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Thank you for inviting me to speak at this joint hearing of the Contracts and Civil
Service Commitiees. My name is Lillian Roberts and | am Executive Director of DC
37, which represents 125,000 empioyees and 50,000 retirees. Today, | am
accompanied by Oliver Gray, our Associate Director and Henry A. Garrido, our

Assistant Associate Director.

The City Council is well aware of the financial condition of New York City from Mayor
Bloomberg's presentation last week. District Council 37 is a union of dedicated
workers who care deeply about the services we provide to the poor and the middle
class of our city, the vuinerable, the sick, the young and the old. | am testifying at this
hearing because the problems we have found with city contract procurement damage
these services and waste the hard-earmned money of New York City taxpayers,

including most of our members, who live and vote in the five boroughs.

Over the past eight years, contracting out has eroded services and raised costs.
Many services that used to be provided by career city empioyees are now performed

by contractors at a higher cost, with little accountability, oversight or transparency:.



Time and again we have seen reports of criminal activity by contract employees, we
have seen the city pay costs that far exceed the salaries and benefits of permanent
employees, and we have seen contractors make fat profits by iliegaily underpaying

their employees.

The contracting out system is tilted toward private profit and away from public
services. This is the wrong policy for the era of Barack Obama, the wrong policy for

the taxpayers and the wrong policy for the people of New York City.

Despite the current hard times, our union has found that the City can save money
and stilt deliver quality public services. Our most recent research paper, “Massive
Waste at a Time of Need,” examined the city's massive budget aliocations for
contract services. Since 2005, the total has increased by $4 billion — 37 % — to an
outrageous $9 billion. (Chart #1). If the cost of any other part of government climbed

that fast, the City Council would be demanding an investigation and heads would roll.

We carefully documented the city’s contracting out of five types of professional and
personnel services, functions generally performed by District Council 37 members.
(Chart #2 and Chart #3). We found increases as high as 147%, which was in the

computer services area.

Our report presents ten cases across eight city agencies where the contracting out

simply does not work. In just those ten cases we found the city wasting over $130



million. The city could save this $130 million by replacing contracts with public

employees. The money could alleviate the burden of increased taxes and service

reductions proposed by the administration and provide a beiter quality of public

services to all New Yorkers. Let me give you three examples:

The Department of Health and Mental Health and the Depariment of
Education pay an average of $57/hour to contracting firms for the same work
our experienced Public Health Nurses are doing at $38/hour, including fringes.
By terminating the contracts with these vendors, the city could save over $10
million.

At the Fire Department, a computer consultant gets over $150/hour for
performing help desk functions that a city Computer Specialist does for
$52/hour. The city could save over $20 million a year by reducing its reliance
on outside consultants.

Our proposals to find permanent placement for the nearly 3,000 Job Training
Participants under the city's Transitional Jobs Program in entry level custodial
and cleaning positions that are currently contracted out would save the city

$79 million.



And saving money is not the only reason our public services should be delivered by
public servants. As all of us understand, accountabiiity is absolutely necessary in
government. Civil service workers are vetted and fingerprinted. Their merit and
fitness for the job are tested. Nepotism and cronyism are banned, and if they want to
work a second job, they have to regisier with the Conflicts of Interest Board. If they
are charged with a crime, they have to report within 24 hours or face dismissal.

Contract employees are not required to meet any of these standards.

Contracting out also violates the principle of transparency in government. In any city
age.ncy, the budget officer can tell you the exact number of employees, titles,
seniority, educational background, gender, ethnicity, and many other details. Ask the
same budget officer about contract employees and they can’t even give you the total
headcount, let aione any detailed information about these employees working in our

city offices.

In every budget cycle, city agencies seek allocations for contracts without performing
a cost comparison to show whether it would be more efficient to do the work in-
house. If the City Council wanted to review an agency's contract spending, it would
have a hard time separating spending on office supplies from spending on contract
personnel. And it would be aimost impossible to figure out how much is being spent

on each contract employee.



As a uhion we know that many contracts are let to very good and worthy non-profits,
But at the same time many more contracts are given to organizations that fail ioc meet
the contract requirements, underpay their workers, provide no health coverage and
lack the decency to offer any vacation or holiday pay. The contractors pocket the
money, but when they violate the Living Wage and Prevailing Wage laws, the

workers suffer (Chart # 4).

In July 2007, Mayor Bloomberg issued Executive Order 102, expanding the role of
the Mayors Office of Contracts (MOCS) in enforcing Living Wage Violations under

§ 6-109 of the New York City Administrative Code. In Fiscal Year 2008,
approximately 83 contracts with a total value of $150 million, were subject to the
Living Wage Law. Yet, according a report by MOCS, not one review for living wage

violations was performed under EO 102.

For the record, our union has collected hundreds of pay stubs documenting
underpayment by the vendors and on behalf of the contract workers, we have filed a
citywide complaint of Living Wage Law violations under Section 8-190 with the New

York City Comptrolier



It is time to shed some light on the “Shadow Government” of private contractors and
consultants that employs a parallel workforce to deliver public services at inflated
costs without public oversight or accountability. As was stated by Supreme Court
Justice Louis Brandeis and repeated recently by President Barack Obama, “Sunlight
is the Best Disinfectant.” It is time to let some sun shine on the procurement process

and let it work its disinfecting power on this vast waste of taxpayers’ money.

Thank you.
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Chairman Martinez, Chairperson James and Committee Members:

Local 372 commends the City Council Contracts, Civil Service and
Labor Committees for holding this oversight hearing regarding outsourcing

public services to the private sector.

Local 372 stands firm in our opposition to contracting out any services

that could be done better and more economically by city workers.

Outsourcing is the greatest threat to our city’s economy, because it creates
a steady outward flow of taxpayer dollars while cutting off the flow of incom-
ing tax revenue. This business strategy creates unemployment and lowers tax
revenues in New York City, while creating jobs and raising tax revenues in
other states. How many city workers jobs could be saved and how many more
could be created, if the DOE stopped awarding mega-million dollar out-of state

contracts?

Mayor Bloomberg has been consistently spending and overspending tax-
payer dollars on incomplete and no-bid contracts to outsource municipal

workers’ jobs to out-of-state private corporations.

Our common sense defense of employing Local 372 workers over
outsourcing vital school support services is detailed in the attached testimony
submitted to the Contracts Committee on April 1, 2009. Sadly, time did not

permit us fo testify in public at that hearing. Allow me to summarize.
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Local 372 and DC 37 have a proposal for school foed delivery
as stated in DC 37 White Paper V:

We renew our request that the DOE hire the personnel needed to operate
§ trucks to deliver donated frozen goods to the schools. This will require
hiring 8 new Motor Vehicle Operators, 16 Loaders and Handlers and
purchasing 8 additional trucks. The implementation of our new proposal would

save about $4 million dollars.

New York City student attendance should be monitored by
Local 372 workers, who are personally dedicated shareholders

in their neighborhood children’s success in school.

Contracting out the DOE attendance program to any CBO like the United
Way or any high-priced, high-tech software company cannot have a positive

impact on our City’s 1.1 million school children.

One of the Mayor’s first fiscal initiatives at the DOE was to lay off
Local 372 Family Paraprofessionals as a quick fix to budgetary shortfalls. Our

Family Paras actually made home visits to follow up on student absences.

The Mayor’s outsourced sophisticated computer program costing tens of
millions of dollars cannot replace the diligence of community members who

are also school support service employees, when it comes to tracking our

precious school children.
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Local 372 Family Paraprofessionals in each school site could make
phone inquiries, follow up with home visits as needed and assist attendance
teachers with required paper work — a long-term fix that would not cost the

taxpayers tens of millions of dollars.

Children who know there are adults like our Local 372 SAPIS, in whom
they can confide, are more likely to come to school when there are problems at
home. At-risk students who know there are Peer Leadership or Conflict Reso-
lution and Drug Abuse prevention programs in which they can participate are
also more likely to attend school on a regular basis. We need a SAPIS, not

outside contractors, 1n every school site.

Parents with family issues causing their child’s absence, or parents who
are simply unable to navigate the maze of the reformed DOE, can rely on
our Local 372 Parent Coordinators, because they are fellow community

members who can get them the help they need.
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Prevent layoffs and save tax dollars by ending contract fraud.

In his February 4, 2004 report to Chancellor Klein, Special Commissioner
Condon concluded that “...obvious weaknesses in the bidding procedures
coupled with contract requirements that tended to favor one vendor were
ignored by the Office of School Food Services for many years, allowing that
vendor and others to reap profits far in excess of what they should have earned.
These failures were exacerbated by officials at the Office of Purchasing Man-
agement (“OPM”), who also failed to protect the integrity of the bidding pro-

cess despite mounting evidence that vendors were exploiting it.”

Vendors cheat the DOE out of $millions through the practice of low-
balling.

“Ineffective bidding procedures employed by OSFNS officials allowed
certain vendors to exploit the DOE. Specifically, these vendors bid low prices
or “low-balled” on foods that were overestimated in the bid package and higher
prices on foods that were underestimated in the bid package. The low prices
allowed the vendors to underbid their competitors, whereas the high prices and
high actual usage of certain items caused the DOE to pay the vendor far in

excess of 1ts original bid price.

Comptroller Billie Thompson provided in his April 1, 2009 testimony to
the Contracts Committee a chart which indicates that low-balling, incomplete

and no-bid awards are alive and well in the DOE contract process.
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The more things are reported to change, the more they stay the same.
The DOE spends about $48 million a year for delivery service contracts
—- an increase of more than $18 million a year since so-called changes in the

delivery systems were implemented.

Two vendors named in Condon’s 2004 report for overcharging OSFS were
Chef’s Choice and Teri Nichols. Condon recommended that the DOE Legal
Department recoup any overpayments made to the vendors, and place report
findings in the vendor’s files as a consideration in any future contract award.
Two years after the report, Teri Nichols received a 3-year contract for $65 mil-

lion and Chef’s Choice has another 3-year contract for $10 million.

The DOE does not vet outside vendors carefully.

The Department of Education finally re-opened bidding in 2004 after CBS-
TV’s education reporter Marcia Kramer reported that Schrier, Inc. had
“ties to a man Chancellor Klein once prosecuted and sent to jail for his part
in a school food bid rigging scandal.” Months before, Chancellor Klein
defended Schrier saying, “In our system, the fact that someone was once

punished doesn’t mean we bar them from future opportunities.”

There is something very wrong with the system of controls in our bidding
procedures. Part of the problem can be traced back to the change in cultures
from public service to private enterprise. Our bidding process must be aimed
at saving taxpayer money, while improving services. It must not be our

mission to make outside corporations richer.
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Aramark, the Philadelphia-based food vending giant, was one of the com-
pantes bidding on the 2004 citywide Food Services Distribution contract. An
on line search revealed Newspaper and television reports from St. Louis, where
Aramark had a $23.5 million contract to move school food and supplies.
Reporters described the situation just weeks after Aramark took over as

“chaotic.”

The St. Louis Post Dispatch reported the chaos began when 45 school chil-
dren and a teacher fell sick 40 minutes after lunch at Lafayette Elementary
School. This incident, which resulted in two vendors being terminated on or-
ders by the city health department, was followed by 9 schools being with-

out food or milk for lunch, or receiving the deliveries very late.

Why was Maximus, Inc., — unvetted and unproven —

given mega-millions in taxpayer dollars?

Local 372 learned in the New York Times, January 14, 2009 issue that the
City had signed a contract with Maximus, Inc. of Virginia for a 5-year Special
Education data tracking program that will cost $55 million with $23 million in

related expenses.

Local 372 understands the need for improving the tracking of Special
Education data, but at a time when school support service employees — vital
to the learning readiness of all of our students — face layoffs, this extraordi-

narily high-priced software solution seems obscene and reckless.
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In the January 14, 2009 issue of the Village Voice, entitled “Billy Thompson’s
Maximus Moment,” a reference is made to Giuliani administration Comptrol-

ler Alan Hevesi.

The Voice reminds us that during the Giuliani administration, Comptroller
Hevesi, “detected the stench of a $104 million dollar contract to run the City’s
Welfare-to-jobs programs that Giuliani wanted to go to a consulting firm called
Maximus... The Virginia-based firm was chock full of neo-con hacks living the
high life on the city’s dime while they expensively lectured the poor about their
responsibilities, while sharing the loot with Giuliani’s own former top welfare

policy advisor.”

The Los Angeles Times reported on October 30, 2008 that Maximus had
been criticized repeatedly for work on a $32 million contract that county
officials called inadequate — work which could have been performed better

and more economically by county workers.

According to the The Los Angeles Times, ...“Maximus has spent more than
$124,000 this year (2008) on lobbyists and thousands more on political contri-
butions to county supervisors, including some not running for re-election for

two more years,”
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A press release dated November 15, 2007, stated, “Connecticut Attorney
General Richard Blumenthal today sued MAXIMUS, Inc. for breach of con-
tract after it failed to provide the state with a functioning computer system used
to access criminal justice information and conduct immediate criminal back-

ground checks...

Blumenthal said, “Maximus minimized quality - squandering millions of
taxpayer dollars and shortchanging law enforcement agencies... Maximus has
sued its own primary subcontractor, claiming that the system is a failure - a

dramatic admission of its own ultimate responsibility.”

Local 372 accessed on line a letter from the Wisconsin Legislative Audit
Bureau. It addresses overcharges of $51,300 incorrectly billed by Maximus for
administration of its W-2 program in Milwaukee for time spent by Maximus

staff who were actually working on projects outside of Wisconsin.

Local 372 contends that the DOE clearly did not properly vet Maximus,

Inc. before awarding them $80 million dollars of taxpayer money.

Local 372 asks this committee, “If we could acquire the attached articles

and correspondence easily through publicly accessible means, why couldn’t
the DOE?”
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Outsounrcing public education to private, for-profit charter schools

robs taxpayer money and diminishes neighborhood public schools.

Local 372 sees charter schools as splitting New York City into two
apparent school systems. One is a system of public schools, usually in lower
income neighborhoods, which are stripped of vital support services for which
they have the greater need. The other, consists of small academies with catchy
theme names, and Charter Schools, which siphon off an ever-increasing amount
of the DOE budget. Charter schools drain the higher performing students
from their neighborhood schools and prevent our public schools from being

academically and racially diverse.

Local 372 finds that the lines drawn between service to the elec-

torate and future personal gain are getting more and more fuzzy.

A New York Daily News report on February 27, 2009 calls former New
York City Council Education Chair Eva Moskowitz, who founded a small
chain of charter schools, as “a passionate and abrasive champion of the charter

school movement.”

Ms. Moskowitz’ sustained philosophical dedication to charter schools
was rewarded with a salary last year of $310,000 for running Harlem Suc-
cess Academy 1, 2, 3 and 4, serving a total of 1,000 pupils from kindergarten
to third grade. Chancellor Joel Klein gets $250,000 to run 1,400 school sites

and 1s responsible to 1.1 million students.
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As with the other charter schools in New York City and nationwide, there

is no definitive data as to the superiority of these charter schools over properly
funded and staffed public schools.

In Conclusion:

The lure of contracting out remains a distraction from what ought to be the
City’s mission — to provide improved services and sustain a stable municipal
workforce who will, in turn, contribute to our tax base and support our local

businesses.

When city workers are unemployed, especially with no comparable jobs
available to them, they go from unemployment lines to welfare rolls, from
being supporters of the city economy to being burdens on the city economy. If
cutting jobs means cutting revenues, where is the sense in any Mayor’s choice

to balance the City budget by contracting out, thus cutting city workers?

It must not be our mission to make outside corporations richer and

create jobs out-of-state.
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Good morning, my name is James Parrott, Deputy Director and Chief Economist of the
Fiscal Policy Institute (FPI). The Fiscal Policy Institute is a nonpartisan research and
education organization that focuses on the broad range of tax, budget, economic and
related public policy issues that affect the quality of life and the economic well-being of
New York City and State residents. FPI regularly prepares reports on the state of the New
York City economy and the economic condition of workers and their families, and on city
budget and tax policy issues. Thank you for the opportunity to testify today.

I want to make three broad points on the question of outsourcing of public services to the
private sector.

}—Contracting in offers considerable budget savings, greater efficiency and quality in the
delivery of city-funded services.

2-—Contracting in serves a critical New York City economic need in promoting better
quality jobs for New Yorkers and discouraging illegal misclassification of workers as
independent contractors.



3-—The Council should consider how to reform the contracting process and decision-
making in order to ensure that city-funded services are delivered in a more cost effective
manner that also enhances the quality of the jobs needed to deliver those services.

ok %

One of the fastest growing expenditure areas in the City’s operating budget is for
contractual services. The Mayor’s Executive Budget includes $9.25 billion for contracted-
out services spread across over 17,500 contracts. This amount exceeds the budgeted
amounts for pensions, fringe benefits, Medicaid or debt service. Roughly 70 percent of the
contract budget goes toward a range of social and health services and youth and student
related services like pupil transportation. Much of the balance, however, is for various
personal, professional and maintenance services, many of which could be performed by
City employees. These include clerical functions, cleaning and security services, and
accounting, engineering, architectural, computer-related and computer maintenance
services.

I have not attempted to develop a precise estimate but I would suggest that, conservatively,
at least $500 miilion to $700 million in such contracted services in the operating budget
could be performed by City employees. This estimate does not extend to contracted
professional services that are funded under the capital budget.

In a 2005 study we conducted of professional services contracting out by the State of New
York, we estimated that the State could easily save up to $500 million a year by increasing
the State’s workforce in the fields involved and reducing cost-ineffective contracting out.
Our study drew upon earlier analyses by State Comptrollers Edward Regan and Carl

.. McCall, and a study by the accounting giant KPMG prepared for the State Department of
Transportatlon We found that the use of outside contractors cost the State from 50 percent
more in the case of legal services to 500 percent more for computer consultants.'

In its recent study of contracting out by the City, District Council 37 examined 10
contracts in a range of personnel and professional services and compared the costs of using
outside contractors vs. the fully-loaded costs of hiring City employees to perform the same
tasks. For just these 10 contract areas, D.C. 37 estimated that the City could save $130
million over three years.2

The total savings to the City could be much greater if opportunities for contracting in
public services on a cost-effective basis were systematically pursued across all areas
personal and professional service areas, including those funded through the capital budget.

' Fiscal Policy Institute, Privatization without Competition Equals Huge Losses: How the New York State
Government Wastes Hundreds of Millions of Dollars without Increasing Service Qualify, June 2005.

? District Council 37, AFSCME, Massive Waste at a Time of Need. Arn Examination of New York City’s
Contracting Out of Public Services with Recommendations for Savings, February 2009.
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Contracting in has the potential to benefit not only the City budget and taxpayers, but also
the workers who provide New York City’s public services. While the total cost of a service
contract usually exceeds the cost of service provision using City employees, contract
workers utilized by the contractor are not necessarily paid more than City employees,
sometimes they are, but in the case of contracts outside the professional services area, they
rarely are. And regardless of whether they are professionals or non-professionals, contract
employees rarely enjoy decent health insurance coverage and other fringe benefits. Service
contracts with for-profit providers are more costly because of the very high costs of
overhead and profit margins.

The employees of City contractors are typically not represented by a labor union. And
increasingly, for many low- and mid-level New York City workers, not having a union
means they have few or no health and other fringe benefits. In some cases, it also means
they are not covered by critical social insurance programs—Social Security,
unemployment insurance, Workers’ Compensation, and disability insurance. These vital
social insurance protections have long been taken for granted in the United States. Yet,
increasingly, many workers in New York and other states find themselves misclassified by
their employers as independent contractors. Following this practice, such employers do not
pay into these social insurance programs on behalf of their workers in order to minimize
their payroll costs. This is illegal in most cases, but government enforcement has been lax
for most of the past decade.’

A Cornell University study examined state unemployment insurance audits and estimated
that nearly one out of every 10 New York workers were misclassified by their employers
as independent contractors.” In examining the apparent growth in the use of misclassified
independent contractors by industry in New York, we found substantial growth in many of
the same»areas where there has been a growth in contracting out City services.” Our
research has also documented a sizable problem in the use of misclassified independent
contractors in the New York City construction industry, including the City-subsidized
affordable housing sector.®

It 1s impossible to say how widespread the misuse of independent contractors might be
among City contractors, but this is an area that warrants a systematic review.

More broadly, the Council should consider how to reform the contracting process and
decision-making regarding contracting out in order to ensure that city-funded services are
delivered in a more cost effective manner. At the State level, the Governor issued
Executive Order 6, “Ensuring the Cost-Effectiveness of Contracts for Personal Services” in

* On the growth in misclassification in New York, see FPI’s The State of Working New York 2007,
September 2007.

* Linda H. Donahue, James Ryan Lamare, and Fred B. Kotler, The Cost of Worker Misclassification in New
York State, Cornell University ILR School, February 2007.

> FP1, The State of Working New York 2007, p. 22.

S FPI, The Underground Economy in New York City’s Afforduble Housing Construction Industry, April
2007; and Building Up New York, Tearing Down Job Quality: Taxpayer Impact of Worsening
Employment Practices in the New York City Construction Industry, December 2007.
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June of 2008. This Executive Order established three criteria that an agency needed to
assess before public service delivery could be contracted out:

1) the contractor can carry out the task more efficiently or effectively than state
employees;
2) the contractor can carry out the task for lower cost than such state employees; or
3) the contract is necessary to protect public health or safety, or for some other
compelling reason.

The Executive Order is a good start at the State level but could be more effective if the
inter-agency task force that oversees its implementation included representatives of the
Comptroller and the Legislature.

In the wake of a 2003 analysis by D.C. 37 that documented the excessive cost of various
cases of contracting out, and following Department of Investigations findings of
improprieties with various contracts for computer consulting, the City’s Department of
Information Technology and Telecommunications (DolTT) began reducing its use of
outside consultants. New civil service titles for IT professionals were created and the
technical training of Dol TT staff was expanded. Nearly 500 computer consultants were
converted to City employees and the City realized substantial cost savings.

However, the agency apparently backed away from this initiative in 2006 and increased
spending on IT consuiting contracts even though the hourly rate for contract consultants is
at least two to three times the fully loaded cost of using City employees according to the
latest D.C. 37 analysis.” It is also likely that with a City hiring freeze in effect, agencies
will turn to outside contractors to deliver City services. In such cases, the hiring freeze,

- intended to hold the line on budget spending, will instead result in greater overall
spending.

There needs to be greater oversight of City contracting practices. We would urge the
Council to further explore how to ensure that City funded services are delivered in a more
cost effective manner that also enhances the quality of the jobs needed to deliver those
services.

Thank you.

7 District Council 37, Massive Waste at a Time of Need, pp. 18-19.

Fiscal Policy Institute 4



%W/w
.

&




$9 billion city contract budget

AN EXAMINATION OF NEW YORK CITY’S
CONTRACTING OUT OF PUBLIC SERVICES
WITH RECOMMENDATIONS FOR SAVINGS

Lillian Roberts
Executive Director

Oliver Gray

Associate Director

Prepared by
Henry A. Garrido

Assistant Associate Director

February 2009

District Council <. &1 AFscME
' AFL-CIO




WORKING TOGETHER WE CAN CUT THE WASTE:
MESSAGE FROM LILLIAN ROBERTS

EXECUTIVE SUMMARY
STATE OF PROCUREMENT IN NEW YORK CITY

INCREASE IN CONTRACTING OUT OF PERSONNEL
AND PROFESSIONAL SERVICES

Graph | — The Rising Cost of Contracting Out

Table 1 — New York City Contract Spending FY ‘05 ~ FY 09

Table 2 — New York City Contract Spending for Selected
Caregories of Personnel and Professional Services

Graph 2 — Adopted Contract Budget by Category

Table 3 - Contract Object Code Definitions

TEN ILLUSTRATIONS OF WASTE IN CONTRACTING OUT

DEPARTMENT OF HEALTH AND MENTAL HYGIENE
School Health Nurse Program
HUMAN RESOURCES ADMINISTRATION
AND DEPARTMENT OF EDUCATION
Long-term Temporary Clerical Services Contracts
Custodial and Cleaning Services Contracts
DEPARTMENT OF TRANSPORTATION
Installation of Street Signs
DEPARTMENT OF INFORMATION TECHNOLOGY
AND TELECOMMUNICATIONS
Information Technology Consultants
311 Call Center Overflow Service
DEPARTMENT OF HOMELESS SERVICES
Private “Per Diem” Homeless Shelters
DEPARTMENT OF PARKS AND RECREATION
Architecrural and Engineering Services Consultants
DEPARTMENT OF EDUCATION
School Food Delivery Services Contracts
NEW YORK CITY FIRE DEPARTMENT

Accounting and Bookkeeping Services Contracts

SUMMARY OF SAVINGS

Appendix A ~ Cost Savings Calculations (Ten)
References and Notes
Links and Methodology
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WORKING ToGETHER WE CaN Cvur Tue WaSTE

/ ITH NEW YORK CITY facing a $4 billion budget gap and
planning to raise taxes, cut health, education, police, fire and
sanitation services and put 23,000 jobs on the chopping block,
it’s time for our elected leaders to take a sharp look at the colossal waste in
contracting out public services to the private sector.

Today, the city hands over some $9 billion of its $60 billion budget to an
unclected, unaccountable “shadow government” of private contractors and
outside consultants. Giving the city’s work to contractors and consultants
undermines the transparency and accountability the public deserves from
government. And when this process leads to massive overspending at a
time of desperate public need, it is time to blow the whistle on the waste.

There is a lesson for City Hall in the sub-prime lending disaster and the
collapse of Wall Street: The idea that the private sector does things better and cheaper is a
myth. New York City’s vast abuse of contracting out is an example of the unregulated fiscal
irresponsibility that has left our national economy in need of rescue.

This study shows that, in fact, the private sector often costs a lot more than the work of the city’s
own employees. While the shadow government uses a parallel work force of more than 100,000
employees — hired without the “merit and fitness” examinations and background checks that the
city requires for civil service workers — the city employees are better trained, more responsible
and more cost-effective. In ten examples in eight city agencies, our study identifies about

$130 million in savings the city can realize by cutting down on outside contracts with over-paid
consultants and over-priced contractors — and this is just the tip of the iceberg.

Six years ago, when we brought this waste to light in our white paper, “We Can Do the Work,”
the Bloomberg administration cut back on outside contracts and saved the city $175 million. But
since fiscal year 2005, the contract spending has soared by 36% from $6.7 billion to $9.2 billion.
In the computer field, we have seen an explosion of 147% in contracting costs.

While this study points to specific areas where decisive action can provide immediate savings,
[ hope that in this era of change, it will also spur public officials and the media to shine light
on the shadow government, work with us to identify and cut the waste, and save the taxpayers
hundreds of millions of dollars.

No responsible government can in good conscience cut vital services and lay off hard-working
public employees while real savings are within reach.

QEY%;W Chents,
Lillian Roberts
Executive Director, District Council 37, AFSCME, AFL-CIO
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EXECUTIVE SUMMARY

n the midst of our nation’s greatest economic challenge since the Great Depression, New
York City’s taxpayers are paying twice for many services provided by city government

& due to contracting out. Millions of dollars are spent for services that city employees can
and do perform daily at a lower cost. As the economy of the city and the state continue to
deteriorate, every dollar of tax-levy funding spent for discretionary contracting out is wasted,
while services such as health, education, police, fire and sanitation are being reduced.

This “white paper” — Massive Waste at a Time of Need — is presented on behalf of the 125,000
members and 50,000 retirees of District Council 37, the city’s largest municipal union. It
describes the ep1dc:m1c of contracting out that is draining funds, hurtmg morale and reducing
the reliable civil service workforce in city agencies. The report examines spending for personnel
and professional services contraces by New York City overa five-year period, withaclose review of
contracts for functions that parallel the jobs performed by District Council 37 members. It also
analyzesconditionsthatled tocasesofpublicfraudin che past thatstill existinseveral cityagencies.
Finally, the white paper presents recommendations on how New York City can save about
$130 million dollars in the next three years by ending the contracting-out of work that can
be performed at lower cost and more efficiently by trained civil servants.

A Smow GOVERNMENT WrTH A PERALLEL WORKFORCE

¥ ince July 2005, funding for the city's coneract budget has
increased rapidly, climbing to a record cost of $9.2 billion
. _J for more than 18,000 contracts. The amoune the city pays
for these contracts is equivalent to 15% of the city’s tax-levy
budget and more than 46% of the city’s controllable spending.
The amount is larger than the total budgets of 18 states and cthe
budgets of the five largest cities in the United States (excluding
New York). The volume of these contracts, many of them no-bid
contracts, has created a shadow government of contracrors and
administrators who are not elected by the citizens, but who enjoy
major control over the provision of public services. In addition,
these contracts have created a parallel workforce of thousands of
employees paid by the taxpayers, but not accountable to them.

Our analysis will focus on only ten contracts spread across eight
city agencies to illustrate the potential savings that could be realized
if the work were performed, as we propose, by city workers.
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Finpincs or District Councin 37 ANALYSIS®
Ten ExamprrEs oF CONTRAECTING-0UT BY CiTYy AGENCIES

l. The Department of Health and Mental Hygiene’s School Health Program has expanded its contracting out to
nursing agencies to perform services that DC 37’s Public Health Nurses perform at half the cost. The city could
save more than $8.8 million by terminating the contracts and hiring personnel to do the work in-house.

2. 'The Human Resources Administration and the Department of Education are using temporary clericals
to perform routine daily functions at a higher cost than city workers while exposing themselves to potential
fraud by contractors who do not have to meet the meric and fitness requirements of state civil service law.
The city could save about $2.4 million by eliminating the contracts with temp agencies and converting the
temps into city workers.

3. 'The Human Resources Administration is contracting-out millions of dollars in custodial services, which
should be replaced by using the Job Training Participants in the Transitional Workfare Program. This
change would produce savings of more than $14.5 million while improving the lives of the families of
workers assigned to the Transitional Program.

4. 'The Department of Transportation is hiring contractors to install regulation and enforcement signs on
our streets and sidewalks at almost three times the cost of the work done by the city’s Traffic Device
Maintainers. DC 37 believes the city could save $2.9 million by ending these contracts.

5. The city is increasing its reliance on computer consultants to perform non-specialized technical work thac
should be done by the computer professionals employed by the Department of Information Technolo
and Telecommunications (DoITT) and other city agencies. Ending these contracts, as the city did in
2003, 2004 and 2005, could save the city $21.6 million.

6. 'The use of 2 contractor to provide overflow call-center service for the 311 system run by Dol TT is costing
the city between $4.3 and $5 million more per year than if the services were transferred to its facility at
59 Maiden Lane, which is staffed by civil service workers.

7. 'The Department of Homeless Services is utilizing “per diem” hotels and motels ro house an increasing
homeless population without a legal contracrual relationship as required by the city’s procurement rules.
Ending this practice and instead referring homeless families to the New York City Housing Authority at
the “per diem” rate for privately owned shelters would save the city well over $51 million.

8. 'The wtilization of contracts for landscape architecture and engineering services in the Department of
Parks and Recreation for cighe parks identified for reconstruction under PlaNYC 2030 is wasting millions
of dollars. The landscape design should be done by in-house personnel at less than half che cost. The city
would save approximately $12.6 million by replacing the expensive consultants.

9. The Department of Education’s Department of School Food Services has continued its long history of
waste in delivering food for student meals. The city could save over $3.9 million by ending the contracts
with private school food delivery companies.

10. 'The New York City Fire Department overuses ourside contractors to perform bookkeeping and accounting
functions. DC 37 believes that the city could save over $5.4 million by terminating this contract and
hiring trained civil servants to do the work.

The proposals listed above add up to about $130 million in savings for the city. However, the savings could
be much greater if the principles described in our proposals were extended to all city and non-mayoral agencies.
We urge the city administration to place the interest of the taxpayers first and keep public services public and
accountable by ending the contracting-out of our jobs now!
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STATE OF PROCUREMENT IN NEw York Ciry

'The Bloomberg administration has shown a tendency to reduce services by implementing
cuts at city agencies to address budget gaps. The cuts have resulted in the elimination of
many city positions through attrition, hiring freezes and layoffs. At the same time, the
administration increases the privatization or contracting out of the services performed by
the displaced workforce. This shell game is often followed by the proverbial adage of “doing
more with less,” but always falters when the failed economics of contracting-out public
services comes to light.

District Council 37 has analyzed the adopted budgets from Fiscal Year 2005 to Fiscal Year
2009 and has found that the contract expenditures increased by 36% — from $6.8 billion
to $9.2 billion. The allocation for FY *09 funds over 18,000 contracts and represents an
increase of $2.4 billion since FY ’05. The increase is almost double the rate of inflation
and far exceeds the dollar amount of wage increases the city has given its workforce over
the same period. Some of the 18,000 contracts can be justified as legitimate business
practices for the purchase of goods and services necessary for the effective functioning of
city government, such as the purchase of police vehicles. On the other hand, thousands
of other discretionary contracts use contractors and consultants to carry out functions
that should be performed by city workers at a considerably lower cost. This problem is
found most frequently in a category of contracts designated as “personnel and professional
services.” DC 37 believes that potential savings could be maximized in this area. Many
of these contracts were obtained through bypassing the competitive bidding process, thus
depriving the public of the ability to scrutinize their cost-effectiveness.

In contrast, New York State has adopted a different approach for its agencies. In July 2008, a
state executive order took an important step toward regulating agency spending on personnel
contract services and ensuring their cost effectiveness. Executive Order No. 6' established a
Task Force on Personnel Services Contracting composed of the Budget Director, the Civil
Service Commissioner, and the Deputy Secretary of Labor and Finance, among others.
The contracts for personnel services include computer programming, engineering services,
health and mental health services, data processing and accounting. Under the executive
order, state agencies arc required to determine three fundamental factors before entering
into a contract with any vendor:

1. The contractor can carry out the task more efficiently or effectively
than state employees;

2. The contractor can carry out the task for lower cost than such state
employees;

3. The contrace is necessary to protect public health or safety or for

some other compelling reason.

Executive Order No. 6 reaffirms the need for the state government to provide cost-effective
services and promotes transparency and openness for state agencies, private contractors
and the public. Since E.Q. 6 was issued, state expenditures for personnel and professional
services contracts have been reduced by more than $100 million.

i htep:/fwww.dos.state. ny.us/info/register/2008/jun25/pdfs/executiveorder. pdf
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INCREASE IN CONTRACTING OUT OF
PERSONNEL AND PROFESSIONAL SERVICES

"The funding for personnel and professional services has increased dramatically since FY
05, especially in arcas where the scope of work described in the contracts parallels many of
the functions performed by District Council 37 members. The increases in the personnel
and professional contracts since FY 05 range from 17% to as high as 147%.

DC 37 has reviewed the expenditures in the contract budget, which are arranged by “Object
Codes.” Object Codes ate arranged by category of contract and grouped by occupation
and general contract descriptions. Our analysis of the funding for six of the object codes
starts with Object Code 622 for Temporary Services and ends with Object Code 686
for Professional Services. ‘The bulk of the contracts in Object Code 622 are assigned to
temporary clerical individuals throughout the city agencies. As a city-wide representative
of all clerical titles, DC 37 contends that the increase in this category of contracts would
be of major significance to DC 37 members since the functions described in this category
parallel the functions of DC 37 clerical employees. Similarly, the other six Object Codes
(624, 676, 681, 683, 684 and 686) are all groups of contracts that parallel the jobs of
DC 37 members.

Implications for the Civil Service System

Under legislation enacted to implement the 2007 Long Beach decision' of the New York
State Court of Appeals, the city is required to appoint employees from civil service lists to
replace thousands of provisional employees. Temporary and consultant personnel, who are
neither provisionals nor civil service employees, have been filling many of the jobs involved
in various city agencies, blocking the path to upward mobility through promotional
opportunities to many workers who have passed civil service exams and are waiting to be
appointed. We interviewed some of these temporary clerical workers and found that many
are also waiting to be appointed from civil service lists.

DC37 estimates that more than 1,200 long-term temporary clerical employees are
employed throughout all city agencies. ‘The increase in funding for contracting out these
services reverses the policy adopted in 2004, when the city began converting thousands
of clerical and consultant workers to
permanent city employees in order
to save more than $75 million. In
addition to the higher cost, these
contracts evade the requirements of
screening for criminal records and
questionable education credentials
that are applied to city employees
as well as denying placement and
promotional opportunities to those 5
who have qualified through civil increase
service merit and fitness criteria. “in'budget

ew York City Contract Spending
rough FY.'09 {In'Millions}

Y:. ] B 5

Number of
/Contracts

[ #1029

i http:/ fwrww.nycourts.gov/ctapps/decisions/may07/540pn07.pdf
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Table 2 - NYC Contract Spending for

FY D5 through FY 08

Tamporary Services (Obj. Lote 822}
Cleaning Services (Ob]. Code §24)

Prof Sary Acclg & Auditing {Obl. Code 831)
Prof Computer Services {0b] Cods 534}
Brof Serv Other {Obj. Code 886}

Pears

onnel and Professional Bervices

$30,706,029 | § 38,443,493 1% 35944779 | 37969,6221% 43241202 41%
$ 11,516,056 | § 24534508 % 26004344 |5 27,761,863 |§ 22,546,786 96%
$20,007,024 1% 22303010 |§ 2260343115 25199,501|§ 23,441,884 17%
$54,644,003 | § 95481672 |5 93,540,959 1 % 109,085,367 | § 134,785,724 147%
$ 84,322,898 | § 106,072,954 | § 116,149,837 | $ 148,535,691 | § 164,225,822 95%

Graph 2 - Adopied Coniraci Budget by Category

3180,000 «
$160,000 4

5148,000 -

in Thousands

$120,000

$108,000 =

580,000+

560,000 -

340.000 -

520,000 «

50

FY ‘05 FY '06 FY '07 FY 08 FY 09
Cleaning Services (Object Code 624)

#: Prof Computer Services {Object Code 6384)

#@ Temporary Services (Object Code 622)
i Prof Serv Acctg & Auditing (Object Code 681)
# Prof Serv Other {Object Code 686)

Table 3 - Contract Object Code Definitions

Payments, fees, and commissions associated with autside services for receptionist, secretarial, stenegraphic, typing
clerical, keypunch, messengers (including Wildeat Service Corp.), court reperting and transcribing, handy persons, etc.,
and any other services of a temporary nature {(exciluding professional service).

Costs of cleaning services with cutside contractors far rubbish ramoval, jJanitorial services, waxing and washing floors,
window claaning, cleaning of curtains, rugs, drapes, disinfecting and extarminating.

Service payments for profesaional accouhting, auditing or actuarial services performed by other than city employces.

Payments for professional computer related services performed by other than city employees.

Payrpents for all other professional services performed by other than city empioyees that are not otherwise
classified under a apecific professional code.
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DepartvienTt or HesrtH anD Mentar, HyciEne:
Contract Nursme ACGENCIES IN THE ScHooL HEALTH PROGREM

The New York City Department of Health and Mental Hygiene (DOHMH) provides
health services to the city’s school children through its School Health Program. Throughout
its 100 year history, the New York City School Health Program has been promoting the
health and well-being of our school children. In some cases, it is the sole provider of
health care services to many uninsured children. The program provides mandated health
services, including new admission examinations, tuberculosis testing, and vision and
hearing examinations. The School Health Program is also responsible for menitering
immunization compliance, managing and preventing contagious diseases, and nutrition
education. DOHMH currently employs 750 Public Health Nurses, 200 Public Health
Assistants and 100 Public Health Advisors, all of whom are represented by District
Council 37. These health professionals are at the core of the program. Similarly, the New
York City Department of Education (DOE) provides mandated health services to students
with special needs. The DOE nurses are represented by the United Federation of Teachers
(UFT). The funding for the School Health Program is split between the city (DOE and
DOHMH) and the state. The city covers 64% of the funding and the state covers the

remaining 36%.

In 2003, DOHMH joined the New York City Department of Education (DOE) to create
what is today the Office of School Health. Under the joint venture, DOHMH
provides a nurse to elementary schools without a school based health center
and a Public Health Advisor to middle schools. DOE provides a nurse
for students with an Individualized Education Program and Section 504
mandated nursing services.

Contracts for Nursing Agencies

According to 2 DOE document,, 100 out of 650 positions for school health
nurses in DOHMH and 130 out of 390 positions in DOE remain vacant.
These vacancies remain in large part due to the low salaries the nurses
are paid in comparison with the private sector nurses, causing the city a
problem with recruitment and retention.

In order to fill most of these vacancies, the School Health Program utilizes
the services of ten contract nursing agencies rather than increasing the base
pay or the experience differentials of the existing DC 37 school nurses to
attact nurses and fill vacancies.
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In May 2004, DOHMH initiated three five-year contracts, totaling approximately $22
million, with temporary health agencies to provide year-round temporary nurses for the
School Health Program. The three vendors selected were Gotham Services, Temp Health,
Inc. and Comprehensive Health Services, Inc. Under the terms and conditions of the
contracts, these three vendors are required to provide a minimum of 50 contract nurses
daily, for a total of 64,000 hours a year.

The average hourly rate for the contract nurses in the 2004 contracts was about $40 an
hour. The contracts also assigned the cost of training, fingerprinting and background
checks to the DOHMH as part of the contingency costs of the contracts.

Similarly, during the same period, DOE also had seven contracts with nursing agencies to
supply nurses for the School Health Program. The average hourly cost for these nurses was
well over $50 an hour.

Due to the inability of nursing agencies contracting with DOHMH to supply the minimum
number of nurses required by the 2004 contracts, the School Health Program merged the
DOHMH and the DOE contracts, creating a pool of ten contracts. The merger was done
without any penalties to the three DOHMH contractors for failure to comply with the
original contract and without competitively bidding the new contracts. The new pool
of contracts simply adopted the higher hourly rate of over $50 an hour. As a result, the
contract cost has risen from $14 million to $33 million a year.

Potential Savings for Ending the Contracts
with Contract Nursing Agencies

Our analysis compares the cost of the contract nurses with the cost of the DC 37 nurses,
plus fringes, then projects this over the 64,000 hours mandated in the contracts. The
average hourly rate for a DC 37 nurse is $38.28 while the average hourly rate for the
contract nurses is $56.60. By using only city nurses, the city could cut the hourly rate
and save the fees for background checks and fingerprinting paid to the contractors by the
School Health Program, amounting to about $40,000, since the initial fec is paid by the
civil servants when they are hired. We estimate that by replacing the contract nurses with
city employees, the city would save about $8.8 million.
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Huvian Resouvrces ADMINISTRATION
BAnND DEPARTMENT OF EDUCATION:
Lone-TERM TEMPORARY CLERICAL CONTRACTS

For the purpose of this discussion, we should start by clarifying the issue of temporary
employment. The great majority of the “temporary” workers (“temps”) are actually assigned to
work all year, usually 249 days a year, 7 hours a day; therefore, there has been a misclassification
of “temporary” contract workers. In reality, some of the temps we interviewed in HRA have
been working in the same capacity for nearly 15 years. Even when a new vendor is selected
to take over a contract, the workforce of the previous temporary agency generally remains in
place. Hiring these workers is relatively easy since they arc not required to pass a civil service
exam or a background check upon hiring. DC 37 estimates that there are well over 1,200
of these contract clerical workers employed throughout city agencies. Their employment
continues to erode the civil service system and deny the path of upward mobility through
promotional opportunity to some of the lowest paid city workers.

Problems with Long-term Temporaxy Clerical Coniracis

Good Temps and the Goodwill Industries of New York and New Jersey are members of
the New York State Industries for the Disabled (NYSID). Pursuant to Section 162 of the
New York State Finance Law, NYSID is a “preferred source contractor.” The preferred
source status allows NYSID and its participating agencies to obtain contracts without
going through a competitive bidding process. This preferred source status was granted to
NYSID and its member agencies to allow the placement of individuals with disabilities
throughout city and state government agencies.

NYSID has over $20 million in contracts spread across several city agencies, including the
Department of Education and the Human Resources Administration. Based on the evidence we
have seen, it appears that NYSID is not fulfilling its mission to place individuals with disabilities
in government jobs. Instead, it seems that NYSID is using its preferred status to obtain contracts
with city agencies without competition thereby displacing city employees with clerical temps and
consultants, many of whom may not be disabled ar all.

In September 2006, the Special Commissioner of Investigation for the New York City School
District, Richard Condon, released a report' on an investigation regarding the placement
practices of the Good Temps agency. The report showed that DOE hired 916 temps between
January 2004 and June 2006, and 623 consultants between June 2005
and July 2006, from Good Temps. The majority of the workers assigned
to the contract were not fingerprinted for the kind of background check
required for city workers.

In addition, the investigation found that more than 20 of the temps
employed by DOE had falsificd medical records in order to gain
employment under a special provision of the law that would have
classified them as disabled. The investigation found that among the
20 employees, one individual had been arrested ar least six times prior
to being hired and was convicted of burglary in the third degree, yet
was placed by DOE through the temporary agency. We ask: Do these
practices endanger our children in school?

i heep:/iwww.nycsci.org/reports/09-06%20Good Temps%20letter%20to%20klein. pdf
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According to the report, the temps were aided and abetted by a former DOE employee, who
charged the temps $25 o supply a false medical report. The employee involved had resigned as 2
city employee in 1999 after being arrested and later convicted of welfare fraud. Ironically, less than
a year later, the employee was employed as a supervisor for Tempforce, Inc. and was responsible
for the placement of temp workers. In 2005 the Tempforce contract was transferred to Good
Temps. Since then, Good Temps has been designated as the contractor responsible for placing
consultants and clerical temps at the Department of Education. The Condon report found thar
Good Temps was aware of the problem with the medical forms but chose to ignore it.

The report recommended terminating the services of all temps involved in the fraud, closely
monitoring the method of classifying the temp employees as disabled, and reviewing the personnel
files of other temps under the Good Temps contract to ensure that their employment records
were authentic. It did not address the issuc of penalizing Good Temps for its lack of oversight.
Almost two years after the report was sent to the Department of Education, some of the temps
identified in the fraudulent medical scheme remained employed by DOE and others had even
been promoted to the title of consultant with substantial salary increases.

The use of temporary workers as a parallel workforce is not limited to HRA and DOE; it is a
systemic problem throughout city agencies. Both Good Temps and Tempforce, Inc. continue to
have contracts with 18 city agencies, including the Sanitation, Aging and Health and Mental
Hygiene departments.

DC 37 supports maximizing opportunities for disabled workers, but seeks safeguards to prevent
temporary agencies from using those fraudulently classified as disabled from displacing civil
service employees and destroying their career paths.

Contracts for Temporary Clerical Services

From July 2007 to June 2008, the city spent about $40 million for temporary clerical services.
The contract budget for FY’09 increased that amount by about $7 million. The two largest users
of temporary clerical contracts are the Human Resources Administration (HRA) with about $6.4
million in such contracts and the Department of Education (DOE) with about $24 million.
From January 2004 to June 2006, DOE hired 916 temps. The Office of School Food Services
alone had approximately 125 temps in September 2008. At the same time, DOE laid off 20
permanent clerical employees and 40 permanent parent support staff, citing budgetary reductions
as the fundamental reason for the layoffs, even when the budger for temporary contract services
reached $24 million. Many of these so-called temporary employees had been working for the
Department of Education for over 20 years.

Potential Savings for Ending the Contracts with Temporary Agencies

Under the living wage law passed in November 2002, the city is required to pay clerical contract
employees an hourly rate comparable to that of city workers in
addition to statutory benefits for health insurance. This amount,
combined with the profit margin given to the vendor for providing
the clerical workers, has raised the cost of the contract above the
cost for city workers to do the same job. DC 37 reviewed three
of the largest recipients of temporary clerical contracts in HRA
and DOE: Adil Business Systems, Tempforce, Inc. and Jennifer
Temps. In all three analyses, the cost was higher by about 10%.
The savings for terminating the three contracts in HRA and DOE
and replacing the contract employees with DC 37 clericals would
be $755,340. The savings for terminating the contracts citywide
would be about $2.4 million.
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CusTopiaN AND CLEANING SERVICES CONTRACTS

City agencies’ reliance on contractors to perform the most basic yet essential functions of city

overnment has reached a new height. The cﬁ)eaning and maintenance of the city’s facilities and offices
Eas been contracted out to private vendors who have been proven to be more costly and less reliable.
District Council 37 represents approximately 1,800 custodial assistants in various agencies, including
the City University of New York. The hiring rate for custodial assistants is less than $30,000.

Concurrently, thousands of workers who are coming off the welfare rolls and into transitional
job programs cannot find permanent jobs. The majority emerging from transitional job training
programs, like the Work Experience Program or the Job Training Participants Program, return to
the welfare rolls at the taxpayers’ expense. These workers are natural candidates for city custodial
jobs and could fill the positions at a lower cost than contracting out.

Jobh Training Participants (JIPs)

District Council 37 represents approximately 3,500 JTPs assigned as part of the Transitional Training
Program created by welfare reform. These JTPs are assigned to the Department of Parks and Recreation
and to the Department of Sanitadion for a six-month training period. At the conclusion of the training
period, the Parks Department places about 15% of them into available jobs in city agencies and
available vacancies in the private sector. However, the great majority cannot find permanent placement
and revert to welfare. The cost of the wages and benefits for these individuals is shared about 50-50 by
the city and the state, with food stamps paid by the federal government. In FY 07 the city spent about
$45 million on the JTP program ($38 million of that amount was used for JTP wages).

Contracis for Custodial and Cleaning Services

From July 2006 to June 2007, the city spent approximately $79 million for custodial and cleaning
services contracts throughout its agencies. The bulk of these contracts (about $60 million) were
found in five city agencies: the Human Resources Administration, the Administration for Children’s
Services, the New York City Fire Department, the Department of Sanitation and the Department
of Environmental Protection. HRA had about one quarter of all the contracts for a total amount of
$17.5 million. As is the casc with the temporary clerical contracts, the Living Wage Law establishes
comparable hourly wages and statutory benefits for cleaning, janitorial and custodial services, making
it wasteful for the city to continue contracting out these services, particulatly, since the need for these
services is likely to increase over time.

Potential Savings for Ending the Contracts for Custodial and Cleaning Sexvices
District Council 37 believes that if city agencies were to terminate the custodial and cleaning contracts
and replace their workers with JTPs, the city would save money while improving the annual income
of the participants of the transitional job programs. The savings would be achieved in two ways: First,
direct savings would be achieved by not having to continue to pay wages to JTPs in the transitional
program who are placed in the permanent jobs. And second, the city would
save by eliminating the 15% profit margin given to the contractors that
supply the contract workers.

We estimate thar the city would save a total of more than $14.3 million as well
as reaping social benefits of immense value. The placement of the JTPs into
permanent city jobs would help end the vicious welfare-to-work-to-welfare
cycle, and yearly family income for the families of Job Training Participants
would increase substantially—by between $6,000 and $12,000. In addition,
it must be noted that these custodial jobs are among the few entry-level city
positions for which many of the JTPs would qualify.
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DEPARTMENT OF TREANSPORTATION:
INSTALLATION OF STREET SIGNS

The Department of Transportation (DOT) utilizes the services of several contractors
to install and replace street enforcement and regulation signs. The signs include stop
signs, alternate-side parking and no-parking signs, and others. These signs are integral to
our transportation infrastructure and to maintaining the flow of everyday traffic in the
streets of New York City. Every year, the fines associated with violations related to traffic
enforcement and regulation signs generate millions of dollars in revenue for the city.
District Council 37 represents about 41 Traffic Device Maintainers (TDMs) assigned to
the Department of Transportation throughout the five boroughs. In FY *08, the TDM:s
installed and replaced 111,716 enforcement and regulation signs.

When contractors install misspelled street signs (such as “42th Street”) or arrows pointing
the wrong way, the city TDMs are responsible for making correct signs and installing
them — at additional cost to the taxpayers.

Coniracis for Installation of Street Enforcement and Regulation Signs

The contracts for street enforcement and regulation signs can be found under the maintenance
and operation infrastructure category of contracts. Since FY 05, the disbursement for this
category has increased by $5 million, reaching a total of $114 million in FY *09. The funding
for these contracts comes primarily in stare block grants to the city. The two most commonly
used contractors in the DOT are Iberia Road Markings Corp. and United Fence, Inc. Iberia
Road Markings Corp. performs about 80% of all contract work for the DOT. State records
obtained by District Council 37 show that Iberia Road Markings Corp. has an outstanding
balance of more than $50,000 owed in workers’ compensation since 2002. Outstanding
workers’ compensation balances are automatic disqualifiers under the procurement rules;
it’s unclear how the Department of Transportation granted the contract to Iberia Road
Markings, Corp. without a proper background check on the company. To minimize such
situations, a review of all such contractors should be undertaken immediately.

Potential Savings for Ending the
Contracts for installation of Street Signs
Our comparative analysis of the contract costs found
that the installation of signs under the Iberia Road
Markings Corp. and United Fence, Inc. contracts
costs over $50 for each regulation and enforcement
sign. Comparable signs installed by the DC 37 Traffic
Device Maintainers cost about $20 a sign. Given that
the contracts call for the installation of about 100,000
signs, we estimate that terminating the contracts
with Iberia Road Markings and United Fence, Inc.
and using city TDMs to do the work would result in
savings of about $2.9 million to the city. The savings
here would be even higher if the city had to assume
liability for workers’ compensation payments when
contractors fail to meet their statutory obligations.
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DEeparTvMENT OF INFORMATION TECHNOLOGY
AND TELECOMMUNICATIONS:

InrorMATION TECHNOLOGCY CONSULTANTS

In 2003, District Council 37 published a white paper documenting the waste in
several city agencies due to the contracting out of services that could be done more
cost effectively by city employees. The paper included analyses of over-expenditures for
information technology services in several city agencies. In 2005, the Department of
Information Technology and Telecommunications (DolT'T) published “Information and
Telecommunications Strategy™ a report oudining key initiatives that would implement
the department’s mission. Among the initiatives described by DoITT was the reduction
of the city’s dependence on external consultants in order to save money. According to the
document, the city planned to accomplish this goal by creating new civil service titles in
collaboration with the Department of Citywide Administrative Services and by enbancing
the technical training of I'T professionals employed by DoITT. The plan further called for
transferring hundreds of I'T consultants who were providing technical services to the city
into the newly created titles. City officials told the New York Daily News in June 2004 chat
they expected to save about $75 million by converting over 1,000 computer consultants to
city employees. In fact, almost 500 were converted and later budget publications presented
by the city included the savings from this conversion as part of the City’s Agency Gap
Closing Programs.

Information Technology Contracts

In 2004, the Department of Investigations found a series of improprieties with contracts
for Data Industries, Inc and TRS, Inc®. The investigation found that the I'T contracts
overcharged the city by more than $2 million and had improperly placed computer
consultants from a sub-contractor owned by a Department of Education administration
official. The investigation presented recommendations to Chancellor Klein to recoup the
overpayment and to institute safeguards against subcontracting work without prior consent
of DOE. Despite the findings of improprieties against TRS, Inc. and Data Industries, Inc.,
the city continues to spend millions of dollars on contracts with the two contractors to
provide day-to-day help desk and other computer-related services. As recently as February
2008, another investigation related to a contract with DynTek, Corp.™ found that the
contractor had inappropriately sub-contracted the work to a third vendor and had passed the
additional charges back to the city. The maneuver cost the city an overcharge of $400,000.

In addition, since DolTT Commissioner Gino B Menchini left office in early 2006,
the city has stopped converting consultants to city employees and has reverted back to
depending more and more on outside IT consultants. This reliance is not limited to
specialized functions but includes routine functions that should be performed by city
employees. Since FY °05, funding for contracts in the area of I'T consultants has maore than
tripled, from $55 million to $135 million.

i hetp:/ Fvww.nyc.govihuml/doite/downloads/pdffdoitt_stracegy_cy2005.pdf
ii SCI — Case No. 2003-1981
iii hetp:/ fwww.nycsci.org/reports/02-08%20Dyn Tek%20Ine%209%20 e pdf
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Potential Savings for Ending Contracts with IT Consultants

Our comparison between the cost of computer consultants and the IT professionals represented
by DC 37 reveals a major difference between salaries in the IT' consultants’ contract and the
salaries of DC 37 computer employees. The average hourly rate for a certified consultant for Data
Industries, Inc. was $175 per hour, while the hourly rate for a comparable DC 37 Computer
Associate was $46.55 per hour, including fringes. Similarly, our analysis of the hourly cost
of DynTek Corp was about $115 per hour as compared to a DC 37 Certified Applications
Developer/Database Administrator hourly rate of about $57.02, including fringes. If we project
the potential savings from converting these DoITT consultants to city employees across all city
agencies, DC 37 estimates that the city could save about $21.6 million.

311 Cair. CENTER OVERFLOW SERVICES

The Department of Information Technology and Telecommunications (DoITT) has
operated the city’s 311 Call-in Centers since March 2003. The 311 Call-in Centers provide
access to non-emergency city services through a central phone service center. Trained
customer service representatives from DC 37’s Local 1549 handle calls and complaints
from callers 24 hours a day, seven days a week. Department of Information Technolo

and Telecommunications computer personnel, represented by DC 37s Local 2627, provide
the technical assistance required to mainrain the King Teleservices’ computer system. The
centers handle close to 40,000 calls daily about issues ranging from noise complaints to
sanitation pick-up information. The majority of these calls are received in a city-operated
center at 59 Maiden Lane in lower Manhattan; the remaining calls are received by an
overflow center in Long Island City, operated by a contractor named King Teleservices,

LLC.

Coniract with King Teleservices, LLC

The nine-year contract with King Teleservices, LLC is worth $50 million and is scheduled to
cxpire in February 2015. The terms require the contractor to provide a monthly minimum
of 110 dedicated seats (customer service representatives). The representatives are required
to log a range of service hours between 16,500 and 21,500 hours. Under the terms and
conditions of the contract, King Teleservices, LLC receives $1,475 a month for each
dedicated seat. In addition, the contract calls for an hourly rate for services of $31.19 in the
first year of the contract, rising to $39.51 in the last year of the contract. ‘The city maintains
and updates the King Teleservices computer terminals. The city also pays an hourly rate for
initial and on-going training for the contractor’s representatives. The hourly cost is $15 per
hour for initial training and $25 per hour for on-going training. Furthermore, the contract
requires the city to pay a $5 million insurance policy premium for the contractor’s call-in
center. The premium has a maximum payment of $170,800. Under the terms of contract,
the city has a right to terminate the contract with 30 days notice.

Potential Savings for Ending the Contract with King Teleservices, LLC
"The 311 facility at 59 Maiden Lane has between 50 and 60 open terminals capable of
receiving calls. The center is undergoing an expansion that should accommodate an
additional 50 terminals. The combination of the two should be sufficient to allow DoITT
to terminate the costly contract with King Teleservices and begin to carry out the work
in-house. We estimate that the city would save between $4.3 million and $5 million
by contracting in this work.
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DeparTMENT OF FIOMELESS SERVICES:
PrivaTe “Prer Diev” HOMELESS SHELTERS

New York City had a record number of homeless people staying in shelters in 2007.
More than 1.5 million people slept in shelters including more than 30,000 families
and 15,000 children. In 2004, Mayor Bloomberg outlined a five-year plan to reduce
the homeless population. The plan included a substantial increase in funding and the
privatization of several city-owned shelters; funding for the initiative increased by more
than 75%, according to a report from the city’s nonpartisan Independent Budget Office
(IBO). The number of families staying in shelters has increased by 15% since 2005 (from
7,707 in 2005 to 8,848 by March 2008). Spending for homeless shelters increased from
$563 million in 2004 to $604 million in 2007.

Conitracis with Hotels and Motels at “Per Diem’” Rates

The city has also significantly increased the funding for hotels and motels to house a
major portion of the homeless population without entering into a contractual agreement
with the providers. In 2006, Mayor Bloomberg and New York City Comptroller William
Thompson jointly announced that the city would minimize the use of these per diem
shelters and would enter into a competitive bidding process. Nevertheless, since Mayor
Bloomberg’s announcement, the amount of funding for these shelters has increased by
over $40 million, reaching a total of $160 million. Social services are not included in the
per diem rates for hotels and motels as they are in the city owned-shelters. These social
services are essential to transition the homeless population into permanent housing,

In 2006, thecity eliminated the preference for familiesand individuals referred by the Department
of Homeless Services to the New York City Housing Authority (NYCHA). According to news
reports, there are an estimated 10,000 vacant apartments in NYCHA, which is facing a $169
million budget deficit for FY *09 and a $220 million deficit for FY "10.

Potential Savings for Ending Contracts with “Pex Diem” Shelters

The average daily cost per family in the private per diem family shelters ranges from about
$138 to $161. Based on the IBO report, the average family stay in a per diem shelter is
317 days. The average daily cost in the city-owned family shelters is approximately $82.28
per person per day. Similarly, the cost of providing

i shelter in the city-owned shelters for single adults is
. - about $17.45 per person per day. Our cost estimates
= ' ~ use the standard daily per diem rates paid to all
private shelters for families and single adults. The
rates are $94.97 for family shelters and $63.75 for

single adult shelters.

The city could save over $51 million per year by
creating an improved system to refer families from
these hotels and motels to the New York City
Housing Authority (which needs the funds) at rates

comparable to privately owned per diem shelters.
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DEPARTMENT OF Parks AND RECREATION®
ARCHITECTURAL AND ENGINEERING SERVICES CONSULTANTS

In April 2007, Mayor Michael Bloomberg released a plan to addsess the impact of a projected
population increase of one million New York residents. PLaNYC 2030 is a comprehensive
plan introducing 127 initiatives addressing 10 major goals — from congestion pricing to
reducing greenhouse emissions to assuring that every New Yorker has access to a park
within a 10-minute walk. Among the 127 initiatives, the plan calls for the much needed
reconstruction of more than 500 acres of parkland spread across cight different facilities.
The eight facilities to be refurbished were:

Dreier-Offerman Park (Calvert Vaux Park), Brooklyn
Fort Washington Park, Manhattan

Highland Park, Queens

McCarren Park, Brooklyn

Ocean Breeze Park, Staten Island

Soundview Park, Bronx

The High Bridge, Bronx and Manhattan

Rockaway Park, Queens

80 N SRR i L N e

The approximate cost of reconstructing the eight parks would be abour $400 million,
with the amount almost evenly distributed among the facilities, each receiving about $40
million. Although the work varies from park to park, the landscaped architectural design
remains faitly consistent in all the facilities. When the Parks Department planned the
execution of the work necessary to complete the landscaping of the cighr facilities, only
the landscape design of the Dreier-Offerman Park was assigned to in-house architects and
engineers. ‘The landscape designs of the remaining seven facilities were contracted out to
various architectural firms.

Contracis jor Landscape Axchitecture Sexvices in the Parks Department
The Departmentof Parks and Recreation hasawarded six contracts foras-needed construction
management services for $4 million each. The contracts call for pre-construction services
such as review of design drawings and the preparation of construction estimates. According
to an analysis by the Mayor’s Office of Contracts, change orders for construction services
in the Department of Parks and Recreation in FY *08 cost 50% over the original allocation
of the contract. In total, there were more than $20 million in cost overruns due to change
orders for contracts totaling $40 million. The Department of Parks and Recreation has also

awarded eight additional ourside contracts for the landscape design of the parks identified
under PlaNYC 2030.

Potential Savings for Ending Contracts

with Outside Axchitectural and Engineering Firms

Our review of the cost of performing the functions described under the
contracts reveals that the city could save money by ending contracts with these
firms and hiring professional architects and enginecrs employed by the City of
New York. The average hourly rate for the engineer and architect consultants
was $109 per hour, not including the expense of the change orders often
needed because of errors and omissions by the contractors. The average rate
for the city employees including fringes was about $45 per hour. We estimate
that by climinating the contracts for architecture and engincering services in
the Parks Department, the city could save over $12 million.
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DEPERTMENT OF EDUCATION:
ScrHooL Foop DELIVERY SERVICES

In December 2002, District Council 37 presented to the Office of Labor Relations and
the city a white paper titled “Better Schools for Less — Cost Savings Proposals in the
Deliverance of Goods and Services in the New York City Department of Education.” This
white paper contained proposals for contracting in services that were being provided by
outside vendors at a higher cost and less efficiently. The paper also outlined irregularities
in the contracting process and the inconsistent pricing of deliveries by vendors. 'The city
adopted some of the white paper’s recommendations and implemented some changes to
better safeguard the dietary health of our school children and control the cost of delivering
goods and services to schools.

Among the proposals not implemented was a recommendation to increase in-house
delivery services of frozen, dry and donated commodities for the School Lunch Program.
Our 2002 analysis showed that the city could save up to $15 million by utilizing an in-
house fleet of idle trucks to replace some of the private school food delivery vendors.

In Pebruary 2004, the Special Commissioner of Investigations, Richard S. Condon,
released a report’ that validated some of the data presented in our research paper. The
commissioner found that the food delivery vendors maintained a system of “low balling”
to procure the contracts. The commissioner also found that the savings advertised by
contracting out delivery services were consumed by the fraud, costing the system an over-
expenditure of $10 million.

'The new administration of School Food Services attempted to revamp the procurement
process by consolidating the 13 contracts for food delivery services into three large
contracts to achieve economies of scale. The new administration of School Food Services
also required that these food purchases adhere to the Consumer Price Index in order to
prevent price gouging and inflated food prices.

Under the new school purchasing system, the three selected vendors would purchase,
warehouse and deliver the commaodities to all city schools. The three
vendors would also be required to store and deliver commodities
donated by the United States Department of Agriculture (USDA).
All new vendors would receive a standard price for their delivery
services. The savings would be accomplished through lower food
costs achieved by economies of scale.

The vendors selected under the new procurement system were
Driscoll, 1nc., Louis Food, Inc. and Watermelon Plus, Inc. The
cost of the new contracts was estimated at $35 million a year, plus
the cost of purchasing additional commodities in the event of
shortages at USDA warchouses.

i http:/ lwww.nycsci.org/reports/02-04%20Food%20Purchasing%20Procedures%20letter%20t0%
20klein.pdf
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Beginning in September 2004, city schools began to experience massive delays in the
delivery system, causing chaos in the food services program. The newly sclected vendors
simply could not keep up with the high demand. The Loaders and Handlers of DC 377
Local 372 and the Motor Vehicle Operators of DC 37’s Local 983 stepped forward to fil
the void created by the new contractors, working on weekends and holidays to ensure that
the school children did not go hungry. Making matters worse, the ensuing chaos and lack
of supplies prompted School Food Services to enter into 10-month emergency contracts
with three new vendors to keep up with demand rather than bring this work in-house. The
creation of emergency contracts tremendously increased the cost of the original contracts.

Contracts for School Food Delivery Services

The two vendors named in the scandal uncovered by the 2004 Condon report for
overcharging the Office of School Food Services were Chef’s Choice and Teri Nichols. The
report recommended to the DOE Legal Department that DOE recoup any overpayments
made to the vendors and place the report’s findings in the vendors’ files as a consideration
in any future contract award. Two years after the report, Teri Nichols received a three-
year contract for $65 million and Chef’s Choice has another three year contract for $10
million. In total, DOE spends about $48 million a year for delivery services contracts— an
increase of more than $18 million a year since the changes in the delivery systems were
implemented.

In addition, since DC 37% 2002 proposal presented in the union’s white paper, School
Food Services has auctioned off the 13 city trucks that were sitting idle in a Long Island
City warehouse. The sale of these vehicles was shortsighted and did nor anticipate the fact
that they might be put back into service for permanent or emergency needs.

This new proposal takes into account the changes in the procurement process and the
reduced number of trucks in School Food Services, and it renews our request that DOE
hire the personnel needed to operate eighr trucks to deliver donated frozen goods to the
schools. This will require hiring eight new Motor Vehicle Operators, 16 Loaders and
Handlers and purchasing eight additional trucks.

Potential Savings for Ending Contracts with Food Delivery Companies
Since the donated commodities are provided and warehoused by the USDA at no charge to
DOE, there is no possibility of savings through bulk purchases or on storage and, therefore, _
very little financial incentive for the vendors to provide the deliveries. In fact, vendors have
often used this as a justification to obtain a higher price for delivering the donated items.

'The implementation of our new proposal would save abour $4 million dollars.
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New Yorrg Crry Fire DEPERTMENT:
ACCOUNTING AND BOOKKEEPING SERVICES

‘The New York City Fire Department has been relying on vendors and contractors to
perform accounting, auditing and bookkeeping services. As previously presented in our
long-term Clerical Temp Contract narrative, the contractors provided through temporary
cmployment agencies work year-round. The contract employees are not required to pass
the merit and fitness requirements mandated under law for the civil servants.

Potential Savings for Ending Coniracis

with Accounting and Bookkeeping Firms

The contract for professional accounting services in the New York City Fire Department
with Adil Services Corp. has a total value of $7 million. This contract is expensive and
inefficient, since the vendor is unfamiliar with the institutional requirements of the Fire
Department. DC 37 Local 1407’s accountants and bookkeepers have been performing
superior accounting services in the Fire Department for over 30 years. If given the
opportunity, they would be able to perform the same job functions at less than half the
price. This would represent savings of about $988,260 a year. If applied through the length
of the five-year contract, the savings at FDNY alone would reach $4.9 million. We estimate
that by replacing the contracts for bookkeeping and accounting in all city agencies and
contracting in the work, the city could save approximately $5.5 million a year.
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SUMMBARY OF SAVINGS

DEPARTMENT OF HEALTH AND MENTAL HYGIENE
Scuoor Heart Nurse PROGRAM $ 8.8 MrLLion

HUMAN RESOURCES ADMINISTRATION

AND THE DEPARTMENT OF EDUCATION
LoNG-TERM TEMPORARY CLERICAL SERVICES $ 2.4 MILLION
CusToniaL AND CLEANING SERVICES CONTRACTS $14.3 MILLION

DEPARTMENT OF TRANSPORTATION
INSTALLATION OF STREET SIGNS $2.9 MILLION

DEPARTMENT OF INFORMATION TECHNOLOGY
AND TELECOMMUNICATIONS

InrorMATION TECHNOLOGY CONSULTANTS $21.6 MiLLioN
311 CaLL CENTER QOVERFLOW SERVICE $4.3 — $5 MrLLion

DEPARTMENT OF HOMELESS SERVICES
Prrvate “PErR DiEM” HOMELESS SHELTERS $51 MiLLiON

DEPARTMENT OF PARKS AND RECREATION
ARCHITECTURAL AND ENGINEERING SERVICES CONSULTANTS $12.6 MILLioN

DEPARTMENT OF EDUCATION
ScuooLr Foop DELIVERY SERVICES $3.95 MiLLioN

NEW YORK CITY FIRE DEPARTMENT
ACCOUNTING AND BOOKKEEPING SERVICES $5.5 MiLLion

PoTENTIAL SAvINGS: $127.35 — 128 MILLION
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METHODOLOGY

The salaries used for our comparative cost estimates are all at the incumbent rate. The cost for the
civil service positions include the most recent collective bargaining increases achieved during the
latest round of negotiations, which concluded on 10/30/08. The calculations also include fringes
calculared for DC 37 members, including FICA (7.65% of salary), Medicare (1.75 % of salary),
health benefits contributions ($8,266) for single coverage and Health & Welfare Fund contributions
for full timers ($1,640). The number of hours per year for civil servants was calculated based on
contractual provisions for full timers at 261 days a year times 7 hours a day (1827 hours/year).

The salaries for the contract employees were obtained from payment schedules included in the
contracts registered with the New York City’s Comptroller’s office. The cost for the contract positions
includes profit margins and statutory benefits under the Living Wage laws, where applicable. The
number of hours per year for contractors were calculated based on contractual language. In most
cases the yearly hours were calculated at 249 days a year times 7 hours a day (1743 hours/year).

All calculations are presented for illustration purposes.
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