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Summary

For more than fifty years New Yok Stat€s Prefared Source Purchesng Program has
provided job opportunities to dissbled and blind resdents who would otherwise face countless
obstades to securing employment. A recant nationd survey confirms that most Americans
with disbiliies continue to lag far behind nondissbled Americans in mogt agpects of life
Employment datidics dearly illudrate this point. Only 30 percent of working age adults with
disiliies are employed full- or pat-time, compared to 80 percent of non-dissbled adults”

Dieablad Employment Opportunities Erected in 1945 for the blind, the
NYSID Member Agencies Preferred Source program has grown into a
- —————- datewide network of shetered workshops,

f _supported employment facilities, and
£ rehabilitation programs  The program is no
éu- _________ — 4 k| [ longer exdusvey for the blind, and now

] benefits individuds with a vaiely of mentd
0T T T 1T [ hedthand devdlopmentd dischilities

New Yok State Indudries for the
1980 1901 1982 1063 1904 1005 1a0e 1e07 1ose 1o, InC. (NYSID) wes designated in
1976 by the state Commissioner of

Educetion to secure and adminiser contracts

on behdf of its member community rehabilitation agendes which save people with
disbilites.  As of 1998, NYSID had grown to incdude nearly 130 member agencies which
colledtivdy employed over 5500 dissbled New York State resdents under NYSID contracts.
In 1998 done, this network of workshops and supported employment programs performed

Source: NY SID Annual Report, 1998

" 1998 N.O.D./Harris Survey of Americans With Disabilities.
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work on 621 date and locd government contracts valued a $71.1 million.  Since its incgption
nealy a quater-century ago, NYSID has successfully enhanced the number and qudity of
employment opportunities for dissbled New Y orkers.

NYSID engaged the Center for Govenmentd Research (CGR) to assess — both in a
quantitative and quditaive fashion — the benefits which the Prefared Source program affords
the date and the individuds it serves as wel as the progran's costs. CGR explored the
program’'s tax and public assgtance impacts on New York State and the Federd governmernt,
aswdl astheindividud impects of providing employment to disabled resdents

CGR modded the economic impects of NYSD employment by andyzing individud
payrall figures for more than 2,770 workers (both disabled and non-dissbled) who participated
in NYSID contracts during 1998. The survey of payroll induded nearly 2130 disabled
workers, nearly 40 percent of NYSID's totd dissbled worker populaion. Payrdll daa totding
$17.22 million were examined for eight NYSD-member agendes collectivdy representing
more than 200 contracts (one-third of NYSID’s totd) and $39.45 million in vaue, more than
half of NYSID’stota contract vauein 1998.

Benefits

In modding the finandd impact of NYSID contracts, CGR conddered the effects of
NYSID employment on sdected taxes pad to locd, dae and federd govenments plus
reductions in public asssance program codts to the State and Federd governments that result
from the increadng finendd independence of progran bendfidaies CGR edimaes tha in
1998, individuds employed through NYSD generaed goproximady $294 million in Federd
income tax, and $0.34 million in New York State income tax. New Yok Stae dso saw an
additiond $0.77 million in combined State and locd sdes tax revenue. Federd Medicare and
Socid Security taxes totaled $0.98 million and $4.20 million respectively.

By cregting income opportunities for people who are dissbled, NYSID contrects dso
reduced Fedead and Stae govenment public assdance payments to these individuds
Supplementa Security Income (SSl), the needsbased benefit generdly recaved by most
dissbled individuds is subject to gradud reduction as an individud's income rises  Socid
Security  Disability Insurance (SSDI), an entitement based on an individud's (or hisher
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paents) Socdd Security contribution record, is dso subject to eanings thresholds CGR
edimates that 1998 Federd and State SS savings totded nearly $8.07 million and $0.60
million respectively. Federd SSDI savings totded an additiond $0.44 million.

Frdly, the preferred source program reduces the cost of procurement for State and
locd government agendes.  Agendes contracting with a prefered source avoid the Sgnificant
cogts assodiated with public bidding procedures. Well-intentioned public procurement
regulations dedgned to protect taxpayer ddlas often result in ineffident and codly
purchedng proceses. A recent dudy by the State of Texas Comptroller of Public Accounts
found that the purchasing process used in the public sector is more codly than in the private
sector.  Some components of the re-engineered process described by the Texas Peformance
Review ae incorporated into the rdationship beween NYSD and its government agency
cutomes.  The savings from reduced procurement cods could totd nearly $0.73 million
dollars for 1998 sarvice contract
volume

1998 Economic Impact of NYSID

Through a series of interviews On Total Contracts Valued at $71.1 million

with clients and vocational

counsdors, CGR  documented the NYS Federd
types of individud opportunities fI |come Taxes $340,000  $2,940,000
NYSD dfords dissbled resdents of

New York Sate. Clients employed in || Sales Taxes* $770,000 na
shdtered workshop and supported _

amployment settings receive a vaiety SSI Reduction $600,000 $8,070,000
of benefits, both tangible and || ssp| Reduction i) $440,000
intangible. Preferred source

contracts provide thousands of || Medicare Revenue n/a $980,000

dissbled people with an outlet for
eaning a living, honing employment
ills deding with persond obdecles
to development, and reducing || Avoided Cost of

dependence on publicly-funded || Contracting $730,000 na
income support programs.  Supported

Social Security
Revenue $4,200,000
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employmant settings were dso found to be a soringboard to competitive employment positions
inavaigy of cases

Costs

The prefarred source program’s datute requires that contracts through NYSID agencies
cost no more than 115 percet of the price that could be secured in the open make,
recognizing the lower productivity levds and higher supeavisory cods assocaed  with
employing people with disbilites CGR edimaed the cost of the prefered source
purchasng program to New Yok Sae by condgdeing the cog implicaions of different
assumptions about commodity and savice pricding.  CGR esimaed the range of commodity
contract cods through informaion provided by the Sate Office of Gengd Savices ad
audited NYSID price comparisons.  Due to thar cusomized and individud nature, service
contract cogts were difficult to esimate with precison, in the absence of current competitive
bids or price daa for identicd savices CGR edimaes tha commodity purchases through
New York's preferred source program cost the State about $1.30 million.

Conclusions

Fndngs show that the prefared source legidation more than pays its own way when
dl finandd benefits and cods ae conddaed. Benefits in revenue generaed and cods
foregone for locd, State and Federd taxpayers totd a leest $12.70 million plus incressed
socid security revenue of $4.20 million, Medicare revenue of $0.98 million, and posshle
reductions in SSDI payments of $044 million. The cog of the program is impossble to
estimate with accuracy but is unlikdy to exceed $7.8 million (assuming that sarvice cods are
edimated a 115% of sarvice contract vaues). Cods of contract adminidration avoided by
useof NYSD prefarred sourcing are estimated at $730,000.

The program’'s dgnificance becomes even more goparent when the less tangible, but
even more vaudble “human bendits’ ae added to the net finendd picdure  Through its
member agendes NYSD dfords people with disdbilities — who generdly face a higher risk
of unemployment — the opportunity to work in a supported environment, recave vocationd
traning, and earn aliving by thar own eforts

"State Finance Law Article 11, 8162.6(b).
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The Preferred Source Program in NYS

The preferred source purchasng program in New York State dates back more than five
decades. In 1945 — seven years dfter the Federd preferred source program began through the
Wagner-O'Day Act — New York became the fird to enact a State-levd program designed to
gve preference to products mede by agendes employing the blind.  Products mede by
rehcbilitation agencies employing dissbled New Yorkers were added to the preferred source
program through legidation enacted in 1974. In response, New York Sate Indudries for the
Dissbled, Inc. (NYSID) was dedgnated in 1976 by the State Commissoner of Educaion to
secure and adminigter contracts on behdf of member rehabilitation agencies

In the case of blind and dissbled New Yorkers, the preferred source purchasing program
provides supported or shetered employment opportunities to thousands of New York Sate
resdents who would otherwise find persond obdades difficult to overcome in sscuring
meaningfl work.  The 70 percat unemployment levd seen nationdly among persons with
disabilitiesillusrates the need for these types of work opportunities

Today New York State's prefered source program gives preference to a series of
ertities, induding:

* Qudified, charitable, non-profit agencies for dissbled persons goproved by the State
Commissoner of Educaion;

* Qudified, chaiteble nonprofit agendes for the blind goproved by the
Commissoner of Children and Family Sarvices, and

o Spedd employment programs saving mentdly ill persons operated by fadlities
within the Office of Mentd Hedth and gpproved by the Commissoner of Mentd
Hedth.

The program's legidation dso edablishes preferentid purchaang for the Depatment
of Correctiond Sarvices Correctiond Indudtries Program (CORCRAFT).

Under the law, dl State agendes, public benefit corporations, and locd government
entities are required to purchase goproved commodities and services from dSate-gpproved
preferred sources where avalddle and which meat the buying agency’s “form, function, and

1
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utlity” requirements.  Procurement of commodities and services from preferred sources takes
precedence over dl other methods of supply and compeitive procurement methods  The
legidadive intetion is dear: to direct the normd procurement activity of the State to benfit
disabled residents.

New York State Industries for the Disabled, Inc. (NYSID)

NYSD represents goproximady 130 not-for-profit member rehabilitation agendies
ad in 1998 didributed over 620 contracts associaed with 78 agencies vaued a $71.1
million Member agencies create a daewide network of shdtered workshops, supported
enploymat fadliies and rehabilitation programs In 1998, NYSD provided goods and
savices to more than 2600 State and locd government agendies, gengrating dollar sdes of
$64.2 million. More than 5500 New York resdents with disghilities were employed under
these contracts.

NYSD's cetrd misson is to provide an opportunity for vocetiond traning and
employment for New York State' s dissbled residents.

Impacts of NYSID

CGR andyzed the tax and public assstance impacts on New York Sate by reviewing pay
received by a large number of individuds engaged in NYSID contracts during 1998.  Eight of
NYSD's larget member agencies paticipated in the payroll survey. CGR worked with NYSID
to sdect agendes tha would reflect datewide geogrgphy and the diversty of sarvice and
commodity contracts member agencies are engaged in.  The following agendes — collectively
representing over 2,700 dissbled and non-dissbled employees — are incdluded in the payrall
andyss



Agencies in Payroll Survey

L ocation Type of Contract
Albany Savice
Rochester Commodity

Fedcap Rehablitation Sarvices New York City Savice
Gooadwill Indudtries of Gregter New Y ork New York City Savice

Humen Technologies Corporation Utica 70% Commodity
30% Sarvice

M Murray Center Cortland County Commodity

Montgomery County ARC Amderdam 92% Commodity
8% Sarvice

County ARC Oneonta Commodi

The payral sample indudes nearly 2,130 dissbled workers and an additiond 640 non-
dissbled employess employed on NYSD contracts in supervisory and other direct labor
functions CGR examined payrdl dda totding $17.23 million from these eght NYSD-
member agendes, collectivdy representing more than 200 contracts (onethird of NYSID's
tota) and $39.45 million in vaue, more than hdf of NY SID’stotd contract vauein 1998.

Tax Revenues Increased by NYSID Workers
Federal and State | ncome Taxes Paid

Wages earned @ NYSID member agencies have a direct and beneficid fiscd impact on
the Federd and State governments.  Fird, earnings are subject to the income tax. In New York
State, wage earners not exceeding $10,000 in a given year are generdly not subject to income
tax. Beyond this totd, eanings are taxed according to a schedule  The current tax rate
schedule for New York ranges from 0.43 percent for earnings between $10,000 and $19,999
W to 4.81 percent for earnings of $60,000 to $74,999. Federd income tax operates in a

3
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dmilar fashion. Beyond a sandard deduction of $4,250 (bdow which earnings are not subject
to Federd income tax) the effective rale schedule ranges from 15 percent for earnings of less
than $25,350 up to 31 percent for earnings of $61,400 to $128,100. Income tax tables appear
in the gopendix.

Based upon the tax rae schedules outlined aove mogt disbled individuds ae
exempted from Federd and Sate income tax as a function of ther lower average earnings.
This is reflected in the payroll sample goproximady one-quater of dissbled dients hed
eanings subdantid enough to be subject to Federd income taxes, while 11 percent hed
aufficient earnings to be dae taxable Income taxes pad & NYSID member agencies dso
come from supervisory and other direct labor personned respondble for NYSD gte and
workshop operations. While not disbled, these New York State resdents dso benefit from
employment on NYSID contracts.

CGR derived the income tax impacts of NYSD employment by andyzing payrall daa
for 2,770 dissbled and non-dissbled employees and goplying the effective State and Federd
tax rates. The rdaionship between esimated tax liability and payroll was used to esimae tax
ligbility for dl NYSID workes. CGR edimaes totd 1998 NYS and Federd income tax
revenues resllting from NYSD employmet to be $0.34 million and $29%4 million,
repectivdy. A larger proportion of income tax revenue is atributable to NYSID savice
contracts, reflecting a higher proportion of labor to rav maeids then is generdly seen in
commodity contracts, and generdly higher wages.

Federd income taxes pad by NYSD eaners ae afected by two different schedules,
depending on individud earnings  Above $10,000, individud tax ligbility rises as income rises
in three tax brackets, 15%, 28% and 31%. Bdow $10,000 in income, however, the Earned
Income Tax Credit (EITC) actudly supplements an individud's earnings.  Enected in 1975, the
EITC is desgned to offset any disncentive to work for people who recelve cash assstance
(fomely Aid to Families with Dependent Children, now Temporay Asisance to Needy
Families. The vdue of the EITC grows as earned income increases up to about $10,000, a
which point the individud begins to pay income tax indead of recaving finendd support from
the income tax. CGR edimaes tha EITC payments to individuds were about $630,000 as a
relit of NYSD eanings This reduces of course, the fiscd benefit to the Federd
government of NY SID contracts by the same amount.

4
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State and Local Sales Taxes Paid

People employed in NYSID contracts spend their earnings in the marketplace.  Federd
Conumer Expenditure Surveys  (published by the U.S. Depatment of Commerce, Bureau of
the Census) indicate that individuds in these income brackets actudly spend dightly more then
they earn (by accumulating debt). For purposes of this sudy, CGR assumed tha NYSID-
rdaed pasonnd a the member agencies spend dl of wha they ean. Interviews with
vocationd counsdors confirmed this pattern for their dients

Further andyss of Consumer Expenditure Survey data suggested tha CGR assume
taxadble spending to be 25 percent of totd spending. Food, generdly the dngle largest
gpending category, islargdy nontaxablein New York State

Usng these assumptions, CGR

esimates the 1998 totd Siae and locd Sales Tax Impacts of NYSID
sales tax impact from NYSID (on 1998 total contract value)
employmat to be agpproximady $0.77

million  New Yok Sate and locd Contract Type NYS L ocal

counties split this totd (as seen in the
accompanying table), given the 4 percant
dde sdes tax bae rde and, in mog || Commodity $85,000 $85,000
counties, a4 percent locd county rate. TOTAL $385,000 $385,000

Service $300,000 $300,000

Service contracts are aso
regponsble for a larger portion of the
totd sdes tax revenue. This occurs for two reasons.  First, many service contracts secured by
NYSID indude a New Yok Stae requirement to pay workers the “prevaling wage” which is
gengdly higher then the wage pad to those employed in the production of commodities
Wages pad under commodity contracts may be adjusted according to worker ability and
productivity levds Furthermore, the cos of providing a savice (such as janitorid or dericd
svices) is largdy labor. Many commodity contracts (such as a repackaging or assambly
operdtion) require a dgnificant expenditure on raw maeids thus the payrdl dhae of the
contract ismuch lower.
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Federal Medicare and Social Security Withholdings

Eamnings are dso taxable for both Medicare and Socid Security, regardless of whether
anindividud isdissbled and/or receiving Sodd Security benefits

Some disabled Federal Medicare & Social Security

workers, however, are covered Impacts of NYSID

under agency exemptions (on 1998 total contract value)

known as *“Letters of

Deamingion” A Leter of Contract Type Medicare Social Security
Determination exempts an || Service $860,000 $3.7 million

entire organization, or

potions of it, from Sodd
Security and Medicare TOTAL $980,000 $4.20 million

Commaodity $120,000 $500,000

withholding and employer
contributions Letters are
gengdly awarded in cases where worker productivity is lower and earnings are not expected
to be subgantid. CGR found that agendes with commodity-based contracts tended to have
Letters of Determinetion, while those with service contracts did not.  This likdy reflects wage
differentids between dients engaged in commodity and savice contracts  Even in member
agendes where both savices and commodities are contracted, dients in - workshops are
generdly exempt from HCA and Medicare withholding  while those peforming outsde
savices ae not. Therefore, CGR assumes that dients engaged in commodity contracts are
exempt from FICA and Medicae withholding, while those on savice contrects (end non-
disabled personnd) have Sodid Security and Medicare withheld from their earnings.

For an individud, 1.45 percent of earnings are pad in Medicare taxes, and an additiond
6.2 percent in Socid Security. Both of these figures are matched by employers. Based on the
payral sample of member agencies CGR edimaes that the Federd government recaved an
additiond $0.98 million and $4.20 million in Medicae and Sodd Security intake from
NYSD employment in 1998.
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The basc Medicare program is a pure entittement, meaning thet benefits do not depend
on contributions.  Money recaved in Medicare payroll taxes represents an unambiguous
increese in Federd revenue. Sodd Security needs to be viewed differently.  The contributions
of NYSD agency employees will usudly increese the Sodd Security bendfits they are entitled
to recave when they reire Whether their increase in benefit is less than or more than ther
increased contribution isimpossble to determine.

NYSID Payroll Reduces Public Assistance Payments

A lage proportion of disshled Ameicans supplement ther monthly income through
both Federd and State benefit programs.  Supplementd Security Income (SSI) and Socid
Security Disgbility Insurance (SSDI) are the two largest forms of ad avalable to people with
dsblites A disbled individud who is not working will be more dependet on benefits like
SS and SDI for monthly income  Eanings gamnered through work @& NYSID member
agendes reduce a dissbled individud's levd of dependence on Federd- and Sate-funded
bendfit programs and, as a result, save Federa and State dollars that would otherwise go toward
such programs

Both SS and SSDI benefits are subject to reductions — or dimination — as an
individud’'s income risss  Beyond catan eanings thresholds bendfit schedules congder a
dissbled wage-earner to require a lower benefit levd than a nonwage-eaner. As a reault, the
more a dissbled worker earns through employment the lower hisher bendfit levd is likdy to
be. A vaiday of Feded work incentives are in place, however, to assure that the earned
inoome does not displace bendfits on a dolla-for-dollar bass.  These incentives encourage
employment among people with disahilities

CGR edimaed totd Federd and State savings — in terms of reduced SS and SSDI
berdfit levds — which directly result from wages eaned & NYSD-member agendes.  The
benefit esimeates which follow ae bassd soldy on the dissbled payrall from NY S D-member
agendes, with the assumption that NYSID dients are the only member agency workers digible
for such ad (i.e supervisory and other direct personnd are assumed to be largely non-disabled,
and therefore do not qudify for S or SSDI).
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Supplemental Security Income

Supplementa Security Income (SSl) is the mogt common form of income assgance
to disbled individuds As a needsbased program, an individud's monthly SS payment is
based on the amount of other income (earned or bendfit) which he or she receives Those with
higher leves of totd eaned and bendit income are subject to reductions in the amount of
thar SS benefit. Bendfit levd dso depends on an individud’s living arangement and the date
of resdence Disdbled persons living with family or in household Stuations with others are
dighle for the lowes levds of SS bendfits, dnce it is assumed that avaldble family and
finendd supports reduce an individud's need for assgance On the other hand, disbled
persons in a family cae fadlity or resdentid care fadlity — without such supports — are
digible for greater levels of SS support.

Smilaty, the amount which the Federd SS base levd of $500/month is supplemented
by dae programs varies from dateto-dae The dae supplement amount in New York ranges
from $23 to $405/month, again contingent on an individud’s living arangement. Monthly SS
benefit levds effective January 1, 1999, gopeer in the fallowing teble

SSI| Benefit Levels (New York State)

Living Arrangement FEDERAL NEW YORK TOTAL

STATE
Resdentid Care Fadility $500 $405 $905.00/mo
Family Care Fedlity $500 $22848 $728.48/mo
Living Alone $500 $87 $587.00/mo
Living With Others $500 $23 $523.00/mo
In Househald with $333.34 $23 $356.34/mo
Others

Source: New York State Office of Mental Retardation and Developmental Disabilities

The Sae Dividon of Disadlity Deermindions (Office of Temporay and Disability
Assgance, Depatment of Family Assgtance) provided breskdowns of the dissbled population
for curent S recipients by bendit levd. CGR verified these breskdowns with vocaiond
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counsdors and coordinators a severd member agencies and adjusted them to more accurady
reflect the living arangements of the NYSD dient populaion. Disdbled individuds working
on NYSD ocontracts fdl manly within the “Living With Othes’ (50 percent), “Living
Alone’' (20 percent), and “Living in Housshold With Othes’ (20 percat) caegories The
remander ae conddered to be in hightbendfit family care fadlites or resdentid care
fadlities (5 percent each).

Based on this didribution, CGR devised a weighted average S benefit levd, taking into
account the adjusted bregkdown of living arangements The weighted average S benfit leve
is $531.84/month. For this levd we condder the fird $441.67 to be the weghted average
Federd baselevd and the remaining $90.17 the state supplement.

The Socdd Security Adminidraion uses a formula to determine the monthly SIS benfit
levdl that a person receives. According to the formula, the initid $65 of a dissbled person’s
monthly earnings are ignored as a work rdated exemption. Beyond this “disregard amount,”
one-hdf of remaning eanings are conddered “countadble income”  An individud’'s monthly
bendfit is then reduced by the amount of countable income they have.  In other words, less than
hdf of an individud’s earned income is counted when determining the SIS benfit levd. Adde
from this benefit reduction schedule, there is no explict earnings threshold beyond which a
dissbled worker will lose dl SS benefits  The benefit level is Smply reduced in this fashion
asincomerises until the point a which the bendfit leve reaches zero.

The Feded base amount is
SSI Reduction Impacts of NYSID the fird portion of the SIS bendfit

(on 1998 total contract value) which is affected when an

individud’'s earnings surpass the
disegad threshold. In the case of
Service $590,000 $6.41 million ths weghted average example, an
Commodity $10000  $le6million || ndvide's benefit level can be
reduced by nealy $442 before the
State begins to see a reduction in the
anout of its supplement. As a
result, Federd savings in S benfit
reductions from NY SID contract workers are much higher rdative to State savings

Contract Type NYS Federal

TOTAL $ 600,000 $8.07 million

9
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Reviewing the payroll data for nearly 2,130 NYSID workers with disdbilities, CGR
found nearly 70 percent with income leves subdantid enough to be subjected to SIS benefit
reductions. This diredtly impects Fedad (and potetidly Stae) dolars that would have
othewise been directed to SS payments. CGR edtimates that New York State and Federd SS
benefit reductions from NYSID employment in 1998 totded $0.60 million and $3.07 million,

respectively.

Savings are higher on savice contracts, again reflecting a higher proportion of labor
to rav maerids higher earned income, and, therefore, larger benfit reductions. State savings
from commodity contracts are lower because fewer individuds see reductions beyond the
Federd baselevd amount.

Social Security Disability Insurance

Sodd Security Disdility Insurance (SSDI) is another bendfit avalable to some
dissbled workers.  SSDI is not a needs-based bendfit, but rather an entittement based on the
work and Socid Security contribution record of a dissbled worker or dissbled individud’s
paents. Nor is bendfit levd contingent on the seveity of a parson's disility. Dissbled
pesons ae digble for SSDI if they have contributed to Socdd Security throughout ther
lifetime or if thar parents have contributed through work in the pedt.

There is however, an earnings threshold beyond which dissbled workers are no longer
digble for SSDI bendfits The Sodd Security Adminidration uses the “Subgtantid Gainful
Adivity’ (SGA) levd to determine whether a dissbled individud is cgpable of peforming
donficat and productive work for pay or profit. The current SGA levd is $700/month, up
from $500/month  effective July 1999.  As with SS work incentives, the recent increese in
GA levd dlows workers with disabilities to earn more without loang SSDI bendfits  The
higher threshold gives disabled persons a grester opportunity to paticipate in the workforce
and improve ther economic well-bang.

SDI is whally funded by the Federd government, unlike date supplements to SS.
Therefore, any savings that result from increases in earned income and loss of SSDI digibility
areredized by the Federd government.

10
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SSDI bendfit leveds are not determined according to a specific benefit leve schedule,
a fact that makes edimating SSDI benefit reductions very difficult. It is impossble to esimete
an individud's SSDI levd without knowledge of hisher earnings higory and that of higher
parents. One dissbled individud may receive gregter SSDI bendfits than another (who may not
recdve ay a dl), sldy because hisher parents contributed subdantidly to the system
throughout their working lifetimes

This resllts in a rather uniform didribution of SSDI bendfit levds, as indicated in the
fdlowing chart. No

single $50 range  SSDI, Current Pay Benefite for Disabled Workers
cgptures more  than Distribution, by Level of Monthly Benefit

75 pecent of the '™
entire distribution =
of benefit ranges. —— H H L] ]
The uniformity of
the SSDI benefits
distribution -
verified by benefits w- -|-"'-I—"'—|—"'-I—"'—|— o

mali ds a New uccu:nn M“mmmmmm“;mmmmﬂm 1mmm

. Source; Socia Security Administration
Yok Sa€s Office Y

of Mentd Readdion and Devdopmentd Disdbilites (OMRDD) — prevents CGR from
meking precise assumptions about SSDI bendfits levels and Federd savings.

» - — |- — — -

Underdandably, fewer dissbled workers earn enough to surpass the SGA levd of
$700/month ($8,400/yeer). Of the 2,130 dissbled individuds induded in the modd, fewer
than 20 percent had 1998 earnings exceeding the SGA levd. Nearly dl of those who surpassed
the SGA levd worked on NYSD savice contracts reflecting the tendency for higher earnings
among saviceworkers,

For rough egimaion purposes, CGR assumed the average SSDI benefit levd to be
$00/month.  This is a consarvative esimete, reflecting what gopears to be the median of the
lowver end of the SSDI didribution. The consavaive etimae of monthly bendfit levd is

11
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bdanced by the assumption that 4l

dissbled workers in the model are digible SSDI Reduction Impacts of
for SSDI bendfits. At the $500/month NYSID

levd, CGR estimaes totd 1998 Federa (on 1998 total contract value)

SDI savings from NYSD to be about Contract Type Federal

Service $430,000

Other Forms of Public Assistance Commodity $10,000
TOTAL $440,000

A sies of other traditiond public
benefits were exduded from the modd
gnce they ae rady log through higher
inoome levds (eg. Medicad) or generdly do not goply to NYSD's disbled worker
populetion (eg. Food Stamps, TANF).

Mog dissbled workers who qudify for SS dso qudify for Medicad. Medicad benefit
levds are, however, rady reduced or diminated as the result of individud earned income.  In
mog cases Medicad bendfits continue while a disbled individud is working, even if helshe
eans a a levd which reduces (or even diminates) ther S payment. CGR veified this with
both OMRDD and through a series of interviews with vocationd counsdors a& NYSID member
agencies  Not a angle ingance of Medicad benefit loss was found in CGR's interviews with
sven vocdiond counsdos and case manegas a vaious rehddlitation agendes who
collectivey represent gpproximatdy 300 NYSID dients  Counsdors reported a smdl number
of dients experiencdng “soend down” reductions in Medicad benefit levds, the result of
unusudly high eerned income or spousd income

Interviews with dissbled workers and vocationd counsdors & NYSD member agencies
indicated that few dients recave other forms of public assstance, paticulaly Food Stamps
or Temporary Assdance to Needy Families (TANF). Mog dae-based forms of wdfare and
public assdance ae gengdly avaldde before an individud is dasdfied as dissbled.
Coundors told CGR that there is usudly an atempt to certify dients as dissbled as soon as
possble so that they can begin recaving the greater bendfits avallable through SS.  As a reault,
few dients remain on public assstance or wefare for extended periods of time.
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The Cost of the Preferred Source Program to Taxpayers
Measuring Cost

The prefared source program confers benefits on NYSID agency dients through the
employment opportunities it affords and on taxpayers by increasing tax revenues and reducing
the cogt of public asssance programs providing financid support for people with disgbilities
A prefarentid purchese progran may codt the taxpayer something, however, and CGR dso
conducted an andyss of the cost of the preferred source program in New Yok State. The
preferred source program’s datuteé  requires tha contracts through NYSID agencies cost no
more than 115% of the price that could be secured in the open market.  The Office of Generd
Savices (OGS is chaged with the regponshility for monitoring prices and determining
whether the contract prices gpplied for by NY SD satidfy this requirement.

CGR approached the Office of Generd Sarvices for assgance and was provided with
a table of recent commodity contract awards gpproved by OGS through the preferred source
program and the result of OGS price andyss. CGR dso audited a sudy conducted by NYSID
daff tha compares prices of NYSID commodity products to prices of comparable products
from the Stigples New York City government contract catdog. In the case of sarvices, the task
of compaing prices is more difficult due to the individudized nature of eech contract —
induding the agency’ s unique Spedifications, terms and conditions

Commodity Cost Comparison

CGR etimaed the cog of the commodity component of the prefered source
purchedng program to New Yok Sae by conddeing the cogt implications implied by the
best daa a& our digposd. The table on the fallowing page summarizes $1.5 million in recent
commodity contract awards for commodities whose prices were evduaed by OGS. Based on
this sample, the weighted average difference between market prices and NYSID contract prices
is 4.7%. By gplying this dandard, the totd NYSID commodity contracts vaue would cost the
taxpayer about $1.30 million above market.

"State Finance Law Article 11, §162.6(b).
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In  comparing
commodty cods, CGR
d reviewed the price
comparison NYSID
recently performed
between items its
member agencies
produced and andogous
items that New York City
govenment agendes can
purchase through the
Staples StockPlus

Commodity Item

Annud
Sdes
($000)

Rddionto
Market
Price (%)

Sharps Containers

50

a market

Surge SUppressors

18

a maket

Paper Toilet Seat Covers

43

-10%

C-Fold Pgper Towds

230

12%

LED Exit Sgns

3.6%

Copier Labds

a maket

Wall Clocks

6%

Prestription Container

a market

Scratch Pads

60
50
13
50
400

1.3%

Dexk Cdendar 9%
than half of the _ V'E’an(;'?é: 2‘322
approximady 100 items J Office Tape .6%
andyzed by NYSID were T

found to be less than 115 Weighted Average 4.7%
pecet of the Sailes
price. On mog of these
items, NYSID prices were lower than those for comparable items & Stgples. CGR audited the
NYSID findings for mogt of the products ligted in the NYSID Office and School Supplies Price
Comparison lig and veified thet the prices presented coincided with the corresponding prices
liged in the StockPlus catdog. The median price differentid for liged products showed the
NYSID price to be 7% higher. CGR has not usad this datidic in any of its andyds because
the price andyds is not meaningful without information about the amount purchesad for each
product. Clearly, if purchase volumes are high for items priced low by NYSD, this average
cost differentid would be too high, or vice versa. Furthemore, mog consumers (and State
agendes ae unlikdy to be exceptions to this rule) pay dtention to the prices charged by
dfferent vendors for dmilar products and economize by purchasng from the lower-priced
vendor. We would expect that the weighted average price differentia is lower than the median
price differentid between two vendors ~CGR's andyds of the NYSD/Saples price
compaisons confirms that the 4.7% figure obtained through review of the OGS andyss is
reasonable.

cadog.  Signtly more
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Service Cost Comparison

Edimaing the cogt differentid of savice contracts is more difficult, as discussd
ealier. NYSID and OGS have begun to obtan more detalled and customized market price
comparison informaion when goplying for and reviewing savice contracts for goprovd.
Comparabdle market prices for individua sarvices are therefore unavalable.

Mog contracts negotiated between NYSID and its State and locd government agency
dients were previoudy bid to a private firm. Further, many of the sarvice contracts ae
rdaivdy recent. As a result, it is likdy tha purchasng officers a government agendes have
a good sene of previous cod and can efectivdy judge maket price comparisons for
paticula sarvices At the present time, CGR assumes that the cogt of sarvice contracts is
within the preferred source program’s 115% market cogt guiddine.

In the absence of a current competitive bid for a spedfic cusomized task, it is difficult
to find price data for truly compardble, let done ideticd, sarvices Janitorid services for
exanple, vay in cos by the naure of the fadlity beng deaned and the naure of the sarvices
required by the cusomer to be provided & each Ste In an internd memorandum from OGS
provided to CGR dated August 10, 1999, OGS notes that 482 of NYSID’'s new and renewed
svice contracts were goproved for 1998 and 1999. No contracts were denied during this
period (dthough OGS NYSD and cudomes frequetly negotigte the tems of individud
contracts before gpprovd is granted). While not whally satifactory as an goproach, OGS does
compare hourly wege raes pad to NYSD employees to ensure payment of legaly-required
prevaling wages, and that these rates and totd contract pricing do not exceed 115% of the
comparable pricesin the region in which the contract will be exercised.

NYSD is committed to gethering better information on the cogt of services and CGR
applaudsit for such foresght.

Public Sector Procurement Alternatives

State procurement lawvs and procedures ae intended to reduce the potentid for
corruption and misuse of taxpayer dollas The unintended consequence of a well-intentioned
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procurement law, however, may be a public procurement process that is cumbersome, time-
conuming and codly. A recent dudy in the State of Texas found that the procurement process
cogs the public sector, on average, four percent more per dollar of purchases then the private
sector.”

The public sector therefore dands to save dramdicdly by sdting up an improved
procurement  sysem, pat of which would incdude a “prefered vendor” contracting process.
A numbe of advatages rexult from purchesng from presdected vendors, each of which
effetivdy ded with the codly process and qudity concens. Some of the savings induded
in the Texas Paformance Review (TPR) sudy do not goply to the preferred source program,
of course. TPR noted tha by consolidating purchasing with a smdler number of suppliers,
agendes can redize condderable savings as the volume of purchases represented by a single
lage dae contract cestes an incative for vendors to pursue longterm  purchesing
rddionships. At the same time, some “bulk” cogt savings would catainly result from a unified
date purchesng agreement which indudes a number of agencies TPR dso points out that
long-term purchasng rdationships with goproved vendors would dmost cartainly  guarantee
better quality goods and sarvices

What does goply directly to the prefered source program is the estimaed
adminigrdive cost savings. An goproved purchasng process would reduce the expenditure of
time and resources that result from public bidding (eg. ddays from bidding routine contracts,
continually certifying new vendors, regularly updating market price comparisons, and o on).
TPR edimaes assume tha reduced prices account for 58% of the cogt savings from a re-
enginered procurement process and tha adminidraive cost savings account for the
remander. CGR edimates of the procurement cost savings atributed to the preferred source
program would be limited to the adminidrative portion, or about 1.7% of the vdue of the
contract totdl.

CGR gpplies this savings only to the sarvice contract component of NYSID contracts.
The commodity contrects are integraied with the wdl-etablished NYS supplies contracting
procedure. Agencies have long been adle to reduce procurement cods for commodities by

" Texas Comptroller of Public Accounts, Texas Performance Review. 1993. Procurement Re-engineering
Project: Final Report. Austin, Texas, p. 5, pp. 63ff.
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purchedng directly off datewide contracts for a wide aray of products Reductions in
adminidrative procurement codts from sarvice contracts negotigted  through  the  preferred
source program totd about $730,000, assuming that the Texas findings hold true in New York
Sate.

Findings from Interviews With NYSID
Clients & Agency Staff

The New York State Legidaure did not pass the preferred source legidation to obtan
lower prices for Stale agencdies. The sole purpose of this dudy is not to demondrate tha the
Stae of New York saves or loses money by sourcing products and services from NYSID
membar agencdies.  On the contrary, the princpad purpose of the legidaion is to provide
ganfu employment for a unique group of New York State resdents, the vast mgority of whom
ae undble to obtan compditive employment or require vocaiond traning before entering
competiive employment.  The fird section of this report explores the purdy finandd benefits
and cods of the preferred source legidation.  This section reports on the other benefits — the
humen bendfits— of the legidation.

CGR interviewed a saies of NYSID dients and vocationd counsdors a member
agencies to both veify the assumptions implict in the economic impact modd and identify
the nonfinencid individud benefits of employment opportunities for people with disabilities
Interviews were not intended to be exhaudive but to vdidate assumptions and to add a human
dimengon to the review of program benefits

Client Benefits

Clients employed in dhdtered workshop and supported employment sdtings recaive
a vaidy of bendits some tangible some intangible  The tangible bendfits indude the vaue
of work — egpeddly for those in resdentid placements who mugt be patidpaing in some
type of day progran — and pay eaned for tha work, the same benefits recaved by Al
employess in workplace setings everywhere  Tangible bendfits for these dients dso indude
ongte continud supervison and ade assgance for those who need hdp with persond
hygene and meds, onrgte counsding for behaviord problems and on-dte training in socd
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ills daly living sills problem sdving kills time manegement, and the work ehic.
Member agencies dso provide some trangportation, to dther the rehdbilitation agency's
workshop or a cusomer’s job gte, for those unable to negotiate public trangportation sarvices.

The intangible bendfits are much harder to cdculae and lig, but even more vduadle to
the people saved. From the point of view of the vocationd counsdors and case managers
CGR interviewed, these intangiblesindude

. having apurposein life, to come to work each day and complete the job;

. devdoping friendships they might not atherwise have an opportunity to deveop;

. afeding that they are giving beck to the community;

. being productive rather then ide

. bang more physcdly and mentdly attive and chdlenged then they would
otherwise be; and

. having a workplace that is “thers” where no one will make fun of them for ther
incblity to kesp up with others their gopearance, or ther inability to interact
oddly.

The dients employed in shdtered workshop and supported employment settings have
a wide vaiety of disabilities Some disabilities were present from birth, such as  mentd
retardation, devdopmentd disiliies severe leaning disdbiliies, or physcd dissbilities
Others have physcd or mentd disdbilities that came on during youth or adulthood, such as
disdhiliies caused by mentd illness, srokes, head injuries, or accdents  Some have medicd
problems such as epilepsy, heat problems or rend falure Some have more than one
disility, in any and dl combinations

Some of thee dients wak under ther own power, while others are confined to
whedchars Some ae adle to lean quite complex tasks, while others can bardy learn one
gmdl task thet they repeat dl day long. Some can work wdl without direct supervison, while
dill others must be dmogt condantly supervised.  Still others need assstance with persond
hydee and meds  Some can work a full day, while others are limited in the number of hours
they can work each day.
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Vocaiond counsdors interviewed by CGR report thet, for ther dients while there are
ome dients who can and ae eventudly mandreamed into a compeitive workplace sdtting,
may ae employed in shdtered workshops because ther disdilities prevent them from
interacting pogtivdy in compditive podstions The ocounsding and support offered & a
shdtered workplace indude policdes and procedures desgned to ded with dl of those
problems. There is an emphads on the individud, and hdping each dient choose ther
employment outcomes and achieve ther gods. The shdtered workshop counsdors dso work
dosdy with physdans to determine the work sdtting that best meets a dient's physicd and/or
mentd limitations.  The counsdors we interviewed lided a vaigy of problems they
encountered with these dients that prevented the dients from enteing the competitive
workforcee.  NYSID employment provides them with vocaiond training and work opportunities
thet would otherwise be unavailable.
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Conclusion

The preferred source program was designed and passed into law by the New York State
Legidature to provide ganful employment for persons with dissbiliies  The vdue of work is
deeply ingraned in American culture  NYSD agencdies provide opportunities for dissbled
indviduds who cannot obtain employment in treditiond busness firms to patidpate in the
working world.  While some argue tha a dissbility should not prevent employability in any
sdting, others bdieve tha shdtered employment has a place in a community that credtes a
range of opportunitiesfor its dtizens, regardess of dbility.

A principd purpose of this dudy is to edimae the cods of the preferred source
legidation and dso to identify thet, in addition to the subdtantid benefits conferred on dissbled
New Yorkes NYSD agency contrects have a finandd payback to taxpayers as wel.
Recognizing the lower productivity levds and higher supevisoy cods assodaed  with
enploying people with disabilities, the Legidaure anticpaed tha prefered sourcng would
increese the cost of State government to some degree, dthough a “cgp” of 15% was placed on
thet cogt differentid.

Benefits

This dudy shows that the preferred source legidaion more then pays its own way, when
aggregate Sae and Fedad bendfits ae induded. The aggregate fiscd impacts from the
program gppear to be subdantid. On totd sarvice and commodity contracts of $71.10 million
in 1998, CGR edimaes that the program gengrated $2.94 million in Federd income taxes
Resuting income and sdes taxes in New Yok State exceeded $1 million, induding about
$0.38 million in locd sdes tax. Through bendfit reductions caussed by disdbled worker
income, the Federd government saved over $8 million. New Yok State saved approximatdy
$0.60 million through reductions in Supplemental Security Income payments  Medicare and
Socid Security withholdings condiituted an additiond $5.18 million of 1998 Federd impect
fromNYSD.
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Costs

Totd Feded and Stae impacts more than badance any additiond cogts resulting from
the preferred source program.  Given a commodity contrect vdue of $27.68 million, CGR
edimaes the cogt of the commodity contracts a $1.30 million.  Price comparison
information for sarvice contracts was unavalable, and further andyss of thee contracts is
beyond the scope of this sudy. Given the nature of the contrectud rdaionship between the
procuring agendes and NYSID member agendes CGR bdieves the totd codt to be within the
guiddines goplied by the Office of Generd Sarvices. Many of the exising sarvice contracts
ae rdaivdy new and replace pre-exiding contracts with privale vendors — Procurement
officers are thus well-awvare of market prices for the sarvices provided by NYSID agencies and
are competent to judge the bid price negotiated through NYSID. Were dl of these contracts
to cog agencies the full 15% over market prices the cost ($6.5 million) would ill be much
less than the aggregate vaue of the benefits

1998 Economic Impact of NYSID

New York Federal TOTAL
State
Income Tax Revenue $0.34 million $2.94 million $3.28 million
Sales Tax Revenue $0.77 million n/a $0.77 million
(shared between NYS & local county)
SSI Benefit Reduction $0.60 million $8.07 million $8.67 million
Savings
SSDI Benefit Reduction n/a $0.44 million $0.44 million
Savings
Medicare Withholdings nfa $0.98 million $0.98 million
Social Security Withholdings n/a $4.20 million $4.20 million
Avoided Cost of Contracting $0.73 million n/a $0.73 million
(service contracts)
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Estimated Costs to NYS of Preferred Source Program
(based on 1998 Commoadity & Service Contract Values)

Commodity Savice
Contracts Contracts
Cog of Contracts $1.30 million Not Availade

Procurement Savings

Reslits of a recent State of Texas sudy suggest that public sector purchasng cods far
exceed those in the privale sector.  Wadl-intentioned public procurement regulations  often
resllt in inefficdent and codly purchesng processes  According to the study, public sector
purchedng edtivities cost nealy four times as much as in the private sector. The potentid
svings from reducing the adminidrative codts of the public bidding process ae subgantid.
Agency procurement costs avoided, given 1998 contract values, would totd roughly $730,000.

In summary, the cods of the prefarred source program (surdy less then a totd of $7.8
million across both sarvice and commodity contracts) are far out-weighed by the bendfits
Bendfits in revenue generaled and codts foregone for locd, State and Federd taxpayers totd
a leest $1267 million plus increesed socid security revenue of $4.20 million, Medicare
revenue of $0.98 million, and possible reductionsin SSDI payments of $0.44 million.

Non-Financial Benefits to People With Disabilities

When the “human bendfits’ of the prefered source program ae added to the net
finendd picture, the program’s dgnificance becomes goparent. NYSD offers dae resdents
who ae disbled a vaiety of shdtered workshop and supported employment opportunities.
Membea agences give individuds who ae dissbled the opportunity to paticipae in the
workforce, improve job-rdaed <kills and contribute to the Sa€s economy. Shdtered and
supported employment enables persons who are dissbled to be more productive than they
might otherwise be, gives them a sense of purpose, and teeches them how to accept the
physcd and mentd chdlenges which work requires  These opportunities incdude the
satigfaction of earning a paycheck, and in turn improve the locd and State economies



Appendix

Federal & NYS Effective Tax Rates

Federal Income Tax

State Income Tax Rate

(Effective Tax Rate) Rate
Less than $5,000 0%
5,000 to $9,999 0%
10,000t0 $19,999 | 0.43% |$4,251 to $25,350 15%

20,000 to $29,999 | 2.66% |$25,351 to $61,400 28%
30,000 to $39,999 | 3.71% [$61,400 to $128,100 31%
40,000 to $49,999 | 4.20%
50,000 to $59,999 | 4.53%
60,000 to $74,999 [4.81%

Federal Earned Income Tax Credit (EITC)

Thefdlowing isa sampl e of the EITC schedule by income levd, for individuaswith no children. Credit
amount isdetermined based on theincome category anindividua fallsinto. Categoriesare $50 increments,
ranging from $1 to $10,050 in earned income.

Earned Income Tax Credit
(by individual’'s income)

1to $50 $2
1,000 to $1,050 $78
2,000 to $2,050 $155
3,000 to $3,050 $231
4,000 to $4,050 $308
5,000 to $5,050 $341
6,000 to $6,050 $306
7,000 to $7,050 $230
8,000 to $8,050 $153
9,000 to $9,050 $77
10,000 to $10,050 $1
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Federal Withholdings (Social Security and Medicare)

Workers with disabilities are subject to Federa withholdings of 7.65 percent, regardless of whether they
asoreceive Federd SSI or SSDI assstance. Of thetota, 1.45 percent iswithheld for Medicare and 6.2
percent for Social Security. These totas are matched by employers. CGR determined the withholdings
which result from NY SID employment using this 7.65 percent figure per employee, plus the employer
meatch.

Supplemental Security Income’

The amount of SS payment to an digible individud is usudly cadculated using the person’s actud income
from two months earlier, less appropriate disregards and exclusions. However, for anew SSI applicant
(recipient), paymentsfor thefirst two months are based on theincomein thefirst month of eigibility. Under
“Retrogpective Monthly Accounting,” the same income from the firgt digibility month is dso used to
cdculate the SS payment in the third month.

Socid Security’s “Earned Income Excluson” dlows most of a person’s earned income, including pay
received in a sheltered workshop or work activities center, to be excluded when figuring SSI payment
amount. The Socia Security Administration excludesthefirst $65 of earningsin amonth plus one-haf of
the remainder. Thismeansthat |essthan one-hdf of aperson’s earnings are counted when figuring his’her
monthly SSI payment amount. It providesan additiond incentivefor SSl recipientsto earn outsideincome
without fear of losing public assstance benefits dollar-for-dollar. CGR considered theimpact of ear ned
income on SS| payment savings to the State and Federd governments.

For example, adisabled individua living with others would be digible for a maximum monthly benefit rate
of $523. If that individual were earning income of $500 per month, their actua benefit level would be
$315.50, determined in this fashion:

" “Calculating SSI Payments,” Office of Mental Retardation and Developmental Disabilities; Red Book on
Work Incentives: A Summary Guide to Social Security and Supplemental Security Income Work
Incentives for People With Disabilities, Socid Security Administration.
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$500.00 Earned Income (from sheltered workshop, supported
employment, etc.)
—20.00 Generd Income Excluson
—65.00 Earned Income Exclusion
=415.00 Countable Income
+ 2
=207.50 SSlI Payment Reduction

SSI Payment Level — Payment Reduction = Monthly Amount
($523.00) — ($207.50) = $315.50

Social Security Disability Insurance’

The SSDI payment amount is based on aworker’ s lifetime average earnings covered by Socid Security.
While the payment may bereduced by workers' compensation paymentsand/or public disability payments,
itisnot incrementally affected by other income or resources. Eligibility for SSDI is contingent on an
individud’s (or parents’) contributions history and the Substantial Gainful Activity (SGA) threshold. SGA
is the performance of significant and productive physica or mental work for pay or profit. The SGA leve
is average countable earnings over $700 per month (as of July 1999) for non-blind beneficiaries. Socid
Security deducts from gross earnings the cost of items a person needs in order to work and the value of
support a person needs on the job due to the impairment before determining if work meets SGA levels.

For the purposes of this study, CGR assumed dl disabled workers to be digible for SSDI. A congtant
SSDI monthly benefit rate of $500 was aso assumed. Given the SSDI benefit level distribution, $500
appears to be the median of the lower-end of the benefit level distribution. Therefore, an SSDI reduction
of $500 was counted for disabled individuas whose earned income surpassed $8,400 for the year, or the
$700 monthly SGA level multiplied by twelve months.

" Red Book on Work Incentives: A Summary Guide to Social Security and Supplemental Security
Income Work Incentives for People With Disabilities, Socia Security Administration.
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New York State Finance Law Article 11 §162
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1998 National Organization on Disability Survey (selected
portions)



