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EXECUTIVE SUMMARY 
 

DIVISION OF CRIMINAL JUSTICE SERVICES, 
DIVISION OF STATE POLICE, STATE INSURANCE 
DEPARTMENT 
ADMINISTRATION OF THE MOTOR VEHICLE LAW 
ENFORCEMENT FEE 

 
SCOPE OF AUDIT 

 
he New York State Insurance Law (Law) requires every insurance company 
in the State to collect an annual Motor Vehicle Law Enforcement Fee (Fee) of 

one dollar per insured motor vehicle. Fee collections provide a source of funds to 
support the costs of detecting, prosecuting, and reducing auto theft and 
insurance fraud to help reduce the overall cost of motor vehicle insurance in the 
State. 
 
Four State agencies have roles in administering this Fee: the State Insurance 
Department (Department); the Office of the State Comptroller (OSC); the Division 
of State Police (State Police); and the Division of Criminal Justice Services 
(Division). The Department collects Fee revenue from insurers and transfers 
funds to OSC, which reserves these funds for expenditures by the State Police 
(to support operating expenses, including costs allocated to auto theft reduction), 
and by the Division, to fund projects sponsored by the New York Motor Vehicle 
Theft and Insurance Fraud Prevention Demonstration Program (Program). 
Program projects are designed to reduce auto theft and insurance fraud. 
 
The State Police and the Division were appropriated Fee revenues totaling $9.1 
million and $4.7 million, respectively, in both the 2000-01 and 2001-02 fiscal 
years. The State Police use Fee funds to support an Auto Theft Unit (ATU) and 
anti-theft communications costs, and the Division uses Program funds to contract 
with 30 to 35 grantees each year. The Division oversees grantees’ Program 
expenditures and evaluates grantees’ success in reducing auto theft and 
insurance fraud. According to the Division’s 2002 annual Program report, auto 
theft declined by 38.8 percent between 1997 and 2001. However, during the 
same period, the suspected incidence of motor vehicle insurance fraud rose 41 
percent. The Program was due to expire on July 1, 2003.  However, the State 
Legislature has approved extension of the Program through June 30, 2006. 
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For the period April 1, 1999 to May 30, 2003, our audit addressed the following 
questions about the administration of the Fee: 
 

• Can the Division and the State Police demonstrate that Fee funded 
activities have reduced auto theft and insurance fraud? 

 
• Have the Division, the State Police and the Department properly 

accounted for Fee funds and, as applicable, spent Fee monies on 
activities that reduced, prevented and detected motor vehicle theft and 
insurance fraud? 

 

AUDIT OBSERVATIONS AND CONCLUSIONS 
 

e found the Division and the State Police can demonstrate only limited 
success in their use of Fee funds to reduce the incidence of insurance 

fraud crimes that affect insurance rates. We believe the agencies could have 
realized better results from Fee-supported actions – and could do so in the future 
– by promoting projects and activities that focus on preventing and detecting 
insurance fraud. We also found that the Division and the State Police should 
improve accountability for Fee funds, and that the Department should implement 
control procedures to help ensure it collects all the Fee funds due from insurers.   
  
We reviewed and verified the accuracy of Division reports that show reductions in 
auto theft as a result of the Program.  However, we also found that auto 
insurance fraud was on the rise, and that auto insurance rates were also 
increasing, at least in part because the Program activities do not focus enough 
efforts on combating insurance fraud.  We also found the Division can improve 
accountability over Program funds by ensuring grantees spend their grant 
monies on appropriate activities, start projects promptly and fulfill their contract 
objectives. We recommend the Division dedicate a larger percentage of Program 
funds to fighting insurance fraud, enhance on-site visits of grantees, enforce 
Program reporting requirements, and execute contracts more timely.  (See pp.8-
15) 
 
The State Police use Fee funds to pay for ATU investigations and for auto theft-
related uses of a communication system that provides access to data about 
licensed drivers and vehicles. State Police officials said the ATU also addresses 
auto insurance fraud, but they had no statistics to show the nature and results of 
these anti-fraud efforts. We also found the allocation plan the State Police use to 
budget and track how Fee monies are spent is not always reliable, since 
allocated amounts were changed without documentation to explain the changes.  
We recommend that the State Police report annually on both their auto theft and 
insurance fraud reduction activities, and that they document any changes made 
to the plans used to allocate Fee funds.  (See pp. 15-18) 
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Department officials stated that they compare their Fee collections from insurers 
to Fee revenues reported in insurers’ annual financial statements to identify 
variances, and that they resolve variances of ten percent or more with the 
insurers. However, when we compared 2001 Fee data for a random sample of 25 
insurers, we found variances in Fee revenues for 13 insurers.  Although there 
was a 10 percent or greater variance for 12 of the 13 insurers, the Department 
has not contacted these 12 companies to resolve the variances. In fact, the 
Department reports that it has not yet compared Fee collections and revenues for 
the 2001 Fee data. The Department developed a variance report, which 
compares insurers’ collections from year to year, as a research tool to aid in 
discovering the reasons for overall differences in annual collections. Despite 
having developed this tool, however, Department officials have stated that they 
do not review variances in individual insurers’ year-to-year collections because 
the Department feels that overall collections have been stable. To verify the 
accuracy of Fee collections, we recommend the Department implement the 
procedures it has already established to timely resolve variances between Fee 
revenues collected and Fee revenues reported by insurers, examine and resolve 
individual insurer variances in year-to-year fee collections, and assess the 
process for comparing year-to-year collections in order to develop necessary 
policies and procedures.  (See pp. 18-22) 

 

COMMENTS OF OFFICIALS 
 

omplete copies of the responses to this report by Division, State Police and 
Department officials are included as Appendices B, C and D, respectively.  

Appendix E contains State Comptroller’s Notes, which address matters contained 
in the various responses. 
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INTRODUCTION 
 

Background 
ection 9110 of the New York State Insurance Law (Law) 
requires every insurance company authorized to do 

business in New York State to collect an annual Motor Vehicle 
Law Enforcement Fee (Fee) of one dollar for each motor vehicle 
insured by policies issued or renewed on or after July 1, 1992. 
The purpose of the Fee is to create a source of funds to help 
support the costs of detecting, prosecuting, and reducing 
automobile theft and insurance fraud in the State. The National 
Insurance Crime Bureau estimates that fraud and theft cost 
consumers an additional $200 to $300 per year on their 
insurance premiums. The Legislature concluded that Fee-
supported activities could help reduce the overall cost of motor 
vehicle insurance in the State. 
 
Four State agencies have roles in administering this Fee: the 
State Insurance Department (Department); the Office of the 
State Comptroller (OSC); the Division of State Police (State 
Police); and the Division of Criminal Justice Services (Division). 
Insurers remit Fee revenues to the Department on or before the 
15th day of the month after they are collected, along with a 
monthly report showing the dollar amount collected by vehicle 
type. The Department reported collecting Fee revenues of $11.6 
million and $12 million, respectively, for the 2001 and 2002 
calendar years. The Department transfers collections to OSC, 
which reserves these funds for expenditures from two accounts: 
the State Police Motor Vehicle Law Enforcement Account (State 
Police Account) and the Division’s Motor Vehicle Theft and 
Insurance Fraud Prevention Fund (Motor Vehicle Fund). State 
Police Account monies are designated to support operating 
expenses of the State Police, including the costs allocated to 
auto theft reduction (e.g., auto theft investigations and NYS 
Police Information Network (NYSPIN) inquiries related to auto 
theft). The Division uses Fee monies to fund projects sponsored 
by the New York Motor Vehicle Theft and Insurance Fraud 
Prevention Demonstration Program (Program). The Program 
was created in 1994 by Article 36-A of the Executive Law. 
Program projects, such as educational seminars and special law 
enforcement actions, are designed to reduce auto theft and 
insurance fraud. The New York State Motor Vehicle Theft and 
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Insurance Fraud Prevention Board (Board) oversees the 
Program, and is responsible for coordinating its operation based 
on a statewide plan. 
 
Fee revenues totaling $9.1 million were appropriated to the 
State Police in both the 2000-01 and 2001-02 fiscal years. The 
State Police use trends in auto theft to measure the success of 
their Fee-supported activities, which include Auto Theft Unit 
investigations and auto theft-related uses of NYSPIN.  In their 
2003 Motor Vehicle Enforcement Account Annual Report, the 
State Police report that motor vehicle thefts have declined every 
year since 1994. 
 
The Division was appropriated $4.7 million to support Program 
projects in both the 2000-01 and 2001-02 fiscal years. This $4.7 
million comprised current Fee revenues and surplus Fee 
revenues not used in previous years of the Program.  The 
Division uses Program funds to contract with approximately 30 
to 35 grantees each year. The Division requires grantees to 
submit quarterly progress reports on fulfillment of Program 
objectives. Division personnel approve and oversee Program 
grantee expenditures and evaluate grantee performance in 
reducing auto theft and insurance fraud. The Law requires the 
Board to report to the Legislature annually on the Program’s 
results and its impact on auto insurance rates. The Board’s 
2002 annual Program report stated that, between 1997, when 
the Program began, and 2001, motor vehicle theft declined 38.8 
percent; however, during the same period, the suspected 
incidence of motor vehicle insurance fraud rose 41 percent. 
 
A prior audit of the administration of the Fee (Report 99-S-32, 
issued August 3, 2000) concluded that the Board should 
develop a statewide plan for the Program, and that the Division 
should monitor grantees and report on Program results. The 
audit also recommended the Department take steps to 
independently verify that insurers remit all Fee revenues due, 
and that the State Police account for how they spend Fee funds.  
A follow-up review issued January 16, 2002 found that 8 of 13 
recommendations were implemented, 4 were partially 
implemented, and 1 was not implemented. 
 
The Program was due to expire on July 1, 2003.  However, the 
Legislature has approved extending the Program through June 
30, 2006 and increasing the Fee from one dollar to five dollars. 
The extra money collected – about $42 million annually – will go 
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to the State Police.  While the State Police will still be expected 
to use the first $9.1 million in Fee revenues for auto theft 
reduction and related purposes, officials can spend the 
additional revenue on police officers dedicated to highway 
safety efforts.  The proposal limits the Division to $4.7 million in 
Fee revenue to support the Program. 
 

Audit Scope, Objectives and Methodology 
 

ur audit examined the administration of the Motor Vehicle 
Law Enforcement Fee for the period April 1, 1999 through 

May 30, 2003. One of the objectives of this performance and 
financial-related audit was to determine whether the State 
Police and Division have demonstrated that Fee funded 
activities have reduced auto theft and insurance fraud.  Another 
objective was to determine whether the Department, the State 
Police and the Division have properly accounted for Fee 
revenues and, as applicable, have spent Fee monies on 
activities that reduced, prevented, and detected motor vehicle 
theft and insurance fraud. 
 
To accomplish our objectives, we reviewed and verified the 
information in relevant State Police and Division annual reports, 
and reviewed support for statistical data in these reports. We 
also reviewed performance and expense-related documentation 
(e.g., progress reports; fiscal cost reports; purchase orders and 
vouchers; payroll records; stop payment orders and site visit 
reports) for a randomly selected sample comprising 6 of the 47 
grantees awarded Program funds for the State fiscal years 
1999-00 through 2001-02 (such awards were to be spent during 
the calendar years 2000-2003). These grantees were the 
Niagara County District Attorney (Niagara); Bronx County 
District Attorney (Bronx); Village of Spring Valley Police 
Department (Spring Valley); City of Yonkers Police Department 
(Yonkers); Westchester County District Attorney (Westchester); 
and the New York City Police Department (NYPD). Further, we 
reviewed State Police documentation, including allocation plans 
for budgeting and tracking the spending of Fee funds, for each 
of the fiscal years in the audit scope. 
 
For the Department, we reviewed its 2000-2002 reports of 
annual Fees collected, and financial statement excerpts and 
reports from insurance companies.  For a random sample of 25 
of 279 insurance companies, we examined the Department’s 
procedures for reconciling reports of Fees collected in 2001 that 

O



 

 
 4 

varied more than 10 percent from Interrogatory Statement 
excerpts taken from insurers’ annual financial statements. We 
also judgmentally sampled 15 of 346 insurance companies that 
had large variances (either in dollar or percentage change) 
between their calendar year 2000 and 2001 collections to 
examine the Department’s process for reviewing these year-to-
year variances in collections. We additionally reviewed policies 
and procedures and interviewed Department, State Police and 
Division officials. 
 
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 the agencies’ 
operations included in our audit scope.  Further, these 
standards require that we understand the agencies’ internal 
control structure and 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 that supports transactions recorded in the accounting 
and operating records and applying any other auditing 
procedures we consider necessary in the circumstances.  An 
audit also includes assessing the estimates, judgments and 
decisions made by agency 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 that have been identified through a preliminary 
survey as having the greatest probability for needing 
improvement.  Consequently, by design, we use finite audit 
resources to identify where and how improvements can be 
made.  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 in detail activities that may be functioning 
properly.   
 

Internal Control and Compliance Summary 
 

ur evaluation of the Division’s internal control structure 
identified weaknesses in the Division’s execution of grantee 

contracts and in the processes the Division uses to review 
grantees’ Program-related expenditures.  As a result of these 
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weaknesses, there is increased risk that Program funds will not 
be used in a timely way, and that grantees could use Program 
funds for other than intended uses.  Our evaluation also 
determined that the State Police do not document changes 
made to their allocation plans for the use of Fee funds, which 
increases the risk that these funds will not be spent as intended.  
We also found that the Department does not always verify the 
accuracy of Fee revenues it receives by reconciling variances 
between the Fee revenues it collects from insurers and the Fee 
revenues listed in these insurers’ annual financial statements, 
and year-to-year Fee collections. 
 
Our evaluation of the respective internal control structures of the 
Division, the State Police and the Department identified various 
control weaknesses in administering the Motor Vehicle Law 
Enforcement Fee.  These weaknesses increase the risk that 
Fee revenues will not be accounted for properly or used to 
reduce the incidence of auto theft and insurance fraud. We 
discuss these internal control weaknesses throughout this 
report.  
 

Response of Division, State Police and Department Officials to Audit 
 

e provided draft copies of this report to Division, State 
Police and Department officials for their review and 

comment.  Their comments were considered in preparing this 
report and are included as Appendices B, C and D, respectively.  
Appendix E contains State Comptroller’s Notes, which address 
matters contained in the various responses. 
 
Within 90 days of the final release of this report, as required by 
Section 170 of the Executive Law, the Commissioner of the 
Division of Criminal Justice Services, and the Superintendents 
of the Division of State Police and the 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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ADMINISTRATION OF THE MOTOR VEHICLE 
LAW ENFORCEMENT FEE 

 
he Fee was initially imposed in 1992 to help reduce car 
insurance premiums for State residents by reducing the 

incidence of auto theft and insurance fraud. The Division used 
Fee revenues to pay for Program sponsored projects intended 
to reduce both theft and fraud, and the State Police used Fee 
revenues to support anti-theft programs and theft-related 
NYSPIN inquiries.  When we examined statistics for car theft 
and insurance fraud, we found that, between 1999 and 2001, 
car thefts had declined by almost 18 percent; however, during 
the same period, insurance fraud increased more than 49 
percent. In fact, an insurance industry spokesperson describes 
insurance fraud in the State as “a billion dollar business.”  
According to the Division’s 2002 Annual Report, motor vehicle 
theft and insurance fraud cost every driver hundreds of dollars 
each year in increased insurance premiums. Suspected 
incidences of motor vehicle insurance fraud have risen 41 
percent from 1997 to 2001. It is estimated that these crimes add 
approximately 10 to 11 percent to the cost of insurance 
premiums paid by policyholders in New York State. The result of 
this significant growth in insurance fraud – even after factoring 
in the declines in auto theft – is steadily increasing insurance 
premiums. 
 
Thus, the Division and the State Police can demonstrate only 
limited success in their use of Fee funds to reduce the incidence 
of crimes that affect insurance rates. We believe the agencies 
could have realized better results from Fee-supported actions – 
and could do so in the future – by promoting projects and 
activities that focus on preventing and detecting insurance 
fraud.  We found that many Division projects, and most State 
Police activities, are solely anti-theft in nature. The Division 
should also improve its oversight of grantees, both to account 
for Fee funds and to confirm that grantees use the funds 
effectively to meet Program goals. To make sure it receives all 
Fee revenues due, the Department should follow its established 
procedures to resolve variances between the Fee revenues it 
collects and the Fee revenues reported on insurers’ annual 
financial statements. The Department should also assess its 
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process for comparing year-to-year collections in order to 
develop necessary policies and procedures.  
 

Results of the Division Program 
 

e reviewed and verified the accuracy of Division reports 
that show reductions in auto theft as a result of the 

Program.  However, we also found that auto insurance fraud 
was on the rise, and that auto insurance rates were also 
increasing, at least in part because Program activities do not 
focus enough efforts on combating insurance fraud.  We also 
found the Division still needs to improve accountability over 
Program funds to make sure grantees spend their grant monies 
on appropriate activities, start projects promptly, and fulfill 
objectives stated in their contracts. 
 

Achievement of Program Goals 
 
The Legislature created the Program to help reduce the overall 
cost of automobile insurance in the State. To succeed in 
bringing these rates down, the Program had to achieve its 
primary goal:  to prevent, deter, and reduce the incidence of 
motor vehicle theft and motor vehicle insurance fraud in the 
State. Since the Board must report annually on the Program’s 
progress in achieving this goal, the Division should maintain 
statistics that show the specific impact Program activities have 
had, both for the individual grantees and statewide, on the 
incidence of auto theft and auto insurance fraud. The Division 
should also have documentation to support these statistics. 
 
We found that the Division’s reported statistics for auto theft and 
insurance fraud were generally accurate and properly 
supported.  We determined there were no material variances or 
exceptions in our tests of motor vehicle theft and motor vehicle 
insurance fraud statistics, as reported in the Division’s 2001 and 
2002 Annual Reports.  When we compared statistics in 22 
Annual Report categories to relevant documentation from 4 of 6 
randomly selected Program grantees, we found the Division had 
documentation to support each of these statistics. 
 
After we had verified the accuracy of the Division’s Annual 
Report data, we reviewed the statistics to determine whether 
auto theft and auto insurance fraud were declining as a result of 
the Program. We found the Division had made progress in 
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reducing auto theft: between 1999 and 2001, auto theft 
decreased by 17.9 percent. However, we also found the 
Program has not made headway in reducing auto insurance 
fraud.  Division reports show that, between 1999 and 2001, the 
incidence of suspected auto insurance fraud increased by 49.1 
percent. The lack of progress in the battle against auto 
insurance fraud has directly impacted State consumers who 
purchase auto insurance. In 2001, auto insurance premiums 
paid by New York State policyholders increased by 10.5 
percent.  Among the factors used in calculating this increase 
were a 17.2 percent average increase in liability rates 
(attributable in part to the cost of insurance fraud) and a 2.4 
percent average decrease in physical damage rates 
(attributable in part to collision and auto theft). 
 
We believe the Division’s Program has had little success 
against auto insurance fraud because Program-sponsored 
activities concentrate on auto theft, and not on auto insurance 
fraud.  For example, in 1999, 11 of 30 Division grantees were 
approved for projects dedicated solely to anti-theft initiatives, 
whereas only 1 project was dedicated solely to combating 
insurance fraud.  These projects accounted for 23 percent and 8 
percent of the funding, respectively. The remaining 18 projects 
were intended to reduce both auto theft and insurance fraud.  
There is evidence that the Division is changing this focus to 
some extent, since, of the 29 projects approved in 2002, only 6 
were focused on auto theft alone (representing 6 percent of the 
funding), 4 projects were dedicated to fighting insurance fraud 
(representing 20 percent of the funding), and the other 19 
projects addressed both auto theft and auto fraud.  However, we 
also found that some of the projects identified as addressing 
both auto theft and insurance fraud actually focused most of 
their attention, and their project funds, on anti-theft programs. 
Thus, to help reduce insurance fraud statistics, and the cost of 
auto insurance, the Division should emphasize the growing 
problem of insurance fraud among local police units that make 
up the majority of grantees.  Encouraging prospective grantees 
to develop anti-fraud projects, and approving projects that 
address this crime, may help reverse the steady increase of 
auto insurance fraud.  In response to our preliminary audit 
findings, the Division and the Board acknowledged the 
importance of reducing vehicle related insurance fraud.  The 
Division and the Board said they are committed to increasing 
the number of grant applications related to insurance fraud 
activities and increasing funding for such activities. 
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As administrator of the Program, the Division is also responsible 
for establishing oversight mechanisms Division managers can 
use to monitor and measure grantees’ performance to verify that 
grantees are achieving their stated contract objectives and 
meeting Program goals.  We found the Division has established 
specific criteria that grantees should comply with in using 
Program funds.  Grantee contracts state the objectives of the 
grantees’ projects, the tasks the grantees will accomplish to 
meet those objectives, and the performance measures used to 
evaluate the grantees’ accomplishments. The Division also 
requires grantees to submit reports to document their progress 
in meeting project objectives.  Grantees must submit their first 
progress report within 45 days of the last day of the calendar 
quarter in which they first charged expenditures against their 
contract funds.  Subsequent reports are due on a quarterly 
basis.  Division personnel are also expected to visit each 
grantee once a year to monitor activities. 
 
However, when we examined Division records of the six 
grantees in our sample, we found that Division oversight was 
not particularly effective in ensuring that grantees actually 
performed the various project elements they had agreed to carry 
out to meet the terms of their contracts.  For example, our 
review of evidence intended to show that our six sampled 
grantees had achieved the objectives, tasks and performance 
measures stated in their respective contracts revealed that 
grantees may not always fulfill these contract terms. 
 

• Of 13 total objectives, evidence showed grantees met 8 
objectives, and partially met 3 objectives. We found no 
evidence to support the achievement of 2 objectives. For 
instance, one objective of NYPD was to increase the 
number of grand larceny/auto arrests by Patrol Auto 
Larceny Units throughout the boroughs of NYC 
(excluding Queens). In conducting our review, we found 
no documentation that showed increased grand larceny 
auto arrests by Patrol Auto Larceny Units.  In response to 
our preliminary audit findings, the Division acknowledged 
NYPD’s lack of reporting during the contract term, but 
stated that a comprehensive report was presented to the 
Board ten days prior to the close of the contract which 
gave a complete account of contract related activities.  
Our review of the Board minutes did not disclose 
information that would lead to a conclusion that this 
objective was fulfilled.  In fact, in a report provided by the 
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Division that summarized NYPD’s contract activities, the 
Division noted that all activity was related to other 
objectives.  A second objective was to increase the 
number of NYPD officers and other law enforcement 
agency members trained to determine whether a vehicle 
is stolen. However, our review of documentation from 
NYPD showed a six percent decline in the number of 
students attending the Auto Crime School. 

 
• There were 31 total tasks. Documentation showed 21 

tasks were completed and 1 task was partially done. We 
found no evidence that 9 tasks were done at all. For 
instance, the Bronx was required to submit a report at the 
end of its project year that would summarize its 
accomplishments, such as number of arrests and 
convictions, among other things. However, we 
determined that the Bronx had not submitted this final 
report. Spring Valley was required to initiate public 
service programs related to theft and fraud. However, 
according to the grantee’s quarterly reports, no programs 
were initiated.  

 
• Evidence showed that, of 37 total performance 

measures, 21 were met and 4 were partially met.  
However, there was nothing to document that grantees 
had achieved 12 (32 percent) of the performance 
measures they had committed to meet. For example, 
although Yonkers was required to provide the Division 
with an overall plan for investigating auto theft and 
insurance fraud-related crimes, we found no evidence 
that such a plan was submitted. Spring Valley was 
required to develop departmental policies and 
procedures for motor vehicle theft and insurance fraud 
detection and investigation, and to train personnel in 
implementing them. However, we found no evidence that 
the grantee developed such policies and procedures.  

 
The Division has also allowed grantees to submit required 
quarterly progress reports late.  All six of the grantees we 
reviewed had submitted at least one progress report late.  Of 
the 31 total reports due from the six grantees during our audit 
period, 19 reports were submitted between 1 and 243 days late.  
To determine whether grantees are fulfilling their contract terms 
and meeting Program goals, the Division must enforce 
compliance with the progress reporting requirement, and verify 
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evidence that supports grantees’ reported achievement of 
contract objectives, tasks and performance measures.  In 
response to our preliminary audit findings, Division officials 
stated they will continue to work with grantees to improve their 
submission of quarterly reports. 

 
We also found the Division has improved one aspect of its 
Program monitoring by visiting grantee project sites more 
frequently, as we recommended in our prior audit. Division 
personnel are expected (but not required) to visit grantees once 
a year to check on their progress.  Division staff visited all 37 
grantees that were awarded Program funds for the State fiscal 
year 2000-01 at least once; 30 of these grantee sites were 
visited more than once throughout their contract period, which 
included site visits in 2003.  We encourage the Division to 
continue improving this monitoring feature to verify the effective 
use of Program funds. 

 
Accountability for Program Funds 
 

Article 36-A of the Executive Law states Program revenue 
should reimburse only those grantee activities related to the 
detection, prevention, or reduction of motor vehicle theft and 
insurance fraud. Thus, the Division should have internal controls 
to ensure grantees use funding solely for its intended purpose. 
Division controls established to provide this assurance include 
requirements that grantees: 
 

• submit quarterly fiscal cost reports within 30 or 60 days 
(depending on the contract) of the last day of each 
quarter; 

 
• support expenditures by providing the documentation 

specified in the contracts; and 
 
• maintain source documents (purchase orders, contracts, 

real estate leases, invoices, vouchers, etc.) to support all 
their grant expenditures for a period of six years following 
the end of the grant agreement. 

 
The Division can enforce compliance with these reporting 
requirements, since grantee contracts state the Division should 
reject a grantee voucher if that grantee has not submitted all 
required fiscal cost reports, supporting documentation (as 
needed) or progress reports. Division officials told us they 
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provide additional accountability for Program funds by reviewing 
grantee financial records during some site visits, and by doing 
periodic audits of grantees that receive more than $50,000 in 
Program funds. 
 
We tested to determine whether the Division used these 
controls effectively to make sure grantees properly account for 
their expenditures of Program funds.  Included in our testing 
was a limited review of grantee expenditures. This expenditure 
review, which found no material exceptions, was limited 
because we did no on-site visits, and because the Division does 
not require extensive documentation to support vouchered 
expenditures.  However, we also determined that grantees have 
submitted reports and vouchers late, or not at all, and that the 
Division has reimbursed vouchers for grantees that have 
ignored its requirements. Listed below are the instances of 
noncompliance we found among the six grantees in our sample. 
 

• Five of the 6 grantees submitted required data late, or not 
at all.  As of April 2, 2003, these grantees had not 
submitted 4 of the 31 vouchers and fiscal reports due 
during our audit period, and had submitted 14 of them 
between 6 days and 2.9 years late. 

 
• There was little evidence the Division had reviewed the 

appropriateness of expenditures during site visits to 
grantees in our sample, although one such visit included 
a review of equipment inventory. 

 
• The Internal Audit Unit audited 5 of the 47 grantees (7 

audits in total) funded during our audit period, including 2 
of the grantees in our sample (Westchester and NYPD). 
Although the Westchester audit produced no findings, the 
NYPD audits concluded this grantee had misallocated 
certain funds, lacked supporting documentation for other 
funding, and used yet other funding for items not listed in 
the award contract.  The Division has responded in this 
case by recommending that NYPD request budget 
amendments, ensure that complete and accurate 
documentation for all grant expenditures be maintained, 
and obtain written approval from the Division to include 
items not in the contract. 

 
The Division’s acceptance of late reporting, or missed reporting, 
undermines its ability to ensure that Program monies are used 
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to reimburse grantees for their legitimate Program costs.  By not 
consistently enforcing its fiscal and progress reporting 
requirements, the Division may be sending the wrong message 
to grantees: that is, failure to comply with reporting requirements 
is acceptable, and will not stop the flow of Program funds. 
 
As Program administrator, the Division also has a responsibility 
to ensure Program funds are put to use promptly and effectively 
in projects that show results in reducing auto theft and auto 
insurance fraud. In the award letters the Division sends to 
grantees, the Division states that, because of the high demand 
for Program funding, it can fund only a limited number of 
projects. According to Division officials, grantees that fail to 
timely spend their award monies can have their program funding 
stopped or have future funding reduced or not approved. 
 
In practice, however, the Division is much more accepting of 
grantees’ delays in starting projects – and in using Program 
funds to produce results – than this stated policy suggests.  For 
the six grantees we reviewed, we found that: 
 

• Four grantees could not fulfill their contracts within the 
initial contract period and were given extensions of 6 
months (Westchester), 9 months (Niagara), 15 months 
(NYPD) and 10 months in two separate extensions 
(Spring Valley). Division approval for Spring Valley’s third 
extension (another 6 months) was pending at the time of 
our audit. 

 
• Three of the above four grantees (Westchester, Niagara 

and Spring Valley), as well as the Bronx had not been 
reimbursed for all their 1999, 2000 and 2001 Program 
year award monies as of April 2, 2003. Unreimbursed 
funds amounted to approximately $188,000, or 15 
percent of their collective awards. 

 
• Spring Valley, Westchester and NYPD all received 

increased funding in their next contracts, even though 
they were not able to timely spend their previous awards. 

 
We determined that late project starts are attributable to the 
Division’s delay in executing contracts, and its subsequent 
reluctance to make grantees conform to strict time limits for 
using the awarded funds.  For example, the contracts for 4 of 
the 6 grantees were executed from between 52 days and 130 
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days late.  For all six of our sampled grantees, the entire 
contract execution process (i.e., from Board approval to OSC 
execution) took about five months.  It took three months alone, 
on average, from the date of Board approval to the date the 
Division sent the contract to the grantees.  According to Division 
representatives, delays in spending awards can also be caused 
by the bureaucracy in some grantees’ operating environments. 
 
The Division needs to enforce its spending timeframes to make 
sure grantees use Program funds – and use them efficiently – to 
achieve Program goals.  Delays in project execution can reduce 
the anti-crime results the project was supposed to accomplish. 
For instance, one grantee (Niagara) noted that a late start would 
mean fewer arrests than originally expected.  The Division 
should also speed up the contract execution process, where 
possible, to minimize delays in putting Program funds to work in 
communities.  In response to our preliminary audit findings, 
Division officials stated that the Director of the Division, who is 
also Chair of the Board, has made improving contract 
processing and execution a major priority. 
 

Recommendations to the Division 
 
1. Dedicate a larger percentage of Program funding to auto 

 insurance fraud. 
 
2. Change the policies and procedures to require on-site 

 visits to grantees, and enhance on-site testing of 
 supporting fiscal and programmatic documentation to 
 help ensure the appropriateness of Program spending. 

 
3. Enforce the timely submission of required fiscal cost 

 reports and progress reports. 
 
4. Enforce the Division’s policies for grantees that do not 

 timely spend award funding. 
 
5. To the extent possible, streamline the contract execution 

process to ensure grantee contracts are executed timely. 
 

Use of Fee Funds by the State Police 
 

ee funds are designated for operating expenses of police 
that include, but are not limited to, detecting, prosecuting, F
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and reducing auto theft and insurance fraud. The State Police 
use the funds to support an Auto Theft Unit (ATU) and to pay for 
auto theft-related uses of the New York Statewide Police 
Information Network (NYSPIN).  State Police officials said the 
ATU also addresses auto insurance fraud, but they had no 
statistics to support this claim.  We also found the allocation 
plan the State Police use to budget and track how Fee monies 
are spent is not always reliable, since allocated amounts were 
changed without documentation to explain, or indicate approval 
of, the changes. 
 
  Measuring the Success of Fee-funded Activities 
  
The Legislature imposed the Fee to provide a source of funds to 
finance efforts to fight auto theft and auto insurance fraud and 
thus reduce the cost of auto insurance.  The State Police are 
not required to spend specific amounts of the $9.1 million 
collected in annual Fee revenues on efforts geared toward 
either the reduction of auto theft or auto insurance fraud. 
However, the State Police publish an Annual Report, in which 
officials provide statistics on auto theft and auto insurance fraud, 
and use declining auto theft statistics to show they have used 
Fee funds successfully to reduce auto theft. 
 
We reviewed the State Police Annual Reports for 2000 through 
2003 and found that the statistics contained in the reports were 
accurate and supported by source documentation. These 
Annual Reports provide explicit support for State Police efforts 
to reduce auto theft. For example, the reports show that the 
State Police use Fee funds to support the costs of the ATU, 
which comprises 21 investigators and operates in six 
geographic regions statewide to prevent, detect, and support 
the prosecution of auto theft. Fee funds also pay for the use of 
NYSPIN to support auto theft inquiries. NYSPIN is an 
automated system that gives police access to nationwide 
information about licensed drivers and registered vehicles. 
 
The Annual Reports also indicate (as do the Division’s annual 
reports) that auto theft is continuing to decline, but that auto 
insurance fraud is steadily increasing, pushing the cost of auto 
insurance higher for consumers.  Given State Police 
acknowledgement of both the significantly rising rates of 
insurance fraud, and the impact of this trend on insurance rates, 
we examined the Annual Reports for specific detail to show how 
the State Police were using Fee funds to reduce auto insurance 
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fraud. However, although we found general references 
suggesting that the ATU is investigating more auto-related 
frauds, there were no details about how many such 
investigations were done, or what they accomplished. For 
example, statistics show the number of people arrested by the 
ATU, but do not indicate how many arrests were for theft and 
how many were for insurance fraud. 
 
State Police officials noted that investigations that begin as an 
auto theft or other type of investigation sometimes spin off a 
fraud investigation. Officials also claim that the ATU handles 
many different types of investigations, and that investigations by 
their nature are difficult to characterize until an arrest is made. 
The State Police told us they are using Fee funds, at least in 
part, to reduce the incidence of auto insurance fraud, as well as 
auto theft, to help achieve the goals the Legislature set for the 
use of the Fee when it was first established.  In our opinion, the 
State Police should report specifically on the nature and results 
of their efforts to reduce auto insurance fraud so State policy 
makers and the public at large can measure the success of 
these Fee-funded activities.  State Police officials stated that, in 
the future, the Annual Report could delineate the types of 
arrests made by the ATU. 
 

Accountability For Fee Funds 
 

The State Police use a cost allocation plan to budget for and 
track Fee revenues and to provide accountability for these 
funds.  Since management is expected to use the cost 
allocation plan to decide where and how to direct resources, the 
plans should be as accurate as possible.  Any changes made to 
the plans should be documented and approved by the persons 
who make management spending decisions. 
 
The State Police charge certain costs, such as the salary costs 
of ATU personnel, directly against Fee revenue.  However, they 
allocate other costs based on a rate that is calculated to 
represent the share of the function or service that supports ATU 
actions. The rate is applied to numerous line items in the State 
Police operational budget.  For example, the rate for State fiscal 
year 2002 costs was .256 (NYSPIN auto theft inquiries / total 
NYSPIN inquiries).  In this way, the State Police can assign 
appropriate direct and shared operational costs to Fee funds. 
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However, when we verified the values in the allocation plan for 
2002, we found that that the State Police had incorrectly 
allocated costs of $1,482,754 to the Fee fund, when the 
allocation should have been $358,400 (.256 x total line item 
costs of $1,400,000).  The result of this incorrect charge was to 
allocate more than $1.1 million in State Police operational costs 
for this line item to Fee funds. 
 
State Police officials explained this over-allocation by stating 
that their cost allocations represent estimated amounts and that 
their plans are subject to adjustments. Officials also suggested 
that an allocation may have been moved from one account to 
another.  However, there was no support provided to document 
approval of changes or adjustments to the cost allocation plans, 
or explanations of why or when such changes occurred. 
 
A cost allocation plan is intended to serve as a management 
tool that helps managers plan for and control costs and 
resources. If allocations can be changed to reflect higher 
expenditures with little or no documentation, the allocation plans 
have little utility for planning and monitoring.  We encourage the 
State Police to develop accurate cost allocation plans, to verify 
cost calculations, and to document and get approval for any 
changes made to agreed upon cost allocations.  

 
Recommendations to the State Police 

 
6. Annually report on ATU activities specifically related to 

the prevention, deterrence, and reduction of motor 
vehicle insurance fraud. 

 
7. Make certain that cost allocation plan calculations are 

accurate, and implement policies to ensure that 
subsequent changes to allocations based on such 
calculations are adequately documented. 
 

Department Accountability for Fee Revenue Collection 
 

ection 9110 of the Law requires every insurance company 
authorized to do business in New York State to collect a one 

dollar Fee for each insured motor vehicle to help support the 
costs of detecting, prosecuting, and reducing auto theft and 
insurance fraud in the State.  The Law assigns the Department 
the responsibility of collecting Fee revenues from insurance 

S
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companies. Inherent in this Fee collection responsibility is 
accountability for the funds received, including verifying that 
insurers submit all the Fees due. 
 
According to Department officials, the Department ensures that, 
in any given year, the Fee amounts insurance companies report 
they collect reflect what the Department actually receives from 
the companies. The Department ensures that it collects the 
appropriate Fee revenue by annually comparing total Fees 
collected to the Fee revenue the insurer reported on its 
Interrogatory Statement taken from the insurer’s annual financial 
statement.  If a variance of more than ten percent exists 
between Fees collected and Fee revenue reported, depending 
on the Department’s internal evaluation of the variance, the 
Department may send written notice of the discrepancy to the 
insurance company. If a notice is sent and the insurance 
company adequately reconciles the variance, the Department 
processes the variance resolution, which could result in either 
collecting Fees owed or refunding overpaid Fees. If the 
insurance company does not reconcile the variance 
satisfactorily, the Department sends up to two follow-up letters 
to the company requesting cooperation in resolving the 
variance. If a response is not received to the third notice, 
Department officials may refer the discrepancy to the 
Department’s General Counsel for further action. 
 
To determine whether the Department carries out these control 
procedures, we compared Fees the Department collected in 
calendar year 2001 with the Fee revenue reported on the 2001 
Interrogatory Statements for a random sample of 25 of 279 
insurance companies.  We selected 2001 revenues for review 
because the 2001 Fee revenue information (specifically, 
Interrogatory Statement information) was the most recent data 
the Department had available.  In 2001, the Department 
reported collecting Fees of $1,927,461 from these 25 insurers, 
although the insurers reported Fee revenues of $1,888,104 on 
their Interrogatory Statements.  We identified 13 companies that 
were responsible for this net variance of $39,357 as follows: 
 

• for 10 companies, the Department collected a total of 
$52,393 more in Fee revenue than the insurers reported; 
and 

 
• for 3 companies, the Department collected a total of 

$13,036 less in Fee revenue than the insurers reported. 
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In 12 of the 13 cases, the difference between Fees collected 
and Fee revenue reported was 10 percent or more.  Although 
there was a 10 percent or greater variance for 12 of the 13 
insurers, the Department has not contacted these 12 companies 
to resolve the variances. In fact, the Department reports that it 
has not yet compared Fee collections and revenues for the 
2001 Fee data. Despite having the necessary data since the 
summer of 2002, Department officials indicated that such a 
review would not be started until the summer of 2003. 
 
The likelihood of variances between Department collections and 
insurer records appears to be significant, given that variances 
existed for 52 percent of our sampled insurers and since most of 
the variances we found also met the 10 percent threshold for 
Department action. If the Department fails to pursue the 
resolution of individual insurer variances in a timely manner 
between the Fee revenue it collects and Fee revenue insurers 
report, discrepancies go unresolved. Following established 
procedures should provide enhanced accountability for Fee 
revenues by resolving routine variances and also by minimizing 
the risk that an insurer will materially underpay (or overpay) Fee 
funds. 
 
The Department developed a variance report, which compares 
insurers’ collections from year to year, as a research tool to aid 
in discovering the reasons for overall differences in annual 
collections. Our last follow-up review (2001-F-48) identified a 
large variance between one insurer’s 1999 and 2000 annual 
collections, which led to the development of the variance report 
and a large refund due the insurer. Despite having developed 
this tool, Department officials have stated that they do not 
review variances in individual insurers’ year-to-year collections 
because the Department believes overall collections have been 
stable. 
 
We compared the Department’s reports of year-to-year Fee 
collections and determined that the Department’s methodology 
used to calculate the variances is flawed. In calculating the 
percent variance from year to year, the calculation calls for the 
difference in the annual collections to be divided by the most 
current of the two years, when in fact the denominator should be 
the base year, i.e. the prior year. 
 
We examined individual changes in year-to-year collections by 
insurers and determined that 21 percent of the insurers had 
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variances between their 2000 and 2001 collections that were 
greater than or equal to 100 percent.  Similarly, we determined 
that 16 percent of the insurers had variances between their 
2001 and 2002 collections that were greater than or equal to 
100 percent. In addition, we identified 19 insurers that 
experienced fluctuations in collections that were greater than 
$50,000. For instance, one insurer's collections were 
approximately $131,000 in 2000 and $149,000 in 2001, yet 
dropped to $20,000 in 2002 (or 87 percent). Conversely, one 
insurer’s collections went up from approximately $24,000 in 
2000 to $39,000 in 2001, but then spiked to $114,000 in 2002 
(or 66 percent). 
 
We tested a judgmental sample of 15 of 346 insurance 
companies that had large variances (either in dollar or percent 
change) between their calendar year 2000 and 2001 collections 
to determine if the variances were in line with the changes in 
each insurer’s reported number of premiums collected and 
policies written.  We did not test 2001-2002 variances because 
data was not available for this review.  We determined that 5 of 
the 15 insurers had variances that could not be initially 
explained by fluctuations in their business operations, which 
were gauged by Department reports of changes in premiums 
collected and policies written. 
 
Department officials stated that shifts in individual insurer 
collections do not warrant investigation if overall collections 
remain steady.  However, based on our analyses, we conclude 
there is a need for the Department to examine and follow up on 
variances in individual insurer’s year-to-year Fee collections. 
Without following up on abnormalities in individual year-to-year 
insurer collections, the Department cannot be certain that 
insurers do not owe Fee revenue or are not due a refund. The 
Department has not developed policies and procedures for a 
review of year-to-year collections because officials stated their 
belief that they have to assess the process to determine 
whether it will be useful, how it will be applied, and what 
purposes it will serve.  We believe a formal assessment of the 
process and resolution of policies and procedures would 
enhance the Department’s responsibility to provide assurance 
that what insurance companies report they collect reflects what 
was actually collected. 
 
In our previous audit (Report 99-S-32), we recommended that 
the Department independently verify the appropriateness of 
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Fees remitted by the insurance companies. After researching 
the feasibility of various verification measures, Department 
officials concluded that a comparison and variance analysis of 
Fees collected from each insurer with Fees reported on 
company financial statements represented the most cost 
efficient method of independently verifying the insurance 
company data. As reported earlier, Department officials claim to 
follow these procedures. However, in response to our findings, 
Department officials indicated that their role is to collect Fees 
from insurers and to transfer the money to OSC – not to 
independently verify the accuracy of insurance company data.  
We believe the Department should carry out the verification 
procedures it reports to have established to provide adequate 
accountability for Fee collections. 
 

Recommendations to the Department 
 
  8. Compare Fee collections with Fee revenue reported on 
 insurance company annual financial statements to 
 identify variances, and resolve such variances, and 
 document the resolutions achieved, in accordance with 
 Department procedures in a timely manner. 
 
  9. Correct the formula for calculating the year-to-year 
 variances in Fee collections. 
 
10. Using the Department’s variance report, examine and 
 resolve individual insurer variances in year-to-year Fee 
 collections.  Assess the process for comparing year-to-
 year collections and develop related policies and 
 procedures as necessary. 
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Appendix E 

 
1. As stated in our report, there is evidence that the Division is changing its focus 

toward funding projects that address auto insurance fraud.  However, as we also 
note in our report, some of the projects identified as addressing both auto theft 
and insurance fraud actually focused most of their attention, and their project 
funds, on anti-theft programs.  Hence, we recommended that the Division 
dedicate a larger percentage of Program funding to auto insurance fraud.  The 
Division’s stated commitment to reducing insurance fraud and revision of the 
2003 Request for Proposal should help to accomplish the intent of our 
recommendation. 

 
2. As stated in our report, Division personnel are expected, but not required, to visit 

grantees once a year to check on their progress.  We recommend that the 
Division formalize this expectation in the policies and procedures.  Also, we 
acknowledge in our report that Division staff visited all 37 grantees that were 
awarded Program funds for the 2000-01 State fiscal year at least once. 

 
3. As stated in our report, there was little evidence that the Division had reviewed 

the appropriateness of expenditures during site visits to our sampled grantees.  
We recommend that the Division supplement its reviews of programmatic 
documentation to include on-site testing of supporting fiscal documentation to 
help ensure the appropriateness of Program spending. 

 
4. We agree that delayed vouchering may not mean delayed expenditure or 

program implementation.  However, delays in voucher processing adversely 
impact the Division’s ability to oversee the timely and appropriate use of limited 
Program funds.  As stated in our report, the Division’s policy is to stop program 
funding, or reduce or not approve future funding, for grantees that fail to timely 
spend their award monies.  However, in practice, the Division was more 
accepting of grantees delays.  In our report we identified four grantees that had 
not vouchered for about $188,000 in Program funds awarded in 1999, 2000, and 
2001.  Our report also notes examples of delayed contract execution by 
grantees. 

 
5. Our report does not say that objectives are not met on a routine basis.  We say 

that for the 13 objectives for our six sampled grantees, evidence showed that 
grantees met eight objectives, partially met three objectives and did not meet two 
objectives.  Therefore, grantees partially met or did not meet 5 of 13 objectives, a 
38 percent rate.  Also, while we did not make site visits to grantees, our 
determinations were based in part on the results of the Division’s on-site 
programmatic reviews of grantee performance. 

 
6. Our report does not state or infer that Division audits are insufficient.  Also, we 

state in our report that the Internal Audit Unit audited 5 of the 47 grantees funded 
during our audit period (11 percent of the total) and undertook 7 audits of these 
grantees (a 15 percent rate). 
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7. In our previous audit and throughout the course of this audit, Department officials 
stated that Fees collected are reviewed against financial statement records for 
each insurance company on an annual basis.  Additionally, during the audit, we 
specifically asked Department officials whether any processes or internal controls 
regarding collection of Fees had changed since our last audit.  Department 
officials informed us that no processes or internal controls had changed.  
However, in their response to our draft report, Department officials now state that 
they have adopted a two-year cycle for reconciling Fees against financial 
statements. 

 
In our report, we identified variances for 52 percent of our sampled insurers.  If 
the Department adopts a two-year cycle for this comparison, it will be unable to 
pursue the resolution of individual insurer variances in a timely manner, and 
discrepancies will go unresolved for a longer period of time.  In our judgment, 
adhering to an annual cycle would provide enhanced accountability for Fee 
revenues by resolving routine variances in a timely manner and also by 
minimizing the risk that an insurer will materially underpay or overpay Fee funds. 

 
8. We do not agree with the Department’s statement that the total dollar amount of 

funds has remained stable since the 1992 inception of the Fee.  In our last follow-
up review (2001-F-48), we identified a decrease of $1.5 million (about 12 
percent) in Fees collected between 2000 ($11,345,208) and 1999 ($12,894,736).  
Further, our audit identified significant variances in year-to year-collections for 
individual insurers.  For example, we determined that 21 percent of the insurers 
had variances between their 2000 and 2001 collections that were greater than or 
equal to 100 percent.   

 
The Department attributes such material variances in year-to-year Fee 
collections to companies being in liquidation or rehabilitation.  However, of the 
five insurers we cited with significant variances that could not be explained by 
fluctuations in their business operations, the Department now reports that two of 
these insurers were either in liquidation or rehabilitation. Department officials did 
not address the other three cases.   We conclude there is a need for the 
Department to examine and follow up on individual insurer variances in year-to-
year Fee collections.  Without this follow-up, the Department lacks assurance 
that insurers do not owe Fee revenues or are owed a refund. 

 
9. We do not recommend that the Department independently verify the 

appropriateness of Fees remitted by the insurance companies.  Rather, we 
recommend that the Department fully implement its year-to-year comparison and 
variance analysis of Fees collected from each insurer.  Inherent in the 
Department’s Fee collection responsibility is accountability for the funds received, 
including verifying that insurers submit all Fees due.  The Department can 
efficiently achieve the benefit of adequate accountability for Fee collections by 
carrying out the verification procedures it reports to have established. 




