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June 5, 1997

Mr. Alfred C. Cerullo III
Commissioner
New York City Department of Finance
1 Centre Street
Municipal Building - Suite 500
New York, New York 10007

Re: Report 96-F-43

Dear Commissioner Cerullo:

Pursuant to the State Comptroller's authority as set forth in Section 1, Article V of the State
Constitution and Section 33, Article 3 of  the General Municipal Law, we have reviewed the actions
taken by officials of the New York City Department of Finance (DOF), as of February 6, 1997, to
implement the recommendations included in our report A-7-92.  The report, which was issued July 8,
1992, examined whether DOF identified and collected delinquent real estate taxes from commercial
property owners in an effective and timely manner.

Background

DOF collects real estate taxes for New York City which were levied at $7.9 billion for the fiscal
year ending June 30, 1997.  Pursuant to the City’s Administrative Code, DOF’s In Rem Unit can
initiate In Rem Proceedings (foreclosure) against commercial property owners who are delinquent for
at least one year in the payment of their real estate taxes and other charges (i.e., water and sanitation
charges).  A delinquent taxpayer can enter into an installment agreement with DOF to pay the arrearage.
Under the agreement, the taxpayer is required to make a down payment of usually 15 percent of the
amount owed, to make quarterly installments toward the balance, and to pay current charges as they
become due.  DOF’s Management Information System (MIS) Unit performs an annual computer sweep
of DOF’s open balance accounts to identify property owners who are delinquent in payments of real
estate taxes and other charges.  In addition, the MIS Unit identifies property owners who are not in
compliance with their installment agreements.

Summary Conclusion
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During our prior audit, we found that DOF needed to increase the frequency of its computer
sweeps to identify delinquent real estate tax accounts, and that computer deficiencies prevented DOF
from identifying installment agreements in default.  Furthermore, DOF did not always properly allocate
installment agreement payments between principal and interest.  In addition, many of the installment
agreements we examined were not properly executed.  We also recommended that DOF study the
feasibility of auctioning delinquent real estate taxes.  In our follow-up review, we found that DOF
officials have made significant progress in implementing the recommendations in our prior report.  In
1995, DOF installed a new computer system, known as FAIRTAX and in March 1996, DOF changed
its practice and began selling tax liens as a means of more efficiently collecting delinquent real estate
taxes.

Summary of Status of Prior Audit Recommendations

Of the eleven prior report recommendations, DOF officials have implemented six
recommendations and have not implemented one recommendation.  In addition, four recommendations
were no longer applicable.

Follow-up Observations

Recommendation 1

Perform computer sweeps on a semiannual basis, on or about July 15 and January 15.

Status - Not Implemented

Agency Action - DOF officials continued to disagree with this recommendation, contending that the cost
of administering a semiannual sweep would outweigh the benefits.

Auditors’ Comments - We believe that the performance of semiannual sweeps would allow DOF
to collect arrearages in a more timely manner, resulting in improved cash flow to the
City.

Recommendation 2

Identify and correct computer problems related to the detection of installment agreements
that are in default.

Status - Implemented

Agency Action - In response to report A-7-92, DOF officials stated that they were working to
identify and correct the computer problems.  In addition, the installation of the FAIRTAX
system addressed specific computer deficiencies identified in our prior report.

Recommendation 3
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Require employees to clearly document the reason for deleting a property from the
supplemental sweep and ensure that such deletions have written supervisory approval.

Status - No Longer Applicable

Agency Action - The implementation of the FAIRTAX computer system eliminated the need to
remove properties because of inaccuracies in the computer sweeps.  DOF officials informed us
that the only way properties can be removed from the supplemental sweep list, or any other list,
is for all charges to be paid.

Recommendation 4

Reinstate the two property accounts that were erroneously removed from the supplemental
sweep list and initiate action to collect the outstanding delinquent balances.

Status - No Longer Applicable

Agency Action - In response to report A-7-92, DOF officials stated that one of the two properties had
been included on the supplemental sweep list and the second property was not included in the
sweep because the City had an ownership interest in it.  As previously noted, DOF is no longer
using the computer system that was in place during our original audit.  In addition, since the
payment status of installment agreements changes over time, we did not review DOF’s actions
for two specific properties that were delinquent in 1990 and 1991.

Recommendation 5

Locate the five missing sampled installment agreements.

Status - Implemented

Agency Action - In response to report A-7-92, DOF officials advised us they had located two of the
agreements and were attempting to locate the remaining three.  Due to the age of the five
installment agreements (more than five years old), we did not attempt to locate them in DOF’s
files during our follow-up review.  As an alternative procedure, we selected a new sample of
properties, and successfully located all of the agreements related to them, indicating that the
filing system had improved.

Recommendation 6

Require that the supervisor of the In Rem Unit review installment agreements to ensure that
they are properly executed.

Status - Implemented

Agency Action - We examined a sample of installment agreements and determined that the agreements
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were reviewed by the supervisor, and that they were properly executed.

Recommendation 7

Ensure that installment agreement payments are properly allocated to the principal balance
and interest expense.

Status - Implemented

Agency Action - In response to report A-7-92, DOF officials stated that the proper allocation
of installment agreement payments would be addressed with the implementation of the
FAIRTAX system.  Our review of installment agreement payments showed that the payments
were properly allocated between the principal balance and interest expense.

Recommendation 8

Correct the seven other instances of incorrect allocations identified in our audit. 

Status - No Longer Applicable

Agency Action - Since this recommendation related to seven specific instances of incorrect allocations
that occurred more than five years ago, by a computer system that is no longer used by DOF,
we did not review DOF’s correction of the specific instances of incorrect allocations.  However,
our follow up of Recommendation 7 showed that the new computer system properly allocated
payments between the principal balance and interest expense.

Recommendation 9

Consider the feasibility of conducting auctions of the back taxes of properties whose
delinquencies are outstanding for one year.

Status - Implemented

Agency Action - In March 1996, DOF changed its practice, and began selling tax liens.  DOF
is authorized by statute to regularly conduct individual and bulk tax lien sales.  In the case of
commercial properties, the entire balance of delinquent charges is eligible for sale once the
oldest tax liens remain unpaid for at least one year.



-5-

Recommendation 10

Determine whether the records were correct for the 14 properties that we referred to it for
further investigation and take action to rectify any errors that it identifies.

Status - No Longer Applicable

Agency Action - In response to report A-7-92, DOF officials stated they were reviewing the matter.
However, at the time of our follow-up review, DOF was no longer using the computer system
that was in place during our original audit.

Recommendation 11

Improve the accuracy of its data base of owners/agents names and addresses.

Status - Implemented

Agency Action - DOF officials informed us that part of the action taken to address this recommendation
was to temporarily form a Data Purification Unit.  This unit reviewed and corrected addresses
on the DOF data base by performing a computer analysis.  In addition, according to DOF, all
mail that is returned because of incorrect mailing addresses is investigated.  We were also
provided with a copy of DOF’s procedure for correcting addresses in its data base.

Major contributors to this report were Debra Wolrich and Gennaro John Petillo.

We would appreciate your response to this report within 30 days, indicating any action planned
or taken to address any unresolved matters discussed in this report.  We wish to thank the management
and staff of DOF’s Real Estate Revenue Branch and In Rem Unit for the courtesies and cooperation
extended to our staff during this review.

Very truly yours,

Kevin M. McClune
Audit Director

cc: E. Norbeck


