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ANNUAL BUDGET REPORT

Section 3040 of the Municipal Assistance Corporation For The
City of New York Act requires that the Board of Directors of
the Corporation review the City's annual budget submission
in order to determine whether "income is overstated or
expenditures underestimated”. In accordance with the Act,
we have examined the Mayor's Executive Budget for fiscal
yvear 1985 as presented on April 26, 1984 and as subsequently
modified and finally approved by The Board of Estimate and
The City Council on June 5, 1984. In addition, we have
reviewed the reports of the Office of the Special Deputy
Comptroller and the staff analysis of the Financial Control

Board.

The budget as adopted (with total revenues and expenditures
projected at $18.2 billion} is indeed balanced in accordance
with generally accepted accounting principles for the fifth
consecutive year. As in other years, there are
uncertainties in the estimates of revenues and expenditures
for fiscal 1985, and we are confident that as the vear
progresses there will be modifications made to the adopted
City budget. We also are confident that the City will
assure that the modifications result in a balanced budget,

or even a surplus, at the end of the fiscal vyear.
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The Fiscal 1985 Expense Budget

The fiscal year 1985 Expense Budget adopted by the City
Council and the Board of Estimate provides for revenues and
expenditures of $18.2 billion, an increase of $822 million,
or 4.7 percent over the expected results for fiscal vyear
1984. This represents an increase of $1.2 billion in
estimated revenue over the level projected one year ago and
has contributed significantly to the elimination of the $582

million budget gap which had been projected at that time.

In general, the revenue estimates appear to be reasonable
and consistent with plausible forecasts of future economic
conditions in the City and the nation. Total funds
generated by the City's own revenue sources are estimated to
increase by 7.3 percent in fiscal 1985, compared to an
expected increase of 8.4 percent for fiscal 1984 and an
actual increase of 6.3 percent in fiscal 1983. Restricted
and unrestricted aid from the Federal and State governments
is estimated to change little, in the aggregate, in fiscal
1985, with reductions in Federal aid offsetting increases in
State aid. 1In contrast, total Federal and State aid is
estimated to have increased by 12.7 percent in fiscal 1984,

after a negligible increase in 1983.
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The City's revenues are, of course, vulnerable to
unpredictable changes in Federal policy. 1In addition,
because so much of the City's own revenue stream is
sensitive to economic conditions, even modest changes in the
1ocal and national economic outlook can have significant
impacts on the City's revenue collections. The fiscal vear
1985 budget deals conservatively with these areas of

uncertainty.

Expenditures for fiscal year 1985 are projected to be $18.2
billion which is an increase of $822 million, or 4.7% over
the forecast for fiscal year 1984. In general, the
projections for expenditures appear reasonable and do not
tend to understate actual reguirements for the fiscal year.
The adopted budget provides funding for a number of
significant program enhancements including the addition of
approximately 2,000 police officers. Overall, the adopted
budget anticipates an increase of approximately 14,000 City-
funded positions from the actual April 1984 level of

approximately 181,000 Ccity-funded positions.

There is one major area of uncertainty on the expenditure
side of the budget. The budget provides for a 2 percent
increase in wages and fringe benefits for municipal

employees. The City and the various municipal unions are

now negotiating new collective hargaining contracts. The
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City estimates that each additional 1 percent increase would
add about $68 million to 1985 costs. Settlements at any
level other than 2 percent, therefore, will require

significant modifications to the 1985 budget.

Fiscal Years 1985 - 1988

The City's proposed Financial Plan for Fiscal Years 1985~
1988 (submitted to the Financial Control Board on May 10,
1984 and subsequently withdrawn) projected anticipated
budget gaps of $323 million in fiscal year 1986 and $232
million in fiscal year 1987 and an estimated surplus of $36
million in fiscal vear 1988. These projections assumed a 2
percent annual increase in wages in each fiscal year. The
City has estimated that each additional one percent in the
wage assumptions would add $154 million in 1986, $242
million in 1987, and $332 million in 1988. Obviously, the
current round of labor negotiations will have significant

implications for the viability of the City's Financial Plan.

In addition, two other major factors should be noted.

First, a number of the program enhancements included in the
adopted 1985 Budget are financed for only a portion of the
fiscal year. The annualized cost of these enhancements will
further exacerbate the projected budget gaps for 1986 and
beyond. Secondly, the underlying economic assumptions of

the City's Financial Plan anticipate sustained economic
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growth through 1985, followed by a mild recession in 1986.
While these assumptions appear to be reasonable at the
moment, any number of developments are possible which might
require a revision of the City's economic forecast. There
is the danger that spending increases stemming from this
year's labor settlements and program enhancements might peak
at the same time as a deeper than anticipated recession
reduces projected revenues, thus generating significantly

larger budget gaps than those currently estimated.

Indeed, it is entirely conceivable that as a result of labor
settlements reflecting projected rates of inflation and the
annualized cost of the 1985 program enhancements, the City
could be confronted with budget gaps approaching $1 billion
for fiscal year 1986 and heyond. Prospective budget gaps of
this magnitude have been estimated in previous City
Financial Plans and have been closed subsequently with the
help of exogenous developments such as better than
anticipated economic growth and increased State aid.
However, since reliance on these factors is uncertain at
best, it would appear that strenuous actions by the City may

be required if market credibility is to be maintained.

Capital Budget

During the course of the past several months, the City has

been engaged in a major review of its capital program, In






