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OVERSIGHT - REVIEWING THE CITY'S INDIRECT COST RATE FUNDING INITIATIVE DURING THE COVID-19 PANDEMIC


I. INTRODUCTION	
  On November 25, 2020, the Committee on Contracts will hold a remote oversight hearing on: Reviewing the City's Indirect Cost Rate Funding Initiative During the COVID-19 Pandemic. The Committee has invited the Mayor’s Office of Contract Services (MOCS), the Mayor’s Office of Management and Budget (OMB), human services providers, non-profits, and other interested stakeholders to testify. 
II. BACKGROUND	
New York City relies heavily on human service providers (HSP) to deliver a range of essential social services that include shelter and housing programs, elder care, foster care, after school care, food pantries and mental health counselling. The human services procurement typically represents the largest share of city contracts, amounting to 33 percent of all city contracts in 2019.[footnoteRef:2] In 2016 there were more than 330,000 human service workers in New York state[footnoteRef:3] (180,000 in New York City),[footnoteRef:4] and a majority (80 percent) of these workers were women, and a large proportion (44 percent) were also women of color.[footnoteRef:5] These workers help to provide over three million New Yorkers with essential programs and services.[footnoteRef:6]  [2:  See Mayor’s Office of Contract Services “Partnering with Nonprofits,” available at https://www1.nyc.gov/site/mocs/partners/partnering-with-nonprofits.page, last accessed November 18, 2020. ]  [3:  See James A. Parrott “Undervalued and Underpaid: How New York State shortchanges nonprofit human services providers and their workers” at 6, RESTORE OPPORTUNITY NOW, March 2017, available at https://humanservicescouncil.org/wp-content/uploads/Initiatives/RestoreOpportunityNow/RONreport.pdf. ]  [4:  See id at 7. ]  [5:  See id at 4 ]  [6:  See “Partnering with Nonprofits,” supra note 1.] 

Despite the crucial role they play, HSPs typically face underfunding, cuts to their program budgets due to changing government priorities, and their workers face comparably low salaries.[footnoteRef:7] Funding from private donors or charitable contributions rarely amounts to more than ten percent of a given HSP’s budget and most rely on government sources to finance their programs.[footnoteRef:8] Due to the nature of government contracting, however, it is unusual for an HSP to have all of the costs associated with providing a program or service fully covered by a government contract. For example, according to the President and Executive Director of one of the HSPs that contracts regularly with the City, they typically receive “80 cents on the dollar” for their City contracts.[footnoteRef:9] A 2015 survey of HSPs that contract with New York State illustrates this pattern of underfunding. According to the survey, 44 percent of respondents said that the State never covers the full cost of the service while only seven percent said that these contracts always cover the full cost.[footnoteRef:10] Overhead and ancillary costs, such as rent, IT services and equipment, auditing and accounting services, and insurance, are rarely fully funded by government contracts.  [7:  See Parrott, supra note 2. ]  [8:  See id at 4.]  [9:  See Gregory Morris as quoted in Gregg McQueen, “It Took us by Surprise”, MANHATTAN TIMES, October 15, 2020, available at https://www.manhattantimesnews.com/it-took-us-by-surprisenos-tomo-por-sorpresa/.]  [10:  See Parrott, supra note 2 at 4. ] 

In December 2014, the federal Office of Management and Budget issued guidelines that would allow either a federally negotiated indirect cost rate (NICRA), for those HSPs that contract at the federal level, or for ten percent de minimis Indirect Cost Rate (ICR).[footnoteRef:11] However, it was not until December 2019, that the City implemented this reimbursement for HSPs in the form of the the Indirect Cost Rate Funding Initiative to offer funding to cover HSPs ancillary costs. At the time, the ICR Funding Initiative would become the first of its kind for a major city in the country.[footnoteRef:12] As part of the June 2019 budget agreement, the Mayor and the City Council committed to $54 million for the ICR funding initiative.[footnoteRef:13] Under the initiative, covered HSPs could claim either a ten percent ICR, without needing to submit documentation, or a higher rate, provided the HSP provided an independent accountant’s report by a certified CPA, or if they had a federal NICRA.[footnoteRef:14] The only HSPs excluded from the funding initiative were those whose contracts are funded with federal, state or City Council discretionary funds, or those contracts covering: “Administration for Children Services Residential Foster Care, Human Resources Administration Emergency Domestic Violence, Department of Health and Mental Hygiene Ryan White, and Department of Education Universal Pre-K.”[footnoteRef:15] [11:  See Joseph J. Kanjamala “NYC Introduces Higher Indirect Cost Reimbursement for City Contracts”, MARKS PANETH, July 1, 2019, available at https://www.markspaneth.com/insights/industry/industry/higher-indirect-cost-reimbursement-for-city-contracts. ]  [12:  See Office of the Mayor “Mayor de Blasio, Speaker Johnson and City Council Announce the Launch of the Indirect Funding Initiative,” December 10, 2019, available at https://www1.nyc.gov/office-of-the-mayor/news/602-19/mayor-de-blasio-speaker-johnson-city-council-the-launch-the-indirect-funding. ]  [13:  See id. ]  [14:  See N.Y.C. Dep’t of Health & Human Services, “City of New York Health and Human Services: Cost Policies and Procedures Manual” at 9, revised May 27, 2020, available at https://www1.nyc.gov/assets/nonprofits/downloads/pdf/NYC%20HHS%20Cost%20Policies%20and%20Procedures%20Manual.pdf.]  [15:  See id at 8. ] 

This new funding change was welcomed by a broad range of HSPs.[footnoteRef:16] However, shortly after the initial deadline for submitting these claims for financial year (FY) 2020, the City announced that budget shortfalls, due to the impact of COVID-19, would result in a $20 million cut to the ICR funding Initiative.[footnoteRef:17] In practice, this meant that any HSPs who used the CPA-verified method, or who had accepted a conditional rate to claim an ICR above ten percent, would only receive reimbursement for the greater of 60 percent of their claim or ten percent.[footnoteRef:18] Unfortunately these cuts applied retroactively and so funds that were already spent in FY20 are no longer being reimbursed. Additionally, there has been little assurance or clarity from the City on what HSPs can expect in FY21, which severely affects their ability to plan what services, programs, staff, and resources they will both need or be able to afford.  [16:  See Launch of the Indirect Funding Initiative, supra note 11.]  [17:  See Kay Dervishi “New York City Cuts Initiative Covering Additional Overhead Costs for Nonprofits,” CITY AND STATE, August 11, 2020, available at https://www.cityandstateny.com/articles/policy/nonprofits/new-york-city-cuts-initiative-covering-additional-overhead-costs. ]  [18:  See Mayor’s Office of Contract Services, “Indirect Cost Rate Funding Initiative Update,” August 11, 2020, available at https://www1.nyc.gov/assets/nonprofits/downloads/pdf/Aug11_Indirect_Rate_Initative_Update.pdf. ] 

III. ISSUES AND CONCERNS	
In spite of the impact of COVID-19, the City’s HSPs have continued to provide essential services to some of New York’s most vulnerable groups, all while tackling their own challenges brought on by the pandemic. Where possible, they have pivoted to online work, sourced protective equipment for their workers and clients, and have remained flexible to the City’s changing needs. While HSPs may understand and may even be sympathetic to the unforeseen budget shortfalls that the City government faces, the cuts to the ICR funding initiative have nevertheless created significant challenges which have made it very difficult for these HSPs to continue to operate. 
Several HSPs have publicly expressed their concerns regarding the cuts to the ICR Funding Initiative.  For example, United Neighborhood Houses (UNH) operates 44 settlement houses and predicts that the settlement housing network will alone lose over $5 million in FY20, and $16.4 million in FY21 due to the cuts to the ICR initiative.[footnoteRef:19] Additionally, UNH will have to cut four staff from its housing program, and similarly reduce its communications and IT departments to accommodate the reduced funding.[footnoteRef:20] The Isaacs Center, meanwhile, which serves youth, low income families, children and aging New Yorkers, was originally approved for an ICR rate of 18 percent. This meant that the Center would have been reimbursed $362,500, but the cuts to ICR means that it will now only be reimbursed $217,500.[footnoteRef:21] Another human service provider, Urban Pathways, which provides housing, services and support to homeless and at-risk New Yorkers, had an adjusted ICR funding rate in FY20 of nearly 28% - amounting to roughly $690,000.[footnoteRef:22]  As a result of the ICR reduction, that number has now been reduced by around  $275,000 – leaving Urban Pathways with a significant shortfall, and forcing it to reallocate other funds to its indirect cost base.[footnoteRef:23] Other HSPs spent hours of time and thousands of dollars to prepare the paperwork for a CPA-supported ICR, only to have it reduced to 60 percent.[footnoteRef:24] [19:  See United Neighborhood Houses “What is the Indirect Cost Rate Funding Initiative (ICR)?”, 2020 (on file with committee staff). ]  [20:  See id. ]  [21:  See McQueen, supra note 8. ]  [22:  See Email from Nicole McVinua, Urban Pathways Director of Policy, Nov. 23, 2020 (on file with committee staff).]  [23:  See id.]  [24:  See Dervishi, supra note 16. ] 

IV. CONCLUSION	
As COVID-19 continues to ravage the City, more New Yorkers will come to rely on the programs and services offered by HSPs. Therefore, the success of these providers affects more than just the individual organization. However, the retroactive cuts and the lack of certainty moving into FY21 make it very difficult for the City’s HSPs to continue to meet an ever-growing demand for essential services. The Committee hopes that the hearing will serve as a forum for HSPs to voice their concerns, and an opportunity for the Administration to outline the ways it is trying to address issues resulting from the unanticipated cut to the ICR funding initiative. 
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