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Mr. Michael H. Urbach
Commissioner
Department of Taxation and Finance
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    Re: Executive Correspondence

                               Report 96-S-1

Dear Mr. Urbach:

Pursuant to the State Comptroller's authority as set forth in Section 1, Article V of the State
Constitution and Section 8, Article 2 of the State Finance Law, we have audited the Department of
Taxation and Finance's management of executive correspondence.  The audit covered the two year
period ended January 31, 1996.

A. Background

The Department of Taxation and Finance (Department) administers the State's tax laws and
serves as its general tax collection agent.  The Department's Executive Correspondence Control Unit
(Unit) processes correspondence addressed to the Commissioner.  Executive correspondence
(correspondence) includes letters or memoranda from taxpayers and from Federal, State, and local
government officials, that address a wide variety of tax related topics.  The Unit consists of three full
time employees.  Unit staff read the correspondence, record the correspondence on the Unit’s tracking
system and forward the correspondence to the appropriate management staff.  In addition, Unit staff may
draft responses to include the Commissioner's policy perspective or preferred tone of response.  

A personal computer based tracking system is used to monitor, on average, the 4,500 pieces of
correspondence processed by the Unit each year.  The system stores (e.g., by subject, correspondent,
etc.), tracks and monitors the correspondence.  The Unit has established response time criteria whereby
correspondence forwarded by the Governor's Office is to be answered within seven business days while
all other correspondence is to be answered within fifteen business days.  The Unit also creates and issues
a monthly report to appropriate management for follow-up.  This report identifies responses that have
not been completed by the established due date.

B. Audit Scope, Objectives and Methodology
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We examined the Department's management of correspondence processed by the Executive
Correspondence Control Unit for the period February 1, 1994 through January 31, 1996.  The
objectives of our audit were to determine whether: 1) such correspondence is handled in a fair, objective
and timely manner and in accordance with Department policy, 2) Unit practices are working effectively
to ensure adequate resolution of correspondent inquiries, 3) taxpayer information remains confidential
in conformance with the secrecy provisions of the Tax law, and 4) the Department proactively identifies
issues affecting taxpayers that may require Department action.  To accomplish our objectives, we
interviewed appropriate Department personnel, reviewed Unit policies and procedures, and examined
a sample of correspondent case files.

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 that
are included in our audit scope.  Further, these standards require that we understand the Department's
internal control structure and compliance with those laws, rules and regulations that are relevant to the
Unit's 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 circumstances.  An audit also includes assessing the
estimates, judgments 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 to select activities for audit.  We therefore focus our audit efforts
on those activities we have 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 reviewing operations that may be
relatively efficient or effective.  As a result, we prepare our audit reports on an "exception basis."  This
report, therefore, highlights those areas needing improvement and does not address activities that may
be functioning properly.

C. Results of Audit

Based upon the results of our tests, we found that the Department handles  correspondence in
a fair, objective and timely manner.  Our audit also found that Unit practices are working effectively
to ensure the adequate resolution of correspondent inquiries.  In addition, nothing came to our attention
which would cause us to believe that taxpayer information was divulged in violation of the secrecy
provisions of the Tax law.  Further, our examination did not reveal recurring issues that might require
the Department to take proactive steps to address correspondent concerns.  Our audit did, however,
identify certain internal control weaknesses which require corrective action.
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1. Processing Executive Correspondence

The Unit has established response time criteria.  Department responses drafted for the
Governor’s Office for the Governor’s use in responding to a correspondent must be answered within
seven business days.  All other correspondence is to be answered within fifteen business days.  Our
examination of 50 randomly selected correspondent case files showed that the Department provided a
reasonable and adequate response to the issue(s) raised by the correspondent.  Generally, the responses
were answered in a timely manner when the complexity of the correspondent's inquiry was considered.
The results of our review showed that, where the Department responded directly to the correspondent,
68 percent of the responses were completed, on average, in 15 days.  Thirty-two percent of the responses
took, on average, 25 days.  Department responses drafted for the Governor’s Office for the Governor’s
use in responding to a correspondent took on average 15 days to complete.  Although these timeframes
may be reasonable and acceptable, they do not meet the established criteria.  Based on the results of our
test, the Unit should consider revising its current processing time standards and/or increase follow-up
efforts to ensure that all correspondence is answered in a timely fashion.  Officials told us that, within
the past year, the Audit and Tax Compliance Divisions have instituted a monthly internal review process
of all open correspondence to ensure timely responses.

2. Internal Controls

The New York State Governmental Accountability and Internal Control Act of 1987 (Act)
requires the Department to periodically assess its internal controls.  Such an assessment is to provide
reasonable assurance that assets are safeguarded against loss, transactions are executed in accordance
with management's authorization and that programs and operations are conducted in accordance with
management's policies and procedures.  The Unit is designated as an assessable unit for purposes of
compliance with the Act.  We reviewed the Unit's first internal control assessment prepared in September
1995 and found the objectives were incomplete in that they did not fully address the Unit's risks.
Department officials agreed that there was a need to update the current assessment; they stated that the
assessment would have been evaluated in conjunction with the Unit Director.  However, this position
has been vacant since September of 1995.   

We further noted during our review that the Unit's tracking system periodically incurs
unused correspondence identification numbers.  For example, as each piece of correspondence is entered
on the tracking system, a number is automatically assigned to it.  However, in some instances we found
a number may be assigned by the system, but there is no corresponding system correspondence data or
hard copy records.  In addition, we found there was no documentation to support the reasons for unused
numbers.  Officials told us that the Unit sometimes inadvertently receives correspondence from other
Department units or sources.  Unit staff may begin initial processing and then discontinue data entry.
Although the initial data entry for this correspondence is not completed, the tracking system will
automatically proceed to the next number when the next correspondence is entered.  Officials also told
us that unused numbers occasionally occur at year end.  New year correspondence data may initially
be entered on a prior year file, then discontinued and re-entered on a new year file once appropriate date
changes have been made to the tracking system.  Using existing procedures, Unit staff should document
the reasons for unused numbers.  Officials told us that a new tracking system is expected to be placed
into operation in the near future that will address this issue.

We also  found that while the Unit has established various operating policies and
procedures, the Unit has not developed a formal manual.  As part of an effective system of internal
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controls, a formal policies and procedures manual would guide staff in the performance of their work,
and would also assist new staff who are not familiar with current operations.

Recommendations

1. Consider a revision to the Unit’s current processing time standards and/or increase follow-
up efforts to ensure responses are completed in a timely fashion.  

2. Revise and update the current internal control assessment for the Unit.

3. Document the reasons for unused correspondence identification numbers.

4. Develop a formal policies and procedures manual for the Unit.

In response to a draft of this report, Department officials agreed with our recommendations and
indicate they have taken steps to implement them.  The Department’s response to our draft report has
been considered in preparing this report and is included as Appendix A.

Within 90 days after the final release of this report, as required by Section 170 of the Executive
Law, the Commissioner of the Department of Taxation and Finance 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.

Major contributors to this report were Frank Houston, Jerry Barber, Kevin McClune, Marvin
Loewy, Arthur Smith, William Hughes and Michael Muth.

We wish to thank the management and staff at the Department of Taxation and Finance for the
courtesies and cooperation extended to our auditors during this audit.

Very truly yours,

Robert H. Attmore
Deputy Comptroller

cc: Patricia A. Woodworth
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