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Section 2

Summary

This release describes the operational process involved in the resumption of 1099
federal tax information (FTI) computer matching and processing for Temporary
and Assistance to Needy Families (TANF) cases as required under the Income
Eligibility Verification System (IEVS) requirements of section 1137 of the Social
Security Act.

The new computer matching process being established will be distinctly different
than the previous operational process that was in place in November of 2000
when 1099 processing was suspended in this State. The new process will be much
more limited in scope applying filters to eliminate those computer matches that
are not likely to impact Temporary Assistance eligibility.

In addition, to limit the cost and operational implications posed by security
constraints, the verification of federal tax information will be conducted in a
secure room in Albany by State staff rather than local district staff.

District responsibilities will be much more limited under the new process than
under the previous process. Initially, districts will need to provide a contact
person for whom information can be forwarded for case action and follow-up.
Districts must also have an understanding of the penalties associated with misuse
of FTI in case any federal tax data is inadvertently returned to them and establish
procedures for processing those verified matches that have been confirmed by the
State and forwarded to the district.

While the new process is going into effect right away, actual matches will not
begin being made until the summer of 2006.

This process was reviewed with districts at regional meetings in the spring of
2005 and anticipated operational impact was assessed as minor.

Purpose

The purpose of this release is to inform districts that New York State will once again start
receiving federal tax information (FTI) from the Internal Revenue Service (IRS) and
detail the impact this resumption will have upon local districts.
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I11.  Background

In November 2000, the Office of Temporary and Disability Assistance (OTDA)
suspended the use of Internal Revenue Service (IRS) provided 1099 unearned income
data that had been provided to districts through the Resource File Integration (RFI)
system on WMS. This computer matching process was suspended based on a federal
audit that noted a number of deficiencies in the manner that New York State safeguarded
the information it receives. The mandates contained within the IRS audit would have
imposed unacceptable operational difficulties and prohibitively burdensome costs on
New York State and local social services districts.

However, federal regulations mandate each state have a 1099 unearned income computer-
matching component of the Income Eligibility Verification System for the Temporary
Assistance to Needy Families program. Therefore discussions continued with the federal
government regarding possible cost effective alternatives to 1099 data matching.
However, the State was informed in July 2004 that a $43 million TANF sanction was
being imposed for noncompliance with IEVS.

In order to avoid this sanction, New York State had to submit a Corrective Action Plan to
the Department of Health and Human Services and receive federal approval to once again
start receiving federal tax information (FTI) through the 1099 computer match process.
OTDA has recently reestablished a Computer Matching Agreement with the federal
government to begin receiving 1099 federal tax data for the federal tax year 2005.

IV. Program Implications

The reinstituted 1099 computer match process will be very distinct from the system
which was previously operational in the State. This is necessary to limit the cost and
operational implications for the State and local social services districts.

The new system design will involve only Temporary Assistance to Needy Families
(TANF) cases (Family Assistance - case type 11 and Federally Participating Safety Net
Assistance — case type 12) being matched with the IRS 1099 file to identify cases with
FTI. The results of this match will then be forwarded to the State on a magnetic cartridge
to OTDA personnel staffing an office in Albany which meets strict IRS security
guidelines. This “secure” room will be limited in access to staff involved with processing
FTI.

In the secure room, additional screening filters will be applied on the IEVS Tracking
System (ITS) to screen out those cases with 1099 income that are unlikely to have an
impact on current financial eligibility including:

e Financial Income Recipient Match (FIRM) income
e Total unearned income of less than $100 annually
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Negative amount(s) of income

Prior year tax return income

Unemployment Insurance Benefits (UIB)
Social Security Benefits

Lottery prize and gambling winnings income

State 1099 IEVS staff will access the FTI via the stand-alone ITS system. When an
appropriate match passes the filters, State 1099 IEVS staff will be alerted and one of two
third party collateral verification forms (see Attachments A - Bank/Financial Verification
Inquiry Cover Letter and Bank/Financial Verification Response Form and Attachment B
- OTDA-4852B: Income/Assets Verification Inquiry Cover Letter and Income/Assets
Verification Response Form) will be sent to the source of the 1099 to obtain primary
verification of the FTI. Once the source has completed the part of the form directed (the
response page), that page of the form will be sent back to OTDA in a return - addressed
return envelope. Information completed by the source of the FTI and provided back to the
State on the response form as directed is no longer considered federal tax information. At
that point, this information is normal non-FTI primary documentation of income and
resources. While great care still must be exercised in safeguarding its confidentiality, the
returned documentation no longer falls under the security constraints of FTI.

Returned documentation will be assessed by State 1099 IEVS staff to determine if it has
any potential impact on eligibility and forwarded (normally by email but also on occasion
by fax or mail) to local district contacts for further follow-up. Districts must follow-up on
this documentation including reviewing the case record, contacting the recipient or
initiating action to reduce or discontinue assistance as appropriate. However, it is
essential that districts follow-up on the non-FTI documentation promptly. Districts will
be expected (see bullet two below under IV Required Action) to provide a program
contact to whom email can be sent.

Note that information received through the 1099 process that does not require district
case action will not be sent to districts.

Because of the filters involved in screening, it is anticipated that the documentation
forwarded to districts will much more frequently impact TA eligibility than previous
1099 RFI matches that districts processed. However, it is also anticipated that far fewer
matches will be processed by the State and subsequently less documentation forwarded to
districts for necessary action.

However, it must be noted that initial expectations as to the number of 1099 federal tax
data matches passing the State’s “filters” are not entirely clear since the new system is
significant in its redesign from the previous method and data from other states is not
entirely analogous to New York State. Care will be taken, however, to monitor the
number of matches in the event that modifications are required to the Corrective Action
Plan filters or notification procedures for districts.
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This process was reviewed with district staff in detail at the Spring 2005 Bureau of
Temporary Assistance regional meetings. Feedback was favorable regarding the new
process and anticipated operational impact was assessed as minor.

V. Required Action

District staff have several responsibilities with respect to the newly established 1099
process detailed above:

First, district staff need to have a general awareness of the process
by which OTDA will be obtaining verification of 1099 data in
order to address recipient inquiries. Staff also need to be aware that
there are significant criminal and civil penalties involved with the
misuse of federal tax information. This is necessary, even though
OTDA will be forwarding non-FTI to districts, since it is possible
that inadvertently third party sources or OTDA itself may
mistakenly share FTI with districts. The penalties associated with
FTI misuse are:

IRC Sections 7213 and 7431 (see also IRS publication 1075)
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“Unauthorized disclosure of Federal tax information is a felony
punishable by a fine in any amount not to exceed $5,000, or
imprisonment of not more that 5 years, or both, together with the
cost of prosecution. Unauthorized inspection of Federal tax
information is a misdemeanor punishable by a fine not to exceed
$1,000, or imprisonment of not more than 1 year, or both, together
with the costs of prosecution. Those convicted of either
unauthorized inspection or disclosure would also be subject to civil
penalties, which would be the greater of $1,000 for each act, or
the sum of the actual damages sustained by the plaintiff, plus
punitive damages and the cost of the civil action.”

FTI that is inadvertently received by a district should be
immediately faxed to the State OTDA secure room attention of the
IEVS 1099 Coordinator at (518) 408-3111. The inadvertently
received FTI must then be shredded.

Second, districts need to provide a 1099 contact person to whom
emails or faxes can be sent when federal tax information is
confirmed and the district must follow-up to determine if case
action is necessary.



Contact name and email addresses may be sent to the
following:

Terri.Wade@otda.state.ny.us

Or faxed to:

Terri Wade

Fax: (518) 473-0511 Phone (518) 474-4231
Temporary Assistance Bureau

OTDA

40 North Pearl St.

Albany, NY 12243

Please send contact name and email addresses no later than
March 31, 2006.

e Third, districts must promptly review non-FTI documentation
received from OTDA and follow up on this as to determine the
necessary case action after reviewing the case record, contacting
the recipient or initiating action to reduce or discontinue assistance
as appropriate following normal notification procedures.

V1. Medicaid Implications
At this time, Medicaid is not participating in the IEVS 1099 process. However, if non-
FTI documentation from OTDA is received and the individual is in receipt of or applying

for Medicaid/Family Health Plus, the documentation must be reviewed for a possible
impact on the individual’s Medicaid/Family Health Plus eligibility.

VIl. Systems Implications
None.

VIIl. Effective Date

This directive is effective immediately. The actual start up of 1099 computer matching
for federal tax year 2005 data will begin in July 2006.

Issued By

Name: Russell Sykes

Title: Deputy Commissioner
Division/Office: Employment and Transitional Supports
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