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AUDIT OBJECTIVES 
 

Our objectives were to determine (1) whether 
the New York City Administration for 
Children’s Services and the New York City 
Human Resources Administration issued 
1099 forms to informal child care providers as 
required by the Internal Revenue Service 
(IRS) and (2) if informal day care providers 
enrolled with these agencies had valid social 
security numbers. 
 

AUDIT RESULTS - SUMMARY 
 
Two New York City agencies operate 
informal child care programs, enabling 
eligible parents to select their own day care 
providers: the Administration for Children’s 
Services (ACS) and the Human Resources 
Administration (HRA).  Informal providers 
are legally exempt from day care licensing 
requirements, but must enroll as an informal 
provider with both agencies.  All providers 
enrolling must provide social security 
numbers to the agencies. 
 
According to the IRS code and regulations, 
the agencies are required to issue 1099 forms 
to informal providers and to the IRS each 
year.  We found that the agencies issued most 
1099 forms according to the IRS code and 
regulations.    

However, we found that, out of 40,437 
informal providers, 239 had been enrolled 
with invalid social security numbers. Of 
these, 69 belonged to deceased people and 86 
were social security numbers that have never 
been assigned, according to Social Security 
Administration records. The remaining 84 
were invalid for a variety of reasons (e.g., 
started with the number nine, which is not 
allowed by the Social Security 
Administration).  We determined that neither 
ACS nor HRA checks the validity of social 
security numbers as part of the enrollment 
process.  As a result, income received by 
these providers, which totaled $1 million, 
may not be properly recorded for Federal, 
State, and city tax purposes. 
 
This report contains two recommendations to 
reduce the number of informal providers 
enrolled with invalid social security numbers.  
 
This report, dated August 29, 2007, is 
available on our website at: 
http://www.osc.state.ny.us.  Add or update 
your mailing list address by contacting us at: 
(518) 474-3271 or 
Office of the State Comptroller 
Division of State Government Accountability 
110 State Street, 11th Floor 
Albany, NY 12236 
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BACKGROUND 
 
The informal child care program (Program) is 
funded through the New York State Child 
Care Block Grant and helps low income 
parents pay for child care.  Two New York 
City agencies operate informal child care 
programs: the Administration for Children’s 
Services (ACS) and the Human Resources 
Administration (HRA).  The Program enables 
eligible parents to select their own day care 
providers.  These providers are legally exempt 
from day care licensing requirements, but 
must enroll as an informal provider with both 
agencies.  All providers enrolling in the 
Program must provide social security 
numbers to the agencies.  Informal providers 
are not licensed, but must be enrolled with the 
agencies to provide services and receive 
payments through the Program.  
 
The agencies determine how much each 
informal provider is to be paid. The agencies 
use a contractor to make these payments to 
the providers on a monthly basis.  At the end 
of each calendar year, the contractor sends a 
1099 form (miscellaneous income form) to 
the Internal Revenue Service (IRS) and each 
provider reporting the total payments made to 
them for that year.  In 2005, the contractor 
reported 1099s were issued for payments 
totaling $166.5 million to 40,437 informal 
day care providers.  
 
During calendar year 2006 through March 
2007, the agencies consolidated their two 
programs.  Effective March 2007, ACS 
assumed full responsibility for the Program 
and continues to use the contractor to issue 
checks and 1099 forms to informal providers.  

AUDIT FINDINGS AND 
RECOMMENDATIONS 

 
Issuance of 1099 Forms 

 
According to the IRS code and regulations, 
the agencies are required to issue 1099 forms 
to informal providers and the IRS each year.  
To determine whether the agencies complied, 
we reviewed the processes they and the 
contractor have in place.  We also analyzed 
payment information relating to informal 
providers for calendar year 2005 and 
compared this with information summarizing 
1099s issued to informal providers for that 
year.  Based on this analysis, we found that 
the procedures the agencies and contractor 
have in place are generally sufficient to 
ensure 1099 forms were issued according to 
the IRS code and regulations.   However, as 
described in the next section, some of the 
informal providers who received 1099s may 
have been enrolled in the program with 
invalid social security numbers. 
 
Invalid Social Security Numbers by Provider 

 
When informal providers enroll in the 
Program, they are required to submit a social 
security number to the agencies.  However, 
we found that some of the informal providers 
receiving payments from the agencies may 
have used invalid social security numbers.   
 
In January 2007, we used a specialized 
software program, VERIS, to verify the social 
security numbers of informal providers.  Out 
of 40,437 informal providers tested, we found 
239 had invalid social security numbers and 
received $1 million in Program funds.  Of the 
239 invalid social security numbers, 69 
belonged to deceased people and 86 were 
social security numbers that have never been 
assigned, according to Social Security 
Administration records.  The remaining 84 
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were invalid for a variety of reasons (e.g., 
started with the number nine, which is not 
allowed by the Social Security 
Administration).   
 
We determined that neither ACS nor HRA 
checks the validity of social security numbers 
as part of the enrollment process.  During this 
process, ACS takes copies of social security 
cards, but it does not have procedures in 
place, such as using specialized software, to 
validate the social security numbers and 
documents submitted.  Further, when informal 
providers enroll in the Program, they must 
complete an IRS W-9 form and send it 
directly to the contractor.  We found the 
contractor matches the social security number 
reported on the W-9 form to the social 
security number the agencies have on record.  
However, this only detects mistakes between 
the two forms.  Since neither party verifies the 
validity of the number, even if the number is 
invalid on both documents, it may still be 
considered accurate as long as it matches.  As 
a result, income received by these providers 
may not be properly reported to Federal, 
State, and city tax authorities. 
 
We note that ACS is implementing a pilot 
program involving background checks of 
providers enrolling in the Program. These 
checks may be based, in part, on social 
security numbers, so it is important they be 
performed based on correct information.  We 
recommend ACS implement procedures or 
purchase software to verify social security 
numbers of those enrolling in the Program. 
 

Recommendations 
 
1. Follow up on and correct, where 

appropriate, potentially-invalid social 
security numbers for informal providers 
identified in this report.  

 

2. Verify social security numbers used by 
informal providers during enrollment.  

 
AUDIT SCOPE AND METHODOLOGY 

 
We conducted our audit in accordance with 
generally accepted government auditing 
standards. The audit examined whether ACS 
and HRA issued 1099 forms as required by 
the IRS code and regulations, and if informal 
day care providers enrolled in the Program 
had valid social security numbers.  We 
audited the effectiveness of the practices in 
place at ACS and HRA pertaining to the 
issuance of IRS 1099 forms to informal day 
care providers for the period January 1, 2005 
through January 30, 2007.  To accomplish our 
objectives we met with officials at ACS, 
HRA, and the contractor.  
 
We also obtained and analyzed payment 
information to informal day care providers as 
well as data showing 1099s issued from the 
contractor to informal providers for 2005, the 
most recent complete year for which data was 
available at the time of our review.  We 
compared the two files using computer 
assisted auditing techniques to determine 
whether providers who received payments 
from the Program also received 1099 forms. 
We followed up on any differences identified.  
Also, using VERIS software, we identified 
239 informal day care providers who were 
registered in the program with invalid social 
security numbers.   
 
As is our practice, we notify agency officials 
at the outset of each audit that we will be 
requesting a representation letter in which 
agency management provides assurances, to 
the best of their knowledge, concerning the 
relevance, accuracy, and competence of the 
evidence provided to the auditors during the 
course of the audit. The representation letter 
is intended to confirm oral representations 
made to the auditors and to reduce the 
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likelihood of misunderstandings. In the 
representation letter, agency officials assert 
that, to the best of their knowledge, all 
relevant financial and programmatic records 
and related data have been provided to the 
auditors. Agency officials further affirm that 
either the agency has complied with all laws, 
rules, and regulations applicable to its 
operations that would have a significant effect 
on the operating practices being audited, or 
that any exceptions have been disclosed to the 
auditors. However, officials at the New York 
City Mayor’s Office of Operations have 
informed us that, as a matter of policy, 
mayoral agency officials do not provide 
representation letters in connection with our 
audits.  As a result, we lack assurance from 
agency officials that all relevant information 
was provided to us during the audit.   
 
In addition to being the State Auditor, the 
Comptroller performs certain other 
constitutionally and statutorily mandated 
duties as the chief fiscal officer of New York 
States.  These include operating the State’s 
accounting system; preparing the State’s 
financial statements; and approving State 
contracts, refunds, and other payments.  In 
addition, the Comptroller appoints members 
to certain boards, commissions, and public 
authorities, some of whom have minority 
voting rights.  These duties may be 
considered functions for purposes of 
evaluating organizational independence under 
generally accepted government auditing 
standards.  In our opinion, they do not affect 

our ability to conduct independent audits of 
program performance.  
 

AUTHORITY 
 
The audit was performed according to the 
State Comptroller’s authority under Article V, 
Section 1 of the State Constitution and Article 
II, and Article III of the General Municipal 
Law.  
 

REPORTING REQUIREMENTS 
 
We provided a draft copy of this report to 
ACS and HRA officials for their review and 
comment.  ACS officials indicated actions 
they were taking to implement our 
recommendations.  HRA officials deferred 
their specific and detailed response to ACS.  
Their comments were considered in preparing 
this report, and are included as Appendix A. 
 
Within 90 days of the final release of this 
report, we request that ACS and HRA 
officials report to the State Comptroller 
advising what steps were taken to implement 
the recommendations contained herein, and, if 
not implemented, the reasons therefor. 
 

CONTRIBUTORS TO THE REPORT 
 
Major contributors to this report include 
William Challice, Richard Sturm, Ed 
Durocher, Brian Krawiecki, Legendre 
Ambrose, Amanda Strait, Dmitri Vassiliev, 
and Sue Gold.   
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