes.   
 
To accomplish our objectives, we reviewed State and NYC 
laws, and DCA and Finance policies and procedures.  We 
conducted interviews with DCA and Finance officials regarding 
their monitoring and oversight responsibilities associated with 
cigarette licensing.  We compared information maintained by the 
Department regarding licensed retailers and wholesalers as of 
June 2003 with information maintained by DCA and Finance.  
We also visited random samples of NYC cigarette retailers to 
verify that they had the required NYC license and the State 
Certificate of Residence. 
 
Generally accepted government auditing standards suggest that 
auditors may find it useful to obtain written representations from 
management, both to affirm the completeness and accuracy of 
information provided to the auditors, and to ensure there are no 
undisclosed situations of which management is aware, including 
instances of fraud, abuse or illegal acts, that would significantly 
affect the auditors’ assessment of risk.  It is our policy to 
routinely request a management representation letter covering 
these issues and have done so in conjunction with this audit.  
However, as a matter of policy, the City of New York does not 
provide these written representations to us, although 
management has provided us with oral assurances on these 
matters. 
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Generally accepted government auditing standards require that 
we plan and perform our audit to adequately assess those 
operations of DCA and Finance which are included within our 
audit scope.  Further, these standards require that we 
understand DCA’s and Finance’s internal control structure and 
its compliance with those laws, rules and regulations that are 
relevant to the operations which are included in our audit scope.  
An audit includes examining, on a test basis, evidence-
supporting transactions recorded in the accounting and 
operating records and applying such other auditing procedures 
as we consider necessary in the circumstances.  An audit also 
includes assessing the estimates, judgments and decisions 
made by management.  We believe that our audit provides a 
reasonable basis for our findings, conclusions and 
recommendations. 
 
In addition to being the State Auditor, the Comptroller performs 
certain other constitutionally and statutorily mandated duties as 
the chief fiscal officer of New York State, several of which are 
performed by the Division of State Services.  These include 
operating the State’s accounting system; preparing the State’s 
financial statements; and approving State contracts, refunds, 
and other payments.  In addition, the Comptroller appoints 
members to certain boards, commissions and public authorities, 
some of who have minority voting rights.  These duties may be 
considered management functions for purposes of evaluating 
organizational independence under Generally Accepted 
Government Auditing Standards.  In our opinion, these 
management functions do not affect our ability to conduct 
independent audits of program performance. 
 

Comments of DCA and Finance Officials to Audit 
 

e provided draft copies of this report to DCA and Finance 
officials for their review and comment.  We have 

considered the comments of DCA and Finance officials in 
preparing this audit report and have included them as Appendix 
B and Appendix C, respectively. 
 
Within 90 days of the final release of this report, we request the 
Commissioner of DCA and the Commissioner of Finance to 
report to the State Comptroller, advising what steps were taken 
to implement the recommendations contained herein, and 
where recommendations were not implemented, the reasons 
therefor.
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LICENSING OF CIGARETTE RETAILERS 

 
ll cigarette retailers must have a valid C of R and a NYC 
license to sell tobacco products in New York City.  Either 

issuing entity may revoke or suspend a retailer’s C of R or 
license for a number of reasons, including the sale of 
unstamped cigarettes or the sale of cigarettes to minors.  
Therefore, controls should be in place to identify retailers whose 
C of R or NYC license has been revoked/suspended, or not 
renewed to prevent such retailers from continuing to sell 
tobacco products. 
 
All applicants for a NYC license must submit proof they possess 
a current C of R issued by the Department. They are also 
required to list their State sales tax identification number on their 
NYC license application. Upon suspension or revocation of their 
NYC license, the retailers must immediately surrender their 
license to DCA.  
 
One of the principal means used by DCA to enforce the 
cigarette licensing laws is through the State funded Youth 
Tobacco Program. Under this program, DCA enlists the aid of 
underage children to help DCA inspectors detect retailers who 
are illegally selling cigarettes to minors.  As part of this program, 
DCA inspectors also check the retailer’s compliance with NYC 
and State licensing laws, such as having the required cigarette 
licenses, and perform follow-up inspections of identified 
violators.  This system of inspections helps DCA monitor 
compliance with the entire range of tobacco laws.  
 
Based upon the results of this audit and our recently completed 
audit of the Department’s tobacco licensing process, (report 
2002-S-58 issued in October 2003), we believe that there are 
some additional cost effective means by which DCA can identify 
unlicensed retailers, to strengthen their licensing efforts and to 
perform additional targeted inspections. According to 
Department records, as of June 2003, there were 13,317 
retailers doing business in NYC that had a current C of R.  
According to DCA records for the same period, 12,300 retailers 
had a current NYC license. 
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This difference occurs because the Department and DCA do not 
compare their databases to ensure that retailers applying for a 
NYC license have the required C of R and that the information 
for all retailers is correctly entered in each database. When we 
compared these two records by sales tax identification number 
and address, we found that 3,583 retailers appeared to have a 
current C of R but did not have a current NYC license. We could 
not match certain records because of the lack of corresponding 
identification numbers and the different spelling of the 
addresses on the two databases.  
 
For example, although DCA requires all NYC license applicants 
to record their State sales tax identification number on their 
license applications, DCA does not record the number on its 
database.    Similarly, the Department does not have the NYC 
license number on its database.  Further, the DCA database 
had the State sales tax identification numbers for only 664 of the 
12,300 (6 percent) licensed retailers. As a result, the 
Department and DCA cigarette license databases are 
incompatible for comparison purposes.  DCA needs to work with 
Department officials to establish a list of common data elements 
to be included in the respective licensing databases to facilitate 
matching.  At a minimum, DCA should update the current 
database to include the sales tax registration number and State 
C of R number when retailers renew their licenses.  DCA should 
also confirm the accuracy of this information with the 
Department for retailers who renew their license. 

 
We selected a random sample of 85 of the 3,583 retailers and 
visited the 85 retailers’ reported places of business from July 22 
through August 20, 2003. Our review of these retailers identified 
47 who had a current NYC license. The inability to use the 
Department and DCA databases to adequately match records 
was a major reason why we could not initially determine that 
these 47 retailers had a current NYC license.  In addition, 15 
retailers were in business but did not sell cigarettes and 
therefore did not need a license, and five were no longer in 
business.   
 
However, 18 retailers were selling cigarettes without a current 
NYC license on the premises.   According to DCA officials, they 
inspected nine of the 18 retailers in 2003 and another 6 in 2001 
or 2002.  Eight of these retailers were issued violations for 
unlicensed activity or for selling cigarettes to minors. Our site 
visits also determined that 22 retailers either did not display a 



 

15 

NYC license as required or displayed expired or photocopied 
licenses.  
 
We provided DCA officials with the results of our site visits for 
their follow-up.  DCA officials stated that for the 18 retailers, 
which we identified as selling cigarettes without a NYC license 
on the premises, they determined that six of these retailers were 
recorded on DCA records as having a current license. 
Accordingly, 12 retailers were selling cigarettes without a 
current NYC license.  Based upon the results from our statistical 
random sample (12 out of 85), we can project, with a 90 percent 
confidence level, that between 285 and 725 of our sample 
population of 3,583 NYC retailers, were selling cigarettes 
without a current NYC license.   

 
We did a similar test of the listing maintained by DCA of retailers 
whose licenses were revoked or suspended, in order to 
determine if any of these retailers were inappropriately selling 
cigarettes.  We determined that the licenses of 764 retailers had 
been revoked or suspended at some point over the period from 
January 1, 2001 through June 3, 2003.  We selected a random 
sample of 75 of the 764 retailers and visited the retailers’ 
reported place of business from July 22 through August 20, 
2003. Our review of these 75 retailers found that 17 retailers 
appeared to be selling cigarettes without a current NYC license.  
  
We provided DCA officials with the results of our site visits for 
follow-up.  DCA officials stated that when they reviewed their 
records for the 17 retailers who we found selling cigarettes 
without a current NYC license on the premises, they determined 
that seven of the 17 retailers had appealed their license 
revocation/suspension and thus were legally able to continue 
selling cigarettes pending their appeal. Therefore, 10 retailers 
from our sample were selling cigarettes without having a current 
NYC license. Based upon the results for our statistical random 
sample (10 of 75) from a total population of 764, we can project 
with a 90 percent confidence level, that between 55 and 148 
establishments of our sample population of 764 establishments, 
were selling cigarettes with a revoked or suspended NYC 
license.  
 
In addition, our sample identified two retailers who apparently 
had obtained a new NYC license without having a State C of R.  
As noted previously, the Department and DCA do not regularly 
compare their databases to ensure that those retailers applying 
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for a new NYC license, or those renewing an existing license 
have a current C of R in effect.  Therefore, it is important that 
DCA work with Department officials to develop a process to 
verify that license applicants have a current State C of R before 
a New York City license is issued.   
 
It also appears that DCA does not promptly notify the 
Department when it suspends or revokes a NYC license.  The 
Department should be notified in a timely manner so that it can 
take prompt action against the retailers.  We identified 12 
retailers from our sample of 75 retailers that had their NYC 
licenses revoked or suspended prior to May 2003 and were still 
listed on the Department database as having current C of R’s as 
of June 2003. 
 
Similarly, DCA does not notify licensed wholesalers of those 
NYC retailers whose licenses have been revoked or suspended, 
so that they can halt sales to such retailers.  Although DCA 
notifies Finance of revoked or suspended licenses, it appears 
that no one alerts the wholesalers to stop sales to unlicensed 
retailers.  As part of the plan for DCA enforcement efforts, we 
believe that DCA should periodically notify the wholesalers of all 
revoked or suspended licenses. 
 
Our findings indicate that there are additional opportunities for 
DCA to identify unlicensed retailers through the use of these 
methods.  We believe DCA needs to compare the DCA cigarette 
retailer license database to the Department database on a 
regular basis to identify retailers who do not have both the 
current State C of R and a NYC license.  DCA can then use the 
results of these comparisons to target retailers for appropriate 
enforcement activities.  DCA should also develop a formal 
written, long-term strategic plan for enforcing the cigarette retail 
licensing laws that incorporates methods such as the ones we 
used in this audit.  Although DCA is using the Memorandum of 
Understanding for the Youth Tobacco Program as its current 
enforcement work plan, DCA’s Enforcement Division lacks a 
formal strategic plan.  
 
In responding to our draft report, DCA officials stated that they 
are in agreement with our findings and recommendations. 
Officials indicated that they are already taking steps to increase 
communication with the Department and are exploring the best 
way to reconcile the Department and DCA’s databases.  In 
addition, they indicated that they researched the retailers that 
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we identified in our samples, and have taken corrective action.  
We commend DCA for taking immediate action to improve its 
processes.     
 

Recommendations 
 
To DCA: 
 
1. Work with Department officials to establish a list of 

common data elements to be included in the respective 
licensing databases to facilitate matching.  At a minimum, 
update the current database to include the sales tax 
registration number and State C of R number when 
retailers renew their licenses.  Confirm the accuracy of 
this information with the Department for retailers who 
renew their license. 

 
2. Compare the DCA cigarette retailer license database to 

the Department database on a regular basis to identify 
retailers who do not have both the current State C of R 
and a NYC license.  Use the results of these 
comparisons to target retailers for appropriate 
enforcement actions. 

 
3. Follow up on all retailers identified in our samples as not 

in compliance with the cigarette licensing laws and take 
appropriate actions. 

 
4. Work with Department officials to develop a process to 

verify that license applicants have a current State C of R 
after the issuance of the New York City license.   

 
5. Develop a plan for DCA enforcement efforts that includes 

the use of the techniques such as those demonstrated in 
this audit to identify retailers for enforcement efforts.    
Among other things, this should include periodically 
notifying licensed wholesalers of those NYC retailers 
whose licenses were suspended or revoked. 

 
6. Work with Department officials to identify formal ways to 

share specific enforcement actions (suspensions, 
revocations) between agencies.  

 
 (DCA officials agreed to implement all six 
 recommendations.) 
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LICENSING OF CIGARETTE WHOLESALERS 

 

 wholesale distributor that intends to sell cigarettes or 
tobacco products to retailers in New York City must obtain a 

State license from the Department and a NYC wholesale license 
from Finance.  Wholesalers cannot obtain a NYC wholesale 
license from Finance unless they already have obtained a State 
license from the Department.  If a wholesaler’s State license is 
revoked, their NYC license is also to be revoked. 

Finance maintains a list of licensed wholesalers which they post 
on their agency Internet website.  The April 10, 2003 list 
provided to us by Finance included 160 licensed wholesalers.  
We matched the Finance list to the Department list of licensed 
wholesalers as of June 2003.  We identified seven cigarette 
wholesalers with a current NYC license that did not appear to 
have a State license.     
 
In response to our findings, on July 25, 2003 Finance officials 
notified five of the seven wholesalers that their NYC licenses 
were cancelled due to their failure to maintain a current State 
license.  For a sixth wholesaler, Finance officials said that they 
did not issue a 2003 license to that firm, even though the firm 
was included on the list provided to us.   For the seventh 
wholesaler, we found that Finance had approved their 2003 
license on January 22, 2003, even though the firm’s State 
license was not approved until June 23, 2003.  
 
Finance officials stated that they do not have a formal written 
procedure for the review and approval of wholesale cigarette 
license applications. Officials told us that Department staff 
sends a monthly printout to Finance of those firms that have a 
current State license. Officials further stated that the 
Department does not notify them when a specific wholesaler 
has had its State license revoked or which firms failed to renew 
their wholesale license.  We believe that Finance needs to 
develop a formal written notification process with the 
Department to improve their methods of verifying the existence 
of a current State license. 
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Comparing Finance records for 2002 and 2003, we identified 43 
cigarette wholesalers located in the five boroughs of NYC that 
had a NYC license in 2002 but did not have a license in 2003.  
We subsequently asked Finance officials if they had followed up 
to see if these 43 wholesalers had discontinued sales to 
retailers in NYC. According to Finance officials they checked all 
43 wholesalers to see if they were selling to retailers in NYC. 
Finance provided us a summary listing of explanations of their 
follow-up activity which identified that eight of the 43 
wholesalers (seven of these are now out of business while the 
eighth is currently being prosecuted) were under investigation 
for violations; two other wholesalers were found to be 
distributing cigarettes in NYC and are also under investigation 
by Enforcement.  The remaining wholesalers were either out of 
business, stopped selling cigarettes, merged with another firm 
or had changed locations. 
 
Although Finance officials state they have followed up on the 
wholesalers we identified who failed to renew their NYC 
licenses in past years, there are no formal written procedures 
that required Finance enforcement operations to do so. Such 
procedures should include matching of records to identify 
wholesalers that did not renew their license from one year to the 
next, and following up to ensure that they do not continue to 
distribute cigarettes.  Such procedures should also provide for 
matching Department and Finance records to ensure that 
wholesalers that apply for a City license already have a current, 
valid State license. 
 
We also believe that Finance should take this opportunity to 
update their strategic plan for guiding their enforcement efforts. 
In May 2003, Enforcement Division officials stated that the 
enforcement staff investigated complaints made by the public 
and that previously they performed some surprise random 
inspections.  Officials further noted that investigators perform 
undercover operations of licensed wholesalers, perform “street 
sweeps” and examined unlicensed transporters of untaxed 
cigarettes.  In response to our draft report, Finance officials 
stated that they have a strategic plan with respect to criminal 
enforcement investigations.  Their current enforcement activities 
do not employ the wholesale matching of files that we employed 
on this audit.  Such an effort should provide valuable information 
for enforcement activities.  
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Without strong controls over the licensing of cigarette 
wholesalers and retailers, there is increased probability that 
cigarettes could be illegally sold.  With the recent increase in 
cigarette taxes in NYC, there is a greater incentive for retailers 
to sell unstamped cigarettes. According to Finance officials, 
cigarette tax stamp revenue for the ten months ended April 30, 
2003 was $223 million.  With this type of volume, loss of 
revenues due to the sale of untaxed cigarettes could be 
significant. 
 

Recommendations 
 
To Finance: 
 
7. Request the Department to notify Finance when a 

cigarette wholesaler’s State license is revoked or 
suspended.  In turn, Finance should notify the 
Department when a wholesaler’s NYC cigarette license is 
revoked or suspended.   

 
8. Establish formal written procedures for the wholesale 

cigarette license review and approval process.   
 
9. Prepare a long term strategic plan for the Finance 

enforcement operations that would employ a variety of 
approaches, including a comparison of Department and 
Finance records to identify potential unlicensed 
wholesalers. 

 
 (Finance officials agreed to develop ways to implement 
 all three recommendations.)  
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* 
Note 

 

State Comptroller’s Note: 
*We revised our report to reflect comments of Department of  
  Finance Officials. 



 

31 

 




