State of New Yark
Financial Control Board

MEMORANDUM

TO: Mark Page
Deputy Director and General Counsel
Office of Management and Budget

James Snyder '
Assistant Counsel to the Governor

Bernie Kabak
Counsel
Office of the State Depuiy Comptrolier

Roger Anderson
Bureau Chief for Debt Management and Counsel
Office of the City Comptrolier

FROM: Cathy A. Bell CAB
General Counsel
Financial Control Board

RE: IEXEMPTION OF THE TRANSIT AUTHORITY FROM THE FEA

DATED: February 12, 1992

I have drafted the attached memorandum for submission to the Executive
Director of the Financial Control Board in support of a proposed staff recommendation
to the Board that the Transit Authority be exempted by Board order from the provisions
of the Financial Emergency Act. I would appreciate hearing your thoughts on this
proposal, from your perspective as legal advisors to the respective public members of
the Board.

As you may be aware, the TA is in violation of the Financial Emergency Act for
its failure to balance its budget in accordance with GAAP. Despite closing its fiscal year
1991 in cash balance, the TA continues to project a deficit, on both a cash and a GAAP
basis, in the January Modification to its financiai plan for fiscal years 1992 through 1996

In reviewing the fiscal operations of the TA, the staff of the Control Board has
determined that the TA's operations have no material impact upon the City's ability to
adopt and maintain a balanced budget, which is the standard for granting an exemption
under the FIEA. This conclusion is based on the changed status of the TA's relationship
to the City, in that since enactment of the FEA, the TA has evolved into the functional



equivalent of a state agency, and the limited exposure that the City currently maintains
for the TA's fiscal operations.

Please read the enclosed memorandum and give to me any comments you may
have at your earliest convenience. If you have any questions, you can reach me at 417-

5061.

cc Lynette Kelly
Counsel
Municipal Assistance Corporation



State of New York
Financial Contral Board

DRAFT
MEMORANDUM

TO: Allen J. Proctor
Executive Director

FROM: Cathy A. Bell
General Counsel

RE: Impact of the Transit Authority on the Ability of the City
to Adopt and Maintain a Balanced Budget Pursuant to the FEA

DATED: February 7, 1992

DRAFT

This memorandum sets forth the history of the Transit Authority's compliance
with the GAAP preparation and balance requirements of the Financial Emergency Act
and discusses the conclusions reached by the staff of the Financial Control Board in
conducting its review of the Transit Authority's fiscal operations and its relationship to
the City. These conclusions, based upon the reasoning and analysis set forth below, are
that:

(1) the purpose of the Financial Emergency Act's extension of the GAAP
preparation and balance requirements to the covered organizations was to provide a
mechanism of fiscal control over those agencies that operate independently of mayoral
oversight and yet have the potential to impact upon the City's own fiscal affairs;

(2) the Transit Authority has, since enactment of the Financial Emergency Act,
evolved into the functional equivalent of a state agency;

(3) the impact of the operations of the Transit Authority upon the fiscal affairs of
the City is finite and limited to regular and fixed annual appropriations for certain
specified purposes; and,

(4) for such reasons, its continued violation of the Financial Emergency Actis

not material to the fiscal stability of the City.



In addition, in view of the changed relationship between the City and Transit
Authority, this memorandum sets forth the staff's recommendation that the Transit

Authority be exempted from coverage under the Financial Emergency Act.

THE INTENT QF THE FEA'S APPLICATION T( THE COVERED ORGANIZATIONS

Section 2.5 of the Financial Emergency Act (the FEA or the Act) defines covered
organizations as those agencies, public authorities and public benefit corporations that
receive or may receive monies directly, indirectly or contingently from the City. The
covered organizations presently consist of the Poard of Education (BOE), the City
University Construction Fund (CUCF), the Educational Construction Fund (ECF), the
Health and Hospitals Corporation (HFHC), the Housing Authority (HA), the Housing
Development Corporation (HDC), the Housing Assistance Corporation (HAC), the
Industrial Development Agency (IDA), the Off-Track Betting Corporation (OTB), the
Rehabilitation Mortgage Insurance Corporation (REMIC), the Staten Island Rapid
Transit Operating Authority (SIRTOA), and the Transit Authority (TA).1

In constructing the scope of the financial planning process as set forth in the
FEA, it can be inferred from the Act's findings, despite its rather limited legislative
history, that the framers sought to create a mechanism that would provide for the
assessment of actual liabilities of the city as well as reflect the potential for further
financial exposure. Implicitly included under the Act in the City's financial planning
process are depariments, offices and City agencies under the Mayor's direct control
such as the Human Resources Administration and the various criminal justice agencies.
These mayoral agencies exist solely as a convenience to the City in compartmentalizing

the provisions of services and are but an extension of City Hall.

On the other hand, in section 2.5 of the Act the framers explicitly sought to
impose similar fiscal constraints upon the operations and budgets of agencies,

authorities and public benefit corporations thai operate with greater independence from

1 Battery Park City Authority (BPCA) was exempted from coverage under the Act by resolution
of the Board, dated June 26, 1980. Counsel to the Board determined that the Water Finance Authority
(WFA) and the Water Board were not covered organizations within the meaning of section 2.5 of the Act
as set forth in a letter opinion to the City, dated June 27, 1985, The Brooklyn Sports Center Authority, the
New York City Sports Authority and the Convention and Exhibition Center Corporation are covered
organizations within the meaning of section 2.5 but are not currently in operation.






