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Commissioner
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Albany, NY 12227

Re: Report 98-F-54

Dear Mr. Urbach:

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 officials of the Department of Taxation and Finance (Department) as of February
8, 1999, to implement the recommendations contained in our audit report, Tax Compliance
Division, Installment Payment Agreement Program (95-S-131).  Our report, which was issued on
December 3, 1996, assessed whether the Division had developed systems to measure program
effectiveness and whether there were adequate controls over the administration of the program.

Background

The Department of Taxation and Finance (Department) administers the State's tax laws and
serves as the State's general tax collection agency.  The Department is responsible for collecting
over $36.5 billion in State revenue annually.  The Tax Compliance Division (Division) is
responsible for collecting delinquent taxes.  The Division has about 890 employees located in its
central office in Albany and 12 district offices throughout the State.  The Division's appropriations
for the 1998-99 fiscal year were about $30.8 million.

One collection technique the Division uses is the Installment Payment Agreement (IPA).
These agreements provide for payment of delinquent taxes on an installment basis over an
extended period of time, generally no more than 24 months.  IPAs are granted at the discretion
of the Department and the judgment of Division representatives and agents.  After a number of
automated collection actions have been taken (e.g., billing, notice of demand), this technique is
generally the first in a series of progressive collection actions taken by the Division.  Both
personal and business taxpayers with delinquent taxes may apply for participation in the program.



-2-

Taxpayers may request IPAs in letters to the Department or over the telephone.  For the fiscal
year ended March 31, 1998, the Department reported that it issued 88,834 IPAs.  For the same
year, the Department also reported overall IPA collections of $139 million and defaults (taxpayers
who do not meet the terms of the agreement) totaling about $94 million.

The  Division uses the Department's Case and Resource Tracking System (CARTS) as the
official record keeping system for IPAs.  CARTS is a computerized system which tracks the
creation, assignment and reporting of all tax compliance case work.  IPAs are established and
approved on CARTS by Tax Compliance Representatives (representatives) in the central office
and Tax Compliance Agents (agents) and representatives in the 12 district offices.  CARTS
monitors each IPA to ensure that the taxpayer is making the required monthly payments.  

CARTS generates monthly reports of IPAs that exhibit the potential for default.  Such
reports identify taxpayers who did not meet the terms of their IPA.  This generally occurs when
the taxpayer misses a payment or makes a payment that is less than the required amount.  The
representatives and agents are required to follow up on all potential defaults.  When it is
determined that an IPA is in default, the  IPA is canceled and the next progressive collection
action occurs.

Summary Conclusions

In our prior audit, we found that the Division did not have a system to effectively measure
the performance of the IPA program.  The Division’s policy is to grant IPAs to taxpayers based on
their financial need.  However, the Division’s representatives and agents did not have benchmarks to
assist them in determining what constitutes financial need.   We also found that after an IPA was
granted, a subsequent financial review was not performed by Division representatives to determine
whether the taxpayer's financial condition had improved. The Division also granted IPAs to businesses
without  substantiating their ability to make full repayment, when the requests involved debts of a
relatively low value and short repayment term.  We also found that Division employees were
approving the issuance of IPAs to themselves, co-workers or relatives. 

In our follow-up review, we found that Division officials have not developed a system to
effectively measure the performance of the IPA program.  Division officials have also not established
benchmarks to assist Division staff in determining a taxpayer’s financial need for an IPA.  Division
officials have revised their IPA guidelines, but have not yet implemented these revised guidelines.
Since our prior audit, Division officials have conducted subsequent financial reviews to determine
whether the taxpayer's financial condition had improved and have increased payments in certain cases.
Division officials have also improved their procedures regarding the issuance of IPAs to Department
employees.

Summary of Status of Prior Audit Recommendations

Department officials have implemented four, have partially implemented two and have not
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implemented two of the eight prior audit recommendations.  
Follow-up Observations

Recommendation 1

Develop a system to measure the IPA program's effectiveness.  This system should include
measurable goals and objectives and the use of performance indicators.

Status - Not Implemented

Agency Action - In conjunction with the Department’s overall effort to implement a performance
measurement process, Division officials are implementing performance measures in the
Tax Compliance Division.  Division officials have developed a Division purpose statement
and a definition of the Division’s key services.  Division officials have developed
performance indicators and standards for evaluating performance in regards to these key
services.  Division officials have yet to develop measurable goals and objectives and
performance indicators with respect to the IPA program.  

Auditors’ Comments - As we indicated in our prior audit, in order to measure the effectiveness
of the IPA program, Division officials need to develop measurable goals, objectives and
performance indicators.

Recommendation 2

Develop written benchmarks to be used by representatives and agents to assist them in determining
taxpayer need for an IPA.

Status - Not Implemented 

Agency Action - Since our prior audit, Division officials have updated their IPA guidelines. 
While these guidelines provide direction on such items as IPA approval levels and the need
for supporting documentation and subsequent financial review, there are no written
benchmarks that can be used in determining the taxpayer need for an IPA.  The
determination of need is based on the judgment of Division staff reviewing the case.

Division officials indicated they considered the use of Federal Treasury Department
“allowable expense” guidelines as a possible approach.  Division officials found these
guidelines to be overly rigid and difficult to use.  They found it would have more than
doubled the average time required to establish an IPA.   
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Auditors' Comments - Since the Division has not provided representatives and agents with formal
guidelines or benchmarks to assist them in determining a taxpayers financial need for an
IPA, such decisions may be made inconsistently.  IPAs may be granted in instances where
an IPA is not needed or repayment terms may be negotiated that are not most favorable
to the State.  To ensure consistency in the determination of financial need, Division
officials should develop written benchmarks for use by staff in determining taxpayer need
for an IPA.

Recommendation 3

Develop written policies and procedures for required documentation to support taxpayer need.

Status - Partially Implemented

Agency Action - Department officials indicated that they have clarified the requirement for
documentation in their existing procedures.  The Division’s procedures manual  indicates
that in establishing an IPA, it is important to document the reason(s) given by the taxpayer
for needing an IPA.  

In addition, the Department revised it guidelines on IPA’s to indicate that, prior to
granting an IPA, the taxpayers’ financial condition must be reviewed and compared to
available CARTS information.  A detailed case contact must be made which indicates all
information received/reviewed, and also gives the reason the IPA is being granted.  In
addition, the revised guidelines indicate that for all IPAs that do not require written
financial documentation, the taxpayer’s basic financial information must be obtained orally
and documented in case contact before the IPA can be issued.  The Division has also
implemented two additional case contacts for recording this information on CARTS.
During our follow-up we reviewed a sample of 15 IPAs that had been recently created.
For 13 of these IPAs, staff should have documented the reason the IPA was granted on
CARTS.  We found that in 6 of the 13 cases, the reason for granting the IPA to the
taxpayer was not recorded on CARTS.

Although the Department has revised its IPA guidelines, these guidelines have not as yet
been implemented.  Division officials indicated that they will be providing training to staff
on the updated guidelines in February and April 1999. 

Auditors' Comments - Department officials should implement their revised guidelines and ensure
required documentation is maintained to support the taxpayer need for an IPA.

 
Recommendation 4

Periodically review taxpayers' financial condition to determine whether the ability to pay their tax
liability has improved.

Status - Implemented
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Agency Action - Division officials indicated that such reviews were conducted in December 1997
and December 1998.  These reviews identified those IPAs with payments extending 36
months or longer, that were current for the last 24 months and had at least 12 months in
payments remaining.

In addition, the Department also recently revised IPA guidelines to indicate that taxpayers
must be advised that their financial condition may be subject to review by the Division,
whenever an IPA is created for 37 months or more.  If, as a result of such review, it is
determined that there is a significant change in their financial condition, the monthly
payment on the IPA may be adjusted. 

Recommendation 5

Increase IPA payment amounts in those instances where it is determined that the taxpayer’s ability
to pay has improved.

Status - Implemented

Agency Action - As noted above, Department officials have revised their IPA guidelines and will
require subsequent review of taxpayers' financial condition to determine whether the
ability to pay their tax liability has improved.  In addition, since our prior audit,
Department officials conducted reviews in December 1997 and 1998 and have increased
IPA payments in certain cases. 

Recommendation 6

Review the activities of other states to determine those aspects of their IPA collection operations
which could be assimilated into Department practice.

Status -  Implemented. 

Agency Action - Division officials provided the results of their phone survey conducted with eight
other states.  Division officials indicated that while the information gained was helpful and
insightful, it would be difficult or not applicable to translate into New York State policies
and procedures.

Division officials also indicated that as a result of their contacts with other states, they are
investigating the use of debit transactions (electronically and automatically debiting a
taxpayers account on a monthly basis) as a condition of establishing an IPA. 
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Recommendation 7

Study the existing approval process and consider revising the policies and procedures to more
thoroughly review the financial condition of businesses prior to granting IPAs.

Status - Partially Implemented 

Agency Action - Department officials have revised IPA guidelines, however these have yet to be
implemented.  These new guidelines require the same level of review of financial condition
for both business and individuals.

Auditors' Comments - Once Division officials have implemented these revised guidelines, this
recommendation will be fully implemented.

Recommendation 8

Develop policies and procedures to proactively search for instances of employee abuse and
misconduct in the IPA program.

Status - Implemented

Agency Action - Division officials provided us with the policies and procedures that were
developed regarding the approval of IPAs for Department employees.  Division officials
indicated that they have implemented procedures to ensure Department employees who
have been issued IPAs have been properly approved and are making the required
payments.  Division staff also maintain a computer inventory of all approved IPAs made
with Department employees.  In addition, staff periodically review this record to ensure
that payments are current.   Since our prior audit, the Department’s Inspector General’s
Office conducted an independent review to determine if all employees, who had been
issued IPAs, had been properly approved.  As a result of this review, Department officials
identified some employees who had been issued IPAs that had not been properly
processed.

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


