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The New York City Health and Hospitals 
Corporation (HHC), a vital component of the 
health care safety net protecting lower 
income New Yorkers, faces two significant 
fiscal challenges in the coming years. First, 
HHC expects about $1.6 billion in annual 
revenues that have been available through 
special Medicaid supplementary payments 
will continue to flow in coming years, but, in 
fact, they may be in jeopardy. 
 
Second, HHC’s expenses, notably for 
pensions and fringe benefits, have been 
growing more rapidly than its revenues, 
obliging its leaders to develop a plan to close 
projected gaps. The problem is that the 
current plan does not fully close the gaps and 
key elements may prove unrealistic. HHC 
President Alan Aviles recently acknowledged 
steeper expenditure reductions and layoffs 
may be necessary should the current plan fail 
to achieve savings goals. 1  
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HHC’s Critical Role 

 
HHC is a public benefit corporation that plays a significant role in providing health care services 
to low-income and uninsured New Yorkers. The HHC’s 11 acute care facilities contain nearly 
5,000 hospital beds; its more than 200,000 annual inpatient hospital admissions represent a 
similar share of the citywide total. (See Table 1). 
 

 
 
HHC provides care to a significant portion of patients citywide who are on Medicaid or 
uninsured. HHC hospitals care for 30 percent of Medicaid and uninsured patients admitted to 
acute care facilities. While the city’s voluntary hospitals care for the majority of the indigent 
population needing acute care, their ability to do so depends on the availability of a large public 
hospital system. 
 
HHC’s acute care hospitals play a substantial role in providing emergency care to the city’s 
indigent and uninsured population. Of more than one million emergency room visits to HHC 
hospitals, 78 percent were made by Medicaid recipients or the uninsured. At other city 
hospitals, by contrast, Medicaid and uninsured patients account for 56 percent of emergency 
room visits. HHC cared for 35 percent of emergency department patients citywide who are 
either Medicaid recipients or uninsured. 
 
HHC is particularly important in providing psychiatric care, treating more than 22,000 
psychiatric patients annually. This group includes more than four of every ten such patients 
who are on Medicaid or uninsured citywide.  
 
HHC operates MetroPlus, a prepaid health plan with 426,000 enrollees. MetroPlus holds 
contracts to provide services to recipients of Medicaid, Child Health Plus, Family Health Plus, 
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Medicare and other government health insurance program benefits. MetroPlus enrollees 
receive primary care services and specialty care from physicians who are affiliated with HHC 
hospitals and selected voluntary hospitals in the city.2  
 
 

Recent Reliance on City Funding 

 
The City provides funding for the HHC in three general ways. One of these is mandated by the 
State; the other two involve more policy discretion on the part of municipal leaders. 
 
Medicaid Mandate. The mandated support comes via the required local share of Medicaid 
payments for managed care premiums and fee-for-service provider payments. At the beginning 
of New York’s Medicaid program in 1967 the State required that the City of New York and the 
57 counties pay half of the non-federal portion (equal to 25 percent of the total) of the cost of 
Medicaid services for their residents. This was unpopular from the start, and Mayor John 
Lindsay led an unsuccessful effort to oppose the mandate; New York City mayors and numerous 
county executives have echoed the opposition in years since.3 
 
In the 1980s the mandated local share for most long-term care services was reduced from 25 to 
10 percent, and in 2005 the growth in the aggregate local share for each county and New York 
City was capped at 3 percent annually. In 2012 the State tightened that cap, reducing annual 
growth in the local share from 3 percent to zero growth over three years. Despite the progress 
in reducing mandated local support, the sum for New York City remains high; however, most of 
these Medicaid payments go to private providers with only a fraction going to HHC. Because of 
its mandated nature, this form of Medicaid payment is not considered part of the City’s more 
discretionary support for HHC in the discussion and tables below. 
 
Medicaid Supplementary Payments. Since the 1980s the federal government has authorized 
federal matching funds for supplemental payments as part of a state’s Medicaid program.4 
These supplemental payments differ from other Medicaid payments in that they are not 
directly paid in exchange for provision of a specific service such as a hospital stay or a doctor 
visit; instead, they are paid as a lump sum to providers (typically hospitals and nursing homes) 
who met certain qualifications related to the extent to which they serve Medicaid and other 
low-income patients. They also differ from other Medicaid payments in that the non-federal 
portion of the funding relies predominantly on payments from local governments (in the case 
of HHC and other public facilities) or on State taxes on the providers themselves (in the case of 
voluntary hospitals and other private providers) rather than on broader based State general 
fund revenues. The City’s contribution toward supplemental payments to the HHC is authorized 
by the state and flows through the State Department of Health, but there is local discretion in 
the scale of these payments to HHC. 
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The federal Medicaid program allows supplemental payments of two types. Disproportionate 
Share Hospital (DSH) payments are given to hospitals whose patients are drawn 
disproportionately from the Medicaid and uninsured population. The federal government sets a 
limit on the amount of federal funds each state will receive each year for DSH payments, but 
states have considerable discretion in determining how to distribute that money among eligible 
providers in the state.5 Upper Payment Limit (UPL) payments are given to eligible institutions 
whose Medicaid payment rate for inpatient and/or outpatient services are less than what they 
would receive for the same service under the federal Medicare program. Payments can be 
made to these hospitals to supplement their Medicaid rates, but a facility cannot receive more 
in combined Medicaid rates and UPL payments than it would have earned under the Medicare 
program for the services. 
 
Direct City Appropriations. The third, and highly discretionary, form of City support for HHC is 
the transfer of funds directly from the City to HHC and payments by the City on behalf of HHC. 
In the latter category are payments by the City for malpractice settlements against HHC and 
debt service payments on bonds issued by the City for HHC capital projects. In most recent 
years the City requests and receives full or partial reimbursement from HHC for these 
payments. Other direct transfers to HHC are typically linked to the value of services HHC 
provides for uniformed personnel, prisoners and other items for which the City assumes 
responsibility. 
 
Recent Trends. During the administration of Mayor Michael Bloomberg the City’s support for 
HHC has changed in two important ways. First, it has grown significantly. Early in the 
Administration, the combined support through the City appropriation and Medicaid 
supplemental payments (identified together as “City supported revenues” in Figure 1 and the 
Appendix) rose from $698 million in fiscal year 2003 to $852 million in fiscal year 2005, or from 
17 to 18 percent of total revenues. Then this support jumped to $1.7 billion in fiscal year 2006 
and $2.1 billion in fiscal year 2007, reaching one-third to total revenues in fiscal year 2007. The 
support dropped in the two subsequent years, but was still well above fiscal year 2005 levels. In 
fiscal years 2010 and 2011 the support exceeded $1.8 billion annually equaling at least 27 
percent of total revenues. Much of the variability in the later years is related to delays in 
federal approval of requested supplemental payments.  
 
The increase in City support was accompanied by a shift in the form of the assistance. Less 
reliance was placed on direct appropriations and more on the Medicaid supplemental 
payments. In fiscal years 2003 through 2005 the direct appropriation ranged between $195 
million and $321 million. In the next six years the appropriation was in this range only in fiscal 
year 2010; in other years it was far smaller and in two years was negative as the City sought 
reimbursement from HHC for expenditures on its behalf. 
 
The increase in support has been concentrated in the Medicaid supplemental payments. The 
City contribution to the supplemental payments was raised from $278 million in fiscal year 
2005 to a peak of over $1.0 billion in fiscal year 2007, with the combined federal and City 
Medicaid supplemental support exceeding $2.0 billion in the later year. City supported 
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supplemental payments were reduced in subsequent years, but the City’ $913 million 
contribution in 2011 generated over $1.8 billion in combined federal and City support through 
supplemental payments – a figure more than triple the amount of such support in the earlier 
years. 
 

 
 
In addition to increased operating support, the City has also been providing HHC with support 
in the form of new capital investments. Since 1993, HHC has funded some of its capital program 
by issuing its own debt. However, New York City continues to play a significant role in paying for 
key modernization projects undertaken at major hospitals, including Harlem and Bellevue. In 
fiscal years 2002 through 2011 the City made capital commitments worth nearly $1.7 billion for 
HHC.6 
 
 

The Troubling Prognosis 

 
HHC’s fiscal prognosis is troubling because anticipated continuation of large-scale supplemental 
Medicaid payments is in jeopardy, and because even with the substantial City and federal 
support that is assumed in HHC’s projections the corporation expects to run operating deficits 
in the coming years.  
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Threats to City-Supported Revenues. The current level of City support is in jeopardy as the 
City’s own finances enter a new era of lower revenues. From fiscal years 2003 to 2011, actual 
tax collections were at least $1 billion above the amount originally budgeted.7 These 
unanticipated tax revenues, resulting from conservative forecasting and strong growth on Wall 
Street and in the real estate market, provided a key cushion to the city’s budgeting process.  
 
That streak of good fortune is ending in fiscal year 2012. Profits on Wall Street are currently 
running $7 billion below what was projected when the budget was adopted in June 2011. 
Current projections indicate the City will end the fiscal year with tax revenues totaling only 
$114 million more than originally projected, a surplus of just 0.3 percent above total tax 
revenues of more than $42 billion.8  
 
The surpluses built up in the past decade are gone, leaving City Hall to contemplate significant 
cuts to all programs. Prospects are dim for a quick turnaround based on new City revenues. 
Overall tax revenue growth over the next four years is projected to fall well below the average 
growth rate enjoyed by the city since 1989. 
 
Moreover, it will be more difficult to use whatever City support may be available to leverage 
federal funds. The national health care reform law calls for federal DSH payments to be cut by 
50 percent by 2019, with reductions beginning in 2014.9 Political and legal obstacles may 
prevent the law from being fully implemented. However, projections of tight federal budgets in 
coming years mean DSH payments will remain a target for cuts even if health care reform is 
halted. The national political climate suggests other federal interventions yielding additional 
revenue are unlikely. 
 
An Inadequate Gap-Closing Plan.  HHC projects supplemental Medicaid payments from the City 
and federal government to drop modestly in 2014 but remain at nearly $1.6 billion annually 
through 2016. Even with these uncertain supplemental Medicaid payments, HHC’s financial 
projections show large operating deficits every fiscal year through 2016 when the gap exceeds 
$1.7 billion. (See Table 2). These deficits are based on Generally Accepted Accounting Principles 
(GAAP), which require reporting for non-cash items such as the liability for retirees’ future 
health insurance. However, even after adjustment to cash-based accounting, significant deficits 
remain, as shown in the “Cash Surplus/(Gap)” line in Table 2. 
 
HHC’s operating deficits also remain after accounting for projected savings from its cost-cutting 
plan. The corporation is currently implementing a gap-closing plan that was released in May 
2010, and begun in fiscal year 2011.10 The focus of that plan was to reduce costs without 
reducing medical service levels, primarily by outsourcing some operational and managerial 
functions. HHC trimmed its full-time employee headcount by roughly 2,500 between 2009 and 
early 2012, reducing personal service expenditures by $218 million.11 
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Despite these successes, the HHC plan launched in 2010 is insufficient to close HHC’s gap in 
coming years and major elements are uncertain. If the plan were fully implemented, cash 
deficits ranging from $51 million to $216 million (and GAAP deficits typically exceeding $600 
million annually) would remain in coming years. 
  
Yet it is likely that HHC’s gap-closing plan will not be fully implemented in its current form. The 
modest cost-saving initiatives can be realized. However, the remaining programmatic changes 
HHC identifies as “restructuring” and values at nearly $240 million annually will be much more 
difficult to implement. For instance, consolidating long-term care services currently offered at 
the Coler-Goldwater facility on Roosevelt Island (an action projected to save HHC more than 
$10 million annually) will depend on finding other ways to care for existing patients.12 Doing so 
will require, in part, construction of a new facility, work that could extend beyond the 2014 
target. 
 
Perhaps even more significant is that HHC’s corrective action plan now calls for unspecified gap-
closing actions from the State and federal governments that rise from $250 million in fiscal year 
2013 to $850 million in fiscal year 2016.  Should these unspecified items fail to materialize, 
HHC’s cash-defined operating deficit in fiscal year 2013 increases to $466 million from $216 
million. In fiscal year 2016 that deficit increases to $911 million from $61 million. Given the 
push in Albany and Washington to reduce health care spending, this additional support likely 
will not come in the form of new revenues. If the HHC and the City cannot identify sources for 
these funds and to replace any lost supplemental Medicaid payments, then HHC will need to 
redouble its efforts at delivering services more efficiently or face a dramatic reduction in the 
services it can provide to New York City’s needy residents. 
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