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The Honerable William E, Simon

Secretary of the Treasury

15ih Street and Pennsylvania Avenue, N.W,
Washingteon, D, O, 20220

Dear Mr, Secretary;

On December 12, 1979, we were retained to advise the
Department of the Treas ury on various financial and accounting
matters related to Publie Law 94-143, the "New York City Seasonal
Financing Act of 1975", This law reflects the findings of the
Congress that it is necessary for the City to obtain seasonal
financing because the City's revenues and expenditures, even 1f
in balance on an annual basis, are not received and disbursed
evenly throughout the year, The Congress also found that the
ity is or may be unable to obtain such seascnal financing from
its customary socurces and authorizes through June: 30, 1978, loans
of up to $2.3 billion for such purposes, Such loans may be made
provided that the Secretary "determines that there is a
reasonable pTOopeCL of repayment of the lean in accordance with
ite terms and conditlions”

The State of New York has enacted the New York State
Financial Emergency Act for the City of New York creating the
Emergency Financial Control Board, This Act requires that the
Board, in conjunction with the City, develop a City Financial
Plan for the three years ending June 30, 1978, and that such
plan for fiscal 1978 provide for a ba?anced budget determined in
accordance with the accounting principles set forth in the State
Comptroller’ﬂ Uniform System of Accounts for Municipalities, as
the same may be modified by the 3tate Comptroller in consultation
with the City Comptroller. At this time such accounting
principles have not been agreed upon and, therefore, the City
Financial Plan on which the present fJnaHCan is based may
require significant and substantial adjustment,

A summary of the City Financial Plan for the three
vears ending June 30, 1978, together with the City's key
agssumptions, is presented in Appendix 1. This plan with a few
modifications was approved by fThe Pmexgency Financial Control
Board on Cctober 20, 1975,



. Sinece the City's financial reporting system does not
presently provide adeguate information for the Department of the

"Treasury lto monitor the City's compliance with the Financdial Plan,

we have prepared a f[linancial reporting package which could be
used for such a purpose. This reporting package is Included
herein as Appendix 2, and was included as a part of the Credit
Agreement,

_ Qur comments on the City Financial Plan set forth in
this report are based upon (inancial and other information
Cfurnished to us by wvarious City officials, We have not made an
audit of the information included in this report, and we are not
giving an opinion as to the compleleness or the accuracy of the
histerical information ov the forecasted information,

With respect to our comments, four general areas of
concern . are paramount,

First, the City's crisis ds cash flow, and
therefore, although a balanced operating budget is
important, the availability of funds to meet the combined
total of all cash requirements 1s esgential, To the
extent that total cash flow requirements are understated,
additional permanent financing might be necessary to repay
the seasonal financing. Thus, certain basic assumptions
in the three year plan become critical to the determinaticn
of whether the seasonal financing can be repaid, Some of
these are listed below:

No contingency plan has been developed to obtain
funds that may be reguired in excess of those
projected in the plan, Thie may be of immediate
importance gince the City staff has already
developed staff papers reflecting potential
revenue reductions totaling 3571 million over
the three year period, In addition, to meet
the cash reguivements for fiscal 1976, ihe
City must find additional sources cf over $400
million, '

Budgeted expenditures were to be reduced by $110
million in fiscal 1976, but only about $12
million of projected savings have been achieved
to date., Additional reductions are planned for
fisecal 1977 and 1978, Such reductions must
accumulate to over $800 million annually by
1978 and are planned to aggregate $1.5 billion
during the three year period. The need to
specifically identify these savings immediately
ig critical unless contingency sources for
long~-term funde are available,



‘The $800 million of State aid to be prepaid in
the spring of 1276 uand each year thereafter,
when congidered in cornjunceticn with the
seasonal firancial reguirement, makes that
amount, in effect, permanent, The fact that
State funds to meet this commitment, as we
understand 11, may require new financimng by
the State should also be ncted,

These and other conecerns regarding the assumplions
used in developing the City Financial Plan are
~get forth in Part 1.

Second, we have been informed by various .City
officials that ' the (ity's Tinercial systems and controls were
and continus to be inadequate to provide complete and
reliable financial data., We agree with these observations,
Indicative of this condition are the facts that follow:

No report is yel available, as requested by
the ¥mergency Firndncial Control Board, f{rom
which the deficit since July 1, 197%, can be
determined and compared to the City Financial
Plan, Significant deviations could have
occurred already without having been identified.

Summary balance sheet information republished for
June 30, 1975, and issued by the City Comptroller
as recently as December 26, 1975, is known to
require adjustments of at least 31 billion for
write-offs of certain uncellectible assets
included in the balance sheet at that date,

The use of {inancial data without adeguate
control over its completeness and reliability
creales concern that other data furnished may
not have the degree of credibility reguired
considering the crisis gituation which now
exists,

Adequate discipline over the accounting system
hag been lacking. This lack of diseipline
includes (1) inadequate controls over vouchers
entering the disbursement system, (2) control
weaknesses over the timing of overtime payroll
charges, and (3} inadequate controls over the
distribution of charges to budget line items,

These and -other concerps with regard to the
credibility and reliability of the data are
summarized in Part II, We must caution that
any analysis of the City Financial Plan must’
take inlo consideration the limitations
impeced by such concerns,



Third, plans fov » new accounting system are
contemplated. This system 15 being designed to provide
adequate [linancial data in accordance wiih the prescribed
Uniform Accounting System, and the City has agreed that
the new system will be inmplemented by July 1, 1977,

Considering the circumstances of New York City,
the need for added gystems and financial
personnel, and the lack of good accounting
and system disciplines, we bhelieve the City's
ability. to eschieve such a deadline is
doubtlful., THHowever, meeting this deadline
may well have an important 1impact on one of
the objectives of Public Law 94-143: to '
return the City to public financial markets
in 1978,

Therefore, with the present crisis, we have
recommended that, pending major revision,
the City should immediately improve the
reliability and timeliness of the present’
financial records and reports generated
therefrom, Without suech interim improve-
ments, effective control is Impossible,
Further, the Cily's ability to provide
reliable fipancilal information to investors
is doubtful unless immediate improvements
are made, :

It should also he noted that even though
certain expense items may continue to be
charged to the capital funds, or significant
underaccruals for pensions continued, the
hasic economics cannot be altered. Merely
changing the classgification of an expense
or using ocutdated assumptions in compuiing
pension costs will not eliminate the
ecopnomic cost of an expenditure or
contractual obligations. These two examples
alone might reguire $1 billion to $2 billion
in additional rosts over the amount provided
in the City Financial Plan which is the
budget to be "balanced" in 1978, although
the additicnal cash requirements would be
leas, Under either the '"mew system” or an
interim system to improve the reliability
of +the financial data, all costs should be
included on a sound accounting basis,
Further, the City has agreed to an audit to
be made by the State Comptroller or, at his
election, by an independent certified public



accountant for fisca2l 1978, It is our
opinion that an independent auditor cannot
accept the continuation of the above
proctices and render an ungualified opinion
on the City's financial statements.

Fourth, if the [{orecnsted cash flow and a balanced
operating budzet are to be achieved, certain issues are
critical, We have summarized in Part III these critical
issues which must be addressed and monitored,

e are pleased to report ithat we received cdmplete co-
cperation from City officials. We are prepared t¢ discuss this

report or any other-data which we have collected during our review
with you or others degignated by you,

Yery truly yours,

ARTHUR ANDERSEN & CO,

T



TABLE CF CONTENTS

PART 1 o COMPENTS BECGARDING PRIMCIPAL CONCERNS ON
VHI OFIMANCIAL PLAN GF THE CITY

PART 11 - COMMENTS BECARDING PRINCIP
‘ THE FINANCIAL DATA AND 8

AL CONCERNS 1IN
TSTEMS CONTROLS

o]

PART 1173 -~ CONMENTS REGAHDING CERTAIN CRITICAL ISSUES

APPENDIX 1 -« THE FINANCIAL PLAN OF THE ©1TY

Exhibit 1 ~- Consolidatiec Statement of Operating
Hevenues and Fxpenditures

Exhibit 2 -- Consolidated Statlement of Cash
teguirements and Sourceg

Exhibit . -~ Summary of Generai Sources Revenue
Exhibit 4 ~- Summary of beaol Tstate Taxes
Fxhibit & «. Summary of Supplemenlary Revenues

Exhibit 6 -- Statement of Oulstanding Debt and
Annual Service Charzes

Assunptions to the Tinanclal Plan

APPENDIX 2 -- SUVMARY OF FINANCIAT REPCHTING PACKAGE

Page

31

49

50

79



COMMENTS REGARDING PRINCLPAT, CONCERNS ON THE

FINANCIAL PLAN OF THE CITY OF NEW YORK

Qur comments vegariing the assumptions used in preparing

the2 City Financial Plan are summarized as follows:

Pianned savings ' 2
Revenue reductions 3
State cash advances 4

Salary levels 4

Pension costhbs : _ 5

General sources revenuc 7

Supplementary revenues, principally Federal
and State aid 8

Capital expenditures 10
Opefatiﬂﬂ cxpenses ln the capltal budged 11
tnflation 12
LitigutTOﬂ 1z
Pensicn fund investments A ' 13

Funds required to mect possible defllcits
in oxeecss of Financelal Plan : 13

Post 1273 potential expense impachs 14

Worksheelt on potential adiitionnl cash
ragquliremonts _ 15



PR

he “iir Financeial “lar, sz amended ~nd approeved by the
camergency Pinancial Tonbrel Bosed oon Cotober 20, 1275 (see
Appendlx 1Y, ‘mlicates budget doficits of B939 million in fiscal

1976 and §470 millicn in fiseal 1977, and a surplus of $30

4
¥

millicn in flccal 1275, Cerbain eavents cecurring subsequent to

Qerober 22, 1770, causing changes In o debt service requirements,
increésed rax reveme, ebe,, rould reduce the planned deficit by
$29 millicn in 1@76land P10 million in 1977 and would change the
surplus of $30 million to a 827 willion defieil in 1978.
Certain . of bLhe key acsumptions used in preparing the City
Financial “lan, ani'the prinzipal concerns we believe should be

considered In svaluating vhebther or not the »lan can be

achieved, oro summarised below.

v

v DAVINGS -- Zxpoenditlures of

2LANN]

the City are planned

to be reduced by $1.5 billicn Cor the throe years ending with
figecal 1973, The cperabing changes nlanned for 1976 would have
an ceffeclh of $200 willion on 2on annuzl basis. Becausé of the
elapsed‘tIMG unkbil Lnouguration of the various savings stéps,
tﬂe program was oxpected to save only 392 millicon in 1976, On
December 20, 1974, the date of Hthis repord, savings programs
having an annual ef{fect of aboul $50 million have been fldentified
a@'1¥§iocted savings, and we understand only o small portion or
leas than F12 million of this omount has lbeen achieved.
Yrpendiiure reductions of F110 millicn, $543 million

and FE91 million in {iscal 1276, 1977 and 1978, respectively,

vere dincluded In Lhe bty Financial Clan, " IL these reductions can



be achievel, *“he net savings Lo the Clily would be $92 million,
$462 . milliion and $724 millicn, respectively, since certain

reductions are covered by Federal and State ald programs,

Te ashieve meuningful resultls In fiscal 1976 will be
.difficult becauwsoe of the passape of time; and To achieye

$851 million in 19278, when consldered with the‘other asgumptions,
will require major ehanges in operations which have not been

¢ 2

identifiea to dato,

REVENUE REDUCTIONS -- The staff of the Clity Comptroller

tdenlified %571 million of potentlal revenue reductions which the
City may bhe cxpenrted to experience., These revenue lesses could
prevent nchievemant of the planned operating results in the City

Finanzial Plan, The effects of the pessible changes are:

1976 1977 1978
w--{in millionsg)-~--

Reductions in revenue proposed by
the Governor-
From State Revenue Sharing g5 F 86 0 $l25
From State ala to Education - 35 3%
Repeal of bond transfer btax - 25 25
Proposed reduction in roal estatle
tux rovenue from revised
squalization rates - 100 149
Chonges in real estate tax rates
from $3.89 Lo $8.68 for 1977 and
from $8.773 to 39,11 for 1978 - 74 ( 137)

Tobal rovenus loszes
($57) million) $54 $320 $197

"
]
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STATE CASIL ADVAWNCED ~ww The Shalte advanced Bducation ang

Publlic Assiztanc - ald funds o the City iIn fiscal 1975, énd the
Plan reflects advances totaling 3800 million in April through
Junz of each year during the Plan., Receipt of these funds in
advance each yorar 13 necessary Lo meet the objectives of Lhe

o

Plan and is dependent upon the Staite having the funds available

or belng able to securs new financing.

SALARY LEVELS -~ It is planned thaot City salary scales

will bve maintained at the L979-1976 level during the periocd of
the City Filnancial Plan. Buaszsed on information furnlshed to us,
the enabling Jegislation establishing the Munlicipal Assistance
Corporation provides for a three year wage freeze, bul the
contrucls hetween the Clty and Lhe unlons are for one year, If
wage increases cannot be stabilized at 1975-1976 levels, signifi-

eant inereases in costs could result since the annual payroll

g are In oczceeas of B4 billion,

Be undorshband thal the cost of living adjustment (COLA)
for LQ?B—L@VC was $LO0 million on an annunl basis and that 1t
may ncet be possible to protect against the incurrence of higher
lavels of cosi of llving adjusﬁmentﬂ in filscal 1977 and 1978, No

provision hag been made [or cosb of living adjustments for fiscal

1977 or fliao-al L1978,

Certain employee groups have agreed to o one year
Jeferral on implementation of the fiscal 1976 wage lncrease,

Unier this agrecment, an Employer Deferral Liabllity Account has




been establishel to which certain funis generated by productivity
increases arc to be deposited., The deferred compensation is to
be paid if (a) the expense budget of Lhe City for fiscal 1978 is
in balances, and 1 (b} the market for the sale of obligations of
the City will enable 14 to sell obiigations under the marked
conditions then prevalling, The City Financial Plan includes no
expense or provisilon for these possible deferred costs which will-

apply to the fiacul years 1977 and 1978 if they become payable,

PENSION COSTS -- The pension costs.assumed in the City
Financial Plan are based upcn a centinuation of the present
actuarial assumptions, Total cost for fiscal 1976 1s estimated
at $1.3 billion, before reductions applicable to agencies of the
City which are budgeted and controlled separately from the Clty
budget comprising the City Financlal Plan, It has been concluded
by certain civie groups and official 3tate commissions that the
costs are significantly undergtoted and that the past service
liability of $6.1 billion could be significanﬁly higher, Under
these clircumstances, pension costs are not being reported and
funded at the rate which economic lilabilities are being incurrei,
This results primarily (rom use of actuarial assumptions which
are oubtdated (dating back to 1914) or which do not reflect the
actual experlence of Lhe City such us:

- Mortality Ascumplions -- the mortality assumptions
jo not relflect aectual experience by as much as

504 in cerbtain casen and L[ actual experience
wore usesi bobh surrent ant unfunded ccsts would

A

e sipnificantly Inecrecsed,
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- Saluary Incroass AgzumplLion s -- mosb of the Clity's
plans bass pensicon beneills on She final year of
income of the cmployes, Therefore, asscumptions
as to saulary inoreasces ave critioal, Present

aasumpthtlons for the major group of employees

are thab salaries will Inereace approximately

1% per annum, The coshs acitually increased

an average ol 6,2% per annum for the period 1969

to 19772,

- Faynings ‘saumsd on Penslen Flan issets -- the

: sozumption 13 bthat 4% will be earned,
plans, sarnings In evcess of such
azsumptiond provide offsebls to any realized
sngd unrealized lossss on invezlment portfolio,
However, the City has (under laws adophted) used
earnings in exeeszs of 40 to roduce current
conbrivutions. In excess of $LO0 million per
yaar of such earnings have besn included in the
City Finoncial Plan as reducetlons of annual
pension cogts; howevor, il hags been indicated
thalt Lthio practlce would Le discontinued,

[ the assumptlions were updated, current pension costs
would increase for current serviee and, also, the current cost
would increase by the amount of the amortization of the
cumulative cost of the failure to have kept the assumptions on a
current basis bigstoriecally., In other words,.the understatement
of eosﬁé im Lho post must be made up by added cost recognition
in the futuve, The amortization would best be cver a 20 year
period, in nccordance with Lhe accounting guldeline for such
changes. With the mognitude of the cost and the potential that
the cost eould be understated by hundreds of millions of dollars,

,-,

the credibililty of the City Finoncial Plan could be in jeopardy.
Therefores, the adsiitional cost of such assumptions should be

guantified on a reliable basls as scon asg possible and, at the

latast, prior lo the beginning of fiscal 1977,

]
3
|
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REAL ESTATE TAXES ~- Rdal eztats tuves included in the

Clty Financial Plun are based on an inecrecase in rate from $7,395

)
in 1975 to $#.7% in 1978; incroused full valuation from

$80 billion in 1979 to $90 billion in 1978; und an egualization

l o

factor of 507 dn 197% anid 449 in 1978, Assesyged valuation

remains stealy al approcimately $43 billion between 1975 and

1978,

For Fisaal 1976, real eztats tax revenue is assumed to
he the net levy, but $192 million of this levy was collected by
the Clty in fizseal 1975, Hence, unless a prepaymenl of equal

amount L5 assumed to contianue, the cash requirements in fiscal

1976 will be greater by thisz amount,

The rate of colleclbion was 94% in fiscal 1973 and 90%
in fiscal 1975 uhd g ﬁssumed‘to remain steady at 90% in each of
the three years of Lhe.Plan. Fach 1% varliation would affect
revenue by $32 million in fiscal 1976, $35 million 1in fiscal

1977, and $35 million in fiscal 1978,

Tncluded in real sstalte fLaxy revenue are collections of
prior uncollected taxes whieh have averaged about $30 million

per year, The Plan provides for collection of $55 million in

1976, $60 million in 1977 and $65 million in 1978,

GENERAL SOURCES REVENUE -- These revenues are primarily

wr

ales, porsonal income and carnings, corporate, financial, stock

transfer, commercial rent and utilitles taxes, water charges,



New York State income tat per capilta allozation and Federal
revenue charing, Growhth fuactors uscd in the Clity Financial Plan
for tazxes olther than commareial rent were based on cceonometric
models aﬁd repression formulas uzing shatistical data obtained
primarily from tnoe Now York Stete ared U, 8, Departments of
Commerce ani Laboi, The assumed aggregate growlh rates
(excluding tax vate changes) of 5%, 7%, and 7% for f{iscal 1976,
1977 and-1978, respeatively, ilndicate annual incremental revenues

for these taxco of $77 million in 1076, $143 million in 1977 and

$171 million In L9778,

In addition, the Clty bas assumed growth rates of 7%
in 1976, 8% in 1977 and 9% in 1978 {or purposes of estimating
its share of the HNew York State income tax per capita allocation,
The projected annual incremental revenue in the Clty Financial
Plan is $29 million in 1976, $35 million in 1977 and $42 ﬁillion

in 1978,

Revenue sharing changes ot Lhe State and Federal levels
could adversely uffect the Clty IMinancial Plan, Thé most
immediate issue to be resolved iz ithe expiratign of Federal
revenue. sharing in December, 1976, Should lhe expiration be
final.dhd a aomparable program not be Initlated, total estimated
revenue for flscal 1977 would be roduced by $131 million and

pevenus for fiscal 1978 would be reduced by $261 miliion,

SUPPLEMENTARY REVENUES, PRINCIPALLY FEDERL AND STATE

ATD -~ These programs weres assumed to rsmain eonstant for the



pe-r'iod coveroed bjj‘. tha Plan., Thic will be difficult to achieve
because the City has only limited control over these programs.
Also, the City 1s faced with substantial cost disallowances,
thereby reiucing revenues in some éreas of 4hese pragrams,
because of o high Insidence of Ineligible payments and failure
to meet Federal standards. Provisions of $150 million per year
have been included in the City Financlal Plan to cover such cost
disallowances, and $285 million hags been provided for the
disallowance of cosls incurred prior to fiscal 1976, Theée
reserves are large in abzolute dollarsg; hdwever, it should be
recognized that the'reserves for current year disallowances are

less than 3% of Lhe annual supplementary revenue,

Approximately 50% of supplementary revenue is derived
from the State under either a matehing or formula concept. The
State tg also experlencing financial difficulties and there is
no assurance thabt Lhe State will not cut back on its reimburse-
nent to the City or that it will not change ratios sc as to have
the City béar more of the financial risk, This point has
already been cxhibited with respect to planned cutbacks in
State Medicaid reimbursements, AdJjustments of this naturé also
alffecl Federal reimbursement to the extent it is under a matching
concept, If Lhe Clty is unable to reduce costs in direct propor-
fion o any plﬁnned reimbursement reductions, it may be forced to
bear the risk of any shortfall, The effect on the City Financial

Plan of “hese Lwo points cannot presently be determined,

~0 -



CAPITAL EXPENDITURES -- Tha City has assumed that 1t will

discontinue projz2ctsn in procesa and/or make other budget
decreases in order Lo conform to the expenditure limits included
in the City Financial Plan, Capital budget estimates prepared
by City personnel in December, 1975 indicate that projected

expenditures for fiseal 1977 and 1978 exceed Lhe Plan amounts by

$96 million and $77 million, respectively.

We also undcrastand that the Clty does not have formal
or regular procedures for estimating the costs to éomplete
projects excepl on an annual hasis for budgetary purposes,.

While "judgments and claims" rveservaes in the amounts of

$50 million.in 1976, $80C million in 1977 and $80 million in 1978
have been included fov pfoblems with discontinuing projgcts in
process, it is not possible to determine whether these reserves

are sufficient.

Under the Private Housing Finance Law, the City planned

to issﬁe Long-term bondsg to finance construction and the holding
of leng-term mortgages on homes bulltbt by limited profit housing
companies., THowever, beginning in 1962 the City started 1lssuing
bond anticipation notes, The City intends tc phase these
programs out by limiting additional mortgapges to $154 million
for which $126 miliion and $28 milllon have been included in the
Plan for 1976 and 1977, respecbively. We understand that the
1atést available esbimates roficct that approximately

$220 miliion will Dbe needed to complete Lhese projects. This

i



results in an understatement of ~apital ocxpenditures and cash

requirements in the City Financlal Plan of $66 million,

As of June 30, 1975, the total cutstanding debt related
to these programs was $1., 3948 nillion and the City held mortgages
and advances iﬂ anticipation of mortpgages of.$l.2l6 billion,

The annual interest expense on debt outsﬁan&ing was approximately
$111 million and cash receipts (principal and Interest) from

mortgsages approximated only $52 million per year.

OFERATLNC EXPENSES IN THE CAPITAL BUDGET -- In the pasth,

the Cilty has inecluded certain operating cxpenses in the capital
budget. This ¢tnabled Increased long-term debt and increased
real estate taxes to cover the debl service charges. ‘The City
Financial Plan was compiled in accordance with an agreement with
the Municipal Assistance Corporation that the practice would be
discontinuced, bult only at a decreasing rabte over the next ten
ears. Bxeclusion of already agreed upon expenses from current
operating cosbs does not change the nature of the costs or
provide ecash flow Lo pay such expenses, The operatbting expenses
in the eapital budget shown in the Cility Financial Plan were
$697 million, $647 million and $597 million for the three
fiscal years, These were reduced Lo 3677 milllon, 3607 million
and $557 miilion a3 explained in the Assumptions in Appendixz 1

‘herein,

This type of accounting for operating expenses tends to

misiead investors, legislators, government administrators and

~-173 -



taxpayers alike. TP New York ity 15 to have anccess. to the
capital markets agnrin, 1ts accounting records must be maintained
on a sound financial reporting basis, Such a major départure
from sound accounting and publiec réperting inveolving hundreds of
millipns of dollars of operating costs is something we believe

will not be. tolerated by the investing public in the future,

INFLATICON ~- ‘During tne last several years, one of the
major financisl problems that the City and all other entities
have hed to cope with is inflalion, As always, 11 1s uncertain
az to wﬁat rate of infistion will prevail during the next three
years, ~The City Financial Plan Includes a cost of 1living
adjustment for fismcal 1976 only. The other than personal
services costs have been estimated on the assumption that
savings will offset price increases. With continuing inflation

being expected, this assumption might be difficult to achieve.

LITIGATION -- The City is involved in litigating construc-
tion comtract terminations; sale of debt and transfers of funds
from the Municipal Assistance Corporation (MAC), the moratorium
on short-term debt, investmenl of State pension funds in MAC
securities, certain labor contracts and other matters. The
cogts of defending the 1awsui£s and the outcome of the sults

are nolt presently determinable, and the short and long range

-17 -
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affects of tho livipation on the

fal

CJity's eash planning are not
praedictable, The olanned cacsh position of the Clty -is such that
any significant lepal reversal could seriously Impalir its

finaneial preogram for the next fow years,

PENSLON FUND THVESTMENTS -- Investments by the pension

funds in new City securities during the pericd of the City

Financial Plan =ro cxpected to total $2.9 Billion, These funds

are critical Lo the Plan,

_Inveshlﬁq thi§ magnitude of dollars in the City raises
a queétion as to the degree Lo whicn the pension funds should
invest in a single entity. It also raises a question of how far
the penzion funds might go in providing capital and what, 1if any,
liqﬁidity‘losaom might be zuffered to meet the Cility's critical
time requirements for more cash., Based on the securlties of the
City held by the funds as of October 3L, 1975, and the
2 5 billieon additieonal securities to be purchased under the
Plan, "the funds would have approzimately 50% of their net assets

invesnted in City cecurities,
S

Tn bhis conneclion, it would be well to consider the
impact 1f the standards entablished by the Employees Retirement
Thneoms Sceuritby Ael were applied %o the public seetor pens ion

<

plani.

FUHDS REQUIRED TO MEXT POSSIBLY DEFICITS L} EXCESS OF

FIUANOTAL PLAM ~- If in any of the next three fiscal years the

. 2

nobual dotietha ovcesd the projected deficits for departments of

13-



the 0ity for which all coats are a pavlh of vhe Plan, a source of
financing will have Lo be obtained. Alco, for those agenciles
which atre not on ihe formal budgeting and accounting systems of
the City and btheretoeo in the Plan, funds are provided as an
operating subsiiy, To the legree bthal Lhese apencles exporlence

locgses in excess of ihe planned deifielts the Clty will need addl-

tional financing,

Fxhibit 2, tppendiz 1 iniicztes thut over $400 million

b
will he required in additlenal funis for 1976, This resulils
partially from recognition of the $192 millien of tuxes collected
prior to June 30, 1979, which were applicable to figeal 1976, and
thereforo will not be a source of funds in 1976, The staff of the
City indicates thal they plan to delay settlement of possible cost
disallowances (or ald reimbursemsnts Lo cover ﬁ gsubstantial part
of the $400 million requirement, This 15 merely delaying Lhe

problem of scecuring additlonal funos, ad each subsequent year end

will reguire similar deferral,

POST 1078 POTENTIAL, EXPENSE IMPACTS ~- The objective of

thé New York City Seasonal Financing Act of 1975 its to assure
seasonal financing of essenilal government services until the City
has had time to dovelop a complete and continuously balanced
budget that will enable it lto veturn to normal financial markets,

This basic objective makes 1t noecessary to also conslider the

offects of the -ubsbtanlial concorns and implications of the City

S -



Financial Plan described herein on the years following the Plan,
4 few of the more significant issues are:
~ "Catch up" with the effects of inflation on labor
costs having a $4 billion annual basge,

~ Deferrsd maintenance and capital costs not presently
measurable,

« New capital to redeem the debt which will be due
when the moratorium expires in November, 1978,
and to redeem the other debit on schedule,
- Full rezcognitlion of pension costs in the operating
expenses of each fiscal peried,.
Although these issues become critical after the expira-
tion of Public Law 94-143, they should be given serious con-

sideration now because they are factors which might preclude the

end of Federal financing for the City in 1978,

WORKSHEET ON POTENTTIAL ADDITIONAL CASH REQUIREMENTS --

The City's present crisis is cash flow and, althocugh a balanced
operating budpet may be important In reestablishing the City's
ability to c¢btain funds in the regular financial markets, the
availability of funds to meet the total of all cash requirements
each year until the Clty is agsin self-sufficient is essential,
Without suzh cash availability further crises may occur,
Appropriate government officidls must form the judgments as to
whether the assumptions used Lo project the elimination of
déficits sare reasonable and lLhe funds required are sufficient.
To facilitate such an evalualion, we have summarized the lssues
on the following worksheet in the seque ce.discussed in this

section of the report.
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REPORT NQ. ___ 12

PAGE ____ OF
NEW YORK CITY MONTH ____ FISCAL YEAR
DEBT / DEBT SERVICE
. DEBT DEBT SERVICE BY MONTH
. DUE BATES (12 MONTH ROLLING FORWARD)
REPORT ) AMOUNT DUE
REFERENCE ISSUE Total ,
DATE | Principat { Intetest | Deby 1 2 3 4 5 5 7 8 g 10 11 12 | SUBSEQUENT
Service [Next mo.}
FEDERAL:
List each

STATE AND Ma&C:
List each

OTHER:

TOTAL : .




‘DOG'00SS BIAD IDNVIHVYA 03103r08d

i

i

Q3AOHAY HVIA TVISid A TVI0L NI SL33rGdd H3HX0 LI
YV HLIM 133r0dd BOVYZ ANV NOITTHIN 65 dIA0 LD3M0Hd HOVI ATILVHYIIS 1517

TVi0L ONYED

iIsansg ) H¥Y3IA Hy3A : I3 UBMND ey
NyH1 1800 IVIOL ONOA3E 1X3N kzummmu | _I.;OE - Q3s1n3H TYNISIHO Q3IADHAAY NOiLdtBIs3a ON .

1 : INFEEND PR HYEA AONZOY 43¢
fasgam aaLvwiLss wasid [31EISNGdSIY 1HOd3E
¥31138 SIHNLIAONIEXT d3iD3r0HG SIHNLIGNIIXT 139ang IS 123r0dd 1v11dyn

UYIA TVISIZ — HLINOW 1H0438 SIHNLIANIIXI CNY 135QNG AvLidvd
40 EELS ALID HHOA M3N
Ll ON 1§0d43Y ’
{ a8 . » Ao o n F ) o ™




¢ ( £ ( ¢ ¢ € 3 4 <
VLol
m pauiiap
m ﬂ webosd yore 3517
i
% 1UNOW |
3 Y] - pazifenuuy HSYD pazienuuy 9 lunowy o [unowy| )
(3510p1)/19302Y HSYD N 7V eLUY aziEn AJNZOY .
HSW3 - . Tiom iaeg HSv¥D par fesion g HSvD paziEnuLYy 318ISNOdEY NO!LdIHDS3G oN
TYNI0V 03L§WI3HOS GENNYTd HSYD HSWD
HVY3A VIS4 NOILONA3Y FIVA-0L-HVIA NOILONA3Y HAINGIW INIEEND WvVd20Yd
HY3A 1VIsId HiINOW SNOILDNGIY ISNIEXI QIWINVHOOHE .
40 IDVd
: ALED HHOA MIN
'ON 1404348

01




JLVOOLHVIA —

HINOW —  S3HNLIONIdX3

SIONVIVE DNION3

SNCILIAAY G3A0HddY

SLOVHINOD G3A0HddV
40 S3ONVIVE ONINNID3E

HYIA HOHd 8

(HY3A ANIHYND)
SS3ED0H4 Ni SLIVHINGS §

NO11Ld19283d

438
14Gd3d

HVIA HOidd OL ONILVYI3H SISNIIXI HIHLIO OGNV {1VLIdVI-NON) SLOVHINOD 30 SNLVLS

HYIA TVISIET  HINOW
20 39vd
§ 'ON LY043H

ALID AHOA M3IN




~

{ £ ¢ % ¢ . < i
avioL 3
d3HL0 Y
{Atuo suondaoxq) ¥3H10
3Yid
w i NOILDI L0
Y LNIANCHIANT
NOILYDNG3 ¥3HOH
SIDNANIS TIVIOOS
32110d
NOi1vONd3
% unowyilseseod s [unowypmeseiod] % uRowy] jenjay % LNNGQHY IvNLIV % ANNOWY avnLow i30ang AVNLDY
‘mw._o?___.:mw_ui LIV PYFRLER LS} 051G M) 10118 (35HONI/EI1L3d (3SH0)/¥I1L39
1502 VI08AVd [INNODAYIH "AINDE  2UAVTOLHVYIA HINOW IN3HHND LNAQDAYIH LN3IVAIADI | 1NRODAVIK 3WIL 17N4 vagy 3ON343434
Jwil 1104 IYEOL . : Il 04 IYLoL ALITIBISNOLS3Y L¥043Y
HYIA TYOSid HO4 gILDIT0H 1803 TT0HAVd INNOJGYIH HENOW LNIHEND

d¥3IA TYOSHd
40

HINOW

39vd
‘ON 1HOd3H

8

1H0d3y NOI1d30X3 JOEHZOU TINNOSH3d
ALID HHOA M3N




IYLOL

‘HIHLO

482 157
OVA ONY 3LVLS

yoe3 1517

[
=
I~
=]
12}
o

{ow IxeN)

]
v

!
i
i

(QEYAMECE ONT0Y HINCGW £1) 53190 230G
HANOW A8 3OIAHES 1830

wed34
3NAIRG
aeq I 3iva
mel 3088
INA LNNOWY
lg3g

30N3H343Y
160d3Y

30 390vd

33IAYES 1830 / 1834’
ALID AHOA M3IN




D00'00ES HIAGC IONVIEYA G3103F00d

GIADHJY HYIA TVISIL AB TVLOL NI SLO3r0dd B3HL0 isn
¥ OHLIA L330GHE HOV3 ONV NQITYIN 65 H3AC L037084 HOVI AT3LvHVY4IS 1517

!

Y104 ONYED

130ang HodA HE3A HLNGW JE2 K 10ALnT BI04 . | . .
) UNCA3E ’ ) N Q353N TYNIDIHO AOHddY NOLLdIN0S3d [ ON .
NvML | 1503 1vlol 1%3N iNZBEND LNTYUn w0 o) | G AINIOY - 434
(3SHOM) a3ivinils3 . wosl4  §3TSISNGASIY 15043y
C31ian SIUNLIANIAX3 QFL02rOHd SILNLICNIdX3 139ans 103r0Hd TY1IdYD
HY3A TYOS1E — HLNOW 1HOJ3H $3WNLIONIIX3 ONY 13DGNE 1VLIdvD
10— 35v4 ALID WEOA MIN

1l TON LHO43YW




{ Y ¢ . L {
STUNLIGNTIX3 SHIIM ON —
S ONIONZ —  3ONVIVE
GIAII0TH SINIWISHNIWIIY
G3AI303Y STONVAQY
SIONYAGY OL G3LVT38 SIHALIONTAXT
S3T18VAIIDIY 0300V
STUNLIONIAX3 SHIIM ON —
$ ONINNIDIE —  30NV1vd
SIINVAQY 318VAI303H SINNODOY NOILIHOS3a mozwmwwwm
AHYIWWNS JONVAAY B 318YAIZIIH SINNOIIY
L ALID YHOA MIN
Hv3A IVISid HLNOW
40 35vd

3 'ON 1HOd3Y




PART 11

COMMENTS REGARDING PRINCIPAL CCONCERNS

IN THE FINANCIAL DATA AND SYSTEMS CONTROLS

One very major conoerﬁ is the reliability of the
financial data of New York City, Can it be relied upon to assist
City officials to achieve the Cily TFinancial Plan and its prdjected
gavings? Can the financial data be relied upon by New York State
and Federal officials bto monitor bthe overall financial results

during ths next three years?

As a framework for our discussions, we consider the

following indicative of good menagement control over finances:

1. An effective, well structured and disciplined
budget system,

2. An adeguate and timely flow of information, in
well structured report format, to management,
the Emergency Financial Control Board and to
the Secretary of the Treasury to sssure that
the operating agencies and affiliated
organizations of the City are performing in
accordance with the City Financial Plan.

3. Effeclive management supervision and timely
aetion Lo reverse past ftrends and assure
accomplishment ¢of the City Financial Plan.

4, Adequate discipline and control over the data
colleetion and processing to assure that the
information presented is accurate and reliable.

o

The ability to forecast into the future the
probable consequences of deviations from the
City Finanecial Plan and their ultimate impact
on the financigl pogitiocon of the City.



in this scctbion of cur ~oport we Jdentily a number of
areas which causc us concern rerarding the ablility of the City to

meet the above crileria,

EFFECTIVENESS OF MANAGEMENT INFORMAT ION AND CONTROL -- Gur

overall agsesament of the effcelbivoncss of eoxecutive management
contfol over ity operations is dinfluenced by the state of the
gystems and controls that we obuerved In reviesing the budgeting,
accounting, data procéssing and financial reporting prccedures.
“In general, the lacx of controls and inadeguacies In the overall
accounting systems and procedures raise questions about the City's
ability to exercisc conlrol over the collection of revenues, the
expenditures of money and the preparation of financial reports.
For example, the City hags had dirfficully In developing a repdrt on
the actual revenues and expenditures versus the (City Financial
Plén for the first five monthsg of this {iscal wyvear. This
information was requested by the Lmergency Financial Control Board
so that they could compare actual resuits Lo the City Financial

Plan, and lthe report was not delivered as of December 29, 1975,

Ads we understand it, the Board réquestgd that the City
Financial IPlan be translated dnto the budgel structure of the (City
at the program/activily level (suh—department). The City indicated
to the Board thal the reguest was not feasible and that controls at
that level would be difficult to maintain. The delay in the

reporting of actuanl resultls appears o relate to dncorporating the

expenditures in the Uity Financial Plan into the budgets at the

20 -



Department level. Presently, therefore, *he budget detail in the
Comptrollier's accounting system is based on the original filscal

year budgetv, as modified, but not the City Financial Plan.

Also, the Emergency Financial Control Board has requested
that the City identify expense reductions nedessary to achieve a
"balanced budget'" in fiscal year 1978 on a programmed management
basis under which each prbgram requires "milestone" definition of
significant events and reporting thereon. Under the present budget
accounting systém, we believe 1t will not be.possible to relafe
program'accomplishmgnt 0 expense reduétion as reflected in the
budget control system. Furthermore, the program siructure has not
provided, as we understand i1t, for the agsignment of definitive

accountability for accomplishment to specific individuals or agency

heads.

Since 1t dis crucial to the accomplishment of & balanced
budget in the fiscal year 1978 that expense reductions phasing up
tc & cumulative annual reduction of $851 millicn in 1977-78 be
achieved, it is our view that a more aggressive effort is necessary

to program and monitor the projected savings,

Our basic concern is whether adequate financial control
information and City management action can pinpoint and‘effect
corrective action cn a timely basis to meet the objectives of the
City Fiﬁancial Plan. It should be noted, however, that the
reguirements set forth by the Board, as indicated above, and other

guidelineg promulgated for monitoring Clty affalirs reflect an



appressive and objective posture 'y ithe Opecial Deputy State

Comptroller for Mew York City ceting on behsll of the Roard,

PLAWS FOR REVISTON OF ACCOUNTING AND FINANCIAL CONTROL
SfSTEMS‘—— Tn recognition of acccunting and control inadequaciles
Lhe Comptrellﬂr.inibiat@d a program Lo rovisn”tho Ciﬁy's accounting
and financial control systemns., Tnis progran, Jjointly sponsored by
the Mayor and Compitroller, has as Lhis objective the development of

g uniform accoun®ine system approved by the Wew York State

Comptroller to be implemented colffective July 1, 1977,

To meel Lhese requiremcents, the City has retained outside
'professionals who_are developing an integrated financial data base
systems concept with improved controls and eporting._ In our
judgment, while the concepl as explained to us represents a éound'

esign approach, the timetable for its dmplementation appears to

be extremely optimistic., Considering the present circumstances of

the City, inecluding the capabilitics ol present personnel, the lack

of good agcounting and systems diseiplines inherent in the agencies
and data processing centers, and the absence of a capable internal
systems staff, wo belleve a systems change of the mggnitude
envisioned might take substentially longer to implement than the
presenl schedule of 18 months, 1t is also our conelusion that

the prescnt circumstances demand immediate improvement .

Yo are told that in developing the new integrated

financisl svelems during the next '€ months, an effort will be

made to improve reporting and controls where deemed feasible with



presently envisioned resources. 1\ written work program reflecting

this objective has not yet been déveloped and made available to us.

Qur concern is that immediate steps should bhe taken 1o
identify the personnel and resources required to strengthen
centrols on an interim basis. In our opinion, an interim systems
improvement effort should be accomplished as rapidly as possible
to (1) improve the guality of informatiﬁn for monitoring City
finances currently and (2) provide improved credibility over
financial information, thus facilitating an earlier return to

caplital marketa,

ACCOUNTING POLICIES AND STRUCTURE -- The accounting policies
and chart of account structure used by New York City have evolved
over a number of years and been modified from classical muniéipal
accounting to meet the expediency of fiscal crises. While the
City maintains a fund accounting structure, it is not useful for
control of revenues, expenditures and fund balances. Similarly
the program budgeting and accounting proceaures are cumbersome and
uncontrolled, which diminishes the management contirol value of

program budgetlting.

The basic policy 1s to account for expenditureé on.a
cash basis and revenue on an accrual basis, whether earned or not.
This approach can be very distertive of financilal position and has
probably contributed to the present fiscal crisis. The accruing
of unearned or unbillable revenue is not an ascceptable accounting

practice and could be manipulated to reflect a better f{inancial

23—



pleture Lthan cctually exista. [L secam: parbticularly anomalous
when combincd wibth sash basis cuipense nccounbing, where

lisbilitics are underastated,

tor etample, at June 0, 1975, varicus aid reimburse-

K ~
ments were accruti a3 revenus; however, an amount estimated at
$2250 million assumed to be apnlicable Lo fiszcal 1975 was
considered uncollectible. In additisn, based upon the real -~

estalte tax levy, bthe Clbty accrues the entire estimated annual

taxw receipls on July 1. ALt the end of fiﬂcﬁl 1975, the City's

books reflacted real estabte baves recelvable {for fiseal 1975 and

pricr years spgregating $502 million, In auditing these ﬁalances

the State Comptroller determined that $282.6 milllion should be

writbten off and thab a reserve of $12%.7 million should be -~
provided for a tobal adjustment of $408.3 million, including $130

million appiicable to flscal 1975,  Based upon the State

Comptroller's review In 1975 of roimbursement receivables for —~
soven city apencies, $358 million of such rpceivables were

identified as invalid, In summary, based upon the aggregation

of the above items, the City had overstated accounts receivable —~
at June 3G, 197% by more than JF1L billion, The City did not have

an explicit accounting poiicy'ntatement regarding when a

billing ov accrual ashould be reflected in the accecounts under -

acceptable accounting practices.

Tupenses ahoulld be resopnized when Incurred, The

accounting presenlly recognizes sezpenses only when vouchers are

procaesseds JTor payment, ITnstances of signiflicant delay in agency

el .
~24 - .



processing of vouchers have been cited sc that there ig not

accounting of incurred expenses on a timely basis,

While the Comptroller has a gsystem for encumbering
outside contracls, expense is gtill not recognized until vouchers

are processed. Also, year-end payrolls have not been accrued.

The inherent controls in municipal fund accounting-have
heen vitiated by allowing transfers of monies between funds.
Accordingly,‘there is no systematic reduction In expendiiures
within a fund when there is a reduction.in expected revenue, In
addition, we are told that two funds for special and miscellaneous

revenues are not under the normal budgetary control system.

Our concern is that the reliability of financial
information is gquestionable unless Inconsistent accounting
policies are eliminated and fund, program and budgeting procedures
properly defined and adherred to. There should be a proper basis

of accrual accounting for both revenue and expense (see note),

NCTE :

It should be noted that the Comptroller of the
State of New York had issued as of December 10,
1975, three "Accounting Systems Directives" for -
New York City dealing with improvements in
accounting and budgeting practices. The subject
‘matter wag as follows:

Directive one deals with the proper budgeting
and acecounting for revenueg, the timing of
revenue recognition and establishment of
receivables.

Divective two deals with proper recording of
real property tax revenues and adequacy of
collection reserves.,

o
Ay
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Divective three deals with Gencral TFund
accounts and requirss colimination of +two
gpecial and miscellancous funds,

These "Accounting Systems Dircctives", when implemented
will improve accounting controels and are part of the
ultimate codification of the Uniform System of
Accounts, as modified (or New York City.

SYSTEMS AND PROCEDUHES ~~ Qur concern in the systems and
procedures arca lg that the accounting and finaﬁcial data
processing systems have a number of significant weaknesses and
are not well controlled.- During our review we noted that such
systems are inadequately integrated, redundant, inconsistent and

unreconciled.

The lack of systems integration 1g illustrated in the
central Payroll System which processes payrolls for all New York
City employees except those employed by Independent agencies.
These payrclls approximate $330 million per month., This systen
is mot integrated with the Comptroller's Fund Accounting
Information System (FAIS) which accounts for expenses against
appropriatéed amounts by line item. Payroll expense distribution
to FAIS is accomplished manually by the various agencies after
the payroll is prepared. Thus while the centralized Payroil
System provides o centlral proccssing capabllity, control over

labor expense accounting entries resis with many agencies,

buplication of system funclions in a number of key
areas can be 1llustrated by examples such asg the following:

(1) budget information is maintained on a line item basis by the



Lt

~Comptreller, Burcau of the Budget and for certain expenditures
by the Municipal Services Administraticn; {(2) detailed employee
and payroll data are maintained by both the Comptroller and the
Bureéu of ihe Budget; (3) detailed expense data by line itenm are

maintained by bhoth the Compitroller and the Bureau of the Budget.,

Detalled Lline item budgets are developed under the
auspices of the RBureau of the Budgeti and forwarded to the Office
of the Comptroller. Line item coding 1s modified and, fér some
items, amounts are gummarized by the Comptrolier_before procegsing.
This préctice resitlts in-inconsisfenci&é in line item budgets
between the ftwo organizations. Also we understand that budget
modifications are held for monlhly processing by the Comptroller.
This procedure causes f{urther inconsistencies between the data.

No detailed reconciliation of line itewm budget data appears to be

performed .

The Comptroller reported that in fiscal 1975, the City
reconciled its bank balances and established a dif{ference of $8.6
miliion, This followed a period of years when no reconciliatilons
were performed. The Comptreller has now established a unit to
reconcile hank accounts on a continuing basis. Further, we
understand that both the Comptfoller and the Director of Finance
maintain information on cash balances and that they differed as to
the correct amcunt by about §28 milli§H at June 30, 1975, This

situation gives usg councern,



?h@‘fo}lowinq examples [ilustirale a number of additional
areas which appear L2 us to lacx praoper system controls: (1)
inadequate conirols over data ontering the disbursement processing
system, rejected vouchers and the timning of disbursemént reguests,
result in Inaccurate reporting, and undersitatement of liabilitles; ~
(2) there is a lack of control over bthe ﬁjming o payroll changes
in excess =f budgeted amouants; therefore 1t is possible 1o deiay
submitting overtime charges until funds are made asvailable and ‘ A
this would have the effect of understating payroll liability; (3)
distribption of eharges to budgeting line items and reimbursable
projects dis done outside the central Payroll System., Accuracy of -
these charges cannod be controlled within the Office of the
Comptroller hecause of the Clty's exisgiing organizational
struzture. This diminishes the reliability of information for -

cverall budgetary control and vrelnmbursement.

The City asserts that these weaknesses are being

addressed in thelir long range system development program,

FORWARD PLANNING AND FORECASTING -- Because of the

emergency nature ol the City's fﬁnancial crises the attention of -
the City Government appears tc be heavily focused on immediate

concerns. [t ds alse apparent, however, ithat the golutiocnsg to City
problems must congider possible long range developments both within -
and beyond the City's contrel. These would include such issues

as impact of the wage freeze on union demands for pay adjustments

at the end of the City Finaneial Plan. Other examples wouid -



include forward planning with recard to trends in population, real
estate abandonments, employment levels and ald reimbursement from
the State and Federal Governments. Kach of these issues and others
would have to he addressed and forwafd planning projebtioné made

concerning thelir potential impact on the City's financiel position.

While some limited use 1s made of computer modeling
techniques for projecting general fund revenues in the office of
the City Finance Administrator,.there ig no overall systematic
approach to forecasting éll revenues and expenses of the City

under variocus aliternative conditions,

In our discussions with City representatives regarding
completion of our recommended report package, concern was
expressed about who would forecast the effect of emerging trends

cn f{iscal year-end results,

We have the impression that an organized forward planning
group could contribute to important analyses of potential problems
in acéomplishing the City Financlal Plan and maintalining a
balahced budget after fiscal 1978, A group of that type might
address such igsues as what effect a reguired reduction in
New York State expenditures of significant proporticns might have
on aid reimbursements to the City and what strategles the City
would . then ﬁropose to cut its coste. Other examples of major
areés whose impact could be assessed by a forward planning group

are: (1) changes in Federal aid prbgrams; {2) changes in formula

20



programs based on population tren-g; {3) proposed legislative

changes; (4 ) changes in real eslate hax levy.

Qur concern 1s that the absence of a2 strong long-range
planning capability will diminish the defined cptions available
to City manazgement dn regponding Lo future economic and political

events that will affect the City's financial position,.



P i ITIL

COMMNENTS REGARDING CHRTALN CRITICAL ISS5UES

) The ohjective of this sec~inn ig to analyze certain of
the eritical issues relating to the City's ability to reduce
'expenditures 5T raise revenues to patiefy the regquirements of the
three year City Financial Plan, We do not present answers to the
issues raised since they often involve economic or political

issueeg, However, Lthese critical lssues are those which

Government officials will have toc face in the next few years.

FXPENDITURE REDUCTION CONSIDERATIONS -- The City plans to

expend about $13 blllion during fiscal 1976.' A graphical

analysis of these total expenditures Iis provided on Figure 1.

4 ugeful way to analyze the City's planned expenditures
ig to categorize them in terms of City vs., State and Federal
funding percentages, Within these dategories, a less éuanti—
fiable, but potentially important segregation can be made between
neontrollable® and '"noncontrollable, DMNoneontrollable areas have

been defined as those expenditures mandated by the State and
Federal Covernments, and debt service, The pension cost area has
been included in "controllable" on the premise that future costs
are subject to ﬁegotiation and should relate to galaries. It
should be noted, however, thal past pension service costs may not
be reducible, and sinece the current City‘contributibn to the
pension funds is based on prior actual payroll lagged two years,

there is no real opportunity for near term reductions,
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. ‘ Figure 1

NEW YORK CITY
ANALYSIS OF FISCAL 1976 FINANCIA! PLAN EXPENDITURES

{tncluding Expenses in Capifal Budget, Excluding MAC Delit Service)

Billions of Dollars

EQUCATION
16%

y $1.013
WELFARE T . HIGHER
27% ' 7, 51044 P EDUCATION
. p N o

DEBT
$1.784 | SERvVICE
14%

10%

PUBLIC SAFETY

8% ULII“‘h:.,a,,”e,Aw~~~*

HEALTH
SERVICES
8%

TOTAL N.Y.C. EXPENDITURES: $12.869 Billions

N.Y.C. Partion

[:| State, Toderal funding
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Fisecal 1976
Expenditures

(in billions)

Category 1 ~-- 96% City Funded on the Average:
Controllable-
Police, Fire, ®“nvironmental Protecticn,
Pengion, Ceneral Government, Justice,

Parks, Misc. . $ 3.926
Moncontrollablie-

Debt Service 1,784

$ 5,710

Category 11 -- 50% City Funded on the Average:
Controcliable-
Fducationx, Health Jervices, Higher nducation 3 3,624
Category I1I[ -- 230% City Funded on the Average:
Controllable-
Sociel Services, Charitable Contributions, Human

Rescurces Administration, Youth Services

Administration $ 1.289
Noncontrollable- :
Welfare payments .2'246
. 0§ 3,535
Total | éié?ééé
Differences due to annualizing assumptions on
cogt reductions and other miscellaneous : . 302
, Fxpenses as shown on Exhibit 1 ' éii?i%i
" The implications of this categorization are that any
City effort toward expenditure reductions for areas in Category 1
' would resull in an almost one-to-one "bottom line" impact.
Erograms for eprnditure reduction of Category 11 items would
produce aboul & 50% saving for the City with the exception of
' primary and secondary education, and Category II1 areas have more
impact at lthe State and Federal level than at the City level,.
x 4id revenue not based cn matching funds but
. related Lo gstudent days in attendance.

~-33 -



Joohave argo related the total pilanned ewxpenditures, by

arca within Cetegory, with
highlight the way tne City

below and

iy D enge “res

Controllable:
Category 1-

Pengtions
Public Safety
Migcellanenus
Fnvironmental Protection
GJeneral Government
Criminal Justice
Parks, Recrestion

Subitotal

Category II-
Tducation
Heallh Services
Higher Iducation

Subtotal

Category: 11T~
Wel fare
Total controllable
Nonecontrollable:
Febt Service
Wel fare FPayments

Total noncontrollable

Grand Lotal

¥ Tneiudes NYC

gsharing

Lhe

per

spends

sraphically in Figures 2

cant New York City share to
"itg" moeney., This is shown
and 3,
Figscal 1976
intal NY G
Pilanned Share NYC
kxpenses e Expense
(in bhillions) (in billions)
1,300 25 31,229
1,014 100 1.014
645 93 594
345 97 335
L2773 96 263
21 93 201
132 92 122
B 3,926 96 $3.762
P 2,057 49 $1.013
.,098 47 , 516
469 63 294
B 3,624 50 $1.823
% 1,289 30 $ 384
68 $5. 969

1,784

2.246
B 4.030
FlL2, 869

expenditures of
funds,

100
30

61

65

revenue

— o

$1.782
LB72
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Figure 2

NEW YORK CITY
FISCAL 1976 FINANCIAL PLAN
TOTAL EXPENDITURES OF N.Y.C. FUNDS

(Including Expenses funded by Capital Budget, Excluding MAC Debt Services)

Billions of Dollars

CATEGORY 1 $5.544

PENSION

DEBT SERVICE

PUBLIC SAFETY

WELFARE

$1.056

CATEGORY 11t

$1.056 \ )
HIGHER

/ EDUCATION ~
$.516 e
\\34‘ $1.013

CATEGORY Il $1.823

HEALTH
SERVICES

CATEGORY | - 96% AVERAGE N.Y.C. FUNDED -- $ 5.544 -
CATEGORY It - 50% AVERAGE N.Y.C. FUNDED .- 1.823
CATEGORY It - 30% AVERAGE N.Y.C. FUNDED --__1.056

TOTAL . $8.423 BILLIONS
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Figure 3
NEW YORK CiTY
FISCAL 1976 FINANTCIAL PLAN
“"CONTROLLABLE” EXPENDITURES OF N.Y.C. FUNDS

(Excluding Debt Service, and Expenses Mandated by State and Federal Governments)

Billions of Daollars

51.013
CATEGORY Il T
$1.823

EDUCATION

PUBLIC SAFETY

17%
HEALTH SERVICES

17%
: 21%
CATEGORY 11 | WELFARE
$ .384
Card PENSION
$1.229
GOV CATEGORY |

e $3.762
$.263 :

CATEGORY |- 96% AVERAGE N.Y.C. FUNDED - § 3.762
CATEGORY Il --50% AVERAGE N.Y.C. FUNDED - 1.823
CATEGORY HI - 30% AVERAGE N.Y.C. FUNDED - .384

TOTAL "CONTROLLABLE" 3 '
EXPENDITURES OF N.Y.C. FUNDS - 5.969 BILLIONS

T w _.__



REVENUL CONSIDERATIONS ~-- The three yecar City Financial

Plan indicates that revenue will be derived as follows:

Fiscal 1976
{(in billions)
New York City Socurces : 3 7.618 59%

Federal and State Sources
(including Federal and State
Revenuec gharing usually
reported in General Fund) 5.262 41

$12.880 100%

- e oo mEmmm

Leas:
Capital Funds, other offsets,

and rounding 1.033
MAC take out . 386
Revenues ag shown on Exhibit T $11.4561

The revenue derived from City sources 1s made up of
real estate taxes (28%), sales tax (11%), revenue from capiltbal
funds (9%), personal income tax (8%) and other smaller sources

~as shown in Figure 4.

The State and Tederal sources are made up primarily
of grants for welfare, education, health services and revenue

sharing.
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S ASSUES RelATING TO FX2INDITURES

b
i

JAGES  -- GENERAL -- Salaries and wages relating to all
City‘personnel covefed by the three year plan aggregate about $4
billien, or 357 of total City expenditures. The wage "freeze'
at 1875-6 levels 1s meént te dinsure that over the 1ife of the
City Financial ¥lan, wage increases will not be critical to the
accomplishment of o balanced budpget by July 1, 1978. Critical

lasue

in

are.:;

~ Whether the uniong will demand substantial wage
increanes as of July 1, 1278 to make up for
pricr years, This ccould result in an unbalanced
budget in fiscal 1979,

- Whether the wage [reeze will cause a shift of
competent City personnel to the private sector,
thus making the accomplishment of the City's
obiective even more difficult.

-~ Whether there 1s reasonable comparability of salary
levels {(as adjusted for New York City cost of
Yiving) with municipal empioyees in other major
cities, and the comparability of City salary.
levels with the private sectcr Ty occupaticn
claggifications.

- Whether the optimum productivity and level of
service is being obltained, If service levels can
be reduced and/or productivity increased, then
total wages can be reduced,

- Whether present civii service regulations impair
management's ability to empleoy personnel effec-
“ively to achieve skill and productivity
requlrements,

1
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its ovn funds

PENSICN. 2057 -- The. Tity vlanrs Lo spend JFL.229 Dillion of

s

inzinding amounts applicable to the Transit

Authority and Bridge and Tuunel Authority funds, etc.) on pensgion

contributions in fiscal 1976. The pension area 1s almost

entirely Ffunded by the City. Thereflore, policies and actions in

this

aresn are oritical te City finances. Critiecal issues are:

- The unfunded liability of 26,1 billion in the City
maintained actuarial pension systems and an
ectimated %1.2 bililon unfunded liability in

“nonactuarial and suppliemental pension funds, If
the City acts to correct this under-funding {as
required by statute}, it would have an unfavorable
effeet on dts performance against the three year
plan.

- The provisions within the conlracts themselves,
that in some cages give City workers benefits
thal are generous by most standards and possibly
facilitate abuses by allowing excessive overtime
cost tm be included in the determination of
benefils to be paid.

w The administrative and management control over
overtime and accrued payments related to pension
plans that determine benefits on earnings in the
final year of gervice,

- fhe reasonablensss of the actuarial assumptions
used, inciuding mortality rates, turnover and

salary progression,

. Conlrol over early retirement for disabilities,
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PURBLIC DAPETY THPRMETTIRST (FOLICE AND IFIRS) -- A major

portion of the Clty's M"controllsltla? expenditures are gpent on
this important area of City service ($1.014 billion of $8,.423
biliion) with almost no State or lederal funding, Certain

critical issues are:

(130} s

- Wnether the optimum balance 2§ productivity and
service levelg have been achieved, With dolliar
for dollar savings to the (ity, improved
geheduling, utilization of manpower and facili-
tieg and the elimination of nonessential
services hecomeg criltical. Some action has been

taken itn this regerd,

~ ¥hether thnerc is potential for neighborheood
voluntary support programs that could enhance
service levels without increasing cost to the
City.

HEALTH SERVICES COSTS -~ The bulk of the healih service

costs (§1.098 billion) of New York Clty are related to the Health
and Hospital Corporation ($.85j'bi1]ion), a gquasi-public
corporation whien the City tTunds 487, The City's portion of
expenditures for heatih services agerepates about 500 million,

Certaln critical iszsues are;

- VWhether the ity requires eighteen hosplitals that
compete with the veoeluntary end proprictary o
hogpitals in the City. At the prezent time most
of the same gservices are offered at the
neighboring non-City hespitalts,  The City has
already closed one hospital in 197% and other
closings are heling considered,

- Whether additional Stale and Federal funding for
Phe.ambulatory care services the City hospitals
provide (ncet well covered hy medical plans

-
3

including Medicare) is available,
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al.

Whethner 41

additior
the

Whether

Whether productivity

can be improved,
noacaTy - The Oty pltans o expend
elementary and hish school educaiion in i
funded 49% wit City money, Certain criti
-~ The fact that gince aid prants are
fhe metehineg fund concept, any
hena it the City onoa 1007 bagls,
- Whether there Iz potenilal for
progsrama to provide seoleected nonp
servicea, 1.e., monltors, securit
attendance takers,
w Whether the Cily will review nonesse

o an effart
sutaide

rivale gsector
natient Loadsas,

control

ocver

and st

Lo identify

funding.

Meddleald claims

afing

possible

Qo8

voluntoery

can abgorb

is adequate

City hospitals

£2.05%7 billion for

seal 1974, This is

cal lssues are:

not based on
t reductions

gupport
refessional

¥ guards,

ential programs
elimination, or

ULGIE | 0N COB1E -- llew Yerk Clly is rather unigue
in that it has, since 1270 with open admissions, given all City
hipgh sehoenl pgraduales the ripght to a free collepgs education,

This program hos

ot

200,000 students)

increased

enro .

a cost of

ITmen™

about

+500

cver

million

50% {(to more than

per year, The

City bears 637 of tils cost. Certain crifical issues are;

- The enrnilmenti and tuiilon policles as they now
stand {recent minimum standards of admisgsion
ware catablished by the Poard of ldgher
Fduention effective Cor *the fall 1976 semester).
Yhethaer thisg new policy will mffﬁ tively
eliminnte “he unaualified studenits and hence
snve on Lthe cost of remedial training. The
aurrent sltuation requlires Pamedial training in
Ehe such as reading, by relatively high

basica,

4
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pald professors {rather “han high gchool
teachers ). The second issuve 1g whether tuition
charges aimilar to the State University policies .
are warranted,

Whether the City can effectively consolidate
schedules, close schools and consolidate adminis-
tration to reflect lower admigsion,

Whether New York City needs a City University
system separate from the State University system,
New York State could conceivably take over City
University facilities and satisfy the requirement
of providing higher education to qualified City
regidents, '

Whether thereo is reasonable comparahility of
faculty salary and tenure standardg with State

and private colleges and universities,

Whether there is a potential for alumni support'
through contributions.

Welfare in fiscal 1976 aggregate $3.53% billion. This includes

the Department of Social Services ($2.753 billion), contribution

to charitable organizations ($.479 billion), Human Rescurces

Administration and Youth Services Administration ($.203 billion).

The City's share averages 30%., Criftical issues are:

The Federal Government's stand on ellgibility., If,
as announced, the Federal Covernment ceases to
reimburse the City for soclal services payments
Lo ineligible clients in excess of ~the 3%
proposed limitatlion, the financial impact on the
City could be very large. Fresent estimates of
Mew York ineligibility run as high as 10%, The
present reserve fop uncollectibles may not cover
this potential disallowance.

The effecliveness of any (ilty programsg to reduce
nonreimbursed payments -- those discretionary
benefits which are in excesg of the minimum
prescribed by the State and Federal Governments,
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The trend of ineressced cansload, The three year

City Flnancial Plan assumes that the caseload of
public ssgistance will remain stable for the

next three years.,  The number of persons
receiving assistance rose from over 943,000 in
June of 1974 to over 993,000 in June 1975. If
thia trend continued it would have an unfavorable
impact on the City's performance against the
Finanecial Plan,

The administrative management of claims for

reimbursement to assure recelpt cof all Federal
and State alid to which the City 1is entitled,

- The impact of City policies versus other cities in

terms of whether New York is attracting more and
more welfare cases.

DEET SERVICE -- The

debt service during fiscal

come from City funds. Cer

City plans to expend $1.784 billion on
1976, Substantially all of it will

tain critical issues are:

- Whether the City will be able teo withstand

chalienges to the morstorium on short-term debt
repayments, If the City is forced 1o pay during
fiscal 1976, another source of funds will be
required, The dollar impact is about $2 billion.

- Whether the City will be able to gain access to

the capital markets after November, 1978 (when
the moratorium explres) in order to repay the
short~term debt,

- Whether the pension fund trustees will continue

to be willing to lend to the City if default
sppears inevitable, We understand that the
tyrustees have been ahsolved from any liability
for allowing the pengion funds to lend to the
City. The constitutionality of this action has
been questioned.

~4 b~



CRITICAL TSSULS RILATING TO REVENUE

GENERATL VUMD REVENUES -- Goneral fund revenues include all

taxes levioed by the Clty cxzcept the real eostate tax. State and

.

Federal revenus sharing 1s also included in general fund revenues,

These revenues avgeresate $4.04L Lillion in fiscal 1976 or 34% of

total revenue. Critical dissuses ave:

- Whether the relative censitivity of bthe revenues to
the following factltors has b=zen adequately reflected
in the Plan:

i, pdpulation changes

2. unenmployment leval
3, economie conditions
4, policy changes

- Whether Lhe City can and will effect decreasesg in
expanditures consistent with any decrsasces in
revenues, A correlaltion of the sensitive factors
alfecting esach of the revenus sources that have
projactaed growth of approximately 5% to 7% over
the three yezars indicates that each of the factors
could adversely affect the amount of zcitual revenue
received for such arsas as sales ftax, personal
income tax, corporate income bax, ete,

- Thai policy changes al the State and Federal levels
could adversely atffect revenue sharing amounts,
The most immediatbte lssue bto bz resolved is the
expiration of Federal revenue sharing in December,
1974, Should the expiration be final and a com- .
parable program not be initiated, btotal estimated
ravenus for Fiscal 1977 would be reduced by 3131
million and Fiscal 1978 would be reduced by $261
million. In ahbsence of effectine cost savings
above the planned amounts, bthe total deficit
could be increased by $392 millicn,



REAL ESTATE TAXES -- EREeal ~state taxes provide the primary

source of City tax revenues, The estimated collections included

in the ‘initial City Financial FPlan are:

(In Billions)

1975-76 $2.967
1976-77 : 3.193
1977-78 3.281

The bagis for the estimates are a relatively constant

level of assegsed valuations and an increasing tax rate,
Certain critical issues relating to this area are:

- The negative impact of continuing rent controls on
the economic viability of property ownership and
effect on tax rclls,

~ The reascnableness of an acssunpticn of a level
value of assessed property in a trend of changing
population patterns and economiec uncertainty,

- The negative impact of rate increase on owners of
residences,

- The negative impact of rate inecrease being passed
on to commercial tenanta,

- The negative impact of subsidizing new housing
exempl {rom real estate tlax.

- The general. lack of economic incentives to encourage
private investment in housing that would increase
assegged value,

- The increased demand for rent sheltered units caused

by risge in unemployment level,

- The potential for the relocatlon of ma jor industries
from the City and the effect on taxes.
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REVENUE FROM STATHE SCURCES -- The City plans to receive

about $2.3 billion in grants from the State in fiscal 1976 (19%

of its total revenue), 1In addition, there is an assumption that

the State will advance the Clty $800 million this spring. Certain

critical iszues are:

- Whethor the State will be in a position bo provide
these funds in light of its projected budget
deficit of $600-3700 million. Pregss releases
have indicated congsideration of reducing State
manpower by some 7,000 perscns, This could
result in saving in the order of $100 million.
The other reductions might have to come f{rom
grants to eities and revenue sharing.

- Whether, in fact, the State will bhe able to acquire
funds to be used to provide the $800 million
advance bto New York City. We have been told that
the advance is contingent upon access to the
capital market by the State belfore June, 1976,

- Whether any reductions in State support will bhe

accompanied by reductions in assocociated mandated
spending levels, '
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“APPENDIX 1

FINANCIAL PLAN OF THE CITY OF NEW YORK .

FINANCIAL STATEMENTS AND KEY ASSUMPTIONS
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Revenue,
Current

wer
levy

- Disecount for prepayment
Collections of pricr years' levies

Net revenue

-

Chenges in totel estimated real estat
effect to adjustments In rates tc §
$8,73 1n 1978 as direcied by Emerge

mUmwuoﬁooﬁogmwmo“wmqw

PR Net revenue afier giving ef
T directed by Emergency Fin
Board on Qctober 20, 1375

EXHIBIT 4
REAL FSTATE TAXES
FINANCIAL PLAN OQF THE CITY QF NEW YORK
SUMMARY OF REAL ESTATE TAXES
FOR THE FOUR YEARS ENDING JUNE 30, 1978
Actual City Financiei Plan
Year Ended for the Year Znding June 30
June 000 se--sossso------o- e mmmme s m— = -
30, 1975 1376 1977 1378
funaudited})  ----------- {in miliions j=------ ——-
339,604 $39,854 239,729 $39,550 ¢
T ©TE -
ged) 7.35 2,19 2,68 2,85
§ 2,397 T 3,246 ¥ 3,451 § 3,540
levy 30, 4% 0. 0% 20,87 3C. 8%
3 2,679 3 2,922 S ¥ 3,133 £ 3,210
- ( 10) - -
30 55 &0 65
o § 2,649 $ 2,967 3 2,193 $ 3,281
e tax Tevenus to glve
8,8% inp :977 and
ney Financial Control
- - 71 { 473
fect to changes
ancial Control
3 2,649 $ 2,967 3 3,264 $ 3,234
- L o P v y



EXHIBIT 5

tn

for

June

1378

1

1976

o

—
i
L)
(a1

3

SJt

44

P

L
N3
1y

1
3

cuarren

33902

-

availiab

Resourcsas

Human

4,568

$4,565

RCEZS

o

47.8% $2,174 49.2% 32,246

ederal sources

™
r

2,377 50.8% 2,319

52.2%

State sources

34,565

$4,551
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ASSUMPTIONS TO THE

FINANCIAL PLAN OF THE CITY O NEW YORK

The Clty Financial Plan chown on the preceding Exhibits
was based on ascumptions providied to us by various City officecials,
Because the data is unaudited and hcocause of‘lack of accounting
and financial control, the duta may not be complete or reliable;
.hence

, we btake no responsibility for the reasonableness of the

assumptions or the data to which they are applied,

CGENETRAL SCURCES REVENUE (EXHIBIT 3)

A, A1l data are on the cash basis except for Federal
revenue sharing, which is accrued for one month
alt year-end.

B, Projections in major tax areac are based on the use
of an econometric model and formulas, Other
projections are based on historical collection
experisnce,

C., City sales tax:

1, Flzgcal 1976 assumes $42 million from
additions to the lLax bage and the first
full year's effect of increasing the
tax rate Trom 3% to 4%, The balance of
the increase results from assuming growth
in taxable sales of 4.7%.

2. TIncreases for {iscal 1977 and 1978 represent
assumed growth of iiems covéred by the _
tax; no significant growth in the tax base
is anticipated,

D. Personal income and earnings tax:
i, Fiscal 1976 increase assumes a 0.3% growth

rate plus eflects of instituting with-
holding for Federal employees and the

i
LIt
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regults from audit of delinguent tax returns
for Federal employaen.

2. Tiscal 1977 and 1978 increases agsume a Tise
in persomal income of 7.6% and 8,0%,
regpectively, plus the tax on additional
taxpayers assumed to be added through
evtension of withholding tax procedures.

E. Corporate tax:

1. Substantial increase in {iscal 1976 revenues
assumed to result from 50% rate increase
recently enacted and made retrcactive to
January 1, 1975. ‘

2. Iiscal 1977 shows no incrcease. This is net

' effect of elimination of retroactive rate
increase offset by a 7% antlcipated
inerease in corporate profit.

3, Figeal 1978 increase of 8% is due to =
forecasted increase in corporate profit.

F. Stock transfer tax:

1. 1976 dincrease due to 25% surcharge plus
aggumed 8.2% growth factor.

2, Tigecal 1977 and 1978 increases assumed to
esult from grewth factors,

G. Commercial rent tax inercases of 8.2% in fiscal 1976,

5.4% in fiscal 1977 and 3.0% in figcal 1978, all
pased on assumed growth due to increased cash
‘vollections, changes In fuel price index, real
estate taxes and general business activity.

H. Water charges:
1. Fiscal 1976 is assumed to be bhelow fiscal 1975
because $11 million in frontage charges for
figscal 1974 wete collected inm fiscal 1975.
2. No changes expected in fiseal 1977 or 1978.
T, Financial tax:
1. Fisoal 1976 increase assumed Lo result from
increage in rates of 75% on commercial banks

and 50% on savings banks offsel by decline
in bank profits.

(|
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2. No change predicted for [{iscal 1977 as 1%
is assumed that beaks will have no change
in profitability between years.

3, Increase in fiscal 1978 aggumed Lo result
from an increase In bank profitability,

J., Utilities tax:

1. Figcal 1976 increase is ‘the result of an
assumed 6.7% growth factor plus an assumed
$5 million to result from audit adjustments
angd fuel price increases.

2. Fiscal 1977 and 1978 increases reflect 7.0%
and 9.2% assumed growth.

7, Above based on data received from New York
utility companies.

K. Other City sources (approximately thirty different
sources ) were assumed to Increase in 1976 as a
regult of growth. No substantial changes were
reflected for fiscal 1977 or 1978,

I.. Refunds are primarily from personal and corporate

income taxes, Assumes processing within each year

of approximately 90% of all amounts claimed.
M. New York State income tax per capita allocation:

1. Based on City's zllocated share of 18% of
the total state personal income tax.

2. Ascumes no change in estimated percentage
of City's porticn of total state personal
income taxes.

3. Increase between years due to assumed growth
in amounti of taxes received by state. :

N. Irederal revenue sharing:

1. Assumes continuation of legislation heyond
planned expiration on December 30, 1976,

2. Pigcal 1977 and 1978 decrease due LoC
reduction in absolute and preoportional
population of the City.



Only minimal growlth has been assumed for hoth fiscal 1976 and
1977 and a decline in revenue assumed for 1978, This 1s due to
the following cost factors (cost/revenue effect for these
programs generally run in tandem):
A, City and State departments agsume a levéling—off
or slight decline in public zssistance casgeload,
B. Basgic public asslicstance grants and rent ceilings
are fixed by State law. No increaseg are
projected.
C. Assumption Lhat City will further reduce ineligibles
and overpayments in public agsistance programs

and willl 1imit special and emergency grants,

D. Assumption that City will reduce Medicaid rate that
it sets directly.

. Assumptltion that State will ‘take asction to 1limit
certain Medicaild expenditures,

F. Assumplion that the number of children in

ingtitutions and boarding homes, funded in the

charitable institution budget, will not exceed

the fiscal 1976 level. Alsoc, no increase in

rates 1s projected.

Revenues which are actually realized vary 4in relaticn to
the funding received from the sourceg and the types and level of
program activity approved. Medicaid revenue is based on projected

-level of patient days or service rendered. Rates for both Federal

and State reimbursement are a function of these factors.

Aid for dependent children and other public assistance
programs are based on allocation of amallowable cost among Federal,
State and Cilty or beiween State and City. As reimbursement is

fixed by leaw, revenues become a direct functicn therecf,

-51-



State aid vo education and pupll trangportation
assigtance are determined by the number of student days taught or
students being transported. Revenue zmount 1s primarily based on

the projected level of students benefiting from the service,

Federal schocl assistance, other than for categorical
grants, i1s mostly derived Ifrom school lunch programs. This
revenue is a direct result of the number and type of M"qualified™

meals served to children in the system,

CETA and Headstart grants are based on approved budgeted
amounte from City/State submissions to the respective Federal
agencies, To the extent expenditures fall below esgtimates, there

would be a corresponding reduction in revenues.

OTHER REVENUES (EXHIBIT 1)

This represents the net revenues derived {from seventeen
separate sources of which the most significant is direct payment
for hogpital patient care of approximately $90 million each year.
Also included in this revenuec are the annual collectiocns from the
constrﬁction fund for fees paid by higher education students of
approximately $81 million each ear, Tthe amount received for
parking meter revenues, net of uncollectibles, of approximately
$25 million each year and the amount received from school lunch

gales of approximately $15 million annually.



PROVISTON FOR POSSIBLE COS8T DISALLOWANCES {(EBXHIBIT 1)

The provision for poszsszible cost disallowances 1s

assumed Lo cover possible disallowances for the following items;:

A, $149% million for fiscal 1976 and $140 million
for fiscal 1977 from audits of Federal and
State ald for periods prior to June 30, 1975,
but for which recelpts are expected subsequent
to dune 30, 1975,

B, A $150 millicn annual provision to cover possible
dicallowances arising from each year's grantis,

C. A provision of $20 million in cach year of the
plan for possible disallowances (rom "other
revenues" sources.

TFFECT OF NEWLY ENACTED TAXES

(EXHIBIT 1, NOTE 4)

In Novenber, 1975, the State legislature passed a
special tax bill to ald New York City. The following is the

assumed revenue effect from this bill:

(in milllions)

Increased Finaneial Corporation Tax
due to increased rate and

elimination of certain deductions S 45
ITncreased Personal income taxes due
tc increased rate ' 75

Eastablishment of minimum personal
inecome bax on preference items and

minimum general corporatlion tax .15
Doubling of cigarette tax rate and
eliminatiocn of tar and nicotine tax 15
Bxtended sales tax coverage 15
Effect of City surcharge on State ‘
cetate bax ) _ 35
Total : 3200

w673 -



Forecasted collections of these taxes are 485 million
in figeal 1976, $200 milllon in 1977 and $200 million in 1978,
These taxes were legislated sﬁbsequént to the preparation of the
“initial City Financial Plan and have been included in the

revisions shown on Exhibit 1, Note 4.

SALARIES AND OTHER CPERATING EXPENSES (EXHIBIT 1)

A, Assumptions for expenditures in the category of
personal services relate to two different groups
of employees:

1, 411 employees excluding members of the
United Federation of Teachers, Council
of Supervisory Assoclations and
pedagogical employees of the City
Universlty:

a, wage deferral will not be
extended in fiscal 1977
and 1978

b, wages will be paid at the
fiscal 1976 rates

¢. no provision for other wage
increases above fiscal 1976
level '

d, increments and cost of living
ad justments continue at the
flscal 1976 level

no provision for additional
increments or addlitional cost
of living adjustments for
fiscal 1977 and 1978

o

£. all unions will sign the agreement,

2, All members of the United Federation of Teachers,
the Council of Supervisory Assoclations and
pedagogical employees of City University:

normal increments will be paid in
figeal 1976

a

w6 -



b. longevity fncreases for fiscal 1976
will be deferred; however, the ‘
deferral will not be extended to-
fiscal 1977 and 1978

c. weges including dincrements and
longevity will be paid in fiscal
1977 and 1978 at the 1976 rates

d. cost of living adjustiments for each
cf the threse years will be pald at
the. fiscal 19746 rate

D

all unions will sign the agreement.

B. Other assumptions. relating to personal services are:
1. net attrition in the mayoral agencies will be
7,200 people for fiscal 1976, with no
attrition in subsequent years
2. the wage deferral will be funded through

- productivity dincreases

- other dmprovements in effliciency
and economy

- value of attrition above ‘the normal
level )

3. joint cooperation will curb overtime abuses
4, payment of wage deferral dependent on
- balanced budget in fiscal 1978

- the City being able to sell its
cbligations in the market

5. payment limited tec amount accrued

6. payroll will continue on a cash basis
of accounting,

¢. Obher operating expenses are projected to remain at the

fiscal 1976 level with the agsumption that cost
increases will be offset by savings.

-H5 -



PUBLIC ASSISTANCE, MEDICAL AND

FOSTER CARE PROGRAMS (EXHIBIT 1)

These expenditure categories are directl& related to
supplementary revenues fcr which the assumptions afe_stated
previously herein, Aécordingly, the expenditure/revenue assump-
ticns as they pertain te éupplementary revenue would similarly

apply'td these expenditure categories,

CHARITABLE INSTITUTICONS SUPPORTED BY CITY

(EXHIBIT 1)

This expenditure category is alsc related to the
supplementary revenue category and the discussion of assumptions

related thereto applies to this expense.

PENSTIONS (EXHIBIT 1)

The City has five retirement systems that are maintained

on actuarial bagses reflecting the following assumpiions:

A. The actuarisl assumptions are based upon actual
cost and funding requirements experienced as
early as 1914. '

"B, Assumes that the aggregate actuarial method would
be used to amortize the unfunded liability over:
the average remaining working period of the
active employees as a percentage of payroll costs,

C. Assumes that prior year service costs resulting
from benefit improvements inaugurated in 1968 and
1970 are being amortized over a 35-year period.

D. Mortality rates have not been updated to reflect
the increasing life span of employess.

66 -



F, Epployce turnover rates of bthe Board of Education
currently exceed bthe rotos asoumed dn bhe
actuarial determinations, while actual turnover
rates of the Fire Devartment are currently one-
Cifth of the rates assumed for actuarial purpcses.

T. The disability rateas exwperienced as 8 regult of
nension benef it imvnrovements in 1968 exceed the
rates agsumed,

G. The return earned on assats of the retirement plans
in exceass of the ssatutory rate of 4% 1s beding
nsed to reduce current funding requirements with-
out econsideration of the realized and unrealized
losses on gecurity invesiments,

H, As s result of the liberalized early ratirement
provisions inaugurabted in 1968, actual retirement
exoverience has increased, with employees retiring
with & shorbter service life than assumed in current
pension saleculations., For example, the rates
assumed for the Police Department are too low,
while the rates assumed for the Flre Department
are too high. '

1. Salary increases and rates of inflation are not taken
into account in the actuarial determinations, ‘

J. Certain supplemental pension beneflits are paid to

retirees and certain widows and dependents of
deceased members on a pay-as-you-go basis,

67 -



DERT SRRVICE (EXHIBIT 1)

A. Expenditures for debl service included in the City
" Financial Plan are:

Figecal

1976 1977 1978
~~~~~ (in millions) ------

Principal and interest on:
Serial bonds cutstanding at :
June 30, 1975 $1,384 $1,213 3 937
Long-term debt asgumed to be
iggued sgubsequent to June 20,
1975 22 197 454

Interest on short-term debt
($4,54 billion outstanding at :
June 30, 197%) 378 277 221

Offsetting revenue assumed to be
provided primarily by mortgages
related to 1limited profit
housing ( 50) ( 59) ( 59)
Total, per Exhibits 1
and 6 ' $1,734 $1,628 31,653

B, Principal and interest payments on serial bonds are
assumed to be paid In scheduled amounts when due,

¢, It is assumed that no further payments into sinking
funds zre necessgary ag the present sinking funds
assets are sufficient, with a 4% interest
agsumption, to repay sinking fund bonds as they
mature,

D, Tt is assumed that outstanding short-term debt will
be maintained at levels that will require interest
shown above and thsat the practice of not including
principal repayments of short-term debt in debt
gervice cost will be continued,



E. Collection of City saleg and use taxeg and State
stock transfer taxes are aggumed to be more
than gufficient to meet the debt service
reguilrements of the initial MAC issuance, The
debt service cost for the three years on these
initial MAC gsecurities as reflected on .
fixhibit 1 i1s assumed to be $3286 million, $684
million and $615 millicn, whereas minimum
revenues are projected =2t $795 million per
vear,

F. The assumptions set forth above cover the Plan
ag initially submitted by the City. They do
not give effect to the moratorium on short-
term debt, the swap of short-term debt for new
MAC securities, the seasonal lcan and other
subsequent changes to the plan. The assump-
tiong relasied to such subsequent changes, and
thetr effects on debt service cost, are covered
in FExhibit 1, Note 4 and Exhibit 6.

ADJUSTMENTS TO EXPENDITURES (EXHIBIT 1)

The galaries and other operéting expense budget
aggumptions are ekplained previously herein, These expenses were
reduced to reflect decreasgses resuliing from the wage deferral
an&, subsequently, certain adjusiments were made to the expenses
to more properly reflect thé effect of the assumptions which were
the b;sis'for the estimates provided by the various agencles, as
follows:

A. Recognition of a payment of $83 million to be made

during fisecal 1976 to the Education Constructlon
Fund,



B. Provision for $29% millicn in each of the three years
to cover the supplemental compensation under the
Comprehensive Employment Training Act (CETA).

¢. Extension of the filseal 1976 cost of living adjust-
ment (excluding Education and CUNY employees),
recognizing cost of $96.5 million for 1977 and
$96,2 million for 1974,

I'. Correction of wage deferral In Education and CUNY
during fiscal 1976, estimated at $37,1 million,

E, Expenditure inereases for Educational and CUNY wage
agreements in excess of expenditure base were
estimated at $1L0 million and $26.,8 million for
fiscal 1977 and 1978, respactlbivaly.

F. Recognition of $30.9 million and $61.7 milliion in
fiscal 1977 and 19278, rescpectively, for portions
of +the 1976 wage increases not previously included
in salary costs, '

. It was assumed that $50 million in fiscal 1977 and
$100 million in 1978 will be transferred from the
capital budget Lo the operatlng budget for operating
expenses which have bheen charged to the capitel
budget, '

'H., Tt was assumed that a general reserve of $100 million
for each of bLhe fiscal years 1977 and 1978 will be
adequale to cover contingencies.

1, It was zssumed that $315 million will be transferred
from Other Funds to Tax Levy in fiscal 1976, 3310
million in 1977 and $170 million in 1978, to cover
potentially disallowable cost recovery clalms
These are reflected in provision for possible
cost disallowances,

PROPCSED OPERATING EXPENSE SAVINGS (EXHIBIT 1)

Proposed savings in coperaling expenses over the three
year period have been assumed 1o total $1,%04 pillion. It has
been assumed in the City Financial Plan that achievement of the

savings, combined with the additional tax revenucs explained
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herein, will result in eliminaticn of the operating deficit in tﬂe
‘fiécal year ending June 30, 1978, The basic assumptlons énd the
séurces of the funds from which such expenses are pald ére
gummarized as follows:

A, That the gcheduled savings will occur In expenditures
otherwige funded by

Proposed Savingsd

f'or Fiscal . Total
———————————————————————— Three
sSources 1976 1377 1978 Years
~~~~~~~~~~ (in miiliong )-==--=====-=-
Tax Levies $ 92.0 $200.,0 $200.0
' 261.,8 261.8
261 .8

5 92.0 $461.8 $723.6 $L,277.4

State and TFederal Aid

and Other Funds $ 13,0 $ 35,0 $ 35,0
46,2 46.2
46,2

$ 14,0 $ R1.2 $1L27.4 226.6

Total : $120,0 $542.0 $845L, 0 $1,504.,0

BE. That the gavings made effective In a given year will be
totally sustained in subsequent years,

C., During fiscal 1976, savings will be defined in projects
and will be monilored against mllestcones,

D, Since the cogt saving .program commenced during the
fiscal year, savings of only $92 million (of the
$200 million annualized) are expected to be
achieved in fiscal 1976, -

F. Savings effected in personal serviceg expendlitures
are assumed to exceed the amount to be accrued -for
wage deferrals.,

F. Savings are assumed not to be effected by terminaiing

cr laying off employees covered by the wage deferral
agreement except In cases of extreme necessity.
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CAPITAL EXPENDITURE PROGRAM (EXHIBIT 2)

Capital expenditure program costs are based on known
costs, historical data and standari models. The principal
factors in development of the program for the City Financilal

Plan were;

A, Capital expenditures are projected to decrease over
' the three years becazuse of the City's cash shortage.

All projects in process have been reviewed as to
start date, stage of completion (still beneath
ground level or above ground level, per cent and
cost to finish, phase to complete and phases "which
may be postponed, ete.), the least coslly way to’
stop the physical work and cash commitments, No
major new construction 1s planned,

B. The City is in the process of phasing cult the operating
expenses included in the capltal budget over a 10-year
period. Approximately $50 million in 1977 and $100
million in 1978 have been scheduled as transfers from
the capital to operating budgets.
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C. Assumed expendiiures inciuded in

Operating expenditures included
in capital budgel

Capital expénditures
Total
Budget data available in December,
1975, assumes the following:
Operating expenditures in capital
budget, as reflected in
- City TI'inanclal Plan
Reductions in operating ltems

Net operating items

Capital items, including savings
on operating items

Total budgeted expenditures

Amountes included in ecash
requirements, FExhibit 2

the City Financlal Plan;

1976

Flscal

1977 1978

————— (in milliong)-~--~-~

$ 697

1,048

$ 697

$ 647 8 597
585 419

$ 647 & 597

( 20) ( 40)( 40)

In preparing its estimates, the City

folloﬁing;

also assumed the

A. In fiscal 1977 and 1978, the cash flow estimates are
96 million and $77 million less than the budget
estimates, respectively. Cash reguirements ‘
ineluded in Exhibit 2 are based on amounts, as
amendad on October 20, 1975, by the Emergency

Financial Contrel Board.

The City has assumed that the cash flow amounts will
be achieved by discontinuing projects in process
and additional, but not yet ldentified, budget

decreases,

-73-






