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The City of New York
Office of the Comptroller
Bureau of Management Audit

Audit Report on

New York City Compliance with the Terms of its
Severance Program Funding Agreement with the
Municipal Assistance Corporation

MH96-102A

EXECUTIVE SUMMARY

Background

We conducted an audit of New York City’s
compliance with the terms of its June 23, 1994,
severance program funding agreement (Memorandum of
Agreement Concerning Funding for the New York City
Workforce-Reduction Program) with the Municipal
Agsistance Corporation (MAC). MAC requested this
audit, in accordance with the MAC Memorandum of
Agreement (MOA) provision granting it the discretion to
ask the City Comptroller to audit the City’s accounting
for severance program expenses and its reported
workforce reduction.

Under the terms of the MAC MOA, MAC agreed to make
available $200 million in fiscal year 1994 to fund the
City's program to reduce its workforce. MAC’'s
agreement to provide the funding was predicated on the
City’s having concluded an April 1994 memorandum of
agreement with various municipal unions (the Severance
I MOA) drafting the initial geverance program offered
to City employees (Severance I) whereby City employees
agreed to leave City employment in return for receiving
lump sum payments plus their accrued terminal leave.

The MAC MOA further provided that the City would:
reduce its full-time headcount by 15,001, from 216,241
employees as of December 31, 1993 to 201,240 by June
30, 1995; use the same methodology in calculating the
June 30, 1995 headcount that was used to calculate the



December 31, 1993 number; use the MAC funds solely for
direct expenditures for the Severance Program;
vigorously pursue reimbursements or other offsets to
Severance Program expenses; and submit to MAC by
October 31, 1995, an accounting of the Severance
Program expenses and a statement of the number of City-
funded workers on payroll ag of June 30, 1995.
Severance I offered lump sum payments ranging from
$3,500 to $15,000 to eligible (as defined under the
agreement) employees, and continued health care for
nine months after resignation or retirement.

On November 14, 1994, the City and MAC agreed on
modifications to the MAC MOA whereby funds not spent on
the Severance I program could be used to finance
severance costs incurred under another severance
program, Severance II. MAC also agreed to provide an
additional $30 million for severance programg in fiscal
year 1995, Further, the City permitted the Board of
Education to count full-time equivalent employees
(FTE's) and other non-full-time headcount changes
toward its reduction target. Part-time Board employees
were eligible to participate in Severance II and in the
two subsequent programs.

The City and the unions reached agreement on a
Severance II program in July 1995 (Severance II MOA)
whereby eligible employees were offered lump sum
payments ranging from $3,150 to $13,000 and continued
health care coverage for s8ix months after resignation
or retirement. Ultimately, through letter agreements,
the Severance II program was reopened and also extended
into severance programs IIB, IIB reopener, IIC, and IIC
Reopener.

In compliance with the MAC MOA, on October 31,
1995, OMB submitted an accounting to MAC of the
geverance program expenses, wherein it estimated $264
million in program expenditures ($246 million spent as
of the date of the report, plus an estimated $18
million yet to be spent). In its report, OMB estimated
that 13,834 employees had participated in all the
severance programs, consisting of 11,654 full-time
employees and 2,180 part-time employees.

OMB further reported that, as of June 30, 1995,
there were 199,113 full-time City-funded employees on
the payroll, below the target level of 201,240, and
representing a workforce reduction of 17,128 compared
to the target reduction of 15,001. OMB also reported a
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reduction of 367 Board of Education FTE’s, bringing the
total reported headcount reduction between December 31,
1993 and June 30, 1995 to 17,495.

In October 1996, OMB revised its calculation of
total program expenditures and reported that as of June
30, 1996, total severance program costs had increased
to $271.7 million. The revised total consisted of
$254.7 million in accumulated severance program-related
cogts in the City’s accounts as of June 1996, plus 517
million in costs expected to be paid after the close of
the 1996 fiscal year.

The Department of Personnel (now part of the
Department of Citywide Administrative Services) was
responsible for monitoring the overall program,
including distributing severance material to City
workers, providing data for severance payments to the
agencies involved, and resolving policy and procedural
issues. Various other agencies--the Office of Payroll
Administration (OPA), the Financial Information
Services Agency (FISA), the Office of Management and
Budget (OMB), the Office of Labor Relations (OLR), and,
the Mayor's. Office of Operations ({(Operations)--were
involved in other aspects of the planning and
implementation of the severance programs.

Objectives

In accordance with MAC’s request, we addressed
gpecific questions that MAC wanted answered concerning
the manner in which the program was carried out, the
appropriateness of program expenditures, the accuracy
of reported headcount reductions, and the manner in
which the program was implemented at the Board of
Education. MAC’'s specific questions and our answers
appear on pages 9 through 13 ia the body of the report.

In addition, the audit focused on the following
three objectives:

1. To validate the accuracy of the City’s reported
headcount reductions between December 31, 1893,
and June 30, 1995, and to determine whether the
City met the headcount reduction goal.

2. To verify the eligibility of program participants
and the accuracy of the severance and terminal
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leave payments to program participants, including
an assessment of the internal  controls.

3. To determine the total amount spent for all

gseverance programs, and to compare our total with
that reported by the City.

Results in Brief

Qverall, the City Complied with the Terms of the
Severance Program Funding Agreement

We found that:

® The October 31, 1995 reported headcount reduction
of 17,128 City-funded employees was accurate and
surpassed the required headcount reduction goal of
15,001 by June 30, 1995.

® Except for one instance, which represents a
statistically insignificant variation, the
employees who participated in the severance
programs were found to be eligible.

® The total recorded payments to program
participants for severance and terminal leave,
amounting to $168.7 million paid through February
26, 1996, are reasonable, although we found a
statistically insignificant number of overpayments
and underpayments to some participants.

® The City is effectively accounting for funds that
are recouped from program participants who
returned to City service in accordance with the
requirements of the agreements. However, the
recouped funds, which totalled $1.7 million as of
March 1987, have not been distributed as yet
because the agreements do not specify whether they
should be returned to MAC or be used as an offset
against the City’s operating costs.

® Employees receiving severance remained on the City
payroll beyond the allowed deadline without
written approval in six of our sample cases. This
occurred in less than three percent of the 229
cases we reviewed and, therefore, is not a
material violation of the agreements.
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® The City’s reported total program expenditures {(as
of October 1996) were overstated by $13.7 million,
because the accounts contained estimates of some
of the benefits granted to program participants
which turned out to be significantly more than
actual costs. The overstatement in reported costs
does not adversely affect the MAC MOA funding
agreement, since our calculation of $258 million
in total expenditures exceeds the $230 million
that MAC agreed to provide in funding for the
programs.

® Twenty-five inactive employees (on leave) were

granted severance, but this did not violate the
provisions of the two principal agreements,
Severance I and Severance II. Another 433
inactive employees returned to active status and
subsequently participated in one of the severance
programs. Sixteen percent of these employees (69
of 433) were active for no more than a day or two
before they resigned or retired under severance.

The City Accurately Reported the
Headcount Reduction and Surpassed
the Target Required Under the MAC MOA

On October 31, 1995, OMB reported that the full-
time City-funded headcount as of June 30, 1995 was
199,113, a reduction of 17,128 employees--exceeding the
target reduction of 15,001 employees. Our audit tests
disclosed that OMB’'s reported June 30, 1995 headcount
was calculated using methodology consistent with the
December 31, 1993 methodology, as required, and that
the headcount it reported was reasonably accurate.
Based on our calculations, as of June 30, 19395, the
full-time City-funded headcount was 199,891, a
reduction of 16,350 employees from December 31, 1993.
The difference between our calculated headcount
(199, 891) and OMB’s reported headcount (199,113) is 778
employees, which is less than one half of one percent.
We conclude that the City reduced headcount beyond the
target of 201,240, by an additional 1,349 employees.
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Overall, the Total Recorded Payments

' to All Severance Program Participants
- Are Reasonable

In order to verify the eligibility of program
participants and the accuracy of the payments they
received, we obtained, from FISA, a computer file of
payments to all participants as of February 26, 1996,
the only available computer file with detailed
individual payments. As of February 26, 1996, the City
had issued payments totalling $129,874,568 in severance
benefits and $38,864,575 in terminal leave to 13,941
program participants. From this file, we randomly
selected a statistical sample of 229 participants, who
received $2,121,465 in severance and $624,066 in
terminal leave. The sample was stratified based on the
number of participants in each geverance program. With
the assgistance of our statistician, we applied ratio
estimation (a statistically valid sampling methodology)
to project the sample results and to assess the
reasonableness of the recorded payments of severance
and terminal leave.

Our estimate of severance cost through February
1996 is $129.3 million, +/- $907,00 (1%}, and our
estimate of terminal leave cost is $39.5 million, +/-
$1.2 million (3%). Since the City’s reported severance
and terminal leave costs fall within the ranges
surrounding our point esgtimates, we conclude that the
costs incurred through February 26, 1996, consisting of
$129.9 million in severance benefits and $39.9 million
in terminal leave, are reascnable.

An Estimated 494 Severance Participants
Were Overpaid $928,000 and 380 Participants

Were Underpaid $1,038,000

While we are gatisfied that the City’s overall
reported costs are reasonable, our sample tests
disclosed 9 instances of overpayments totalling $15,073
and 7 instances of underpayments totalling $16,673 to
15 of the 229 participants sampled, including a former
Health Department hourly employee who was ineligible
for severance. In two sample cases, employees were
each underpaid by more than $5,000. In another case,
an employee received a duplicate payment of $6,750.
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Projecting our sample test results to the
population of 13,941 severance participants, we
estimate that 494 employees were overpaid severance
and/or terminal leave totalling approximately $928,000,
and that 380 employees were underpaid severance and/or
terminal leave totalling approximately $1,038,000. The
total effect of these overpayments and underpayments
was a net underpayment of $110,000.

Weaknesses in the Internal Controls
Over Payments to Program Participants

The City’s management of the geverance programs
was essentially decentralized. As noted earlier, a
number of offices and departments were responsible for
different aspects of each program. For example, DCAS
(which includes the former Department of Personnel) was
regsponsible for distributing severance materials to
City workers and for resolving policy and procedural
igsues. Most importantly, each participating City
agency was responsible for processing severance
applications and calculating severance and terminal
leave payments. OPA and FISA were responsible for
processing and making payments, while OMB was
regponsible for fiscal direction. No single department
had overall responsibility for all severance program
operations, and no department planned or implemented
controls gpecifically designed for the severance
programs, All participating agencies relied on the
City’'s existing management and system controls in
managing the severance programs.

While these controls were adequate for most
severance purposes, we found some weaknesges in the
accounting controls and in the system controls over
payments of terminal leave and severance to employees
resulting in inaccurate and duplicate payments, as
follows:

® In programming the system to generate
payments, FISA was not instructed to, and did
not on its own, institute system controls to
prevent agency personnel, who had the
capability of entering payments directly into
the system, from generating duplicate
payments. As a result we found two cases of
duplicate payments. OPA is seeking recovery
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of the overpayment in both of thesge cases
through the City’s Law Department.

® The Board of Education’s central Personnel
Office, which had total responsibility for
calculating severance payments to the Board’s
part-time employees, did not maintain the time
records of the scheduled weekly working hours
for part-timers that were the basis for the
calculation of severance these employees
received. The time records were maintained at
the various work locations of these employees,
and the central office based its computations
on information it received after telephoning
the work sites.

® The Department of Personnel, which
administered the programs, did not incorporate
procedures for independent verification of the
agencies’ payments, even on a sample basis.

The City’s Total Costs for All

Severance Programs Was $258 Million
or_$13.7 Million Less Than OMB’s
Most Recent Estimate

In October 1996, when the City was closing out its
books for fiscal year 1996, OMB revised its initial
estimate of $264 million in total program costs to
$271.7 million, consisting of $254.7 million in
accumulated program cogts in the City’s accounts as of
June 30, 1996, and an accrual of $17 million in costs
to be paid after the close of the fiscal year.

However, our audit found that total expenditures for
all severance programg amounted to $258 million, or
$13.7 million less than OMB's total. This difference
is analytical in nature and does not reflect money that
was not accounted for. It results from OMB’s reliance
on certain cost estimates, whereas we obtained more
direct information from the City’s accounting system.

Most of the difference, about $9.2 million, is in
severance and terminal leave. We calculated severance
and terminal leave costs at $176.9 million, consisting
of $129.9 million in severance and $47 million in
terminal leave. OMB's estimate is $186.1 million,
consisting of $135.3 million if severance and $50.8
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million on terminal leave. Our total was derived from
the $168.7 million in geverance and terminal leave
payments on the February 26, 1996 file FISA gave us,
plus $8.2 million in payments issued subsequent to
February 26, 1996 from a computer file we obtained from
OPA.

The reason for most of the remaining difference,
about $3.6 million (net) in health, welfare, and
unemployment benefits, is that OMB’s reported costs are
not adjusted to reflect actual payments reported by OLR
and Personnel for these fringe benefits, while our
totals reflect actual costs rather than estimates.

The City Is Effectively Accounting
for Severance Participants Who
Returned to City Services

The City ig effectively acccounting for severance
returnees. As of March 1997, 347 severance program
participants had returned to work for the City. The
City has appropriately recouped, or is recouping the
severance payments from those returnees who were
required to repay. The recovered funds are deposited
in a special balance gheet payable account and are not
‘being reported as a reduction in program costs,
However, the recouped funds, which totalled $1.7
million as of March 1997, have not been distributed as
yet because the agreements do not specify whether they
should be returned to MAC or be used as an offset
against the City’s operating costs.

25 Inactive Employees
Participated in Severance

We identified 25 employees who were inactive for
between six months to more than four years and who were
allowed to retire or resign under severance without
being reassigned to active status before they were
separated from the City payroll. The 25 employees
received $238,050 in severance and $18,79%0 in terminal
leave and program fringe benefits.

There was no requirement in the agreements that

employees must have been in active service in order to
receive severance. However, in order to present the
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City’'s intent more clearly, we believe that the City
should eliminate any inconsgistencies, such as we found,
among the binding agreements and any subsequent program
descriptions and memoranda put forth to agencies for
any future severance programs.

Over 400 Employees Returned
to Active Service and Subsequently
Participated in Severance

We identified another 433 inactive employees who
were reassigned to an active status and subsequently
participated in one of the geverance programs. Of
these 433 employees, 364 employees worked for
relatively short time periods (60 days or less),
including 69 employees who were active no more than a
day or two before they resigned or retired from the
City under one of the severance programs. The 433
employees received $3,775,958 in severance and $196,610
in terminal leave plus other program fringe benefits.
This practice was most prevalent at HRA, where we
identified 149 (more than one third) of the 433
returning employees.

There was alsc no requirement in the agreements
that employees must have been in active service for any
specified length of time in order to receive sgeverance.
Here again, in order to present the City’s intent more
clearly, we believe that the City sgshould eliminate any
inconsistencies, such as we found, among the binding
agreements and any subsequent program descriptions and
memoranda put forth to agencies for any future
severance programs.

Six Employees In OQur Sample Remained on
City Pavroll Bevond Their Eligibility Date

Under each of the severance programs, there was a
timetable that defined the last date an employee had to
gseparate from City service. We found that é of the 229
employees we sampled remained on the payroll between 16
and 105 calendar days after the mandatory separation
dates for the respective programs. These employees
received $34,041 in salaries for the time they remained
on the payroll beyond their mandatory separation dates.
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We were told by officials of the Department of
City-Wide Administrative Services (DCAS) that the
Mayor’s Office of Operations (Operations) had granted
_extensions beyond the mandatory separation dates. In
response to our request for further information,
Operations informed us that extensions were granted for
five of the six cases. However, in reviewing
Operations’ response we found that the extensions were
either verbal, or the letter Operations submitted
granting the extension was dated May 1997--obviously
not prior to the time the employee took severance.

Few Severance Employees Were
Re-employed as Consultants

We found that 37 severance participants were paid
869,657 for consulting services rendered to City
agencies in calendar year 1996. Of these, we were able
to identify 28 consultants who were paild $52,134 for
services similar to those they had performed as City
employees. The amounts paid to these 37 participants
are insignificant in relation to any savings the City
derived from reducing its workforce by some 17,000
employees.

Conclusion

For the most part, the City complied with the
essential provisions of the MAC MOA in that it
surpassed the headcount reduction target between
December 31, 1993 and June 30, 1995, issued accurate
payments to most eligible participants, and submitted
the reguired accounting of program expenditures to MAC
on Qctober 31, 19985, However, OMB still needs to
account for the $13.7 million in overstated total
expenditures in its most recent (October 1996) report
of costs incurred for all programs. Additionally, if
the City plans on engaging in severance programs in the
future, it will have to address the control weaknesses
which we consider to have contributed to the
overpayments and underpayments to the employees we
sampled. Future severance program agreements should
also contain a provision specifying the disposition of
recouped funds and a clear statement on the eligibility
for severance of inactive employees.
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This audit makes the follow1ng ten

recommendations:

The City should determine whether it wishes to
recover overpayments and then issue additional
sums to the program participants in our sample who
received incorrect amounts.

If the City decides to implement recommendation
#1, it should review all payments to the remaining
participants (whom we did not sample) to ensure
that they received the correct amounts.

In order to establish more effective internal
controls when planning future severance programs,
the City should designate one lead agency to be in
charge of all program operations. That lead
agency should direct FISA to program edits into
the system that will prevent duplicate payments,
should designate another agency to maintain a
complete file of detailed payments to severance
participants, should designate an agency to
malntain complete records of documentation
supporting severance and leave calculations for
all full-time and part-time employvee participants,
and should designate an agency to conduct
independent verifications of City agencies’
payments to severance participants.

The City should determine whether the Department
of Personnel had authority to grant severance to
ineligible employees and if not, it should recover
the $3,600 from the former Health Department
employee, as well as the other overpayments found
in our audit.

OMB should account for all differences between its
reported program costs and our audited costs.

OMB, in conjunction with the Comptroller’s Bureau
of Accountancy, should reconcile the IFMS balances
with the PMS files of payments to severance
participants.

OMB ghould finalize the costs of the severance
program and, in conjunction with the Comptroller’s
Bureau of Accountancy, make whatever adjustments
are necessary to the City’s accountlng records to
reflect these cogts.

ES-12



Since the City is currently in the process of
developing new systems to replace IFMS (the FMS
2000 project) and supplement PMS (the Citytime
project), OMB and the Comptroller’s Office should,
in implementing the two preceding recommendations,
bring any control weaknesses ldentified in IFMS
and PMS to the attention of the FMS 2000 and
Citytime project steering committees so that the
problems can be addressed in the development of
the new systems.

OMB, as part of its finalization of severance
program costs, should coordinate with the
Comptroller’s Bureau of Accountancy in determining
the appropriate accounting treatment for funds
recouped from geverance participants who returned
to City employment.

In planning future severance programs, the City
should ensure that there are no inconsistencies
between the agreements and any City pronouncements
regarding eligibility requirements for the
programs. Further, if it is the City’s and MAC’'s
intent that only active employees be eligible for
severance, then their agreement should make that
intent clear.

In planning future severance programs, the City
should ensure that extensions to work beyond
mandated severance dateg can only be granted in
writing by Operations or another designated
agency.

Agency Response

with
this
City
held

The matters covered in this report were discussed
City officials during and at the conclusion of
audit. A preliminary draft report was sent to
officials and was discussed at an exit conference
on May 15, 1997. On May 28, 1997, we submitted a

draft report to City officials with a request for
comments. We received a written response from the City
on June 20, 1997,

In responding on behalf of the City, the First

Deputy Commissioner of the Department of Citywide
Adminigtrative Services (DCAS) stated that:
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"We are very pleased that the Comptroller’s audit
has confirmed that the Severance Program was in
compliance with the MAC funding agreement . . . ."

The First Deputy Commissioner further stated that:

"The Severance Program was an effective and humane
way to achieve necessary down8121ng and cost
savings objectives. Of necessity, it had to be
implemented quickly and utilized the City’'s
existing control systems. The audit has suggested
some improvements in the City’s underlying gystems
which can be addressed within enhancement projects
currently underway. In addition, the audit
recommends some improvements which could also
potentially be incorporated into the next
severance program, should there be one."

"Like the Severance Program, this audit needed to
be published within a time frame which did not
allow for the resolution of the discrepancies
listed in the report. We are convinced that if
and when all of these items are reconciled, it
will show that the numbers originally reported by
the City are even more accurate than this report
indicates.

The City generally agreed with 7 of our 10
recommendations. It agreed to review the cases in our
gsample where severance partlclpants were underpaid or
overpaild and to "take appropriate action;" to recover
severance payments from the employee who was not
eligible for severance; to account for the differences
between OMB’s reported costs and our audited costs; to
make appropriate adjustments to the City’s accounting
records once those costs are finalized; to determine
the appropriate treatment for funds recouped from
severance returnees; and to assure, in any future
severance program, that extensions to work beyond
mandated severance dates are only granted in writing by
a designated agency.

The City did not agree with our recommendation
that it review all payments to severance participants
to ensure that they received the correct amounts.
Instead, it said that it will review any "individual
cases which are brought to our attention, and will take
appropriate action."
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The City also did not agree to establish more
effective internal controls when planning any future
severance programs. The First Deputy Commissioner for
DCAS wrote:

" {Tlhe Severance Program operated within the
City’s existing control systems and consistent
with existing practices. The City normally
operates in a decentralized manner with each
agency being responsible for its own payroll and
all payments made. Therefore, there is no reason
for changing the current manner of conducting
business for a special program such as severance.'

Finally, the City disagreed with our
recommendation that it ensure that there are no
inconsistencies between its agreements and any City
pronouncements regarding eligibility requirements and
that it and MAC should make it clear in any future
severance agreement that only active employees be
eligible for severance if that is their intent. The
City said that the Severance Program "was implemented
consistent with the MAC agreement" and that it "was
also consistent with the Memorandum of Agreement
between the City and the Municipal Unions, as well as
the City standard operating procedures."

In declining to implement our recommendation that
it review all payments to severance participants to
ensure that they were paid the right amounts, the City
has decided not to recover approximately $928,000
overpaid to an estimated 494 participants and not to
pay approximately $1,038,000 to an estimated 380
participants who were underpaid.

Further, while we believe that overall, there was
adequate accountability, we found certain internal
control weaknesses that need improvement, especially to
improve the accountability for any future "special™
programs such as severance. This is particularly true
given that: 1) $230 million in funding for severance
was obtained from an ocutside gource, 2) there was a
reporting requirement tied to the funding, and 3) there
was a provision for an independent audit of the
program- - implying the need for adequate records and
accounts. We found that City agencies were able to
make duplicate payments to severance participants, that
there was a lack of centrally maintained records and
accounts, and that there wag no independent review of
agency calculations of severance payments. Our
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recommendation calls for stronger centralized controlsg
over payments and payment calculations, and for
centralized recordkeeping. We believe these enhanced
controls should be in place if any future severance
programs are offered.

The City’s response to our recommendation that it
eliminate inconsistencies in its future severance
agreements ignores the intent of our recommendation.
The First Deputy Commissioner asserts that the program
wasg 1mplemented consistent with the MAC and Union MOAs,
but ignores the context of our finding. The purpose of
the Severance Program was, as the Commissioner
correctly p01nts out, "to achieve necessary downsizing
and cost sav1ngs objectlves " We found, however, that
over 450 inactive employees were allowed to part1c1pate
in severance, either by resigning or retiring while in
inactive status (on some type of leave/no pay), or by
coming back to active status from inactive status for a
short period of time before resigning or retiring under
severance. These practices resulted in no "real" net
reduction of City headcount since the inactive
employees were off City payroll in the first place, and
did not achieve any cost savings, because they were not
being paid while they were inactive.

Once an employee returned from leave and went from
"inactive" to "active" status, the headcount did, in
fact, increase, by one person. Then, once that
employee participated in the severance program, the
headcount was reduced by one. Thus, technically
speaking, such incidents did result in headcount
reductions. In reality, though, these incidents were
not truly reflective of headcount reductions since they
temporarily increased the headcount and then
immediately reduced it by the same amount.

We believe that the Severance Program was not
intended to serve as a bonus payment to inactive
employees to remove the possibility that they might
return to active duty. We feel so strongly about this
issue, that we make the following additional
recommendation to the City:

® TIn planning any future severance programs, the
City should establish that only employees in
an active status on payroll are eligible for
gseverance, and should further establish that
the employees must have been on active status
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for a specified period of time to be eligible.

The full text of the City’s comments is included
as an addendum to this report.
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Addendum: New York City Response



The City of New York
Office of the Comptroller
Bureau of Management Audit

Audit Report on
New York City’s Compliance with the Terms of
its Severance Program Funding Agreement
with the Municipal Assistance Corporation

MH96-102A

INTRODUCTION
Background

We conducted an audit of New York City’s compliance with the
terms of its June 23, 1994, severance program funding agreement
(Memorandum of Agreement Concerning Funding for the New York City
Workforce-Reduction Program) with the Municipal Assistance
Corporation (MAC). MAC requested this audit, in accordance with
the MAC Memcorandum of Agreement {(MOA) provision granting it the
discretion to ask the City Comptroller to audit the City’s
accounting for severance program expenses and its reported
workforce reduction. MAC included with its audit request a list of
gquestions that it wanted answered. We address these questions in
this report. ' :

Under the terms of the MAC MOA, MAC agreed to make available
$200 million in fiscal year 19%4 to fund the City’s program to
reduce its workforce. MAC’s agreement to provide the funding was
predicated on the City’s having concluded an April 1994 memorandum
of agreement with wvarious municipal unions (the Severance I MOA)
setting forth the terms of the initial severance program offered to
City employees (Severance I). Under the preogram, City employees
agreed to leave City employment through resignation or retirement,
where eligible, in return for stipulated lump sum payments in
addition to their accrued terminal leave.

The MAC MOA further provided that the City would:
® Permanently reduce the City’s full-time headcount to 201,240

by June 30, 1995, a decrease of 15,001 employees from the
216,241 employees reported as of December 31, 1993,



® Use the same methodology in calculating the June 30, 1995,
headcount used to calculate the December 31, 1993, number,
with certain specified adjustments allowed.

® Use the MAC funds solely for direct expenditures for the
Severance Program.

® "Vigorously pursue" reimbursements or other offsets to
Severance Program expenses.

® Submit to MAC by October 31, 1995, (1) an accounting of the
expenses incurred for the Severance Program, and (2) "a
statement of the number of City-funded workers on payroll at
the close of business, June 30, 1995."

The City agreed not to "substantially impair" the operating
budget savings generated by reducing the City workforce "through
expenditures for overtime, part-time workers, contractual services,
paymentg to non-Mayoral agencies, or any other purpose where such
expenditures are ascribable to the work-force reductions."

The MAC MOA also stipulated that if the City failed to meet
the workforce reduction target of 201,240, MAC would recoup, from
the City, the equivalent of 1/15,000th of the costs incurred for
the Severance Program for each employee over the target figure.

On November 14, 1994, the City and MAC agreed on modifications
to the MAC MOA whereby funds that had been made available but not
spent on the Severance I program could be used to finance severance
costs incurred under another severance program, Severance II. MAC
agreed to provide an additional $30 million for severance programs
in fiscal year 1995. The City and the unions reached agreement on
a Severance ITI program in July 1995 (Severance II MOA). Through
letter agreements, the Severance II program was subsequently
reopened and also extended into severance programs IIB, IIB
reopener, IIC and IIC Reopener.

Further, in subsequent discussions with the Board of
Education, the City permitted the Board to count full-time
equivalent employees (FTE’s) and other non-full-time headcount
changes toward its reduction target. These part-time employees
were eligible to participate in Severance II and in the two
subsequent programs.

In addition to the $230 million paid from MAC funding, the
City obtained $27 million in New York State and Federal
reimburgements to cover severance program costs. All severance
costs incurred over and above these amounts were paid for from City
funds. The following are the essential features of the agreements
between the City and the unions.
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Severance I offered lump sum payments ranging from $3,500 to
$15,000, and offered continued health care coverage for nine

months.

Severance II offered lump sum payments ranging from $3,150

to $13,500, and offered continued health care coverage for six

months. The filing periods for the programs were as follows:
Severance T April 1 to May 4, 19%4
Severance II October 26 to November 18, 1994
Sev I1 Reopener November 21 to December 2, 19%4
Severance IIB January 3 to January 18, 1985
Sev IIB Reopener January 19 to January 27, 1995
Severance IIC March 13 to March 31, 1995
Sev IIC Reopener April 3 to April 12, 1995

Various City agencies were involved with the planning and
implementation of the severance programs, as follows:’

The Office of Payroll Administration (OPA) was the "pay
agent" for severance through the City’s Payroll Management
System (PMS).

The Financial Information Services Agency {(FISA) provided
programming and support to OPA and the Department of
Personnel for the PMS and the Attrition Management System.

The Office of Management and Budget (OMB) provided overall
fiscal direction.

The Department of Personnel was responsible for monitoring
the overall program, including distributing severance
material to City workers, providing data to OPA and FISA for
severance payments, and resolving policy and procedural
issues.

The Office of Labor Relations (OLR) negotiated the
agreements.

The Mayor’s O0Office of Operations (Operations) granted
extensions beyond ordinary Severance separation dates, after
evaluating each agency’s request.

lsource: A January 22, 1997, letter we received from the current Deputy
Commissioner of the Division of Citywide Persgonnel Services within the Department
of Citywide Adminigtrative Services.



As required under the MAC MOA, on October 31, 1995, OMB
submitted an accounting to MAC of the severance program expenses,
wherein it estimated $264 million in program expenditures ($246
million spent as of the date of the report, plus an estimated $18
million yet to be spent). In its report, OMB estimated that 13,834
employees had participated in all the severance programs,
consisting of 11,654 full-time employees and 2,180 part-time
employees.

OMB further reported that, as of June 30, 1995, there were
199,113 full-time City-funded employees on the payroll, below the
target level of 201,240, and representing a workforce reduction of
17,128 compared to the target reduction of 15,001. OMB also
reported a reduction of 367 Board of Education FTE’s, bringing the
total reported headcount reduction between December 31, 1993, and
June 30, 1995 to 17,485.

In October 1996, OMB presented us with a sgchedule that
summarized total program expenditures as of the close of the fiscal
year ending June 30, 1996. As of that date, OMB’'s estimate of
total severance program costs had increased to $271.7 million. The
revised total consisted of $254.7 million in accumulated severance
program-related costs in the City’s accounts as of June 1996, plus
$17 million in costs expected to be paid after the close of the
1996 fiscal year.

Objectives

The audit addressed MAC’S questions while focusing on three
objectives:

1. To validate the accuracy of the City’s reported headcount
reductions between December 31, 1993, and June 30, 1995,
and to determine whether the City met the headcount
reduction goal.

2. To verify the eligibility of program participants and the
accuracy of the severance and terminal leave payments to
program participants, including an assessment of the
internal controls.

3. To determine the total amount spent for all severance
programs, and to compare our total with that reported by
the City.



Scope and Methodology

To determine whether the City achieved the required headcount
reduction, we met with officials of OMB and the Board of Education,
who provided us with reports and related supporting records used
for computing the June 30, 1995, headcount reported to MAC. We
reviewed the records, and using applicable audit procedures, we
independently calculated the June 30, 1995, headcount. We also
evaluated the consistency in the methodologies for calculating the
headcounts at December 31, 1993, and at June 30, 13895.

To verify the eligibility of individual participants and the
accuracy of payments they received, we obtained, through FISA, two
computer files of severance program payments issued through the
City’'s PMS system as of February 26, 1996, to 13,941 City employees
consisting of: (1) 12,435 full-time City employees who
participated in all severance programs, and, (2) 1,506 part-time
Board of Educatlon employees who partlclpated in the Severance IT
and IIC programs.

We randomly selected a statistical sample of 229 participants
in the four severance programs. We stratified the sample based on
the number of participants in each program. For each of the
sampled participants, we did the following: (1) verified that the
employee was eligible for the program based on the eligible job
titles specified in the agreement, (2) verified the accuracy of the
severance benefit pald based on the employee’s length of City
gervice, as specified in the agreement, and (3) verified the
accuracy of the terminal leave paid based on the participant’s time
balances shown in PMS and/or based on our review of the agency’s
documentation supporting its computatlons

We wverified the eligibility of the hourly and per diem
employees included in our sample, as established in a January 11,
1995, letter MAC received from the former OMB Director, Marxrc Shaw.
We also verified that the benefits pald to hourly and per diem
employees included in our sample were calculated as specified in

that letter.

To verify the reasonableness of the total costs incurred for
the wvarious severance programs, we performed a variety of audit

IThese two files had been originally produced by FISA on February 26, 1996,
for an internal report OMB prepared.

‘Terminal leave includes accrued sick leave, annual leave, and compensatory
time.



procedures, depending on the particular cost component, as follows:

® We independently calculated severance and terminal leave
costs from a combination of the two files we obtained from
FISA and a file of payments issued to severance program
participants after February 26, 1996, that we obtained from
the Office of Payroll Administration.

® To ascertain the reasonableness of OMB’s report of the cost
components, we: (1) evaluated OMB’s methodology for
computing FICA, (2) confirmed health and welfare fund costs
applicable to the severance programs with OLR, and (3)
obtained a report of severance takers who received
unemployment insurance from the Department of Personnel.?

Our audit scope did not include verification of the
eligibility or payments to employees of the New York City Housing
Authority (NYCHA) and the ©New York City Off-Track Betting
Corporation (OTB), which OMB included in its report to MAC of total
program costs. However, as part of our assessment of total program
costs, we traced the reported NYCHA and OTB costs to the invoices
the two entities submitted.

Further, in the audit request, some of MAC’s questions could
not be answered using audit techniques; thus, we did not agree to
answer those questions as part of this audit.

This audit was conducted in accordance with Generally Accepted
Government Auditing Standards (GAGAS) and included tests of the
records and other auditing procedures congidered necessary. This
audit was performed in accordance with the City Comptroller’s audit
responsibilities as set forth in Section 93, Chapter 5, of the New
York City Charter.

Agency Response

The matters covered in this report were discussed with City
officials during and at the conclusion of this audit. A
preliminary draft report was sent to City officials and was
discussed at an exit conference held on May 15, 1997. On May 28,
1997, we submitted a draft report to City officials with a request
for comments. We recelved a written response from the City on June
20, 1897,

‘Now a division within the Department of Citywide Administrative Services.
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In responding on behalf of the City, the First Deputy
Commissioner of the Department of Citywide Administrative Services
(DCAS) stated that:

"We are very pleased that the Comptroller’s audit has
confirmed that the Severance Program was in compliance with
the MAC funding agreement.’

The First Deputy Commigssioner further stated that:

"The Severance Program was an effective and humane way to
achieve necessary downsizing and cost savings objectives. Of
necessity, it had to be implemented quickly and utilized the
City’s existing control systems. The audit has suggested some
improvements in the City’s underlying systems which can be
addressed within enhancement projects currently underway. In
addition, the audit recommends some improvements which could
also potentially be incorporated into the next severance
program, should there be one."

"Like the Severance Program, this audit needed to be published
within a time frame which did not allow for the resolution of
the discrepancies listed in the report. We are convinced that
if and when all of these items are reconciled, it will show
that the numbers originally reported by the City are even more
accurate than this report indicates."

The City generally agreed with 7 of our 10 recommendations.
It agreed to review the cases in our sample where severance
participants were underpaid or overpaid and to "take appropriate
action;" to recover severance payments from the employee who was
not eligible for severance; to account for the differences between
OMB‘s reported costs and our audited costs; to make appropriate
adjustments to the City’s accounting records once those costs are
finalized; to determine the appropriate treatment for funds
recouped from severance returnees; and to assure, in any future
gseverance program, that extensions to work beyond mandated
geverance dates are only granted in writing by a designated agency.

The City did not agree with our recommendation that it review
all payments to severance participants to ensure that they received
the correct amounts. Instead, 1t said that it will review any
rindividual cases which are brought to our attention, and will take

appropriate action."

The City also did not agree to establish more effective
internal controls when planning any future severance programs. The
First Deputy Commissioner for DCAS wrote:



"[Tlhe Severance Program operated within the City’s existing
control systems and consistent with existing practices. The
City normally operates in a decentralized manner with each
agency being responsible for its own payroll and all payments
made. Therefore, there is no reason for changing the current
manner of conducting business for a special program such as
geverance."

Finally, the City disagreed with our recommendation that it
ensure that there are no inconsistencies between its agreements and
any City pronouncementsa regardlng eligibility requirements and that
it and MAC should make it clear in any future severance agreement
that only active employees be eligible for severance if that is
their intent. The City said that the Severance Program "was
implemented consistent with the MAC agreement" and that it "was
also consistent with the Memorandum of Agreement between the City
and the Municipal Unions, as well as the City standard operating
procedures. " :

The City’s detailed responses to our recommendations, and our
comments on those responses, if any, have been added to the report,
following each recommendation.

The full text of the City’s. comments is included as an
addendum to this report.

OFFICE OF THE GONPTR O ST
NEW YORK (4“‘{\ HLER DATE FILED:; - w0397




FINDINGS AND RECOMMENDATIONS

MAC Questions Included in Audit Sco
(Letters and Numbers Correspond to MAC’s Request)

A.

How wag the Program Carxried Out?

1) What changes, if any, have been made in the Severance I
or Severance II Agreements between the City and Unions
following their submission to MAC?

Bagsed on the responses we recelived from the unions and from
OMB, there were no changes ¢to either the Severance I or
Severance II agreements after they were submitted to MAC.

2) Which non-Mayoral agencies and offices participated in
the sgeverance program broken down by Severance I and
Severance II? Were any of these agenciles or offices
ineligible under the Severance I and Severance II
Agreements?

Nine non-Mayoral agencies participated in the Severance I and
Severance II programg: the Board of Education, the Office of
the Comptroller, the Five Borough Presidents, OTB, and NYCHA.
All nine were eligible.

5) Was severance given to any employees who returned to
actlve pay status from unpald leave in order to qualify
for severance?

Yes. Over 400 people returned to active status and
participated in the severance programs. This is discussed in
detail on pages 44-49 of this report.

6) Evaluate the system of controls used to run the program.

There were various weaknesses in the controls over payments to
participating employees, resulting in seven percent of the
people in our sample being overpaid or underpaid. These
weaknesses are discussed in detail on pages 26-31 of this
report.

How Appropriate were Program Expenditureg?

1) What were the total severance program expenditures
incurred for each of these categories: severance
payments, FICA, health insurance premiums, terminal leave



payments, mandatory unemployment 1nsurance, welfare-fund
contributions?

The total expenditures for all programs amounted to §258
million. The total expenditures in each category, and the
manner in which they were computed, are presented on pages 32-
40 of this report.

3) Were MAC funds, or funds received as reimbursements or
offsets, sSpent for any purposes not listed in
question Bl, above? If so, for what purposes? How much
was spent?

From our review of the agreements, supporting records provided
by OMB, and the City’s accounting records, we verified that
MAC funded $200 million in fiscal year 1994 and an additional
$30 million in £iscal year 1995, and that the State and
Federal governments provided $27.4 million in reimbursements
in fiscal year 1995. Total program expenditures were $258
million; therefore, all funds received were spent for the
program costs.

4) Did severance payments and other program benefits to
participating employees conform to what they were
entitled to receive under the program description?

Overall, participating employees received the severance
payments and other benefits they were entitled to receive. On
an individual basis, our independent calculations of severance
and terminal leave payments for a sample of participants
diaclosed instances of overpayments and underpayments, as
discussed in detail on pages 17-25 of this report.

5) For employees who received severance, were their periods
of service for severance payments and accruals for
termination pay calculated in accordance with standard
practices?

The periods of service for severance payments and accruals for
terminal leave were calculated in accordance with standard
practices for 214 of our 229 sampled participants. However,
we found 16 instances of overpayments and underpayments of
gseverance and terminal leave (involving 15 employees) because
the agency’s calculations were not in accordance with standard
practices.

6) Were severance benefits provided to any employees whose

date of separation was outside the limits specified in
paragraph 3 of the 6/23/94 MOA?
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Yes. From among the 229 employees we sampled, 9 had
separation dates that were outside the limits specified in the
agreements, although the City’s Personnel Department issued
written approvals for 3 of the 9 cases at the time the
employee toock severance, This finding is discussed on pages
50-51 of this report. -

7) Were any employees given severance who were not in active
pay status?

Yes. As discussed on pages 44-49 of this report, 25 employees
who were on leave (e.g., sick leave, maternity leave, leave no
pay) were given severance. It should be noted that the
Severance I and II MOA's do not specifically prohibit this.
Another 433 employees returned to active status and
subsequently resigned or retired under severance. The
Severance MOAs also did not probibit this.

8) Did the calculation of benefits for City hourly and per
diem employees conform to the description in 1/11/95
letter from Marc Shaw?

The calculation of benefits described in the 1/11/95 letter
applied to the two hourly employees who were in our sample of
229 employees. One of the two employees was ineligible, as
discussed in our response to Question B-9. The other hourly
employee was overpaid a small amount in severance because the
agency did not correctly calculate the payment based on the
formula. Details appear on pages 24-25 of this report.

9) Were any City hourly or per diem employees given benefits
who did not meet the eligibility standards specified for
such employees in 1/11/95 letter from Marc Shaw?

Yes. One hourly employee in our sample did not meet the
eligibility standards. We report severance payments to that
employee as an overpayment. We recommend that appropriate
City officials recover this and all other overpayments, as
discussed on pages 24-25 of this report.

10) Have any employees who received severance been reemployed
as c¢ivilian employees in eligible titles in a
participating agency or covered organization? Have such
employees been required to repay their severance
payments? How were any repayments accounted for in the
City’s report on program costs?

Some employees who received severance have been reemployed as
civilian employees in eligible titles in participating
agencies and covered organizations. They have been required
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to repay severance, although these recoveries were not
accounted for in the City’s report to MAC. This is discussed
on pages 41-43 of this report.

How Accurate were the Clty’s Reported Headcount Reductions?

1) What was the City-funded headcount c.o.b. [close of
business] June 30, 1995°?

Our computed City-funded headcount ¢.o.b. June 30, 1995 is
199,891, an immaterial difference of 778 (less than one half
of one percent) from OMB’s reported City-funded headcount of
199,113 for that date.

2) Was the methodology used for determining the 6/30/95
headcount the same as that used for determining the
12/31/93 headcount? If not, how did it differ?

Yes, the methodology used to determine the headcounts for both
periods was the same. The City’s full-time headcount for each
agency was derived from the City’s financial reporting system,
IFMS. 4

3) The 6/23/94 MOA permits several adjustments to be made to
the 6/30/95 headcount. Which adjustments were made and
how did they change the headcount?

Adjustments were made to deduct Housing Authority and Transit
Authority Police from the 6/30/95 headcount, to add workers
who started prior to 6/30/95, but who were not entered on the
payroll recoxds untll after 6/30/95, and to subtract workers
who left prior to 6/30/95, but whose records were not removed
untll after 6/30/95. The MAC MOA permitted all of these
adjustments, which are discussed in detail on pages 14-16 of
this report.

4) Were any City hourly or per diem employees included in
the headcount reductions reported by the City?

No. OMB officials advised us that the reports that were used
to compute the headcounts of full-time Clity-funded employees
as of June 30, 1595, did not include hourly or per diem
employees. Our review of 1lists of program participants
conflrmed this.

How was the Program Implemented at the Board of Education?

1) Was the methodology used for determining headcount at the
Board of Education as of June 30, 1995, consistent with
the methodology for determining Board of Education
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headcount as of December 31, 1993? If not, how did it
differ? To what extent do the differences in methodology
(1f any) introduce uncertainty as to the accuracy of the
reported headcount reductions at the Board of Education?
If possible, provide a quantified range of uncertainty.

The full-time headcount for the Becard of Education was derived
from IFMS using a consistent method for both periods.

2) In what ways do the headcount changes over the period
December 31, 1993, through June 30, 1995, as recorded by
the Board of Education’s Employee Information System
differ from the corresponding changes at the Board of
Education as recorded by the Financial Information
Service Agency’s (FISA) Payroll Management System? To
what extent can the differences be reconciled?

The headcount changes recorded by the Board’s Employee
Information System (EIS) are reconclilable with changes
recorded by the Payroll Management System (PMS). Further, we
were able to reconcile, in aggregate, the headcount changes
derived from the Board’s EIS and PMS with the City’s reported
aggregate headcount changes derived from IFMS.

3) Describe and evaluate the reasonableness of the formula
used in the conversion of part-time employees to full-
time equivalents. In practice, was the formula applied
accurately and consistently?

We met with Board of Education Officials to discuss their
methodology for converting part-time employees to FTEs. The
officials could not provide usg with sufficient documentation
to enable us to come to a conclusion about the reasonableness
of the formula. However, the reported headcount reduction of
367 FTEs between December 31, 1993, and June 30, 19395, was
ingignificant (about 2%) in comparison to the 17,495 overall
headcount reduction.

4) Were any congultants or contractual workers included
among the headcount reductions reported on a full-time
equivalent basig?

No. Reductions in Board of Education headcount were
calculated using data from EIS, which includes only personnel
on Board payroll. The Board does not pay consultants and
contractual workers through its payroll system.

13



The City Surpassed the Required Headcount Reduction

The MAC MOA called for the City to reduce the number of full-
time employees on the payroll to 201,240 as of June 30, 1895. Our
tests of City payroll data found that the City’s headcount as of
June 30, 1995, was 199,891, surpassing the required headcount
target by 1,349 employees.

Our Audit Tests Verified the Accuracy
of the City’s Reported Headcount Reduction

In the MAC MOA, MAC and the City agreed that the full-time
headcount of 216,241 employees as of December 31, 1993, would be
the starting point for the workforce reduction. In its October 31,
1995, report to MAC, OMB included a summary schedule that showed
that the full-time employee headcount was 199,113 asg of June 30,
1995, a reduction of 17,128 employees from December 31, 1993,
Table I, which follows, shows the headcount change and also various
adjustments to the June 30, 1995 headcount.
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TABLE I

OMB’'s Schedule to Support the Headcount Changes
12/31/93 6/30/95 Change

Normal City Methédology
(based on monthly reporting) 216,241 205,384 (10,587)

Adjustments to 6/30/95
monthly reporting:

Housing Authority &

Transit Authority Police

Included in 6/30/95

Headcount, but not in

12/31/93 Headcount (7,483) (7,483)

ADD: Workers placed on payroll
after 6/30/95 who started
work prior to 6/30/95 1,703 1,703

SUBTRACT: Workers removed
from the payroll after 6/30/95
who left prior to 6/30/95 ' ( 491) { 491)

Adjusted City Full-time headcount 216,241 169,113 (17,128)

To verify OMB’s reported headcount for June 30, 1995 (before
adjustments), we examined the following source records:

® Worksheets that OMB prepared summarizing detailed headcount
information that OMB obtained from other source records.

® The ACGLR140 monthly report produced by FISA, which
provides a detailed listing of the numbers of full-time
galaried City employees by agency.

® The Quarterly Allocation System (QAS) report produced by
OMB, which provides the funding source, by agency, of full-
time employees. Since the mandated headcount reduction
pertains only to City-funded employees, this report
identifies the number of positions that are City-funded in
each agency. Because this 1s a voluminous report, we
examined a judgmental sample of QAS reports for the month
ended June 30, 1995, and compared the amcunts with OMB's
worksheet computations.
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When we traced the headcount data from ACGLR reports and from
the QAS reports to OMB’s worksheets, we found that OMB's summary
figures were accurate and that OMB had accurately identified the
number of City-funded positions. Further, based on our discussions
with OMB officials and from our review of the methodology used to
calculate the headcount as of December 31, 1993, we found that the
methodology was consistent for both periods.

To verify the adjustments (additions and subtractions) to the
June 30, 1995, headcount, we reviewed the July 1995 PICEM 195
report. This is a detailed headcount report indicating the dates
that new employees enter into City service, as well as the
separation dates of employees who have left the City workforce. We
verified the additions to the headcount for employees whose start
dates were prior to June 30, 1995, but who were not included on the
City payroll records until July 1995. We similarly verified the
subtractions from the headcount for employees whose separation
dates were prior to June 30, 1995, but whose separations were not
recorded until July 1995.

We also reviewed the adjustment for Housing Authority and
Transit Authority officers included in the New York City Police
Department (NYPD)} headcount as of June 30, 1995. Police officers
from these two agencies were merged with the NYPD in April 1995.
It was necessary to exclude these officers from the June 30, 1995,
headcount since they were not included in the December 31, 1993,
headcount, and, consequently, should not have been counted against
the workforce reduction. We confirmed with the NYPD the official
dates of the mergers and the number of officers who transferred
over to the NYPD.

As a result of these audit tests, we calculated the June 30,
1995, adjusted full-time City-funded headcount at 199,891, which is
an insignificant difference of 778 employees (less than half of one
percent} from the 199,113 headcount reported by OMB. Consequently,
we conclude that the City met and surpassed the headcount reduction
target of 201,240 by 1,349.
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Overall, the Total Recorded Payments

to All Severance Program Participants
Are Reasonable

Based on the point estimate and sample precision derived
through gtatistically valid ratio estimation, we conclude that the
total recorded payments through February 26, 1996, consisting of
$129.9 million in severance benefits and $38.9 million in terminal
leave, are reasonable.’ We therefore included these amounts in
calculating total severance and terminal leave costs incurred for
all programs, as discussed in the report section, "The City Spent
$258 Million for All Four Severance Programs."

Despite our conclusions about the overall reasonableness of
the payments to severance program participants, our sample tests
found 9 instances of overpayments totallin? $15,103 and 7 instances
of underpayments totalling $16,673 to 15° participants, nearly 7
percent of those sampled. We attribute these instances to
weaknesses in the internal controls over the payments to program
participants, specifically, weaknesses in the accounting and system
controls.

The combined sample results show a net underpayment of $1,570,
congisting of a net overpayment of $9,430 in severance benefits
which the City can recover, and a net underpayment of $11,000 in
terminal leave which the City may have to remit to those employees
who received incorrect amocunts. We conclude that the City may wish.
to review and recompute all payments to the remaining severance
participants whose payments were not sampled to ensure that the
correct amounts were paid to these employees. In projecting the
sample findings, we estimate $110,000 in net underpayments to all
severance program participants consisting of $577,000 in net
overpayments of Jump sum severance benefits and $687,000 in net
underpayments of terminal leave. In particular:

® an estimated 122 employees were overpaid approximately
$632,000 of geverance benefitsg;

® an estimated 61 employees were underpaid approximately $55,000
in severance benefits;

The statistical method of ratio estimation and the details of our sample
projections using that method are discussed in Appendix I.

there were difference in both severance and terminal leave for one of the
sampled employees; hence, 16 instances involving 15 participants.
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® and estimated 372 employees were overpaid approximately
$296,000 in terminal leave; and -

® an estimated 319 employees were underpaid approximately
$983,000 in terminal leave.

Thus, in total, an estimated 494 employees were overpaid
approximately $928,000 in severance and terminal leave benefits,
while an estimated 380 employees were underpaid approximately
$1,038,000 in severance and terminal leave (see discussion on page
22).

We also found that two of the 16 instances of overpayments
involved a former Health Department employee who received nearly
$3,600 in severance and terminal leave despite the fact that she
was not eligible to participate in the severance program. The
records indicate that the Health Department denied her application
for severance because ghe had not met the hourly work requirement
but that her application was subseguently approved by the
Department of Personnel without any explanation.

Sample Selection

In order to sgelect a sgample from which we could draw
conclusions about the accuracy and reascnableness of payments for
severance benefits and terminal leave, we needed to have a computer
file of payments to all City employees who resigned or retired
under the various programs. OMB provided us with summary cost
data including that used to compile the October 31, 1995 report to
MAC. However, there was no existing computer file of detailed
payments to individual participants that could be reconciled to
OMB’'s reported data. At our exit conference, OMB officials
explained that they did not keep a full set of detailed payments to
individual participants, but relied on the City’'s payroll and
accounting systems to keep these detailed records. No agency was
given overall oversight of severance program operations, and
neither OMB, Operations, nor DCAS kept a full set of detailed
records.

We asked the City’s Financial Information Services Agency
(FISA) to generate two computer files with detailed payments to all
program participants. FISA had originally generated these same two
files on February 26, 1996, for an internal report that OMB
produced. Our analysis of these two files disclosed that as of
February 26, 1996, the City issued payments totalling $129,874,568
in severance benefits and $38,864,575 in terminal leave to 13,941
program participants, as shown in Table II.
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TABLE IX

PAYMENTS OF SEVERANCE AND TERMINAL LEAVE TQ

PARTICIPANTS IN ALL SEVERANCE PROGRAMS

Full-Time Participants in All Four Programs
Program Employeas Sevarance Tarminal Leave Total
I 6,130 $ 61,953,995 $ 23,220,135 S 85,174,130
II 4,289 39,009,856 10,712,879 49,722,735
IIB 619 5,160,093 1,378,532 6,538,625
I1C 1,337 12,722,551 3,553,029 16,275,580
Bd of Education Part-Time Participants in Severance II and IIC
II 1,002 7,303,014 0 7,303,014
1IC 504 3,725,059 0 3,725,058
TOTALS 13,941 $129,874,568 $ 38,864,575 4 168,739,143

We randomly selected a statistical sample of 229 participants
who received $2,121,465 1in severance and $624,066 in terminal
leave.’ The sample was stratified based on the number of
participants in each program, as summarized in Table ITI.

At a 95 percent confidence level, the projections of our mample results
are precise to +/-1% for severance payments and +/-3% for terminal leave
payments.
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TABLE III

PAYMENTS OF SEVERANCE AND TERMINAL LEAVE TO
THE 229 SAMPLED PARTICIPANTS

Sample of Full-Time Participants

Program Employees Severance Terminal Leave Total
I 93 $ 947,275 § 390,759 g 1,338,034
Il 66 582,005 117,092 699,097
IIB 14 135,732 24,885 160,617

IIC 25 220,539 91,330 311,869
Sample of Board of Education Part-Time Participants '

II 19 143,709 0 143,709
IIC 12 92,205 0 92,205
TOTALS 229 $ 2,121,465 $ 624,066 $ 2,745,531

Total Recorded Payments
of Severance and Terminal Leave

Are Reasonable

Our audit tests found 9 instances of overpayments and 7
instances of underpayments in severance and terminal leave to 15 of
the 229 participants sampled including one employee who was
ineligible for severance.® (Negligible differences of $15 or less
from mathematical and rounding errors were not considered as over
or underpayments.) The 9 overpayments totalled $15,103 and the 7
underpayments totalled $16,673, resulting in a net underpayment of
$ 1,570, consgisting of a net overpayment of $9,430 in severance and
a net underpayment of $11,000 in terminal leave, as summarized in
Table IV. '

since, in ¢ instance, the same employee received incorrect payments in both
severance and terminal leave. :
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TABLE IV

SUMMARY QF THE OVERPAYMENTS AND UNDERPAYMENTS
FROM AMONG THE SAMPLED PARTICIPANTS

Severance Terminal Leave
Number of Dollars Number of Dollars
Cases Cases

Overpaid 2 $ 10,330 7 S 4,773
Underpaid 1 ( 900} 6 {15,773)
Total Cases 3 13
Net Overpayment S 9,430
Net Underpayment $(11,000)

With the assistance of our statistician, we applied ratio
estimation to our sample findings., Under this sampling method,
the point estimate wvalue of the population and the sampling
precision are computed using the ratios of the audited values (in
this case, the amount of payments we calculated) to the book values
(the recorded payments). These two factors enable the auditor to
assess the reasonableness of the entire population’s stated book
values, in this case, the recorded severance and terminal leave
payments to all program participants.’

In applying ratio estimation to our sample findings, we
project the City’s severance cost at $129.3 million, +/- $907,000
(1%}, and the City’s terminal leave cost at $39.5 million, +/- $1.2
million (3%). Combining these results, we project that the City’s
total cost for severance and terminal leave at $168.8 million. As
Table V shows, the City’s reported severance and terminal leave
payments which totalled $168.7 million, fall within the range of
precision of our projections, and we therefore conclude that the
recorded payments are reasonable. Accordingly, we included the
recorded amounts in our calculations of total program costs, as
discussed in the subsequent report section.

The statistical methodology of ratio estimation and the details of our use
of it for projecting our sample results are discussed in Appendix I.
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TABLE V

COMPARISON OF PROJECTED SEVERANCE AND TERMINAL LEAVE COSTS
WITH RECORDED PAYMENTS TO SEVERANCE PARTICIPANTS

| Computed Lower Point Estimate Recorded Upper

Precision Bound Payments Bound

| Sevarance ”
+/- 1% $ 128,390,001 $ 129,297,276 $ 129,874,568 | $ 130,204,551

Terminal Leave ‘

+/- 3% $ 38,368,807 $ 39,551,701 $ 38,864,575 | § 40,734,595

Combined Totals

$ 166,758,808 $ 168,848,977 $ 168,739,143 | $ 170,939,146

An Estimated 494 Severance Participants
Were Overpaid $928,000 and 380 Participants

Were Underpaid $1,038,000

We provided Operations with a listing of the 15 employees who
were either overpaid or underpaid in severance and/or terminal
leave. Operations referred these cases to OPA which contacted the
Personnel Office of the appropriate City agency including the Board
of Education which calculated terminal leave payments to its part-
time employees from the leave balances in its own payroll
information gystem. The City should consider recovering
overpayments and then remitting additional sums to the participants
in our sample who were underpaid. The City also needs to review
the accuracy of the payments to the remaining severance program
participants.

As Table V shows, in combining the results of ratio estimation
($168,739,143 - 3168,848,977), we estimate that the City issued net
underpayments of $109,834 consgisting of $577,292 ($129,874,568 -
$129,297,276) in overpayments of severance benefits, and $687,126
($39,551,701 - $38,864,575 in underpayments of terminal leave.

In analyzing these projected results in terms of payment

errorg from overpayments and underpayments, we estimate that among
all 13,941 participants:
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® 122 employees were overpald approximately $632,000 in
severance, and 61 employees were underpaid approximately
$55,000 in severance,

® 372 employees were overpaid approximately $296,000 in terminal
Jeave, and 319 employees were underpaid approximately
$983,000 in terminal leave. :

Analysis of the Overpayments and Underpayments

Some of overpayments and underpayments we found in our sample,
involved significant amounts, as follows:

® Four of the 9 overpayments exceeded $1,000; one of the four
was the erroneous payment to the ineligible employee who
received nearly $3,600, as discussed below.

® Four of the 7 underpayments exceeded $1,000, including two
cases where the amounts exceeded $5,000.

Three major examples are:

® An HRA employee who regigned under severance recelved
$6,750 in duplicate severance benefit payments.

® A Department of Transportation Supervisor of Electrical
Installations who was underpaid more than §5,000 in
terminal leave.

® A Department of Homeless Services Computer Associate who
was underpaid more than $5,000 in terminal leave.

Whenever there were discrepancies between our computed amounts
and the amounts paid, we contacted the appropriate agency
officials. In some instances, we were able to resolve differences,
once the officials explained the methodology they used or if they
supplied us with additional documentation. Thus, the findings for
the 15 participants represent those cases where agency officials
disagreed with our calculations, or where they agreed but had not
yet resolved the differences with the employees., We furnished the
Mayor’'s Office of Operations with a detailed listing of our
findings, since Operations is coordinating responses to the draft

report.
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One of the Sampled Employees Was
Ineligible for Severance Benefits

Our analysis of the 229 participants chosen for our random
sample disclosed that two participants were hourly employees who
had worked for two mayoral agencies--the Department of Health
(Health Department} and the Department of Parks and Recreation
(Parks) .1° The eligibility requirements and a formula for
calculating severance payments to hourly and per diem employees of
mayoral agencies were established in a January 11, 1995, letter
from Marc Shaw, the former OMB Director, to MAC’s Executive
Director. The requirements are as follows:

"[Tlhe program will be open only to those hourly and per
diem employees in administrative and clerical titles who
worked an average 20 hours or more a week in FY 1994 and
who have worked at least 20 hours a week in the first six
monthg of FY 1995 (i.e a total of 1,040 hours in FY 1994
and 520 hours in FY 1995)."

"[Tlhe Severance II payment schedule will also be used
for hourly and per diem employees; however, the benefit
corresponding to an employee’s length of service will be
multiplied by a fraction in which the numerator is the
total number of hours paid between July 1, 1993 and
December 31, 1994 and the denominator is the total number
of hours which a full-time employee would have been paid
for the same period."”

We found that one of the two hourly employees did not meet the
eligibility requirementsg. The employee, a Community Associate who
worked for the Health Department, resigned on April 9, 1995, under
the Severance IIC program. She received $3,580 in severance and
$69 in terminal leave. In reviewing this employee’s record in PMS,
we found that in fiscal year 1994, she worked 969 hours, 71 hours
less than the 1,040-hour minimum, and 489 hours in the first six
months of fiscal year 1995, 31 hours less than the 520-hour minimum
required.

We obtained, through OPA, copies of two letters regarding the
participation of this employee in the program . On January 18,
1995, the Health Department’s Director of Personnel Services wrote
to the employee advising her that she did not qualify because she
had not worked a sufficient number of hours. However, on April 18,
1995, the Commissioner of the Department of Personnel wrote to the

Yren other hourly and per diem employees worked for the Board of Education
and were not covered by the requirements in the January 11, 1995, letter.
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employee that her application had been approved. Since this
employee was ineligible, she was erroneously paid $3,580 in
geverance., In addition, her leave time was erroneously calculated
and thus, she was also overpaid $16 in terminal leave.

PMS records indicate that the other hourly employee, an
Agsociate Urban -Park Ranger, who resigned from Parks under the
Severance IIC program, was eligible in that he met the minimum
hourly requirements during both periods. In reviewing the accuracy
of the City’s payments to this employee, we applied the formula in
the January 11th letter and found that the employee was overpaid
about $85 in severance because the agency did not correctly
calculate the payment. This is reflected in our findings for the
229 employees we sampled in our audit tests of payments, as
discussed in the following report section.
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Weaknesses in the Internal Controls
Over Payments to Program Participants

The City’s management of the severance programs was
essentially decentralized. As noted in the Background Section of
this report, a number of offices and departments were responsible
for different aspects of each program. For example, DCAS {(which
includes the former Department of Personnel) was responsible for
distributing severance materials to City workers and for resclving
policy and procedural issues. OPA and FISA were responsible for
processing and making payments, while OMB was responsible for
fiscal direction. 1In addition, each participating City agency was
responsible for processing severance applications and calculating
geverance and terminal leave payments. No single department had
overall responsibility for all severance program coperations, and no
department planned or implemented controls specifically designed
for the severance programs. All participating agencies relied on
the City’s existing management and system controls in managing the
gseverance programs.

While these controls were adequate for most severance program
purposes, we found some weaknesses in the accounting controls and
in the system controls over payments of terminal 1leave and
severance to employees. The controls failed to prevent inaccurate
payments (over or underpayments) and duplicate payments, as
follows:

® Although FISA programmed various codes into PMS for the
lump sum severance amounts stipulated in the Severance
agreements, the agencies that participated in the programs
were still able to enter payments without regard to these
codes. FISA was not directed to, and did not on its own,
program specific control features that would prevent
duplicate payments. As a result, we found two cases (one
from among our sample) where an employee received duplicate
payments.

® The Board of Education, which had total responsibility for
calculating severance payments to its part-time employees,
did not maintain, at its central Personnel 0Qffice, the
records of their scheduled weekly working hours that
determined the amount of severance they were entitled to
receive. Board officials at the central Personnel Office
told us that their computations of severance were based on
their having obtained the working hours through telephone
calls with the various locations where the part-time
employees worked. Records of the weekly work hours would
be maintained at these work 1locations, but were not
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reviewed by the people making the severance calculations.

® The Department of Personnel (Personnel), which administered
the programs, provided each of the participating agencies
with policy guidelines and instructions on how to enter a
severance program application in the PMS system.!
However, Personnel did not incorporate procedures for
independent verification of the agencies' payments, even on
a sample basis.

At our May 15, 1997 exit conference for this audit, both City
and Board of Education officials said that their ability to plan
and implement controls over the severance process was limited by
the short time they were given to initiate and complete each
severance program.

Absence of System Controls

In implementing the program for paying severance, FISA
programmed various "mass payment changes" into PMS designed to
calculate the amount of severance in accordance with formulae
applicable to the employee’s galary and City start date, and which
incorporated the severance lump sums gpecified in the wvarious
agreements. FISA was not directed to, and did not on its own,
institute any system controls that would preclude a City agency
from issuing duplicate severance payments to its employees.

We found two cases of duplicate payments, one from among the
229 employees we sampled, and the other through our EDP Audit
Unit’s match of duplicate social security numbers. When we advised
OPA about these two cases, the Director told us that OPA had
already notified the Law Department about one of the cases where
the employee received payment from two different agencies. OPA
asked the Law Department to seek recovery, and the Director said
OPA would do the same for the other case we found. The two cases
are as follows:

® On February 7, 1995, HRA prepared a PMS input document
#5608402 for processing a lump sum payment of $6,750 for a
homemaker who resigned under the Severance IIB program. On
the same day, HRA prepared input document #5608403 for
processing another $6,750 payment to the same employee.
Both documents were prepared and approved by the same two
individuals.

UNow the Division of Citywide Personnel Services within the Department of
Citywide Administrative Services.
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® After our EDP Audit Unit performed a match of social
security numbers of employees in the. computer file of all
severance participants, we found that one employee, an
office associate, received duplicate payments of severance
from two different agencies--the Department of Finance
(Finance} and HRA. Further review of PMS disclosed that
this employee’s records appeared in both agencies. The
records indicate that she was originally appointed
provigionally to Finance on September 8, 1987, and that she
worked there until August 19, 1993, when she left under a
gick leave of absence without pay. At the same time, the
employee is recorded as having a permanent budget line at
HRA as of March 5, 1993, but without any earnings in 1993
at HRA since she was on leave. The system shows that on
November 24, 1994, the employee resigned under severance
from both agencies; thus, she received duplicate payments.

Severance Payments to Board of Education
Part-Time Employees

When the City agreed to include part-time Board of Education
employees in the Severance II and IIC programs, severance payments
to these employees had to be apportioned based on each employee’s
start date and scheduled weekly working hours. OPA officials told
us that the Board’'s Personnel Office compiled a computer tape file
with the names of the employees and the amounts to be paid. The
Board sent the computer tape to OPA, which ultimately transmitted
the tape to FISA for generating checks to participants.

In accordance with the Board’s Personnel Memorandum No. 19
dated November 7, 1994, employees whose gcheduled work weeks are
less than the full-time equivalent work week should receive pro-
rated geverance benefits, based on their scheduled working hours.
Although we were able to verify the start date for the part-time
Board employees we gampled, the Board’s central Personnel Office
could not substantiate their scheduled working hours. Officials at
the Board’'s Personnel Office said that they obtained this
~information from each employee’s work location, but the officials

told us that this was done through telephone conversations and,
therefore, could not provide us with any supporting records.
According to these Personnel Office officials, the supporting
records would be at the work locations. However, these records
were never reviewed by them in calculating or verifying severance
benefitg. We were not able to verify Board of Education part-time
employee working hours through PMS since this system does not
include this information.
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Lack of Independent Verification of Payments

Terminal leave ig based on wage rates applied to unused annual
leave and sick leave balances when the employee separates £from
gservice with the City. The rates are based on the employee’s
starting date and salary, stipulated in the City’s leave
regulations, which were established through collective bargaining
with the employee unions. PMS provides information on each
employee’s service period, salary, and leave balances.

Most of the discrepancies in terminal leave that we found were
due to differences between the leave balance data used by agencies
for their calculations of terminal leave and the PMS-based data
used for our calculations.  Despite the fact that the leave
balances could readily be ascertained from PMS, as part of its
regponsibilities in monitoring the programg, Personnel did not
egtablish any control process for independently verifying terminal
leave payments, even on a sample basis. Inasmuch as severance
participants have 1left City service, Personnel should have
instituted this control feature before the checks were issued,
rather than making it necessary tc seek out and issue additional
payments to former employees who were underpaid and to 8seek
recovery of overpayments found as a result of our audit.

Recommendations

1. The City should determine whether it wishes to recover
overpayments and then issue additional sums to the program
participants in our sample who received incorrect amounts.

2. If the City decides to implement recommendation #1, it
should review all payments to the remailning participants
{(whom we did not sample) to ensure that they received the
correct amounts.

The City’s Response: Responding on behalf of the City, DCAS’
First Deputy Commissioner stated that: "We do not necessarily
agree with the auditors on this issue. The 16 individual
'incorrect’ payments were listed as such in part because of
missing documentation. We are continuing to review these
cases, and will similarly review any other individual cases
which are brought to our attention, and will take appropriate
action."

Auditors’ Commentg: While some of the overpayments and
underpayments we reported may have been due to missing
documentation, several of the cases, including an ineligible
participant and a duplicate payment, were clearly incorrect.
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In continuing to review our sample cases, and by taking
appropriate action, the City has agreed to implement
Recommendation #1. In declining to implement Recommendation
#2, the City has decided not to recover approximately $928,000
overpaid to an estimated 494 participants and not to pay
approximately #1,038,000 to an estimated 380 participants who
were underpaid.

3. In order to establish more effective internal controls
when planning future severance programs, the City should
designate one lead agency to be in charge of all program
operations. That lead agency should:

® Direct FISA to program edits into the system that will
prevent the system from issuing more than one payment
to an employee, and that incorporate dollar limits
based on each employee’s service period in accordance
with those set forth in the agreements. These controls
would minimize the chances of inaccurate or duplicate
geverance payments. Further, these edits should be
established so that they cannot be overridden by
participating agencies, without written approval f£rom
OPA.

® Designate another agency to maintain a complete file of
detailed payments to program participants that can be
reconciled with terminal leave and severance payments
entered in the City’s accounting system (IFMS).

® Designate an agency to maintain complete records of
documentation supporting severance and leave
calculations for all full-time and part-time employee
participants.

® Desgignate an agency to conduct independent
verificationg of City agencies’ payments to severance
participants.

The City’s Response: The City disagreed with Recommendation
#3. DCAS’ First Deputy Commissioner stated that the
Department of Personnel was the City’s lead agency for the
program and that

"[Tlhe Severance Program operated within the City’'s
existing control systems and consistent with existing
practices., The City normally operates in a decentralized
manner with each agency being responsible for its own
payroll and all payments made. Therefore, there is no
reason for changing the current manner of conducting
business for a special program such as severance."
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Auditorg’ Comments: While we believe that coverall, there was
adequate accountability, we found certain internal control
weaknesses that need improvement, especially to improve the
accountability for any future "special" programs such as
gseverance. This is particularly true given that: 1) $230
million in funding for severance was obtained from an outside
source, 2) there was a reporting regquirement tied to the
funding, and 3) there was a provision for an independent audit
of the program--implying the need for adequate records and
accounts. We found that City agencies were able to make
duplicate payments to severance participants, that there was
a lack of centrally maintained records and accounts, and that
there was no independent review of agency calculations of
Severance payments, Cur recommendation calls for stronger
centralized controls over payments and payment calculations,
and for centralized recordkeeping.

4, The City should determine whether the Department of
Personnel had authority to grant geverance to ineligible
employees. If not, it should recover the $3,600 from the
former Health Department employee, as well as the other
overpayments found in our audit. Further, allowing
ineligible people to take sgeverance should be strictly
prohibited in agreements drafted for future severance
programs.

Agency Response: DCAS’ First Deputy Commissioner agreed,
stating that no agency has the authority to grant severance to
ineligible employees and that it would "correct this mistake."
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The City Spent $258 Million for
All Four Severance Programs

Based on the results of our tests of payments of severance and
terminal leave to individual program participants, our review of
the reasonableness of the OMB’s FICA rate, our independent
confirmation of expenditures for unemployment insurance and health
and welfare benefits, and our review of invoices submitted by the
Housing Authority and OTB, we conclude that total expenditures for.
all four severance programs amounted to $258 million, as shown in
Table VI. Our total is $13.7 million less than OMB’'s most recent
{October 1996) summary report of program costs.

TABLE VI

Comparison of Qur Calculated Costs
with OMB’'s Reported Costs
(Rounded in Millions)

Auditors Oct. 796
Computed Reported
Costs Coats Difference
Severance $ 129.9 $ 135.3 8 5.4
Terminal Leave 47.0 50.8 3.8
FICA 12.7 13.5 .8
Unemployment Insurance 47.4 46.7 ( .7)
Health 16.5 20.4 3.9
Welfare 1.6 2.0 .4
HA & OTB 2.9 3.0 .1
TOTAL S 258.0 § 271.7 $ 13.7

Total Program Costs Reported by OMB

OMB initially reported $264 miliion in total program costs as
part of its October 31, 1995, accounting to MAC. This total was
largely based on projections and estimates. OMB first computed a
cost per participant for the Severance I program by dividing total
Severance I costs (actual payments for severance and terminal leave
and estimates for FICA, health, and welfare benefits) by the 6,126
full-time employees who participated in this program. OMB then
developed headcount estimates. for the subsequent programs
(including a percentage factor to account for FTEs) and used the
same methodology estimate the total program costs.
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OMB revised its initial cost estimate in October 1996 when the
City’s outside accounting firm was examining the City’'s accounts in
the annual audit for fiscal year 1996. OMB reported that, before
year-end adjustments, accumulated program coOSts in the City's
accounts totalled $254.7 milliomn. OMB determined that an
additional $17 million would be paid after the close of the year,
bringing the total program costs reported in the Comprehensive
Annual Report for the Fiscal Year Ended June 30, 1996 to $271.7
million, an increase of $7.7 million over the October 1995 estimate

of $§264 million.

In providing us with a summary of these revised totals, OMB
presented a schedule of the various cost components for the
Severance I program and the combined costs for the Severance II,
IIB and IIC programs, as shown in Table VII.
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TABLE VII

Summary of Costs for All Severance Programs
{From OMB’s October 1996 Report)

PLAN (a) (b) (a + Db)
AMOUNTS
REPORTED ACTUALS .
TO MAC ON || THROUGH | REMAINING? | TOTALS
10/31/95 JUNE"?
SEVERANCE I (In Millions of Dollars)
SEVERANCE $ 63.3 $§ 63.3 $ 0.0 $ 63.3
TERMINAL LEAVE 22.8 22.8 0.0 22.8
FICA 6.1 6.1 6.1
HEALTH 10.4 7.9 2.5 10.4
WELFARE 1.0 1.0 0. 1.0
TOTALS - SEV I $ 103.6 $ 101.1 $ 2.5 $ 103.6
SEVERANCE II, IIB, IIC
SEVERANCE 71.0 72.0 0.0 72.0
TERMINAL LEAVE 22.8 20.2 7.8 28.0
FICA 7.0 6.8 0.6 7.4
HEALTH 10.0 4.4 5.6 10.0
WELFARE 1.0 0.5 0.5 1.0
TOTALS II,IIB,IIC $ 111.8 $ 103.9 $ 14.5 $ 118.4
UNEMP. INSURANCE 46,0 46,7 0.0 46.7
OTB & HA 3.0 3.0 0.0 3.0
(INCLUDING UIB)
TOTAL-ALL PROGRAMS $ 264.4 $ 254.7 $ 17.0 $ 271.7

12According to OMB, these amounts were extracted from the City’s accounts

in IFMS.

Bamounts expected to be paid after June 30, 1996.
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Total Audited Costs for All Programs _

Table VIII, below, shows the total audited costs, based on our
findings. Table VIII is arranged in the same format as OMB’'s
schedule for comparative purposes. The amounts shown in the column
(a), labeled "Unadjusted Balances, " represent the recorded payments
for severance and terminal leave through February 26, 19%6. The
amounts shown in column (a) for the other cost components--FICA,
Health, Welfare, Unemployment Insurance, and OTB & HA--are the
initial estimates of these costs that OMB reported in the October
31, 1995, accounting to MAC. Column (b) shows the adjustments we
made to the October 1995 figures, based on our audit findings.
These adjustments are indexed for reference in the detailed
discussion that follows the table.
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TABLE VIII

Auditors’ Calculations of Costs for All Severance Programs

(a) (b) (a + b)
ADJUSTMENTS : :
UNADJUSTED INCREASE . TOTALS
BALANCES (DECREASE) *
SEVERANCE I '
SEVERANCE $ 61,953,995 | % 61,953,995
TERMINAL LEAVE 23,220,135 38,443 (1) 23,258,578
FICA 6,100,000 6,100,000
HEALTH 10,400,000 | ( 1,900,000) (4) 8,500,000
WELFARE 1,000,000 1,000,000
TOTALS - SEV I | $ 102,674,130 | ( 1,861,557) $100,812,573
SEVERANCE 1II, IIB, IIC
SEVERANCE 67,920,573 36,364 (1) 67,956,937
TERMINAL LEAVE 15,644,440 8,119,335 (1) 23,763,775
FICA 7,000,000 | { 400,000) (2) 6,600,000
HEALTH 10,000,000 | ( 2,000,000) (4) 8,000,000
WELFARE 1,000,000 | (  400,000) 600,000
TOTALS
II,IIB,IIC $ 101,565,013 5,355,699 $106,920, 712
UNEMP ., INSUR. 46,000,000 1,400,000 (3) 47,400,000
OTB & HA 3,000,000 | ( 100,000) (6) 2,900,000
GRAND TOTALS | $ 253,239,143 | § 4,794,142 $258,033,285

“the numbers appearing next to the amounts in the column (b) correspond
to the references to in the subsequent text describing the adjustments to a
particular cost component.
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Severance and Terminal Leave

As discussed in the previous report section, from the two
computer files that FISA provided for our sample audit tests, we
determined that $168,739,143 had been paid to participants in all
severance programs as of February 26, 13986. By that time, the
various severance programs had ended, and the only payments
outstanding were the final one-third installment payments of
terminal leave to employees who took the Severance II, IIB, and IIC
programs. In accordance with the terms of the agreements, this
one-third installment was to be paid in July 1996.

At our request, OPA generated a computer file of all payments
issued subsequent to February 26, 1996, which totalled $8,194,142.
Of this, $8,119,335 represents the final one-third ingstallment of
terminal leave for the three programs and $74,807 represents our
adjustments to previous severance ($38,443) and terminal leave
($36,364) payments. Adjustment #(1), in Table VIII, reflects the
addition of these amounts to the reported severance and terminal
leave costs, bringing the combined total of all payments
(168,739,143 plus $8,194,142) to 8$176,933,285, consisting of
129,910,932 in severance and $47,022,353 in terminal leave.

FICA Costs

OMB applied an overall rate of 7.17% of severance and terminal
leave cost to calculate FICA costs. OMB determined this rate based
on the ratio of FICA expense Lo gseverance program costs accumulated
as of August 1994, using amounts extracted from the City’s
accounting recoxrds. Based on our review of OMB’s schedule of these
costs and our follow-up discussions with OMB officials, we conclude
that the 7.17% rate is reasonable. Applying this rate to the total
severance and terminal leave costs ($176,933,285), we calculate
FICA costs at $12.7 million, of which $12.1 million is attributable
to payments accumulated as of February 26, 1996, and $600,000 to
the $8.2 million in payments subsequent to that date.

To reflect the $400,000 decrease in FICA from OMB’s $13.1
million ($6.1 million for Severance I and $7 million for the other
programs) reported as of October 31, 1895, we adjusted the FICA
cogts attributable to the Severance II, IIB, and IIC programs as
shown in Table VIII, adjustment #(2).

Unemplovment TInsurance

At our reguest, in September 1996 the Department of
Personnel’s Management Information Systems Bureau and the Board of
Education each generated reports of severance program participants
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who received unemployment insurance benefits. In March 1997 we
obtained a report from the Board of Education with more recent data
on unemployment insurance costs incurred for its severance
part1c1pants The combined total of the reports on unemployment
insurance costs incurred for severance program participants was
$47.4 million, as follows:

All mayoral agencies, based on the March
1997 report we obtained from the Division

of Citywide Administrative Services $ 40,189,971

Board of Education, based on the March

1997 report provided by the Board 7,169,624
Total 8 47,359,595

Since OMB estimated unemployment insurance costs at
$46,700,000 as of October 31, 1995, we increased this by $1,400,000
to %47, 400 000, as shown in the Table VIII, adjustment #(3).

Health and Welfare Benefits

In a December 1996 confirmation letter, the City’s Office of
Labor Relations (OLR) reported the payment of $1,578,640 in welfare
fund benefits and $16,452,44% 1in payments and accrued health
benefits attributable to the 1994 and 1995 severance programs.
OMB’s October 31, 1995 estimate of welfare costs--$2 million --was
overstated by $400,000 since OLR's reported payments totalled $1.6
million, so we reduced the estimate accordingly. OMB’'s October
31, 1895 estimate of £$20.4 million in health benefits--$10.4
million for Severance I participants, and $10 million for other
program participants--wasg overstated by $3.92 million. We reduced
OMB’s estimates to reflect actual costs incurred, as shown in the
Table VIII, adjustment #(4).

OTB & Hbusing.Authorigz Program Costs

OMB provided us with copies of invoices submitted by the
Housing Authority and by OTB for the reimbursement of costs
incurred for the severance programs. The combined total of these
invoices 1sg $2,860,158, which, rounded, is $100,000 less than OMB's
$3 million estimate. To reflect thig, we reduced OMB’S cost
estimate, as shown in Table VIII adjustment #(5).
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Accounting for Differences Between
Our Program Costs and OMB’s Reported Costs

The overall difference between our computed costs and OMB’s
reported costs amounts to $13.7 million in overestimates by OMB of
the costs of severance. Part of this difference, about $3.6
million (net) in health, welfare, and unemployment benefits, is
because OMB’s reported costs are not adjusted to reflect actual
payments reported by OLR and Personnel for these fringe benefits,
while our totals are adjusted accordingly.

Most of the remaining difference, about $9.2 million,
represents the differences between the severance and terminal leave
costs we computed ($176.9 million) and OMB's estimates for those
costs ($186.1 million). Another $800,000 in difference arigeg from
the application of the FICA percentage to our different base costs.

We presented OMB with a copy of our calculations and asked OMB
to investigate the differences. When we last spoke with OMB's
Associate Director about this matter, he informed us that he was
still awaiting reports from FISA that would enable OMB to adjust
its reported costs, thereby reducing some of the difference.

We derived our calculations of severance and terminal leave
costs from payment data in PMS. OMB derived its costs from the
severance and terminal leave account balances in IFMS. In theory,
the PMS and IFMS data should agree, or should be reconcilable by
accounting for year-end accruals and the reversal of adjusting
entries.

Recommendations

5. OMB should account for all differences between its
reported program costs and our audited costs. OMB, in
conjunction with the Comptroller’s Bureau of Accountancy,
should reconcile the IFMS balances with the PMS files of
payments to severance participants.

6. OMB should finalize the costs of the severance program
and, in conjunction with the Comptroller’s Bureau of
Accountancy, make whatever adjustments are necessary Lo
the City’s accounting records to reflect these costs.

The City’s Response: The City agreed with Recommendations #5
and #6, saying that, "To the maximum extent that it is
prudent, OMB will work with the Bureau of Accountancy to
resolve these issues.”

35






