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OVERSIGHT:
 DELAYS OF PAYMENTS TO HUMAN SERVICE CONTRACTORS

BACKGROUND

Human service contracts, also referred to as client service contracts, are programs contracted for by the City on behalf of third party clients, including programs to provide social services, health or medical services, housing and shelter assistance services, legal services, employment assistance services, and vocational, educational or recreational programs.  These contracts provide vital services for the day-to-day operation of the City.  In fact, statistics show that human service contracts are the dominating force in all public contracts – more than construction.

 

On April 13, 1999, the Committee on Contracts held hearings to examine the growing concern of delays in the approval of human service contracts.  The hearing was in response to a report issue by City Project which detailed that human service providers were experiencing serious financial hardships as a result of delays in contract extensions, renewals and awards.  The survey studied the effect on services in seven areas – youth, arts and culture, seniors, legal aid, community/economic development, crime prevention and health.  The damage to these organizations was evident.  As of October, 1998:

· 62% of the 55 groups surveyed reduced staff and/or programs.

· 24% of the groups had to delay program implementation or

development.

·  25% have taken out a loan or taken time to develop new funds.

· Only 6 groups have felt no impact thus far.  One program had to be cancelled in its entirety.

Recently, City Project has issued another report that consists of a survey of 77 

human service providers that contract with the City.
  The report is alarming and details serious problems in the City’s procurement practices.  The failure to pay these providers in a timely fashion has resulted in contractors having to borrow money in order to begin providing service on behalf of the City.


Among the most serious representations of the survey:

· The average time between the award of a contract and payment to 

a Community Based Organization (“CBO”) is 3.85 months.

· Fifty-two percent of the CBO’s reported that they took out loans

in order to begin services.

· Agency contracting delays vary widely.  

· The delays are difficult to justify considering that over 80 percent of the contracts are renewals.

· Concerns regarding the use of negotiated acquisition.

DELAYS IN PAYMENTS


According to the survey, there is an average four-month delay in the receipt of payments by human service contractors from the City.  Despite this lag, 96 percent of the surveyed providers reported that they began contracting on time.  In order to keep afloat, human service providers had to take out loans.  In fact, 39 of the 75 surveyed groups (52%) reported that they borrowed money.  The funds came from a variety of sources, including banks, the Fund for the City of New York, a parent organization, board members, advances from other contracts, and miscellaneous other sources.  


The City, however, does not reimburse interest costs incurred by the loans.  While under the Procurement Policy Board’s Prompt Payment Rule, the City is required to pay interest on amounts not paid on time to contractors, certain categories of payment are not subject to the rule – notably, advance payments to not-for-profit human service contractors.  Clearly, if advance payments were being made on time to human service contractors there would be no need to pay interest, but the City’s failure to make advance payments as a result of delays and then exclude providers from reimbursement for interest on loans exacerbates problems.


Another concern raised by the survey is the wide range of contracting delays 

amongst different agencies.  The City Project survey details this problem in the following 

chart:

CITY AGENCY
# OF CONTRACTS
AVERAGE # OF MONTHS BETWEEN CONTRACT AWARD AND 1ST
PAYMENT
AVERAGE VALUE

OF CONTRACTS

Department of Aging
35
2.64
$332,153

Youth & Community Development
37
3.54
$72,867



Human Resource

Administration
11
4.5
$1,427,000



Housing Preservation

& Development
9
8.5
$222,333

RETROACTIVE CONTRACTS

The new retroactive indicator for contracts in the Mayors Management Report
 supports City Project’s finding that many human service providers begin work on their contracts long before they are paid.  The top mayoral agencies in terms of their number of human service contracts (DOH, DMH, HRA, ACS, DHS, DOE, DYCD, and DFTA) all routinely complete the procurement process cycle after the start date of the contract.  In FY2000 every one of the Department of Employment’s 62 contracts was registered after its start date.  The agency with the best record of processing human service contracts was the Department for the Aging with only 30% of its 305 contracts registered on time.  ACS was late with 369 out of 384 contracts; DYCD was late with 481 of 488 contracts.  Overall, in FY 2000 1,936 contracts were registered after their start date; of these 1,538 or 79% were contracts with the top mayoral human service agencies.  

RENEWAL CONTRACTS

Equally disturbing is that a large number of these delays are for contracts that require renewal.  According to survey, among the 16 surveys returned from employment/training providers, the providers reported that 81 percent of their contracts were renewals.  For 21 youth service organizations, 84 percent of their contracts were renewals, and for 40 senior service contract renewals the number was 85 percent.

NEGOTIATED ACQUISTION FOR HUMAN SERVICE CONTRACTS

Despite representations made by the Mayor’s Office of Contracts to this Committee about the pros of using negotiated acquisition and the reduction in processing times, human service providers stated that payments via this procurement method were still delayed.  According to the FY 2000 Mayor’s Management Report, the average number of days to process 64 negotiated acquisition contracts at the Human Resource Administration was 193 days, versus the average 113 days to process 25 contracts awarded via competitive sealed bid.  At the Department of Mental Health, Mental Retardation & Alcoholism Services 29 negotiated acquisition took 315 days to process, versus 297 days for 12 competitive sealed proposals.

Additional concerns were raised in the survey that while negotiated acquisition does reduce some bureaucratic red tape and requires less writing, the process is subject to vagueness, a lack of a public rating system and a lack of clear program targeting.  This confusion as some surveyors reported results in delays in program implementation and the delivery of services.  

ACCOUNTABILTY


Human service providers are also reporting a great deal of frustration regarding the lack of overall accountability in the contracting process.  The frustration, according to the survey, stems from lack of assistance that these groups receive in answering contracting problems.  Other problems include excessive demands for paperwork, delays in agency responses to inquires by providers, and the lack of uniformity in agency management regarding procurement issues.  


In attempting to streamline the process, the Mayor’s Office of Contracts has testified before this Committee that they are in the process of preparing an RFP for human service contracts.  The Committee has repeatedly followed up on this issue and will continue to examine solutions in order to remedy the current concerns and to promote coherent and uniform procurement policies.  

CONCLUSION


The purpose of today’s hearing is to respond to the growing concern of human service providers and to try to address the fears, concerns and frustrations they face when it comes to understanding the inner workings of the City’s contracting process.  As the City Project survey concludes:

New York City’s contracting process is supposed to be open,

competitive and fair.  But seen through the eyes of many [human

service contractors], it looks like a closed and unfair system.  High

levels of frustration among human service contractors stem from

unnecessary and burdensome costs, a confusing process, and

a lack of agency accountability.

It is the Committee’s intention to uncover the problems that persist to cause these delays and to discuss what solutions may be available in order to ease the burdens that currently exist.

� The expense budget for the FY 2001 totals $37.6 billion, of which 15.4% or $5.8 billion comprises the contract budget.  The $5.8 billion in contractual expense spending goes to over 21,000 contracts.  Approximately two-thirds of the contract spending and half of the contracts are for client service or human service programs.  Foster care, senior centers, youth programs, and Head Start are a few of the human service functions of City government provided by private organizations and funded in the contract budget.  


Many of the vendors that the City routinely contracts with to provide vital social services are non-profit organizations and community based groups.  City Project surveyed a small group of these vendors to research human services contracting by the city.  The organizations surveyed provided primarily senior, youth and employment services through contracts with four agencies: the Department of Youth & Community Development (“DYCD”); the Department for the Aging (“DFTA”); the Department of Housing Preservation and Development (“HPD”); and the Human Resources Administration (“HRA”).  





� City Project 1999 Survey at p. 2.





� Delay, Confusion, and Financial Burdens for CBO’s: The Failures of New York City’s Procurement Policy.  December, 2000.  City Project received 77 responses to its spring/summer 2000 survey of non-profit community groups that provide employment/training, youth, senior and other services.  The survey results include information on 152 contracts totaling $75 million.  





� MMR FY 2000 –Vol. II at 267-68. 
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