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AUDIT REPORT IN BRIEF 

 
The J-51 program provides tax exemption and abatement benefits to owners of residential 

real property who rehabilitate their buildings, and to owners of non-residential properties who 
convert their buildings to residential use.  The Department of Finance (DOF) is responsible for 
implementing and monitoring tax benefits granted under the program. 

 
This audit determined whether DOF is properly calculating and applying J-51 tax 

exemption and tax abatement benefits.  The scope of this audit covered tax assessments for 
properties in the borough of Manhattan for Fiscal Year 2007. 

 
Audit Findings and Conclusions 

 
There were weaknesses in the administration of key aspects of the J-51 tax exemption 

incentive program.  While the properties in our sample received tax abatements that were 
appropriate, we found incorrect tax exemptions for the sampled non-government-funded 
properties.  As a result, based on our calculations, the City did not realize $2,619,577 in real 
estate tax revenue from the year those properties initially obtained tax benefits through Fiscal 
Year 2007. The exemptions were incorrect because the amounts were not prorated as required, or 
were not correctly calculated due to inaccurate TETA (tax exemption-tax abatement) data.  In 
one additional case, a property’s tax exemption was unduly excessive.  We also found problems 
with the maintenance of file documentation. 
 

In addition, we found that the lack of specificity in the J-51 statute permits discretionary 
interpretation and practices that limit City revenue potential because the exemptions amounts 
were not calculated on the basis of assessed value when the project was completed.  For 
example, our sampled properties would have resulted in $3.4 million in additional revenue by 
applying a different methodology to calculating exemptions.  The lack of specificity in the J-51 
statute that permits discretionary interpretation and practices also appears to allow property 
owners at a time of rising market values the ability to manipulate the amount of their property 
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tax exemption.  This can be accomplished by failing to submit in a timely manner the required 
documentation to HPD or/and DOF that would result in a reassessment inspection.   

  
Moreover, since the exemptions granted under this program extend up to 32 more years, 

utilization of this different methodology would bring in  an estimated $31,216,572 in additional 
taxes on the properties in future years.  

 
Audit Recommendations 
 

We make 17 recommendations to the DOF concerning the calculation and application of 
J-51 tax exemption benefits in the borough of Manhattan. Compliance with these 
recommendations will ensure that DOF applies the exemption benefits in a consistent manner and 
collects all the real estate taxes due.   Among the major recommendations are the following, that 
DOF should:  

 
• Seek changes in the J-51 statute and/or City rules to specify the best method for 

calculating tax exemptions so as to ensure program equity and the greatest revenue 
potential for the City. 

 
• Prorate tax exemptions as required by New York State Real Property Law.  In this 

regard, DOF should ensure that exemption calculations of its computer system are 
accurate. 

 
• Establish procedures to identify properties with large annual variations in market and 

assessed values. 
 

• Review the assessments of any existing properties that show large annual variations 
in market and assessed values.  DOF should adjust any values and associated 
exemptions that cannot be adequately substantiated. 

 
• DOF should ensure that all exemption calculations are based on accurate information 

in the TETA database and recalculate improperly granted exemptions for the 23 
properties cited in this report; ensure that any future taxes are based on the 
recalculated exemptions.  
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INTRODUCTION 
 

Background 
 
The J-51 program provides tax exemption and abatement benefits to owners of residential 

real property who rehabilitate their buildings, and to owners of non-residential properties who 
convert their buildings to residential use.  The Department of Housing Preservation and 
Development (HPD) is responsible for administering the program, computing the “certified 
reasonable cost” of the improvement work, and issuing a certificate-of-eligibility to property 
owners who meet program requirements. DOF is responsible for implementing and monitoring 
tax benefits granted under the program. 
 
 The program was created in 1955 under legislation authorized by Section 489 of the  
New York State Real Property Tax Law, and is further governed by Section 11-243 of the New 
York City Administrative Code.  In addition, Chapter 5, Title 28, of the Rules of the City of New 
York states that to obtain an exemption or abatement, an applicant must, within a specific time 
period (i.e., 36 months, or 60 months if work is government-financed), perform eligible 
construction work (such as a major capital improvement) for a specific project type.   
Exemptions are granted for a period of either 14 or 34 years, based on the type of project.  
Abatements are granted for a period of up to 20 years.1  According to DOF’s Fiscal Year 2007 
“Annual Report on Tax Expenditures,” 14,479 properties received $115.7 million in tax 
exemptions, and 143,483 properties received $104.8 million in tax abatements.    

 
 In Fiscal Year 2006, the Comptroller’s Office conducted an audit of HPD’s 
administration of the J-51 program (Audit Report on the Department of Housing Preservation 
and Development’s Administration of the J-51 Tax Incentive Program, FR06-067A, issued 
March 22, 2007).  That audit determined whether HPD ensured that properties met program 
requirements, whether it correctly computed the certified reasonable cost, and whether it 
processed applications in accordance with appropriate procedures.  The current audit (#FP06-
141A) determined whether DOF appropriately calculated and applied tax benefits granted under 
the program for properties in the borough of Manhattan. 
 
 A property owner must submit a certificate-of-eligibility to DOF to actually obtain tax 
benefits.  DOF’s exemption unit records the information in a J-51 TETA database.  Active (i.e., 
not expired or revoked) abatement and exemption information must remain in the TETA 
database.  After DOF receives a certificate-of-eligibility, property division assessors inspect the 
property to verify that improvements have been completed and to ascertain the property’s new 
assessed value. 
 
 DOF reduces a property’s existing tax by various percentages of the certified reasonable 
cost that was computed by HPD. This is known as the tax abatement.2   DOF also temporarily 

                                                           
 

1  A certificate-of-eligibility specifies the length of time for which exemptions and abatements are granted. 
2  Specific project types receive abatement benefits of 50, 90, or 100 percent.  Government-financed 

projects receive abatements of 150 percent of the certified reasonable cost. 
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exempts a property from incurring additional property taxes if eligible improvement work 
increases the property’s assessed value. This is known as the tax exemption.3  DOF assesses the 
increased value based on a physical inspection and the value of the income generated by the 
property. All assessed-value changes during the first three years after J-51 benefits commence 
are fully tax exempt.  The value of subsequent year exemptions are calculated on the basis of the 
first three-year exemption amounts, except for government-financed work, which is fully exempt 
beyond three years. 
 
 
Objective 

 
The objective of this audit was to determine whether DOF is properly calculating and 

applying J-51 tax exemption and tax abatement benefits.  
 

 
Scope and Methodology 

 
The scope of this audit covered properties covered under the J-51 program in the borough 

of Manhattan that had tax exemptions or abatements in Fiscal Year 2007.  We obtained from 
DOF a list of all J-51 abatements and/or exemptions granted for Manhattan properties in Fiscal 
Year 2007.4  The list contained 1,220 properties that were granted exemptions, 1,102 of which 
were also granted tax abatements.  We reviewed the list comparing the exemption amount 
granted by DOF to the certified reasonable cost computed by HPD. These two amounts, although 
not specifically related, gave us a basis to judgmentally select those that did not appear to have a 
reasonable correlation.  We selected a judgmental sample of 105 of these properties.  DOF could 
not provide certificates-of-eligibility for seven of these properties; for one additional property, it 
was unable to provide us with assessed value.  Consequently, we could not review the exemption 
and abatement amounts for these eight properties using data provided by DOF.  However, we 
obtained data from HPD and the Department of Buildings that enabled us to review exemption 
and abatement amounts for five of the eight properties for a total of 102 properties. 

 
Of the 102 properties for which information about exemption and abatement amounts 

was available, 26 used government financing (as confirmed by the certificate-of-eligibility issued 
by HPD) and were thereby fully exempt from any property taxes.  The remaining 76 properties 
received tax exemptions in Fiscal Year 2007.5  (See Appendix I for a list of sampled properties.) 

                                                           
 

3 DOF stated that a property’s assessed value is derived by calculating a percentage of its market value.  
The percentage is known as an assessment ratio and was established by New York State law for each of 
four distinct property classifications (i.e., residential, commercial, etc.).  A property’s tax levy is then 
derived by multiplying its assessed value by its classification’s tax rate, which is established by the New 
York City Council each fiscal year.   

4  This list included abatements and exemptions that may have first been granted in Fiscal Year 2007 as 
well as those whose tax benefits were still valid through Fiscal Year 2007.   

5 Each unit in our sample was based on a Block and Lot number identified in the J-51 abatement-exemption 
history listing provided by DOF.  The 76 properties therefore represent 76 separate entities, each of 
which has its own Block and Lot number. At the exit conference, DOF advised that 19 of the above 
properties represented condominiums housed in two separate buildings.  Our sample and any findings 
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For each of the 76 properties, we examined the J-51 abatement-exemption history listing, the 
history of actual and transitional values, and the history of assessed-value changes from 1981-
1982 through 2006-2007 recorded in DOF’s computer system.6 We also reviewed DOF 
memoranda explaining procedures for calculating abatements and exemptions, compared these to 
the above noted laws and regulations, and checked the accuracy of DOF calculations.  In 
addition, we reviewed program procedures in HPD’s “J-51 Guidebook.” Finally, we examined 
DOF files for the required certificates-of-eligibility.    

 
To verify the accuracy of the data recorded in the TETA database, we compared the 

information recorded on DOF J-51 abatement-exemption history listing generated from the DOF 
TETA database to the information on the 102 certificates-of-eligibility issued by HPD. To 
determine whether properties were receiving the appropriate abatement amounts for Fiscal Year 
2006-2007, we compared the certified reasonable costs indicated on the certificates-of-eligibility 
with the certified reasonable costs recorded in the TETA database, recalculated the abatement 
amounts, and compared them to the abatement amounts calculated by DOF’s computer system.  

 
To verify the accuracy of the tax exemptions granted by DOF to each property, we 

recalculated each property’s exemption amounts in accordance with the laws and regulations that 
govern the J-51 program.  We compared our exemption calculations to DOF’s calculations for 
the entire period, commencing with a property’s benefit start date to June 30, 2007. 

 
The results of the above tests, while not statistically projected to the population from 

which the sample was drawn, provide a reasonable basis for us to determine whether DOF is 
properly calculating and applying J-51 tax exemption and abatement benefits. 

 
This audit was conducted in accordance with generally accepted government auditing 

standards (GAGAS), and included tests of the records and other auditing procedures considered 
necessary.  This audit was performed in accordance with the audit responsibilities of the City 
Comptroller as set forth in Chapter 5, §93, of the New York City Charter.  
 
Discussion of Audit Results 
 

The matters covered in this report were discussed with DOF officials during and at the 
conclusion of this audit.  A preliminary draft report was sent to DOF and was discussed at an exit 
conference held on February 27, 2008.  On October 24, 2008, we submitted a draft report to 
DOF officials with a request for comments.  We received written comments from DOF on 
November 19, 2008.  

                                                                                                                                                                                           
 

related to it should therefore be based on 58 “properties.”  This difference in definition has no effect on 
the dollar amount calculations for the findings in this report. Since our sample was selected based on 
Block and Lot number, we have decided to retain our definition of properties and our sample count of 76 
“properties.”  

6  New York State law limits assessment increases for other than physical changes. Any economic assessed-
value changes are phased in over a five-year period.   During this period, a property’s assessed value is 
known as its “transitional value.”  
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In the DOF response, the Commissioner stated:  
 
Let me underscore what I believe is the primary and recurring weakness of J-51, 
which is not explicitly addressed in this audit.  When the audit’s exit conference 
was held almost nine months ago, Finance staff made it clear that J-51, as spelled 
out in the New York State Real Property Tax Law, contains requirements that 
make transparent administration of the program challenging.  
 
First, J-51 requires that physical increases to a given property be treated similarly 
to those increases that are a result of market forces, otherwise known as 
equalization increases. Given that your audit period covered Fiscal Year 2007, a 
record year for growth in the Manhattan real estate market, it is unsurprising then 
that auditors would find so much unrealized revenue:  in years with large market 
value increases, problems arising from similar treatment of the two types of 
increases is accentuated. Second, Finance’s assessors base valuation on income 
and expense data, separate and apart of whether a given property has an 
exemption, a critical point that the audit seems to overlook. 
 
Auditor Comment: The DOF response states that increases resulting from physical 

improvements to property must be treated similarly to increases in market value of the property. 
We argue to the contrary.  There can be no such similar treatment because increases in market 
value are required to be phased in over a five-year period, while increases resulting from 
improvements are added in full to assessed value when they are completed. This point underpins 
one of our findings, namely, that DOF is not prorating changes in assessed value as required by 
the New York State Real Property Tax Law. The fact that 2007 was record year for growth in 
property values is irrelevant as a rationale for not prorating the assessed value changes as 
required.   

 
Our findings did not challenge the valuation method used by the assessors.  Rather, we 

recommended that when calculating the change in market value, DOF use the assessors’ 
valuation made at a different point in time, which would affect the calculation of the amount of 
the J-51 exemption.  The correct methodology would calculate the change in the value of a 
property that resulted directly from the renovation itself at the time the project was completed, 
as intended by New York State Real Property Tax Law.  This methodology would decidedly not 
include calculating the change in property value up to four years after the project was 
completed. We repeat our recommendation that DOF should do whatever is necessary to enable 
it to use this methodology, thereby limiting a change in market value of a property to the period 
of the renovation, as intended by New York State Real Property Tax Law.  Also, had DOF 
maintained a written manual of procedures containing comprehensive directives concerning the 
administration of the J-51 program, errors costing the City $2.6 million in real estate tax revenue 
would not have occurred.  

 
The full text of the DOF response is included as an addendum to this report. 
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FINDINGS AND RECOMMENDATIONS 
 

 There were weaknesses in the administration of key aspects of the J-51 tax exemption 
incentive program.  While the properties in our sample received tax abatements that were 
appropriate, we found inaccurate tax exemptions for the sampled non-government-funded 
properties.  As a result, based on our calculations, the City did not realize $2,619,577 in real 
estate tax revenue from the year those properties initially obtained tax benefits through Fiscal 
Year 2007.  The exemptions were erroneous because the amounts were not prorated as required, 
or were not correctly calculated due to inaccurate TETA data.  In one additional case, a 
property’s tax exemption was unduly excessive.  We also found problems with the maintenance 
of file documentation.   
 
 In addition, we found that the lack of specificity in the J-51 statute permits discretionary 
interpretation and practices that limit City revenue potential because the exemptions amounts 
were not calculated on the basis of assessed value when the project was completed.  As a 
consequence, it appears that property owners at a time of rising market values have the ability to 
manipulate the amount of their property tax exemption.  This can be accomplished by failing to 
submit in a timely manner the required documentation to HPD or/and DOF that would result in a 
reassessment inspection.  If the statute were written more precisely, our sampled properties 
would have resulted in $3.4 million in additional revenue by applying a different methodology to 
calculating exemptions. 
 

Moreover, since the exemptions granted under this program extend up to 32 more years, 
utilization of this different methodology would bring in an estimated $31,216,572 in additional 
taxes on the properties in future years.  
 
 DOF properly ceased granting tax abatements to those properties whose abatement 
benefit periods had expired.   (With respect to tax exemptions, none of the exemption benefit 
periods of the sampled properties had yet reached their expiration dates.) 

 
These matters are discussed in the following sections of this report.  Appendix II lists the 

exceptions we identified.   
 

$2,619,577 in Tax Revenue Unrealized Due to Errors 
 

 Tax exemptions for 32 sampled properties were not correct.  As a result, the City did not 
realize $2,619,577 in real estate tax revenue from the year in which the properties initially 
obtained tax benefits through Fiscal Year 2007.  

 
Of the 32 cases, there were: 
 
• 8 cases totaling $1,093,012 in unrealized revenue because exemption amounts were 

not prorated as required after the first three exemption years. (See Appendix II, 
Incorrect Ratio Applied.) 
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• 1 case totaling $948,394 in unrealized revenue because the first year exemption 
amount was inflated. (See Appendix II, Unadjusted Exemptions.)  

 
• 23 cases incorrectly billed due to exemption amounts calculated based on incorrect 

TETA data: 11 cases underbilled totaling $929,728 in unrealized revenue and 12 
cases overbilled totaling $351,557. (See Appendix II, Errors in Calculations 
Overstated Exemptions.) 

 
The specific deficiencies are discussed below.  

 
 $1.1 Million in Revenue Unrealized through 
 Failure to Prorate Changes in Assessed Value 

 
Tax exemption amounts for eight of the sampled properties were incorrect because when 

calculating the exemptions, the required New York State Real Property Tax Law formula was 
not applied.  As a consequence, $8,895,754 in exemptions was improperly granted, and 
$1,093,012 in real estate taxes was not realized by the City.  

 
All changes in assessed value in the first three years after benefits commence are fully tax 

exempt.  However, exemptions in succeeding benefit years for projects that commenced after 
August 7, 1987, must, according to §489.9.(b)(1) of the Tax Law, be calculated by applying a 
designated factor to prorate each assessed value change.7  For example, HPD issued a certificate-
of-eligibility on October 27, 1995, to a property (Block 732, Lot 7) with a certified reasonable 
cost of $353,500.  However, the assessed-value changes were not prorated when calculating the 
exemption amounts after the first three years.  We determined that the annual exemption should 
have been prorated by a factor of 11.72 percent.  Using our prorated factor yielded a seven-year 
exemption totaling $1,483,176—not the $5,060,060 exemption that was applied against the 
taxable value of the property.  As a result of the exemption being higher by $3,576,884, 
$448,798 in City real estate taxes was unrealized.8   

 
When we brought this matter to their attention, DOF officials conceded that exemption 

amounts were not prorated for three of the eight properties because they were incorrectly 
calculated and recorded in the TETA database as government-financed.  For the example above, 
DOF subsequently reassessed the property for the current Fiscal Year 2007-2008, and reduced 
the exemption amount from $1,104,415 in Fiscal Year 2006-2007 to $392,700, a difference of 
$711,715.  The revised exemption resulted in an $84,893 tax increase for the property in Fiscal 
Year 2007-2008.   

 
 
 
 

                                                           
 

7 The factor is the exemption amount divided by the total assessed value of the property. 
8 This calculation also included the effect of the reassessment of the property at a later date discussed later 

in the report.  The property was not reassessed until four years after improvements were completed.  
Therefore, the exemption was based on the property’s higher Fiscal Year 2000-2001 assessed value 
rather than that of Fiscal Year 1996-1997. 
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Recommendations 
  
 DOF should: 
 

1. Prorate tax exemptions as required by New York State Real Property Law.  In this 
regard, DOF should ensure that exemption calculations of its computer system are 
accurate.  

 
DOF Response: “Finance disagrees. We believe that J-51 formulae are being applied 
accurately. However, we are reviewing the specific cases cited in the audit for possible 
inadvertent errors.” 
 
Auditor Comment: We are perplexed that DOF disagrees with this recommendation since 
after reviewing the preliminary report, DOF has taken action to prorate the tax 
exemptions on the properties cited in the report for future years. Given the errors that we 
found, DOF should determine why the computer did not accurately perform these 
calculations and correct the cause of the errors.  
 
2. Ensure that data for properties entitled to J-51 benefits is properly and accurately 

recorded in the DOF database.  
 

3. Review and recalculate tax exemptions for the remaining seven properties whose 
assessments were not properly prorated; any future taxes should be based on the 
recalculated exemptions.   

 
4. Recoup any improperly granted reduction in real estate taxes from properties that 

were not properly prorated.   
 

Auditor Comment:  DOF did not respond to recommendations #2, #3, and #4. 
 
  

Almost $1 Million in Revenue Unrealized  
 
The real estate tax at one sampled property (Block 1893, Lot 1002) was reduced from 

$202,535 to zero, and the property owner has paid no real estate taxes since Fiscal Year 2003-
2004. Below is a current photograph of this specific property, which is located on Broadway in 
the area known as Upper West Side of Manhattan. 
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 After a major capital improvement was completed in Fiscal Year 2003-2004, DOF 

increased the property’s market value from $5.05 million in Fiscal Year 2003-2004 to $23.50 
million in Fiscal Year 2004-2005.  Our review, however, indicated that this huge increase in 
market value and its associated $8,658,000 exemption may not have been warranted by the 
actual value of the improvements per se.  As a result of the increased valuation and exemption, 
the property was not levied any real estate taxes in Fiscal Year 2004-2005.  (See Table 1 below.) 
 

Table 1 
 

Block 1893, Lot 1002 Property Assessments and 
Associated J-51 Benefits 

 
 

Fiscal Year Market 
Value 

Assessed 
Value 

Exemption 
Granted 

Taxable 
Value 

Abatement 
Granted 

Tax Due 

2003-2004 $5,050,000 $2,081,830 $              0 $2,081,830 $  60,192 $202,535
2004-2005 23,500,000 9,575,460 8,658,000    917,460 112,077            0
2005-2006 11,900,000 5,355,000 5,355,000               0            0            0
2006-2007 9,192,000 7,797,780 7,797,780               0            0            0
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Moreover, real estate taxes were not levied for this property in subsequent fiscal years 
because of large reductions in the property’s assessed value.  DOF reduced the property’s market 
value to $11.90 million in Fiscal Year 2005-2006 and to $9.19 million in Fiscal Year 2006-2007, 
thereby, rendering lower the associated assessed values.  Furthermore, in accordance with 
§489.9.(b)(2) of the Real Property Tax Law—which declares that exemptions not be lower than 
the first year exemption amount or greater than a property’s assessed value—DOF lowered the 
exemption amounts to be equivalent to the property’s assessed values.  Since the exemptions 
were the same as the property’s assessed values, the resultant tax bills were zero.  

 
It is our view that the large $11.6 million reduction (from $23.5 million to $11.9 million) 

in the property’s Fiscal Year 2005-2006 market value calls into question the basis of the original 
assessment.  DOF officials could not give a reason for any of the large fluctuations in market 
values.  Our analysis indicates that total exemptions should actually have been $14,315,400 
instead of $21,810,780 for the first three years, thus rendering the property owner liable for 
$948,394 in additional real estate tax through Fiscal Year 2006-2007.  Moreover, since the 
exemptions continue for the 11-year benefit period, the potential unrealized revenue by the City 
in future fiscal years could be as high as $7,817,542.9 

 
Investigating large fluctuations in market value and associated exemptions that lack 

substantiating documentation is important to ensure the propriety of tax benefits granted under 
the J-51 program.    

 
Recommendations 
 
DOF should: 
 
5. Establish procedures to identify properties with large annual variations in market and 

assessed values.  
 
DOF Response: “Finance disagrees. Such procedures are already established and in place 
as part of the normal valuation protocol.”   
 
Auditor Comment:  If such procedures do exist, then we question whether they are 
consistently followed since this property was not reviewed in light of the large variations 
in market and assessed values that resulted in no tax liability to the property owner.  
 
6. Review the assessments of any existing properties that show large annual variations 

in market and assessed values.  DOF should adjust any values and associated 
exemptions that cannot be adequately substantiated. 

 
DOF Response: “Finance disagrees. Again, we believe our established safeguards allow 
us to track properties that show such large variations.” 
 
Auditor Comment:   If DOF had established functioning safeguards in place as claimed, 
we again question how DOF could have permitted this property’s zero tax liability to 

                                                           
 

9 This amount of unrealized revenue is included in our overall estimate of $31.2 million.    
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have remained unchanged in view of its large variations in market value, assessed value, 
and exemption amount.  
 
7. Review and recalculate exemption amounts for this property so that only the increase 

in value that results from the renovation itself is exempt—not the value of the entire 
property.  

 
8. Recoup any improperly granted reduction in real estate taxes from this property. 

 
Auditor Comment:  DOF did not respond to recommendations #7 and #8. 
 
 
Calculations of Exemptions Incorrect Due To  
Inaccurate TETA Data 
 

 In 11 of the sampled cases exemption amounts were not correct.  Exemptions were 
overstated, thereby leading to underbilling property owners $929,728 in real estate taxes.  In 12 
cases, exemptions were understated resulting in the overbilling of property owners $351,557 in 
real estate taxes.  
 
 We calculated the exemption amounts for the 23 properties that were incorrectly billed by 
using the formulas that DOF provided us.  In all cases, the amounts we calculated did not match 
those calculated and recorded in the TETA database.  DOF officials confirmed the accuracy of 
our exemption calculations and could not explain why exemption information in the TETA 
database was incorrect.   
 

 
Recommendation 
 
DOF should: 

 
9. Ensure that all exemption calculations are based on accurate information in the TETA 

database and recalculate improperly granted exemptions for the 23 properties cited in 
this report; ensure that any future taxes are based on the recalculated exemptions. 

 
DOF Response: “Finance agrees. As stated above, we will further investigate those 
properties that show calculation discrepancies, and if we do find them, will apply the 
proper charges going forward.” 
 
10. Recoup any improperly granted reduction in real estate taxes from properties that 

were not correctly billed. 
 
Auditor Comment:  DOF did not respond to recommendation #10. 
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Lack of Specificity in J-51 Statute Permits Interpretation 
And Practices That May Limit City Revenue Potential 
 

HPD’s J-51 Guidebook states, “The tax exemption benefit temporarily exempts property 
from the increase in assessed value which would otherwise occur as a result of significant 
renovation work.”  However, the J-51 statute does not clearly define the point in time at which 
the reassessed evaluation of the property should be computed. Neither do the New York City 
Administrative Code or the Rules of the City of New York provide specific guidance for J-51 
program implementation, thus permitting considerable local discretionary interpretation.   

 
A reassessment should be based upon the change in value of a property that resulted 

directly and only from the renovation work itself from the tax period before the renovation to the 
tax period following the completion of the renovation.  However, because of the ambiguity of the 
J-51 statute, the reassessment process is subject to legal interpretation.  
 

DOF bases its calculation of a J-51 exemption on the change in value from the year prior 
to renovation to the time it actually conducts the reassessment.  For 44 sampled properties, DOF 
calculated exemption benefits from one to four years after improvements were completed, and 
the resulting benefits were based on the properties’ assessed values at that time.  In addition, 
DOF bases a property’s reassessment upon the overall change in property value, including 
prevailing real estate market conditions, irrespective of the value of the improvement itself.  
Because Manhattan real estate values increased dramatically during our audit period, it resulted 
in large market value increases to the 44 sampled properties that were not the result of the 
improvements completed by the property owners.  

 
 
Application of a Different Methodology Indicates That 
$3.4 Million in Potential Additional Revenue Could Have Been Realized  
 
Had the reassessed value been based upon the properties’ assessed value at the time that 

the improvement work was completed and based directly on the improvement work itself, the 
City could have realized an additional $3,431,523 in real estate tax revenue for these 44 
properties.  

After improvements are completed, DOF procedures require DOF to inspect a property to 
reassess the property’s value in order to calculate the amount of the first-year tax exemption. 
However, 15 of the 44 properties were not inspected for one to four years after improvements 
were completed.  It should be noted that in many of these cases DOF did not receive the 
certificate-of-eligibility when the improvements were completed because HPD did not issue it 
for one to four years after improvements were completed.  DOF officials also speculated that 
properties were not inspected right away because some property owners did not submit all 
required documentation to HPD, thereby delaying HPD’s issuance of the certificate-of-
eligibility, or because the property owners did not submit certificates-of-eligibility to DOF 
promptly.  As a consequence, it appears that property owners at a time of rising market values 
have the ability to manipulate the amount of their property tax exemption.  This can be 
accomplished by failing to submit in a timely manner the required documentation to HPD or/and 
DOF that would result in a reassessment inspection. 



 
Office of New York City Comptroller William C. Thompson, Jr. 

 

 
14 

 
For example, an improvement that commenced in Fiscal Year 1993-1994 for Block 1872, 

Lot 43, was completed by Fiscal Year 1997-1998—within the required 36-month period.  As 
stated earlier, Chapter 5, Title 28, of the Rules of the City of New York states that to obtain an 
exemption or abatement, an applicant must, within a specific time period (i.e., 36 months, or 60 
months if work is government-financed), perform eligible construction work (such as a major 
capital improvement) for a specific project type.   A certificate-of-eligibility for Block 1872, Lot 
43, was issued by HPD on January 27, 1998.  However, the property was not inspected for 
reassessment until Fiscal Year 2001-2002—four years after improvements were completed.  
Consequently, the property’s Fiscal Year 2001-2002 assessed value of $3,735,500 was used as 
the basis for calculating the tax exemption instead of the lower Fiscal Year 1997-1998-assessed 
value of $1,944,000 (this amount does not include the $32,400 physical change assessed by DOF 
in Fiscal Year 2001-2002).  Had the 1997-1998 assessed value been used to calculate the 
exemption, the total exemption amount for the first six years would have been $3,380,458, 
instead of $14,509,475.  The $11,129,017 difference in exemption amounts led to billing the 
property owner $1,384,663 less in real estate taxes through Fiscal Year 2006-2007.  As this 
property will continue to receive a tax exemption for another 28 years, the City will not realize a 
potential $9 million in future tax revenues from this property.  

 
As stated earlier, the statutes should be changed to clear up any ambiguities regarding 

how exemptions should be calculated. When determining the exemption amount, the assessed 
value of the property at the time the capital improvement work is completed should be used.  The 
current method used to determine benefits to property owners is a result of a lack of a specific 
regulation or written guidance.  In that regard, the current method and practice used to calculate 
benefits, if statutorily changed, would more equitably match the benefit received to the 
exemption granted. The potential increases in City revenue using our methodology offer a 
compelling reason to consider changes in statute or City rules.  

 
Recommendations 

 
            DOF should: 
 

11. Consult Counsel regarding seeking changes in the J-51 statute and/or City rules to 
limit discretionary interpretation in calculating tax exemptions so as to ensure 
program equity and the greatest revenue potential for the City. 

 
DOF Response: “Finance agrees, especially that the state statute needs updating to 
address the two major issues that we identify above. However, contrary to your 
conclusions about ‘revenue potential,’ the most important goal is that J-51 continue to 
encourage owners to maintain and upgrade residential properties.” 
 
12. Consider altering present DOF practices by calculating first-year tax exemptions on 

the basis of a property’s assessed value for the year immediately following the 
completion of improvements.  
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13. Ensure that properties are inspected and assessed promptly after improvement work is 
completed. 

  
14. Consider applying our methodology by reviewing and recalculating exemptions for 

the 44 properties whose assessments were not based on the value of improvements at 
the time they were completed; ensure that any future taxes are based on the 
recalculated exemptions.  

 
15. Recoup any inappropriately granted reduction in real estate taxes based on the 

recalculated exemptions. 
 

Auditor Comment:  DOF did not respond to recommendations #12, #13, #14, and #15. 
 
 
Other Issue 
 
Lack of Required Documentation 

 
DOF granted tax benefits to 12 sampled properties for which file documentation lacked 

final certificates-of-eligibility (five lacked certificates altogether, and seven had only temporary 
certificates).10  DOF policy requires that final certificates-of-eligibility be filed before granting 
tax benefits.  DOF officials could not give a reason for the lack of final certificates in the file 
documentation.  The absence of final certificates-of-eligibility prevented us from determining 
whether the properties were entitled to any tax benefits, or in the case of those with temporary 
certificates, whether the properties were entitled to benefits beyond the two-year period for 
which they were granted. 

 
Recommendations 
 
DOF should: 

 
16. Obtain all final certificates-of-eligibility that were lacking.  In this regard, DOF 

should review and ensure the accuracy of any tax benefits granted to the associated 
properties and should revoke any benefits that have been granted to properties 
without valid certificates-of-eligibility or with expired temporary certificates.   
 

17. Ensure that final certificates-of-eligibility are maintained in all file documentation. 
 

Auditor Comment:  DOF did not respond to recommendations #16 and #17. 
 

                                                           
 

10 Of the 12 properties, 5 were those whose exemption amounts were not prorated.  Seven properties were 
those for which exemption amounts were incorrectly calculated (see Appendix I, page 2).    
















































