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Scope of Audit

Audit Observations
and Conclusions

Executive Summary

New York State Insurance Department
Consumer Services Bureau 
Oversight of Case Processing Activities

The New York State Insurance Department (Department) regulates and
monitors the financial and operating activities of insurance companies, as
well as licensed insurance brokers, agents and adjusters.  The State
Insurance Law authorizes the Superintendent of Insurance to examine the
actions of any licensed insurer doing business in the State.  The Department’s
Consumer Services Bureau (Bureau) reviews, investigates and resolves
consumer complaints against licensed insurers.  Bureau examiners can also
recommend disciplinary actions, including warnings, license revocations, and
fines, against licensed agents, brokers and adjusters who violate the
Insurance Law.

In 1998, the Bureau opened 57,794 new complaint cases and closed 50,480
existing cases (some of which were from prior years), according to the
Department’s annual report to the Legislature.  The annual reports show that
the Bureau opened 12,138 cases more than it closed during the three-year
period ended December 31, 1998.  In addition, during the first six months of
1999, the Bureau received new cases at a rate 15 percent greater than in
1998.  As of March 31, 1999, the Bureau had more than 19,000 open or
unassigned cases.

Our audit addressed the following question relating to the Bureau’s manage-
ment practices for the period January 1, 1997 through December 31, 1998:
Has the Bureau provided effective oversight of its case processing activities?

Our review of case files indicates that Bureau examiners routinely obtain the
prescribed documents required to resolve the cases that they close.
However, we also conclude the Bureau needs to strengthen its procedures for
monitoring the inventory of open cases and the timeliness of case closing.
The Bureau also needs to develop an effective system to track the dollar
amounts of fines levied and collected by the examiners.

Complaint cases should be closed in a timely manner.  The delay in
resolution of a legitimate consumer complaint may result in consumer loss,
such as a gap in or lapse of insurance coverage, which in turn could result
in economic loss to the consumer.  By dealing decisively and promptly on
complaints, the Bureau protects consumers’ interest and promotes public
confidence in the insurance industry in the State.  The Department lacks a
formal program, including written procedures, for monitoring the Bureau’s
productivity and the timeliness of case closings.  Bureau officials indicate
they have informal guidelines for processing and closing cases.  For



Comments of
Department
Officials

example, Bureau officials told us that complaint cases, on average, should
take no more than 90 days to complete, once assigned to an examiner.
During 1998, the average time to resolve a complaint case averaged 81 days.
Therefore, Bureau staff generally closed complaint cases within the informal
time standard.  However, our analysis of a sample of 149 closed cases
indicates that some cases remain open with no follow-up activity for periods
as long as one to four years.  We identified 28 cases (about 19 percent of the
149 reviewed) where there was no correspondence on file to document
activity for from three months to more than two years during the period that
the cases were open.

We also found that the Bureau does not monitor or have a standard for the
maximum amount of time a case should be awaiting assignment to an
examiner.  As of March 31, 1999, there were 6,260 cases awaiting
assignment, about 1,900 of which had been awaiting assignment to an
examiner for 120 days or more.  Also, as of March 31, 1999, the Bureau
had about 13,000 assigned cases that were open.  Thus, as noted previously,
the Bureau had more than 19,000 cases in total that were opened or
unassigned on that date.  According to Department officials, the inventory of
open and unassigned cases climbed to over 35,000 by December 31, 1999.
Thus, we recommend that the Bureau implement formal, comprehensive
procedures to monitor the inventory of open cases and the timeliness of case
closing.  (See pp. 5-9)

In addition, Bureau officials could not locate 17 of the 166 files we
originally requested.  There are also no written Bureau standards on
what essential documents should be present in the case files.  Without
sufficient documentation, management cannot be assured that all cases
are handled appropriately and completely.  (See pp. 9-11)

We also determined that the Bureau does not have a mechanism to track
the dollar amounts of the fines levied, the amounts collected by Bureau
examiners, and the date that the fines have been paid.  Thus, Bureau
management cannot take prompt action to follow up on unpaid fines.
We recommend that the Bureau strengthen controls over the collection
of fines.  (See pp. 13-14)

Department officials generally disagreed with our report’s findings and
recommendations.  They assert that implementation of the Department’s new
Consumers’ Information and Imaging System (CIIMS) has addressed the
issues we present in the report.  We acknowledge that CIIMS will help the
Bureau to retrieve case files and process individual cases more efficiently.
However, the deficiencies in caseload monitoring that we identified can not
be addressed adequately through the implementation of CIIMS alone.
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Background

Introduction

The New York State Insurance Department (Department) regulates and
monitors the financial and operating activities of insurance companies, as
well as licensed insurance brokers, agents and adjusters.  Chapter 28 of the
Insurance Law authorizes the Superintendent of Insurance to examine the
actions of any licensed insurer doing business in New York State.  The
Department’s Consumer Services Bureau (Bureau) is responsible for
reviewing, investigating and resolving consumer complaints against licensed
insurers.  The Bureau’s examiners can also recommend disciplinary actions,
including warnings, license revocations, and fines, against licensed agents,
brokers and adjusters who violate the Insurance Law.

The Bureau, with offices in Albany, Buffalo, Mineola and New York City,
has a staff of 63 examiners and supervisors and 40 support staff.  The
Bureau’s 1998-99 operating budget was $6.4 million.  The Department
reported fines of $3.9 million in 1997 and $3.6 million in 1998 from
disciplinary actions taken against licensed insurers.  These amounts include
fines assessed by all Department units, but exclude civil penalties imposed by
the Department’s Frauds Bureau.

The number of cases received and closed by the Bureau has increased
significantly in recent years.  These cases include complaints and investiga-
tions, as well as inquiries and referrals.  Complaints involve instances when
licensed insurance companies fail to act in accordance with their contract, the
Insurance Law, or Department regulations.  Investigations occur when
licensed brokers, agents, and adjusters fail to act in accordance with their
contract, the Insurance Law, or regulations.  Inquiries involve general
questions about the Department, the licensees, the Insurance Law and
regulations, as well as the customary practices of the insurance industry.
Referrals occur when it is determined that the consumer’s problem is outside
the jurisdiction of the Department or Bureau, and the matter is referred to
the appropriate place for resolution.  The following table summarizes the
number of cases received and closed by the Bureau annually from 1996
through 1998, as published in the Department’s annual reports to the
Legislature.
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Audit Scope,
Objectives and
Methodology

Year Opened Closed Excess Opened

1996 41,520 38,858   2,662

1997 45,824 43,662   2,162

1998 57,794 50,480   7,314

Totals 145,138  133,000  12,138

As the table indicates, the Bureau reported opening more cases than it closed
annually from 1996 through 1998.  Cumulatively, the Bureau opened 12,138
cases more than it closed during the three-year period.  The time and effort
required to close cases can vary greatly due to the variable subjects and
complexity of the complaints received by the Bureau.

In November 1998, the Bureau began implementing its new “Consumers’
Information and Imaging Management System” (CIIMS), in which documents
are scanned into the computer and maintained in an electronic file.  The
purpose of CIIMS is to minimize the need for paper records and to facilitate
the retrieval of case records.  According to Bureau officials, the easy access
to records provided by CIIMS will reduce the amount of time examiners need
to close cases, thereby increasing examiners’ productivity.  Complaint cases
relating to the State’s new Prompt Payment Law and background checks for
potential licensees are not yet imaged into the CIIMS system.  The Prompt
Payment Law refers to legislation, effective January 22, 1998, requiring
insurers and Health Maintenance Organizations (HMOs) to pay undisputed
insurance claims within 45 days of receipt.  The Bureau processed and closed
more than 13,000 reported delays in payment of such claims in 1998.

Aside from the document imaging and automated retrieval, examiners
process cases in essentially the same way as existed prior to CIIMS.  The
Bureau had about 13,000 open cases assigned to examiners as of March 31,
1999.  In addition, there were 6,260 cases received by the Bureau that had
not yet been assigned to an examiner.  Therefore, as of March 31, 1999, the
Bureau had a total of more than 19,000 open or unassigned cases.

We audited certain management practices of the Bureau for the period
January 1, 1997 through December 31, 1998 relating to the oversight of case
processing activities.  Our objectives were to assess the Bureau’s processes
for maintaining case files, as well as for monitoring the inventory of open
cases, the examiners’ case workloads, and the status of fines levied by the
Department against violators of the State Insurance Law and related
regulations.



3

Response of
Department
Officials to Audit

To accomplish these objectives, we interviewed Bureau officials and analyzed
a database of all cases closed during 1997 and 1998.  In addition, we
randomly selected 100 complaint cases and 66 investigation cases, from the
78,975 cases (excluding background checks) closed during 1997 and 1998, to
perform tests of file completeness.  The cases selected included the Bureau’s
Albany and New York City offices.  As requested by Department officials,
we did not review records or files for cases that were open at the time of our
audit fieldwork.  We also referred to the Quality Standards for Investigations
as prescribed by the President’s Council on Integrity and Efficiency (PCIE),
as a source of professional guidance for the operation of government
investigative organizations.

We conducted our audit in accordance with generally accepted government
auditing standards.  Such standards require that we plan and perform our
audit to adequately assess those operations of the Department included in our
audit scope.  Further, these standards require that we understand the
Department’s internal control structure and its compliance with those laws,
rules and regulations that are relevant to the operations 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 circum-
stances.  An audit also includes assessing the estimates, judgements, and
decisions made by management.  We believe our audit provides a reasonable
basis for our findings, conclusions and recommendations.

We use a risk-based approach when selecting activities to be audited.  This
approach focuses our audit efforts on those operations identified through our
preliminary survey as having the greatest probability for needing improve-
ment.  Consequently, by design, finite audit resources are used to identify
where and how improvements can be made.  Thus, we devote little audit
effort to reviewing operations that may be relatively efficient or effective.
As a result, our audit reports are prepared on an “exception basis.”  This
report, therefore, highlights those areas needing improvement and does not
address activities that may be functioning properly.

We provided draft copies of this report to Department officials for their
review and formal comment.  Their comments have been considered in
preparing this report and are included as Appendix B.

The Department’s response contains several misleading and inaccurate
statements that confuse the matters we address in the report.  Consequently,
we have included State Comptroller’s Notes to the Department’s response as
Appendix C. 
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Within 90 days after final release of this report, as required by Section 170
of the Executive Law, the Superintendent of the New York State Insurance
Department shall report to the Governor, the State Comptroller, and the
leaders of the Legislature and fiscal committees, advising what steps were
taken to implement the recommendations contained herein, and where
recommendations were not implemented, the reasons therefor.
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Monitoring Case
Inventory,
Timeliness and
Productivity

Oversight of Case Processing
Our review of our sample of case files found that Bureau examiners routinely
obtained the prescribed documents required to resolve the cases that were
closed (for those cases for which files were available).  However, to
enhance the Bureau’s effectiveness, we have concluded that management
needs to strengthen its procedures for monitoring the Bureau’s case
inventory, the timeliness of case completion and related staff productivity,
and the inventory of case files for cases that have been closed.

Public officials should ensure that the resources at their disposal are used
efficiently, economically, and effectively.  According to the PCIE standards,
the degree to which an investigative organization achieves its goals is affected
by the way information is collected, retrieved, and analyzed.  The PCIE
standards also state that an investigative organization needs to have certain
information available to perform its responsibilities and measure its
accomplishments.  We conclude that Bureau management needs to implement
formal procedures for monitoring staff productivity, case inventory, and case
processing time.

Bureau officials indicate they have informal guidelines for processing and
closing cases.  For example, examiners are expected to maintain an active
caseload of approximately 100 to 120 cases and are assigned new cases when
they have closed the older ones.  In addition, Bureau officials have told us
that complaint cases, on average, should take no more than 90 days to
complete.  Investigation cases, however, are more complex and may involve
more than one complaint against the same respondent.  Officials do not have
an estimate of the time needed to conclude an investigation.  We determined
that, during 1998, the average time to resolve an investigation case was 280
days from date of receipt by the examiner, and complaint cases averaged 81
days.  Therefore, Bureau staff generally closed out complaint cases within
the informal time standard.  In 1997, complaint cases had been closed in an
average of 84 days.

However, Bureau management does not formally monitor the number of
cases received or cases remaining open on a periodic basis to determine if
the volume of open cases is increasing or decreasing.  In the Department’s
annual report, the Bureau reports the number of cases opened and closed
during the year.  However, the Bureau does not indicate the cumulative total
of open cases at the end of the year nor does it indicate the change (increase
or decrease) in the inventory of open cases from the beginning of the year to
the end.  As noted previously in our report, from 1996 through 1998, 12,138
more cases were opened than closed.  Thus, the inventory of open cases has
been increasing in recent years.
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During our audit fieldwork, we requested Bureau officials to provide us with
the total number of open cases at the end of 1996, 1997 and 1998.  Subse-
quent, to the completion of our fieldwork, Bureau officials advised us that the
number of open cases as of December 31, 1998 was 8,098 (excluding open
cases on the newly operational CIIMS).  Another 9,481 cases were awaiting
assignment on that date.  Bureau officials could not provide us with the
number of open cases at the end of 1996 and 1997.  Since the Bureau took in
12,138 more cases than it closed during the three-year period ended
December 31, 1998, we conclude that the inventory of open cases increased
significantly between January 1996 and December 1998.

Moreover, we conclude that if the trend of increases in the number of open
cases continues, it could eventually lead to backlogs that would negatively
impact the Bureau’s ability to process cases timely and appropriately.
According to data provided to us by Department officials (in their response
to our draft report), the Bureau received more than 62,000 new cases during
1999.   Thus, the Department received more than 4,200 (7 percent) more
cases in 1999 than it did in 1998.

In addition, based on our analysis of available Bureau data, we determined
that Bureau examiners had a cumulative total of about 13,000 open cases as
of March 31, 1999.  An additional 6,260 cases were awaiting assignment at
the Bureau’s preparation intake unit at that time.  About 1,900 of the 6,260
cases were awaiting assignment to an examiner for 120 days or more (the
Bureau does not have a standard for the maximum amount of time a case
should wait for assignment).  Thus, in total, the Bureau had more than 19,000
cases that were open or unassigned on March 31, 1999.  (In response to our
draft report, the Department indicated that the number of open and
unassigned cases had increased to over 35,000 by December 31, 1999.  This
represents an increase of more than 80 percent in the number of open and
unassigned cases in only the nine months subsequent to March 31, 1999.)  We
believe this clearly illustrates why Bureau management needs to formally
monitor and analyze changes in the inventory of open cases.

The PCIE standards prescribe that cases are handled in a timely manner.
From our sample of 166 closed cases, we noted that Bureau officials could
not locate the files for 17 of the cases.  However, our analysis of the 149
closed cases where a case file was available indicated that seven cases
remained open with no follow-up activity for periods as long as one to four
years.  As indicated by the following summary, we identified 28 cases (about
19 percent of the 149 reviewed) where there was no correspondence on file
to document activity for at least three months during the period that the cases
were open.  In 13 (of the 28) cases, the period of inactivity immediately
preceded the closing of the cases.
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Length of Period of Inactivity Number of Cases

Over 2 years 4

10 to 24 months 3

5 to 9 months 5

3 to 4 months 16

Total 28

Investigation cases (8 of the 28 cases were investigation cases) appeared to
have had longer periods of inactivity, perhaps due to the greater complexity
that such cases generally had.  Nonetheless, Bureau officials generally could
not explain why the 28 cases in question were not closed for lengthy periods
without any activity documented in the case files.  Bureau officials advised
us that some cases might not be closed out timely because examiners placed
priority on important cases that had not yet been resolved, instead of formally
closing cases that had been resolved.  (In response to our draft report,
Department officials acknowledged that a case we selected for review was
closed on August 12, 1997, but not closed out on the Bureau’s computer
system until August 7, 1998 - nearly a full year after the work was actually
completed.)

The delay in resolution of a legitimate consumer complaint (because a case
remains open with no activity taking place) may result in consumer loss, such
as a gap in (or lapse of) insurance coverage, which in turn could result in
economic loss to the consumer.  Further, given the Bureau’s case assignment
allocation process, an examiner could avoid assignment of a new case by not
closing an old case for which no additional work was required.  In turn, this
could prevent new cases from being assigned and completed in the most
timely manner.  As noted previously, 19 percent of the cases reviewed had
no activity for periods of at least three months, and in almost half of those
cases the inactivity immediately preceded the closing of the case.  Since
Bureau examiners had nearly 13,000 open cases as of March 31, 1999, we
believe that there is a considerable risk that, at any point in time, many of
the Bureau’s open cases have actually been completed and should be closed
out on the computer system.

We attribute this weakness, at least in part, to the absence of a formal
program, including written procedures, for monitoring the Bureau’s
productivity and the timeliness of case closings.  Although the Bureau’s
computer system had the capability to generate monthly status reports, that
Bureau officials stated they had used, the April 1998 report was missing.
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Recommendation

1. Develop and implement formal, comprehensive procedures to
periodically monitor the Bureau’s productivity using functions and
reports available from the Bureau’s automated information systems.
Specifically, monitoring procedures should address the inventory of
open cases and the timeliness of case closings.  The procedures
should include, but not be limited to:

! determining the inventory of open cases, as well as cases
awaiting assignment, and whether the number of cases is
increasing or decreasing;

! determining how long cases are awaiting assignment and
how long cases assigned to examiners have been open;

! flagging cases where no processing activity has taken place
for a specified time period.  This could be accomplished by
ensuring that sufficient check functions are imbedded in
CIIMS; and

! documenting (on paper or electronically) monitoring
performed.

Moreover, Bureau officials could not provide evidence of routine supervisory
use of these reports, including the monitoring of the examiners’ productivity
and timeliness.  We believe that this limits Bureau management’s ability to
ensure that its resources are being used efficiently and effectively.
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Recommendation (Cont’d)

(Department officials responded that the Bureau has written
standards for operations and conduct.  They further referenced the
Bureau’s Final User Requirements Document, which is essentially
a systems manual that examiners can use to process individual
cases.  It also includes steps for supervisory review and approval
for closure of cases.

 Auditors’ Comments: The existence of the user manual does not
address our concerns regarding the Bureau’s lack of formal
procedures for monitoring its overall case inventory and the
timeliness of case processing.  Also, see State Comptroller’s Note
6 in Appendix C.)

Monitoring of Case
File Maintenance

According to the PCIE standards, written directives should exist that specify
the procedures for maintaining records.  A record of all investigative activity
should be maintained in an official case file.  This could be in either a paper
or electronic format.  In addition, the agency should have written directives
for file organization, exhibits and other evidence, and record retention.

To perform our review, we selected a sample of 166 cases (from a database
provided by the Bureau) of the 78,975 cases (excluding background checks)
that the Bureau closed during 1997 and 1998.  However, as noted previously,
Bureau officials could not locate 17 (10 percent) of the files we requested.
This included 9 complaint files and 8 investigation files.  Without sufficient
documentation, management cannot be assured that all cases are handled
appropriately and completely.  Bureau personnel advised us that there were
several reasons why the 17 files in question could not be located.  For
example, the Department experienced record storage and transfer problems,
from August 1997 through June 1998, that were associated with the move of
the New York City office to its new location at 25 Beaver Street in
Manhattan.  Also, the Bureau has experienced significant increases in work
volume over the past few years.  Further, from 1995 through the end of our
fieldwork, some of the Bureau’s professional staff were assigned to
implementing CIIMS.

We acknowledge that these events have complicated the Bureau’s activities
since 1995 and contributed to record maintenance problems.  We also
acknowledge that the CIIMS system will improve the Bureau’s record
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maintenance efforts.  Nonetheless, Bureau officials should take steps to
ensure that all case records, in either paper or electronic format, are
maintained in an orderly manner.

In addition, there are no written Bureau standards on what essential
documents should be present in the case files.  According to Bureau officials,
the following documents should be part of the case file:

! the original letter from the complainant,

! letter(s) from the Bureau requesting information from the respondent
(the party accused by the complainant),

! the respondent’s reply to the Bureau, and

! the Bureau’s letter to the complainant regarding resolution of the
complaint (closing letter).

We reviewed the 149 sampled case files located for us to determine if the
required documents were present (87 were for complaints and 62 were for
investigations).  In general, the files we reviewed contained the required
documents.  We noted, however, that three files lacked a complaint letter.
We also noted that nearly all of the investigation files did not contain a
closing letter.

Subsequently, Bureau officials told us that closing letters were only required
in cases where an investigation resulted from a complaint initiated by a
private party.  Officials added that most investigation cases result from
complaints by insurance companies against agents or brokers.  However, the
Bureau had not documented this policy.  In addition, the Bureau did not
conduct periodic verifications of case files (both paper and electronic) to
verify their existence and location (for paper files).
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Recommendations

2. Develop formal guidelines for documents/records that must be
included in paper or electronic case files.

(Department officials responded that the recommendation already
exists in the format of case files with form letters.

Auditors’ Comments: We acknowledge the existence of the case
files and the standard form letters that examiners use to process
cases.  However, the fact remains that for certain types of cases
certain letters/documents are required  - and in other cases they are
not.  We do not question the propriety of these practices.  Rather,
we simply recommend that the Bureau codify them to help ensure
they are followed consistently.) 

3. As time and resources permit, conduct periodic verifications of
case files (both paper and electronic) to confirm their existence and
location (for paper files).  This includes locating the 17 missing files
identified during our audit.

(Department officials responded that the recommendation is
unproductive.

Auditors’ Comments:  See State Comptroller’s Notes 3 and 12.)
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Oversight of Revenues from Fines of Violators
According to the PCIE standards, an investigative organization should
maintain data on the amounts of restitutions and fines that result from its
activities.  Such data should help provide the necessary checks and controls
needed by management to ensure that fines are collected timely and to help
evaluate program results.  As noted previously, the Department reported
fines totaling $3.9 million for 1997 and $3.6 million for 1998 (excluding civil
penalties imposed by the Department’s Frauds Bureau), according to the
Department’s annual reports for those years.

During 1997 and 1998, the Bureau closed 2,551 cases that resulted in various
disciplinary actions, including warnings, license revocations and fines.
However, we determined that the Bureau does not have a mechanism to
track the dollar amounts of the fines levied, the amounts collected by Bureau
examiners, and the date that the fines were paid.  Thus, Bureau management
could not document the amounts of fine collections they reported for either
1997 or 1998.  In addition, we noted that the Bureau does not have formal
procedures that prescribe how Bureau staff track and monitor the imposition
and collection of fines.  Consequently, this limits the Bureau’s ability to take
prompt action to follow up with the parties who have not paid them. 

According to the Insurance Law, the Bureau can levy a fine of up to $500 for
each violation of the Law.  Consequently, the Bureau may fine a company
several thousands of dollars at one time for multiple violations of the Law.
Bureau examiners receive payments of the fines and remit them to the
Department’s Licensing Bureau, which deposits the funds into a State
account.  Because the Bureau does not maintain a control record of fines
levied and paid, we had to review various records within and outside the
Bureau to determine the status of the fines.  We reviewed records from the
Bureau, the published Disciplinary Action lists (a public listing of the parties
that have been disciplined by the Department), and the reported receipt of the
funds by the Licensing Bureau.  From the sample of disciplinary action cases
we reviewed from 1997 and 1998, we identified 21 cases that resulted in
fines.  Based on the documentation available, we could verify that the Bureau
received payments for 20 of the 21 fines we tested.  For the remaining case,
Bureau officials told us that they could not locate the file, and therefore, they
could not readily determine whether the fine had been paid.

Senior Bureau officials acknowledged that there should be a control record
of fines levied and collected.  They told us that such a record had been
maintained at one time in the Bureau’s Albany office.  Bureau officials also
told us, however, that the employee who maintained that record no longer
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Recommendations

4. Establish and implement formal procedures to record and
periodically summarize the imposition and collection of fines by
Bureau personnel.

5. To help ensure that fines are paid timely, establish and implement
formal procedures to periodically monitor the status of fines
imposed in relation to fines collected.  As necessary, follow up with
parties that do not pay fines promptly.

(Regarding Recommendations 4 and 5, Department officials
indicated that the Bureau was considering establishing a new
spread-sheet reflecting fines and  procedures to follow-up on their
status, as permitted by law.)  

works at the Department, and the function has not been assigned to another
employee.
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Appendix C

State Comptroller’s Notes

1. The Department indicates that our audit scope does not represent current operations due to the
implementation of the Consumers’ Information and Imaging System (CIIMS) in late 1998.  This is
misleading because the management functions and activities we examined (including monitoring the
inventory of open cases and the examiners’ workloads) have not changed significantly as a result of
CIIMS.  CIIMS primarily impacted case-file maintenance, not the Bureau’s management practices for
monitoring the open-case inventory and the examiners’ productivity.  Furthermore, since CIIMS became
operational in November 1998 and our audit period extended through December 31, 1998, our audit scope
did include the Bureau’s current operations.  In fact, we delayed the start of our audit at the
Department’s request in order for the audit to be meaningful and the findings and recommendations
current, accurate and useful.

2. The Department contends that our sampling methodology is flawed because findings drawn from
judgmental samples cannot be projected onto the general population.  However, we did not project our
samples onto the general population during the course of the audit or in the preparation of this report. 

3. The Department notes that previous OSC audits did not note file retrieval problems.  This most likely
occurred because file retrieval problems had not been identified by our prior audits, which were
performed several years before our current audit.  The fact remains that there were file retrieval
problems identified during our current audit, and Bureau officials have acknowledged those problems,
including the reasons for them, as detailed in our report.  The Department also contends that
implementation of the CIIMS system renders any findings relating to the retrieval of paper files not
applicable.  We disagree.   Without the paper files, the Bureau has no record to support the closure of
the cases for which the files could not be found.

4. The Department contends that the PCIE Standards are not applicable to the activities of the Consumer
Services Bureau and then cites guidelines prescribed by the AICPA and COSO.  The guidelines of the
AICPA and COSO pertain to the conduct of audits, such as those performed by certified public
accountants and the Office of the State Comptroller.  The Bureau does not perform audits.  The Bureau
does, however, perform investigations, as noted in the report and the PCIE standards provide guidance
to investigative entities.  Bureau officials use the term “investigations” to describe activities of the
Bureau.  In fact, Bureau officials established an “investigation unit” within the Bureau.  Furthermore,
we provided Bureau officials with copies of the PCIE standards during our audit fieldwork, and they
acknowledged that the standards could be applied to the Bureau’s activities.

5. The Department states that the audit did not identify all of the Bureau’s duties and activities.  For
example, the Bureau has to work with the State’s Emergency Management Office and Federal
Emergency Management Administration when a disaster strikes New York State.  However, these
activities were not within the scope of our audit. Moreover, they represent a small portion of the
Bureau’s overall activities.  For example, Bureau staff spent 190 days at disaster sites in 1998.  This is
less than the equivalent of one staff year.  As noted in the report, the Bureau has about 100 employees.
Therefore, this activity represents less than 1 percent of the Bureau’s activities.
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6. We acknowledge that a supervisor’s closing stamp is required to close each case.  However, this element
of supervisory review does not constitute monitoring of the Bureau’s or an individual examiner’s overall
caseload.  We also acknowledge that the Bureau’s automated data systems have generated various
statistical reports which management could use to monitor and analyze the changes in caseloads.
However, Bureau officials provided us with no documentation demonstrating that such statistical reports
were actually used for such purposes.  For example, as noted in the report, Bureau officials could not
tell us the number of open cases as of December 31, 1996 and 1997. 

7. During the course of our audit fieldwork, senior Bureau managers in Albany could not locate the
December 1998 report and told us that they believed that it had not been generated.  Subsequent to our
audit fieldwork, officials in the Bureau’s New York City office indicated they had the December 1998
report and provided us with a copy of it.  The final report reflects this.

8. During our audit fieldwork, senior Bureau officials told us that a typical examiner’s workload consisted
of 100 to 120 open cases.  At any given time, an examiner’s workload is the number of cases he or she
has open, not the number of cases the examiner closed in the past.  For case assignment purposes,
management needs to know how many cases an examiner has open at the time of assignment, not how
many the examiner closed in the past.  Thus, we believe we have an adequate understanding of the
Bureau’s operating environment with respect to this matter.

We also acknowledge that the Bureau’s automated information systems could produce reports that age
cases.  However, there was no documentation that Bureau supervisors routinely produced and used such
reports to actively monitor the timeliness of examiners’ case processing.  Consequently, the Department
can only speculate that examiners would not avoid assignment of new cases by not closing out older
cases.  (Also, see State Comptroller’s Note 11.)  

9. Contrary to the Department’s speculation, our conclusion was not based primarily on the fact that the
Annual Report to the Legislature does not include statistics on the increase or decrease in open cases
from the beginning to the end of the year.  Rather, our conclusion was based on our discussions with
Bureau officials and our comprehensive review of the records they provided to us.  We also question why
the Department would withhold information regarding open cases from the Legislature.  The Department
is accountable for the use of taxpayer resources and reporting of relevant performance measures and
outcomes is one way to communicate results.

10. Department officials did not advise us of the annual budget reports until the audit’s closing conference
was held, several months after the audit fieldwork began.  When advised of the data purportedly
contained within the budget reports, we immediately requested such reports from Department officials.
Officials advised us that the reports contained privileged information, but they would request permission
from executive management to provide us with copies of the reports.  Department officials, however,
never provided the budget reports in question to us for our review. 

11. In total, we asked Bureau officials to explain to us the apparent lengthy periods of inactivity for 28 cases.
Moreover, the Department’s comment illustrates the point we make regarding the timely closeout of
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cases on the Bureau’s automated information systems.  A case that was closed on August 12, 1997 was
not closed out on the Bureau’s computer system until August 7, 1998 - almost a full year after the work
was actually completed.   Between August 12, 1997 and August 7, 1998, the Bureau’s computer system
indicated that the case in question was part of the examiner’s active case load, even though the examiner
was no longer working on the case.  This example illustrates the risks that we believe the Department
must be aware of and must respond to.

12. We believe we have an adequate understanding of the pressures on the Bureau’s resources.  That is why
we recommend that the Bureau confirm files’ existence and location, “as time and resources permit.”

 
13. We believe we have accurately reported the amounts of fines reported by the Department in its Annual

Reports for 1997 and 1998.   The amounts we cite ($3.9 million for 1997 and $3.6 million for 1998) can
be traced to pages 135 of the 1997 Annual Report and 152 of the 1998 Annual Report.  The amounts cited
by the Department include additional civil penalties collected by the Department’s Frauds Bureau.

14. If the employee in question is still employed by the Bureau, then senior Bureau officials provided us with
an errant explanation of why the Bureau no longer maintained a tracking system for the fines resulting
from its activities.

15. The scope and objectives of our audit did not include the Bureau’s overall strategic planning effort.
Rather, we believe that implementation of our report’s recommendations will help Bureau management
to ensure that its resources are used in the most efficient and effective manner for daily operations.  


