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Re: Report 98-F-53

Dear Mr. Urbach:

According 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 officials of the Department of Taxation and Finance (Department) as of
December 22, 1998, to address the questions we raised in our report, A Study of Employer
Satisfaction with the Withholding Tax Process (97-D-4).  Our report, which was issued on
November 5, 1997, assessed the extent of employer satisfaction with the withholding tax process
and determined areas where the current process needed improvement.

Background

The Department of Taxation and Finance (Department) is responsible for administering
and enforcing the State's tax laws.  Section 671 of the New York State Tax Law pertaining to
withholding tax requires that every employer deduct and withhold from their employees' wages
an amount substantially equivalent to the income tax due from these employees under Article 22
of the Tax Law.  The Department's Processing and Revenue Management Division (Division)
administers the withholding tax program to ensure that employers appropriately deduct, report and
submit employee wage withholding to the Department.  This function is carried out by the
Division's Withholding Tax Bureau (Bureau).  During fiscal year 1997-1998, the Bureau collected
more than $18 billion in withholding taxes from nearly 470,000 employers.

Employers' accounts are maintained on the Department's automated Withholding Tax
System (WTS).  When employee withholdings exceed $700, employers are required to file
withholding tax form NYS-1, along with appropriate payments.  Quarterly, employers are also
required to reconcile payments to employee withholdings using form NYS-4.  If the withholdings
average less than $700, employers can pay at the time of their quarterly reconciliation.  Employers
file withholding taxes using either the conventional method (hard copy documents) or the
electronic method (PrompTax).  The Bureau is responsible for maintaining employer accounts.
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Within the Bureau, a separate unit, the PrompTax Unit, has responsibility for maintaining the
10,670 electronically filed employer accounts.

Bureau personnel annually make about 140,000 adjustments to employer accounts to
correct posting and processing errors.  The WTS also identifies those employers who owe
additional monies to the State and those who have overpaid and are due a refund.  The Department
issues assessments to those employers not in compliance with the withholding tax laws and is also
responsible for resolving any protested assessments.  To carry out this responsibility the
Department maintains separate accounts for each employer on its computerized Case and Resource
Tracking System (CARTS).

Summary Conclusions

In our prior study, we found that the employers we surveyed were generally satisfied with
the withholding tax process.  However, we noted several areas where the Department should do
additional study and analyses to determine ways to further increase employer satisfaction with the
process.  Some employers noted that the Department could make instructions easier to understand,
improve the timeliness of correcting errors, simplify the filing requirements, and ensure the
withholding tax system is updated timely.  In addition, the Department is considering initiatives
to simplify certain filing requirements.  While employers generally supported these proposed
changes, their support was not overwhelming.  Therefore, our prior study concluded that the
Department should consider demonstrating the benefits of these initiatives to employers to
encourage their acceptance and compliance.  Some employers also felt the Department could
improve the timeliness of providing assistance to taxpayers when requested, and the timeliness of
issuing withholding tax refunds.

In our follow-up review, we found that the Department has made instructions easier to
understand, improved the timeliness of correcting errors, and simplified filing requirements.
Department officials need to take additional steps to ensure the withholding tax system is updated
timely.  Department officials are receiving current information from businesses to continually
improve the overall performance of the withholding tax process.  Department officials are also
contacting employers to explain the benefits of the new consolidated quarterly withholding, wage
reporting and unemployment insurance reporting requirements and have taken action to improve
the timeliness of providing assistance to taxpayers.  Department officials have taken steps to
improve the timeliness of issuing withholding tax refunds, but additional improvements are
needed.

Summary of Status of Prior Report Questions

Our prior study contained five questions.  We found that Department officials have
considered three and have partially considered two questions.
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Follow-up Observations

Question 1

What steps can the Department take that will: make instructions easier to understand; improve the
timeliness of correcting errors; ensure filing requirements are simplified; and ensure the
withholding tax system is updated timely?

Status - Partially Considered

Agency Action - Since our prior study, Department officials have developed new forms for the
periodic filing of withholding taxes withheld and quarterly withholding and wage
reporting, and have simplified instructions for these forms.

The Department has taken steps to become more timely in responding to questions and
resolving problems.  The Department has implemented a new phone system, hired
additional staff and provided cross training to operators handling Estate Tax and
Withholding Tax questions so that more staff is available to handle Withholding Tax
questions.  Phone bank staff can also access the Withholding Tax system and can make
changes to employer accounts directly, resolving problems that they previously referred
to the Withholding Tax Bureau.

In developing new forms for the quarterly withholding and wage reporting, changes have
been made to simplify filing requirements.  A single form is now used for quarterly
returns.  Taxpayers with a liability of more than $700, no longer have to recap information
submitted previously on their NYS-1 forms; for employers with five or fewer employees,
withholding and wage reporting can be done on a single form, and if an employer wants
to amend information from a previously submitted NYS-1, only that information needs to
be submitted.  In addition, the information required to be submitted on these new forms
has been reduced eliminating the need to report duplicate information.

Department officials have not addressed the question raised in our prior study to ensure
the withholding tax system is updated timely.  Officials in the Department’s PrompTax
unit, have requested a programming change that would update the Electronics Fund
Transfer (EFT) indicator on a daily basis.  The Department’s Information Systems
Management staff has not yet made this programming change.

Auditors’ Comments - In both our prior study and prior audit 96-S-43, Maintaining Employer
Withholding Tax Accounts, we found that Department’s central registry of taxpayer
records had an indicator called EFT that identifies those employers who use PrompTax.
Since filing requirements are stricter for PrompTax filers, the Department must know the
employers’ EFT status to determine whether payments are timely.  However, because the
EFT status information is only updated quarterly, the withholding tax system may issue
incorrect assessments for employers who change status during the quarter.  Department
officials should make the necessary programming changes so that the EFT indicator is
updated immediately when employers change status. 
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Question 2

What steps can the Department take to build on the results of our survey and to receive current
input from businesses in order to continually improve the overall performance of the withholding
tax process?

Status - Considered 

Agency Action - In order to identify strategies to improve customer services, Department officials
initiated a customer perception assessment in June 1997.  This survey was designed to
gauge customer satisfaction with Department accessibility and customers’ perception of the
Department.  This survey was not designed to address performance of the withholding tax
process.

As noted above, Department officials have developed new forms for the periodic reporting
of withholding taxes and the required quarterly withholding and wage reporting.  These
new forms were first used in the first quarter of 1998.  Before the use of these forms,
Department officials sent sample forms and an advance notice regarding the forms to
taxpayers.  In addition, when the new forms were sent in the first quarter of 1998,
Department officials requested reaction from customers on the forms.  Because of the
responses received, changes to the forms were made, and new forms were sent to
taxpayers in the second quarter of 1998.

In April 1998, Department officials conducted a customer satisfaction survey of its
withholding tax customers that file using magnetic media.  Customers gave the Department
high ratings to staff and for responsiveness to customer inquiries.

In October and November 1998, staff contacted customers who had filed coupon forms
that were not able to be processed.  The purpose was to determine why these employers
submitted such forms.  Department officials indicated that because of this initiative the
noncompliant employers are now submitting proper forms.

In 1999, withholding, wage reporting and unemployment insurance filings will be
combined.  In November 1998, Department officials sent the sample forms and
instructions that will be used to their payroll service customers for their review and
comment.

Question 3

If the legislation discussed in our study is introduced and passed into law, can the Department
demonstrate the benefits of these initiatives to the employers in order to encourage their
acceptance and compliance?

Status - Considered
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Agency Action - Since our prior study, legislation was enacted which consolidated the quarterly
withholding, wage reporting and unemployment insurance reporting requirements effective
the first quarter of 1999, due April 30, 1999.  In November 1998, Department officials
sent the sample forms and instructions that will be used to their payroll service customers
for their review and comment.  In addition, included in the Department’s Third Quarter
return mailing (September 1998) was an advance notice explaining the consolidation of this
reporting requirement and notifying employers that a draft form would be included in the
Fourth Quarter 1998 Mailing.

Information is also be available on the Department’s web site and also the web site of the
Department of Labor regarding the benefits of this consolidated filing.   The Department’s
web site indicates that the consolidated filing will benefit employers as follows:

! Eliminate sending duplicate information to two separate agencies.

! Enable employers to make a single payment for both withholding tax and
unemployment insurance.

! Enable employers with five or less employees to file a single form.

! Simplifies employer registration.

Department officials provided a draft copy of the notice that they will send in the fourth
quarter.  This provides a explanation of the benefits of the consolidation and indicates that
they will send approved forms in the First Quarter 1999 mailing.  

Question 4

What steps can the Department take to improve the timeliness of providing assistance to taxpayers?

Status - Considered

Agency Action - Department officials indicated that they have taken a number of steps to improve
the timeliness of providing assistance to taxpayers.  Department officials indicated that in
1996 a new phone system was installed.  Department officials provided summary reports
produced by the system indicating that waiting times have been reduced. In addition,
Department officials indicated that they have taken steps to increase the number of
operators that can respond to questions regarding withholding taxes.  Department officials
indicated that they have hired additional operators since our prior audit study.  In addition,
operators are being cross-trained by withholding tax staff (operators currently handle both
estate tax and withholding tax questions) so that more operators can handle withholding
tax questions.  Operators can also access the withholding tax system and can make certain
adjustments to information filed.  Previously such adjustments had to be referred to the
Withholding Tax Unit. 
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The Withholding Tax Bureau has also increased the number of employees who can handle
the more complex type errors by communicating directly with the taxpayer.

Question 5

What steps can the Department take to improve the timeliness of issuing withholding tax refunds?

Status - Partially Considered 

Agency Action - Department officials have taken steps to improve the timeliness of issuing
withholding tax refunds.  Officials indicated that programming changes have been made
to allow WTS to balance more returns each week.  Returns are no longer balanced weekly,
but are done nightly.  At the time of prior study, the Tax Accounting Control System
(TACS) could not process more than 1,000 refunds each day.  Programming changes have
been made to allow TACS to process more refunds per day.  Department officials have
also worked with OSC’s pre-audit unit to establish a workable timetable for the processing
of refunds to ensure refunds can be processed by all parties without having to pay interest.

In addition, the Withholding Tax System is in the process of being upgraded.  Department
officials indicated the system can produce reports enabling staff to identify returns that are
due either a refund or credit.  This allows staff to give priority to these returns.

Auditors' Comments - In spite of the Department’s efforts, the timeliness of issuing withholding
tax refunds has not improved since our prior study.  We analyzed data provided by
Department officials for 1997 and 1998 processing years and found that there has not been
much improvement in the process.  While interest paid in 1997 was more than in 1998,
there were other indications that the process has not improved.  We found that the interest
paid per refund issued increased in 1998 from 1997 ($8.75 versus $7.92).  In addition, the
percentage of refunds on which interest was paid increased from 23 percent to 31 percent.

Department officials indicated that this was because a backup was created due to the
upgrading of the WTS.  This reduced the number of returns that could be processed
through the system. Department officials should continue taking steps to improve the
timeliness of issuing refunds. 

Major contributors to this report were William J. Nealon, Arthur F. Smith, Richard
Loveless and Tom Kulzer.

We would appreciate your response to this report within 30 days, indicating any action
planned or taken to address any unresolved matters discussed in this report.  We also thank
Department management and staff for the courtesies and cooperation extended to our auditors
during this review.

Yours truly,

Jerry Barber
Audit Director

cc: Robert L. King, DOB


