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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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