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AUDIT OBJECTIVE 
 
Our objective was to determine whether the 
administrative practices of the New York City 
Department of Finance provide reasonable 
assurance taxpayer disagreements and 
protests are being resolved in as timely a 
manner as possible.   
 

AUDIT RESULTS - SUMMARY 
 
The New York City Department of Finance 
(Finance) is responsible for identifying New 
York City businesses that either fail to file a 
tax return or fail to pay the correct amount of 
taxes.  When Finance determines that a 
taxpayer owes additional tax, the taxpayer is 
given the opportunity to dispute Finance’s 
decision both informally (disagreed case) and 
formally (protested case).   
 
We found that Finance has not established an 
adequate system of management controls for 
its processing of disagreed and protested 
cases.  In particular, Finance has not 
established expected time frames for routine 
case processing activities and does not 
monitor the actual processing times of these 
activities.  As a result, Finance’s managers 
have no assurance these activities are being 
performed in as timely a manner as possible.   
 
To determine whether there were long delays 
in Finance’s resolution of taxpayer 
disagreements and protests, we reviewed a 
sample of disagreed cases and a sample of 
protested cases.  We found that some of the 
cases were delayed for significant periods of 
time.  For example, if a taxpayer disagrees 
with a proposed tax adjustment, Finance 
contacts the taxpayer and attempts to resolve 
the disagreement. However, in a disagreement 
that took 315 days to resolve, three months 

elapsed between Finance’s first and second 
contacts with the taxpayer.    
 
To reduce the extent of such delays, we 
recommend Finance establish expected time 
frames for routine case processing activities, 
monitor actual processing times against these 
expected times, and take corrective action 
when delays are identified.  We note that such 
a monitoring system is used by the New York 
State Department of Taxation and Finance 
(Department), and the system has helped the 
Department significantly improve the 
timeliness of its disagreement resolution 
process.   
 
We also note that it is more difficult to 
resolve formal tax protests in a timely 
manner, because mandated waiting periods 
are built into the process to give taxpayers 
adequate time to consult with counsel.  
However, the long delays in our sample of 
protested cases were not caused solely by 
these mandated waiting periods and could be 
reduced if expected time frames were 
established for protest resolution activities.   
 
We also recommend Finance develop detailed 
written procedures to guide its staff in the 
processing of disagreed and protested cases, 
and ensure resolution activities are adequately 
documented.  We also noted that Finance’s 
monitoring efforts could be enhanced if better 
use were made of Finance’s automated 
information systems.   
 
Our report contains nine recommendations to 
improve Finance’s controls over the 
resolution of taxpayer disagreements and 
protests.  Finance officials generally agreed 
with our recommendations.  However, they 
took exception with some of our conclusions 
relating to the adequacy of management 
controls. 
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This report, dated October 4, 2006, is 
available on our website at:  
http//www.osc.state.ny.us. Add or update 
your mailing list address by contacting us at: 
(518) 474-3271 or 
Office of the State Comptroller 
Division of State Services 
State Audit Bureau 
110 State Street, 11th Floor 
Albany, NY 12236 
 

BACKGROUND 
 
The New York City Department of Finance 
(Finance) collects taxes from the more than 
330,000 businesses located in New York City, 
and administers and enforces the laws relating 
to these taxes.  Finance collects more than 
$27 billion annually in business, property and 
excise taxes, along with parking ticket fines, 
penalties, judgments and other charges related 
to these taxes and fines.  Finance does not 
collect personal income taxes from New York 
City residents, as that is the responsibility of 
the New York State Department of Taxation 
and Finance (Department).   
 
Finance’s Audit Division and Tax Policy 
(Audit Division) audits selected tax returns 
and performs other types of reviews to 
identify business taxpayers who have not filed 
returns.  When the Audit Division determines 
that additional taxes are owed, it issues a 
Notice of Proposed Tax Adjustment to the 
taxpayer.  This notice states that the taxpayer 
must, within 30 days, either pay the amount 
proposed as payable or respond to the notice 
and disagree with the amount proposed.   
 
If a taxpayer does not take either of these 
actions within 30 days, the amount proposed 
as payable is to be formally assessed as a tax.  
The Audit Division should then issue the 
taxpayer a Notice of Determination stating 
that the taxpayer must, within 90 days, either 
pay the amount assessed or formally protest 

the assessment.  If the taxpayer does neither, 
collection procedures are to be initiated.   
 
If a taxpayer disagrees with the proposed tax 
adjustment, the Audit Division contacts the 
taxpayer and attempts to resolve the 
disagreement.  If the disagreement cannot be 
resolved, the taxpayer may file a formal 
protest after a Notice of Determination has 
been issued. 
 
Taxpayers filing a formal protest may request 
either a conciliation conference or a tribunal 
hearing to resolve the protest.  In a 
conciliation conference, the dispute is 
mediated by a conciliator from Finance’s 
Conciliation Bureau.  The conciliator’s 
resolution decision is binding on the Audit 
Division when the taxpayer agrees to the 
proposed resolution.  In a tribunal hearing, the 
protest is formally adjudicated by an 
administrative law judge from the Tax 
Appeals Tribunal, an independent New York 
City agency.  When a tax assessment is 
protested, collection efforts are suspended 
until the protest is resolved (prospective 
interest and penalties continue to accrue).   
 
A taxpayer may appeal the outcome of a 
conciliation conference or tribunal hearing.  
Such appeals are made to the Administrative 
Law Judge Division of the Tax Appeals 
Tribunal.  The decisions of the Tribunal may 
be appealed in the New York State Supreme 
Court.  
 
Finance has a limited amount of time in 
which to initiate and complete its audit 
efforts, as a statute of limitation is imposed by 
Title 11 of New York City’s Administrative 
Code.  This Law provides that the tax shall be 
assessed within three years after the return 
was filed (unless the taxpayer agrees in 
writing to extend this three-year period).  
Thus, if there are long delays in Finance’s 
processes for resolving disagreements and 
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protests, some of the taxes owed to New York 
City may become uncollectible.  Moreover, 
regardless of the three-year statute of 
limitation, collection efforts can be 
undermined by long delays, as companies 
may go out of business and taxpayers may 
leave the area or become unlocatable.   
 

AUDIT FINDINGS AND 
RECOMMENDATIONS 

 
Management Controls 

 
If Finance is to minimize delays in its 
processes for resolving disagreements and 
protests, the Audit Division must contact 
taxpayers promptly when they disagree with a 
Notice of Proposed Tax Adjustment, and 
avoid long and unnecessary delays in its 
efforts to resolve these disagreements.  The 
Audit Division also must issue Notices of 
Determination promptly.  Similarly, the 
Conciliation Bureau must minimize delays in 
the completion of the conciliation process.   
 
If Finance’s managers are to have reasonable 
assurance the Audit Division and the 
Conciliation Bureau are, in fact, minimizing 
delays in their resolution processes, the 
managers must establish and maintain an 
appropriate system of management controls.  
For example, there should be detailed written 
procedures describing the various steps that 
must be taken by the Audit Division and the 
Conciliation Bureau at each stage of their 
resolution processes.  Expected time frames 
should be established for each of these steps, 
and routine management reports should be 
produced to enable the managers to determine 
whether these time frames are being met.  In 
addition, resolution activities should be 
systematically documented so that managers 
can identify the specific reasons for any long 
delays.   
 

We note that the Department has established 
such a system of management controls for its 
disagreement/protest resolution process.  The 
Department developed detailed written 
procedures and expected time frames for the 
process (e.g., the Department generally seeks 
to resolve 90 percent of the disagreements 
within 90 days of the date the disagreement 
was made known), and produces routine 
management reports that enable processing 
times to be monitored.  As is noted in our 
audit report entitled Administration and 
Oversight of the Tax Protest Resolution 
Process (2003-S-42 issued in November 
2004), the development of these management 
controls enabled the Department to 
significantly improve the timeliness of its 
resolution process.   
 
However, we found that Finance has not 
established an adequate system of 
management controls for its resolution 
processes.  In particular, Finance has not 
developed detailed written procedures 
describing the various steps that must be 
taken by the Audit Division and the 
Conciliation Bureau at each stage of their 
resolution processes, has not established 
expected time frames for each of these steps, 
and does not produce routine management 
reports showing the processing times and 
status of each disagreed/protested case.  In 
addition, resolution activities are not 
systematically documented.   
 
Finance has developed some written 
procedures describing the Audit Division’s 
role in the resolution process.  These 
procedures (Statement of Audit Procedures 
94-1-AU) indicate when the Notice of 
Proposed Tax Adjustment and the Notice of 
Determination are to be issued and note that 
all Notices of Determination must be sent to 
the taxpayer within three years of the date the 
tax return was filed or due in order to meet 
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the statute of limitation.  However, these 
procedures do not provide detailed guidance 
to Audit Division staff.  For example, the 
procedures provide no guidelines for 
determining when efforts to resolve 
disagreements should be abandoned and a 
Notice of Determination issued.  Such efforts 
can continue for months if taxpayers are 
difficult to contact or slow to respond to 
requests for documentation to support the 
reasons for their disagreements.  Also, 
Finance has developed no written procedures 
for Conciliation Bureau staff to follow when 
scheduling and conducting conciliation 
conferences, evaluating the merits of protests, 
and proposing conciliation resolutions.   
 
Finance does produce some routine 
management reports for disagreed and 
protested cases.  These monthly reports show 
the number of Notices of Determination 
issued each month; the number of cases 
transferred to the Conciliation Bureau, 
Collections Division and Tax Appeals 
Tribunal; the number of cases assigned to 
each Audit Division and Conciliation Bureau 
staff member by type of tax case; and the 
number of cases closed by each staff member.  
However, there are no comprehensive 
management reports showing the status and 
summarizing the processing activities of all 
cases.  As a result, Finance’s managers cannot 
readily assess the performance of the agency 
as a whole in resolving disagreements and 
protests.   
 
To some extent, this weakness in management 
reporting is caused by weaknesses in the 
design and management of Finance’s 
automated information systems.  These 
weaknesses are discussed in greater detail in 
the section of this report entitled Computer 
Systems.    
 
Time frames for formal resolution activities 
are established by law and regulation.  In 

addition, Finance established other 
timeframes through notification of the 
taxpayer via correspondence.  For example, 
Finance issues a Notice of Proposed Tax 
Adjustment form which stipulates that the 
taxpayer must respond to the notice or pay the 
amount due within 30 days.  If neither of 
these occurs, the form states that a Notice of 
Demand will be issued.  However, Finance 
has not established expected time frames for 
other routine resolution activities, such as 
initiating contact with taxpayers who have 
disagreements, resolving those disagreements, 
scheduling conciliation conferences, and 
completing the conciliation process.   
 
Audit Division staff are expected to document 
resolution activities (such as phone calls and 
meetings with taxpayers) in the case files.  
However, as is noted later in this report, we 
found that such activities frequently were not 
documented in the file folders.  Conciliation 
Bureau staff are not required to maintain 
documentation relating to conciliation 
conferences.  We found the conferences were 
not adequately documented.   
 
As a result of these weaknesses in Finance’s 
system of management controls, delays in the 
resolution process are less likely to be 
minimized.  In fact, in the absence of 
expected time frames for many resolution 
activities and in the absence of management 
reports tracking case processing times, delays 
may not even be detected.  As is noted later in 
this report, when we reviewed a sample of 
disagreed cases and a sample of conciliation 
cases, we found that some of the cases were 
delayed for significant periods of time.  To 
reduce the extent of such delays, we 
recommend that Finance establish an 
adequate system of management controls for 
its resolution processes.   
 
In addition, to ensure the system of 
management controls is in fact adequate, we 

 
 

Report 2006-N-7  Page 5 of 25 



 
 

 

 

recommend that Finance direct its Internal 
Audit Section to perform regular reviews of 
the resolution processes to determine whether 
they are functioning in an efficient and 
effective manner and in accordance with all 
requirements.  According to the Internal Audit 
Director, such reviews have not been 
performed.   
 
Subsequent to our audit fieldwork, in a 
memorandum to Audit Division staff, Finance 
officials provided expected time frames for 
certain resolution activities.  For example, the 
memorandum stated that, when a taxpayer 
disagrees with a proposed tax adjustment, 
within three business days of the initial 
telephone contact with the taxpayer, a letter 
should be sent to the taxpayer documenting the 
information request made during the phone 
conversation.  Moreover, if the requested 
information is not provided by the date 
identified in the phone conversation, follow-up 
action must be taken within one week of that 
date. 
 

Recommendations 
 
1. Develop detailed written procedures 

describing the various steps that must 
be taken by the Audit Division and the 
Conciliation Bureau at each stage of 
the resolution processes for disagreed 
and protested cases. 

 
 (Finance agreed with the 
 recommendation citing that detailed 
 written procedures have been 
 established and additional formal 
 training has occurred.  In addition, a 
 procedure manual will be developed 
 that will describe the steps to be taken 
 at each stage of the Conciliation 
 Bureau process.) 
 
2. Establish expected time frames for 
 each stage of the resolution processes. 

 (Finance officials responded that they 
 agree to establish reasonable 
 benchmarks for the resolution of audit 
 cases but do not believe in the 
 establishment of rigid timeframes.  
 They also stated they will explore the 
 development of flexible timeframes 
 for Conciliation cases. 
 
3. Develop routine management reports 
 that (a) show the status and processing 
 times of all disagreed and protested 
 cases and (b) compare the actual 
 processing times to the expected time 
 frames for each stage of the resolution 
 processes.  Use these management 
 reports to monitor the timeliness of 
 case processing, and take corrective 
 action when delays are identified. 
 
 (Finance agreed with the 
 recommendation stating that many 
 reports are currently available upon 
 request.  They cited computer and 
 technical problems as an impediment 
 to implementing our recommendation 
 and stated that these problems are 
 being addressed.) 
 
4. Ensure that a log of resolution 
 activities is maintained in each case 
 file indicating the specific actions 
 taken and the dates the actions were 
 taken. 
 
 (Finance officials agreed with the 
 recommendation and stated that the 
 recommended logs of case activities 
 will be maintained.) 
 
5. Direct the Internal Audit Section to 
 perform regular reviews of the 
 resolution processes to determine 
 whether they are functioning in an 
 efficient and effective manner and in 
 accordance with all requirements. 
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 (Finance agreed with the 
 recommendation and stated that they 
 will give serious consideration to 
 implementing this recommendation in 
 the upcoming fiscal years.) 
 

Computer Systems 
 
Finance records information about its 
resolution processes on three computer 
systems: the Professional Audit Support 
System (PASS), the FairTax Computer 
System (FairTax), and the Question and 
Answer computer system.   
 
According to Directive 18 of the New York 
City Comptroller, New York City agencies 
must maintain certain documentation for their 
computer systems, including documentation 
for system input and output controls, backup 
and recovery procedures, and file and library 
management (data dictionary).  We attempted 
to review this documentation for PASS and 
FairTax.  Specifically, we asked Finance 
officials to provide us with each system’s data 
dictionary and other documentation 
describing the purpose and use of data fields 
and how data is stored for recovery and 
system upgrades.   
 
Finance officials were unable to provide us 
with complete documentation for either 
system.  For example, the data dictionary 
provided for PASS was incomplete, as it only 
listed the system’s data fields; it did not 
describe what the fields represented.  Without 
these descriptions, it is nearly impossible to 
understand the operation and functionality of 
a computer system.   
 
Similarly, the data dictionary provided for 
FairTax was also incomplete (e.g., there was 
no information relating to the issuance of the 
Notice of Proposed Tax Adjustment).  This 
data dictionary also appeared to be out-of-
date, as it was dated July 1997 and entitled 

Data Model: Financial Data Model In 
Progress, Data Administration Group: 
Financial Subsystems.   
 
If complete and current system documentation 
is not maintained by an agency, agency 
personnel may not be able to fully understand 
how a computer system works, especially if 
the personnel did not design the system.  We 
found indications that Finance’s personnel 
may not fully understand how PASS and 
FairTax work.  For example, we met with the 
Audit Division’s FairTax system user group 
for a demonstration of the system’s user 
screens.  We observed screens showing 
adjustments to tax records, but there were no 
details explaining the reasons for the 
adjustments.  There were codes for the 
adjustments, but the FairTax system user 
group was unable to explain what the codes 
meant and, in the absence of a data dictionary 
or any other documentation defining the 
codes, we could not determine what the codes 
represented.    
 
If agency personnel do not fully understand 
how a computer system works, the agency 
may not be able to make full use of the 
computer system.  As was noted earlier in this 
report, Finance does not produce routine 
management reports showing the processing 
times and status of each disagreed/protested 
case.  Both PASS and FairTax are capable of 
producing such reports, but in the absence of 
complete system documentation, it is difficult 
for Finance personnel to make use of this 
capability.   
 
For example, we asked Finance officials to 
provide us with downloaded data showing the 
status of all active disagreed and protested 
cases.  This is a routine audit step that we 
have performed at many other agencies.  
However, Finance officials told us that 
significant computer resources would be 
needed to fulfill our request and, ultimately, 
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they were not able to fulfill our request within 
a reasonable period of time (we waited more 
than five months for the download).   
 
In the absence of comprehensive management 
reports for case processing activities, Finance 
officials are unable to readily determine either 
the total outstanding tax assessments for any 
given period of time or the total amounts due 
at any given date.  Finance officials can use 
the monthly management reports to identify 
the status of a specific known taxpayer 
assessment, on a case-by-case basis, but they 
cannot readily assess the overall timeliness of 
case processing activities or determine 
whether processing times are increasing or 
decreasing.   
 
In our review of the FairTax data dictionary, 
we determined that a data field critical for the 
production of comprehensive management 
reports had not been activated.  This data field 
related to tax settlements.  If this data field is 
not activated, it is impossible for Finance to 
generate a file of all unresolved cases.  We 
recommend Finance activate this data field 
and make all other system changes that are 
needed to enable the production of 
comprehensive management reports on case 
processing activities.  We also recommend 
Finance develop and maintain complete and 
up-to-date system documentation for PASS 
and FairTax.   
 
Finance officials acknowledged that complete 
and up-to-date data dictionaries for FairTax 
and PASS might be useful.  They also agreed 
to determine the scope and cost of the efforts 
that would be needed to develop such data 
dictionaries.    
 

Recommendations 
 
6. Develop and maintain complete and up-

to-date system documentation for PASS 
and FairTax.  

7. Modify PASS and FairTax so that they 
can routinely produce comprehensive 
management reports showing the status 
and processing times of all disagreed and 
protested cases for given periods of time.   

 
 (Finance agreed with the 
 recommendations.) 

 
Resolution of Taxpayer Disagreements 

 
To determine whether there were long delays 
in Finance’s resolution of taxpayer 
disagreements, we reviewed a sample of 
disagreed cases.  To obtain such a sample, we 
asked Finance officials to provide us with a 
listing of all the disagreed cases that were 
processed during the three years ended 
December 31, 2004.  However, as was 
previously noted, due to weaknesses in PASS 
and FairTax, Finance was unable to comply 
with our request within a reasonable period of 
time.   
 
Finance was able to provide us with a listing 
that partially met our needs, as the listing 
contained (a) all the disagreed cases from that 
three-year period and (b) certain other cases 
as well.  The listing did not distinguish the 
disagreed cases from the other cases, because 
disagreements are not recorded on Finance’s 
computer systems.  Specifically, the listing 
contained all the cases in which a Notice of 
Proposed Tax Adjustment was issued during 
the three years ended December 31, 2004, but 
no formal protest was filed and no referral 
was made to the Collections Division (thus, 
the taxpayers in the cases either paid the 
proposed tax adjustment without 
disagreement or disagreed with the proposed 
adjustment).  The listing contained a total of 
1,355 cases.   
 
We randomly selected 75 of the 1,355 cases 
for review.  To determine whether the 
taxpayers in the cases had, in fact, disagreed 
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with the additional taxes proposed by Finance 
and whether there were long delays in the 
resolution of these disagreements, we 
reviewed the hard copy case files for the 75 
selected cases.   
 
We found that, in 51 of the 75 cases, the 
taxpayers did not disagree with the additional 
taxes proposed by Finance.  In 44 of these 51 
cases, the taxpayers responded to Finance and 
paid the taxes within 30 days of the Notice of 
Proposed Tax Adjustment, as required.  In the 
remaining seven cases, the taxpayers did not 
respond to Finance within 30 days, but did not 
disagree and paid the taxes within 33 to 58 
days of the Notice of Proposed Tax 
Adjustment.  
 
Thus, in 24 of the 75 cases, the taxpayers 
disagreed with the additional taxes proposed 
by Finance.  We determined that these 24 
cases took between 37 and 361 days to 
resolve (from the date of the Notice of 
Proposed Tax Adjustment to the date of 
payment), and on average, took 142 days to 
resolve.  The 24 payments totaled $427,476 
and ranged from $278 to $314,837.  
 
As was previously noted, Finance has not 
established an expected time frame for the 
resolution of disagreements.  However, the 
New York State Department of Taxation and 
Finance has established an expected time 
frame for the resolution of its taxpayer 
disagreements, as it generally attempts to 
resolve at least 90 percent of these 
disagreements within 90 days.  We note that 
Finance resolved only 11 of the 24 sampled 
disagreements (46 percent) within 90 days.  
We therefore conclude that improvements are 
needed in Finance’s process for resolving 
disagreements.   
 
Following are three examples in which there 
were long delays in the disagreement 
resolution process:   

• In a case that took 289 days to resolve, 
there was no documentation in the 
case file indicating that the Audit 
Division contacted the taxpayer until 
nearly nine months after the Notice of 
Proposed Tax Adjustment had been 
issued.  The auditor assigned to the 
case was unable to document that he 
had communicated with the taxpayer 
during that time.  

 
• In a case that took 315 days to resolve, 
 three months elapsed between the first 
 and second contacts with the taxpayer, 
 and another month elapsed before the 
 Audit Division followed up on the 
 second contact.  The taxpayer and 
 Finance then agreed to apply a refund 
 to the amount that was owed.  This 
 refund was applied five and one-half 
 months later.   

 
• In a case that took 322 days to resolve, 
 the Audit Division sent the taxpayer a 
 second Notice of Proposed Tax 
 Adjustment before the 30 days had 
 elapsed for the first Notice.  The 
 Notice was within 30 days, but the 
 Audit Division did not contact the 
 taxpayer again for nearly two months.  
 The taxpayer subsequently requested 
 penalty abatement nine months after 
 the first Notice, and eventually paid in 
 full when a third Notice of Proposed 
 Tax Adjustment was issued.  

 
Most of the case files we reviewed contained 
no log of resolution activities, even though 
such a log should be present.  The 
computerized logs maintained on PASS were 
also incomplete.  As a result, it was often 
difficult to determine what actions were taken 
in resolving the cases.  In some instances, it 
was even difficult to determine the status of 
the case.  We note that, because of these 
deficiencies in documentation, it is difficult 
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for managers to effectively monitor case 
processing activities.   
 
In addition, if a taxpayer does not respond 
within 30 days, either with payment or 
disagreement, to a Notice of Proposed Tax 
Adjustment, a Notice of Determination is to 
be issued to the taxpayer as soon as possible.  
In 16 of the 24 disagreed cases in our sample, 
the taxpayer did not respond to the Notice of 
Proposed Tax Adjustment within 30 days.  
However, a Notice of Determination was 
issued to the taxpayer in only 2 of these 16 
cases, and neither was issued immediately.  
One was issued two months late and the other 
was issued 4.5 months late.   
 
We believe resolution delays could be 
significantly reduced if Notices of 
Determination were issued as required.  We 
note that Finance has established a control 
mechanism to notify the appropriate staff 
whenever a case is at risk of expiring because 
of the three-year statute of limitation.  If a 
case is 180 days from its expiration date and 
either (a) the Notice of Determination has not 
been issued or (b) the assessed amount has 
not been collected, PASS automatically issues 
an alert.  However, a similar control 
mechanism has not been established to 
prevent delays in the issuance of the Notice of 
Determination (i.e., no alert is issued if 30 
days have passed and there has been no 
response to a Notice of Proposed Tax 
Adjustment).  Instead, the audit staff have to 
monitor the elapsed time manually.   
 
We recommend that an automated notification 
process be established for Notices of 
Determination and such a process be 
considered for other routine resolution 
activities.  Finance officials told us they are 
studying the feasibility of establishing 
additional automated control mechanisms to 
alert audit staff when certain actions are 
required.   

Recommendation 
 
8. Develop an automated process for 

alerting the Audit Division whenever 
there has been no response to a Notice 
of Proposed Tax Adjustment within 30 
days, and determine whether similar 
automated notification processes should 
be developed for other resolution 
activities. 

 
 (Finance agreed with the 

recommendation and stated that some of 
these recommended systems are already 
in place.) 

 
Resolution of Conciliation Cases 

 
To determine whether there were long delays 
in Finance’s resolution of taxpayers’ formal 
protests, we reviewed a sample of conciliation 
cases.  To obtain such a sample, we asked 
Finance officials to provide us with a listing 
of all the conciliation cases that were opened 
or closed during the period January 1, 2002 
through March 31, 2005.  Finance was able to 
provide this listing, as conciliation cases are 
explicitly identified by its computer systems.  
The listing contained a total of 1,062 such 
cases.  We restricted our sample to the cases 
involving the general corporation tax (323 
cases) and the unincorporated business tax 
(151 cases), and selected 50 of these cases for 
our sample.   
 
We systematically selected 25 of the 323 
cases involving the general corporation tax 
(we selected every thirteenth such case on the 
listing) and systematically selected 25 of the 
151 cases involving the unincorporated 
business tax (every sixth case).  We then 
reviewed the hard copy case files to determine 
whether there were long delays in the 
resolution of the taxpayers’ protests.   
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In 8 of the 50 cases, a review could not be 
performed, as either the request for a 
conciliation hearing was dismissed because of 
a late filing by the taxpayer (seven cases) or 
the case file could not be located by Finance 
(one case).  For the remaining 42 cases, we 
calculated the elapsed time from the date the 
taxpayer’s request for a conciliation hearing 
was entered into the computer system until 
the date a conciliation decision was reached.    
 
In 9 of the 42 cases, a conciliation decision 
had yet to be reached as of March 31, 2005, 
so these cases were still open.  These nine 
cases involved assessments ranging from 
$29,000 to about $1.7 million.  We 
determined that, as of March 31, 2005, the 
nine case had been open for an average of 
449 days (the cases were “opened” when the 
taxpayer’s request for a conciliation hearing 
was entered into the computer system).  One 
of the cases, involving an assessment of 
about $543,000, had been open for 1,050 
days (2.9 years).  

 
The other 33 cases were closed at some point 
during the sample period.  For these cases, 
which involved assessments ranging from 
$1,003 to $15.3 million, we determined that, 
on average, 265 days elapsed between the 
date the taxpayer’s request for a conciliation 
hearing was entered into the computer 
system and the date the conciliation decision 
was reached.  In three of the cases, this 
elapsed time totaled 451 (1.2 years), 506 (1.4 
years) and 1,687 days (4.6 years), 
respectively.  In 18 of the 33 cases (55 
percent) this elapsed time exceeded six 
months.   

 
As was previously noted, Finance has not 
established expected time frames for the 
resolution of conciliation cases.  Moreover, 
under State Tax Law, several mandated 
waiting periods are built into each successive 
step of the formal protest process.  These 

waiting periods are intended to give the 
taxpayer adequate time to consult with 
counsel.  For example, taxpayers must receive 
at least 30 days notice prior to a conciliation 
conference and are allowed up to 15 days to 
accept or reject the resolution proposed by the 
conciliator.  
 
For these reasons, it is difficult to assess the 
appropriateness of the processing times for 
the 42 cases in our sample.  It is clear that the 
conciliation process cannot, as a rule, be 
completed in a few weeks.  However, it is 
also possible that the processing times of 
some cases could be significantly reduced if 
the conciliation process were managed more 
effectively by Finance.  In the absence of 
expected time frames for the various parts of 
the process and monitoring against those time 
frames, Finance officials cannot know 
whether conciliation cases are being 
processed in as timely a manner as can be 
expected.  We therefore repeat our earlier 
recommendation and urge Finance officials to 
establish such time frames and perform such 
monitoring.   
 
In addition, in our review of conciliation case 
files, we noted that no formal records, such as 
meeting minutes, were maintained for 
conciliation conferences.  In the absence of 
such documentation, the basis for the 
conciliator’s final decision cannot readily be 
determined.  As was previously noted, 
Finance has not developed written procedures 
for Conciliation Bureau staff to follow and 
does not require conference proceedings to be 
documented in any way.  To provide 
additional assurance conciliation decisions are 
being reached in an appropriate manner, we 
recommend that minimum documentation 
requirements be developed for conciliation 
conferences and conciliation decisions.   
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Recommendation 
 

9. Develop minimum documentation 
requirements for conciliation 
conferences and conciliation decisions. 

 
(Finance agreed with the 

 recommendation and stated that some 
 of these recommended systems are 
 already in place.) 
 
AUDIT SCOPE AND METHODOLOGY 

 
We audited Finance’s administration of its 
processes for resolving taxpayer 
disagreements and protests for the period 
January 1, 2002 through March 31, 2005.  In 
our audit, we focused on the timeliness of 
these resolution processes.  We did not audit 
the protest resolution process at tribunal 
hearings, because these hearings are not 
administered by Finance.  We conducted our 
performance audit in accordance with 
generally accepted government auditing 
standards.   
 
To accomplish our objective, we reviewed 
applicable statutes and Finance policies and 
met with Finance officials to confirm and 
enhance our understanding of the various 
processes.  To the extent possible, we used 
auditing software to analyze tax cases 
recorded on Finance’s computer systems and 
selected two different case samples.  For our 
sampled cases, we reviewed related hard copy 
case files and computerized records to assess 
Finance’s processing of the cases.  Details 
about the two samples are provided in the 
appropriate sections of this audit report.   
 
As is our practice, we notified Finance 
officials at the outset of the audit that we 
would request a representation letter in which 
agency management provides assurances, to 
the best of its knowledge, that the evidence 
provided to the auditors during the course of 

the audit is relevant, accurate, and competent.  
This representation letter is intended to 
confirm oral representations made to the 
auditors and to reduce the likelihood of 
misunderstandings.  Agency officials normally 
use the representation letter to assert that, to 
the best of their knowledge, all relevant 
financial and programmatic records and 
related data have been provided to the 
auditors.  They also affirm either that the 
agency has complied with all laws, rules, and 
regulations applicable to its operations that 
would have a significant effect on the 
operating practices being audited, or that any 
exceptions have been disclosed to the 
auditors.  However, officials at the NYC 
Mayor’s Office of Operations have informed 
Finance and us that, as a matter of policy, 
they do not intend to provide representation 
letters in connection with our audits.  As a 
result, we lack assurance from Finance 
officials that all relevant information was 
provided to us during the audit. 
 
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 
whom 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.  
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AUTHORITY 
 
The audit was performed in accordance with 
the State Comptroller’s authority under 
Article V, Section 1 of the State Constitution, 
Article II, Section 8 of the State Finance Law 
and Article 3 of the General Municipal Law.   
 

REPORTING REQUIREMENTS 
 
We provided a draft copy of this report to 
Finance officials for their review and 
comment.  Finance officials generally agreed 
with our recommendations and indicated 
actions planned, taken or to be considered to 
implement them.  However, they took 
exception with some of our conclusions 
relating to the adequacy of management 
controls.  A complete copy of Finance’s 
response is included as Appendix A.  

Appendix B contains State Comptroller’s 
Comments which address certain points in 
Finance’s response. 
 
Within 90 days of the final release of this 
report, we request that the Commissioner of 
the New York City Department of Finance 
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. 
 

CONTRIBUTORS TO THE REPORT 
 
Major contributors to this report include Brian 
Mason, Arthur F. Smith, Tom Trypuc, Marc 
S. Geller, Kamal Elsayed, Brenda Maynard, 
Hugh Zhang, Dennis Graves and Dana 
Newhouse. 
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APPENDIX A - AUDITEE RESPONSE 
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* See State Comptroller’s Comments, pages 24 -25 
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APPENDIX B - STATE COMPTROLLER’S COMMENTS ON AUDITEE RESPONSE 
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1.  We acknowledge Finance’s commitment 
to improve operations.  However, we 
stand by our conclusion that management 
has not established an adequate system of 
management controls for its resolution 
process.  Finance needs to develop written 
procedures describing the various steps 
that must be taken at each stage of the 
process, establish expected time frames 
for each of these steps and produce 
routine comprehensive management 
reports showing the processing time and 
status for each disagreed/protested case.  
This type of system was not in place.  We 
further acknowledge that after we 
identified and cited the three longest cases 
as examples (289, 315 and 322 days); the 
auditors were disciplined for failure to 
follow-up per Finance’s procedures. Had 
an effective process of management 
control been in place, such delays would 
have been immediately identified and 
corrected. 

 
2.  We disagree with Finance officials.  In 

fact, we found a system that did not 
produce routine management reports that 
could be used to identify problems.  We 
acknowledge that the PASS system can 
produce some management reports when 
requested. However, as stated on page 4 
of our report, Finance does not produce 
routine comprehensive management 
reports showing the processing times and 
status of each disagreed/protested case.  
Had such reports been produced and made 
available to us throughout the audit, we 
would not have identified the lack of 
monitoring and the delays in the 
resolution of these cases.  

 
3.  Our report clearly explains the difference 

between a disagreed case (an informal 
inquiry from the taxpayer based on the 

receipt of a notice of proposed tax 
adjustment) and a protested case where a 
taxpayer may, after the receipt of a Notice 
of Determination, formally request a 
conciliation conference or a Tribunal 
hearing to resolve the protest.  We further 
identified in our section on Management 
Controls where the New York State 
Taxation Department (Department) had 
developed controls for its disagreed cases 
including expected time frames 
(resolution within 90 days of the date of 
disagreement) and routine management 
reports that enabled times to be 
monitored.  We further noted in our audit 
of the Department’s Protest Resolution 
Process that the development of these 
management controls enabled the 
Department to significantly improve the 
timeliness of its resolution process. 

 
4. Certain matters addressed in the draft 

report were revised in the final report.  
Therefore, some Finance comments 
included in Appendix A may no longer be 
applicable. 

 
5. We stand by our comments.  As noted on 

pages 9 and 10 of our report, most of the 
case files we reviewed contained no log of 
resolution activities, even though such a 
log should be present.  The computerized 
logs on PASS were also incomplete.  
Clearly, if Finance had management 
controls in place to detect delays in the 
process, the delays that we identified 
would have been identified timely and 
corrected.  Finance contends that because 
we were able to cite these case examples, 
Finance must have management controls 
in place to detect delays in the process.  
Although Finance can identify the status 
of a specific taxpayer’s assessment, 
management cannot readily assess the 



 
 

 

 

overall timeliness of case processing 
activities or determine whether processing 
times are increasing or decreasing. 

 
6. We acknowledged on Page 11 of our 

report that under the Tax Law several 
mandated waiting periods are built into 
each successive step of the formal protest 
process.  For these reasons, it is difficult 
to assess the appropriateness of processing 
times for the 42 cases in our sample.  
However, in the absence of expected time 
frames for the various parts of the process 
and monitoring against those time frames, 
Finance officials cannot know whether 
Conciliation cases are being processed in 
a timely manner. 

 
7. Conciliation Bureau staff are not required 

to maintain documentation relating to 
conciliation conferences.  Regarding our 
review of Conciliation cases, our report 
states that no formal records, such a 
meeting minutes, were maintained for 
conciliation conferences.  Therefore, in 

the absence of such documentation, the 
basis for the conciliators’ final decision 
cannot readily be determined.     

 
8. We stand by our comments.  Specifically 

we asked Finance officials to provide us 
with each system’s data dictionary and 
other documentation describing the 
purpose and use of the data fields and how 
data is stored for recovery and system 
updates.  Finance officials were unable to 
provide us with complete documentation 
of either system.  In addition, we asked 
Finance officials to provide us with a data 
download showing the status of all 
disagreed and protested cases. After 
waiting more than 5 months for this 
information, Finance officials could not 
fulfill our request.  In the absence of 
comprehensive management reports, 
Finance officials are unable to determine 
the status and processing times for 
disagreed and protested cases for given 
periods of time. 
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