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I. INTRODUCTION AND RECOMMENDATION

We have brought to the attention of the Audit Committee the
concerns expressed by the State Comptroller about certain
issues surrounding the sale of the New York Coliseum. This
statement summarizes these concerns, which have been presented
in several reports as well as in discussions at the Audit
Committee's January 5, 1988 meeting, and goes on to provide
additional information requested by the Committee at that
meeting. Our concerns are focused in two basic areas.

The first is the area of budgetary policy and financial
management., We consider it imprudent for the City to rely on
such a large non- rQCerlng funding source as the Coliseum
proceeds to support a major expansion of recurring expenditures
in its Financial Plan, especially since those proceeds are
earmarked for transit capital purposes. Contrast the City's
intended action with what New York State did last year when it
faced the prospect of receiving a large one~time revenue
resulting from changes in Federal tax law. The State created a
special trust fund for these revenues and limited it to capital
purposes, stating in the legislation that "prudence dictates
that such revenues should not be expended to meet recurring
state operations requirements,"

We have also criticized the City's plan because it makes
the sale of bonds a prerequisite for wusing the Coliseum
proceeds 1in the operating budget, an arrangement that comes
perilously tlose to the highly discredited practice of
capitalized operating expenses that contributed significantly
to the City's fiscal woes of the 1970s.

The sale of bonds, which is planned to meet the transit
capital commitment, will saddle future generations with the
payment of prlnclpal on those bonds plus hundreds of millions
of dollars in interest costs. Here, too, the State has taken a
better tack with the trust-fund law. One of the Legislature's
stated findings in passing the legislation was that "to the
extent that such revenues are available and may be used to
avoid the issuance of debt, the burden on current and future
generations of taxpayers will be diminished.,"



-

Because of all these objections, we have urged the City to
abanden its current plan for using the Coliseum proceeds., In
our view, the plan should be re-designed 1in a way that
demonstrates a continuing dedication to the high standards of
budgetary management and fiscal integrity that have facilitated
the City's fiscal recovery.

Our second major area of concern is the propriefy of the
City's proposed accounting for the transaction. The Audit
Committee has asked me to prepare comments grounded in the
accounting literature that outline our concerns 1in this area.
Having reviewed this matter in depth, we are now even more
firmly convinced that the City's proposed accounting for this
transaction does not reflect the substance of the Coliseum
transaction. Indeed, it could result in the preparation of
misleading financial statements in contravention of some of the
basic concepts and objectives of governmental accounting and
financial reporting standards.

The Coliseum sale transaction is described in some detail
below. Here at the outset we can summarize our argument: the
proceeds from the Coliseum transaction that the City will
receive in effect constitute an interest-free loan from the
Triborough Bridge and Tunnel Authority (TBTA) that the City is
obligated to repay in the form of capital contributions to the
mass transit system. Accordingly, we propose that the New York
City Audit Committee Urge the City to set aside the Colliseum
proceeds for transit capital purposes. Since these funds are
already earmarked for this purpose, the preferred accounting
treatment would be to recognize the proceeds in the City's
Capital Projects Fund. Only by doing this can the twin
objectives of sound fiscal management and proper government
accounting be achieved.

Generally accepted accounting principles (GAAP) currently
in effect could, alternatively, allow the City's financial
statements to classify the funds to be received from the TBTA
as an "Other Financing Source" and to account for the
corresponding 1liability in the General Long Term Debt Account
Group., While we would regard this alternative for reporting
the transaction as minimally acceptable at the present time, it
is important to note that even this accounting treatment would
be precluded outright by pending changes in Governmental
Accounting Standards (in conjunction with State law) that are
likely to go into effect starting with the City's fiscal year
beginning July 1, 199%0. As is more fully explained below,
these changes would preclude the City from passing the burden
of current operating expenses along to future generations,
which would be the outcome of its present plan. Givén that the
Coliseum sale has already been delayed more than two years
since the originally scheduled sale date early in fiscal year
1987, and that further delays in consummating the sale appear
all but inevitable, it seems highly 1likely that the
TBTA/City/TA transaction will eventually be governed by these






