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Preface

March 27, 2000

Thisreport presentsthe I ndependent Budget Office's(IBO) anadyssof theMayor’spreiminary
budget, asrequired by section 246 of the New York City Charter. It providesafollow-upto
IBO’sJanuary 2000 Fiscal Outlook report which forecast city financesunder the assumption
that existing spending policiesand tax lawsarealowed to run their course. Those projections
serveasthe starting point for our consideration of the Mayor’ s budget.

Inthisreport we haveidentified anumber of policy initiatives contained in the budget that are
of publicinterest or are expected to haveafiscal impact that isdifferent than estimated by the
Adminigtration. Chapter 1 providesan overview of IBO'srepricing of theMayor’sbudget for
2001 andfinancia plan through 2004. Chapter 2 provides our reestimate of the preliminary
budget revenueforecast along with adiscussion and repricing of the Mayor’stax reduction
initiatives. Chapter 3 containsan analysisof preliminary budget spending proposas, highlighting
major changesfrom existing law and those areaswhere significant pricing differenceswith the
Mayor’ s projectionsoccur.

New tothisyear’sreport, Chapter 4 providesan overview of the capital programand financing
plan, including adiscussion of thedebt limit; in April, IBOwill releaseamoredetailed analysis
of thecapital program highlighting capita spending by mgor program area. Other innovations
inthe current report include an analysisof the pension funding proposals, an estimate of the
distributional impact of eliminating the personal incometax surcharge, and adiscussion of the
new Workforce Investment Act.

Thisreport wascompleted under the supervision of Frank Posillico, Andrew Rein, and George
V. Swesting. Kerri Kiniorski served as project manager and coordinated final production. A
list of IBO contributorsalongwiththeir respective areas of responsibility and phone numbers
followsat the end of thereport; this collaborative effort isthe product of their expertiseand
hard work.

RonnieLowengtein
Deputy Director
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Chapter

Overview

This report presents the Independent Budget
Office’'s(IBO) analysisof theMayor’s preliminary
budget for 2001 and financia plan through 2004.

After analyzing and repricing the proposed policy
changes, which include spending reductionsand tax
cuts, wefind that thecity’ snear-term outlook isbright,
but the long-term prospects are cloudy. The near-
term good newsresultsfromagrowing loca economy
that has generated large budget surplusesin each of
thepast four years. Nevertheless, challengesremain
tothelong-runfisca health of thecity—including the
need to balance revenue and spending levels and
growthrates, financesubstantid capita improvements,
and control the expansion of debt service costs.

AsshowninFigure1-1, IBO projectsthat thecity's
fiscal fortunesduring 2000 and 2001 would remain
strong if the Mayor’s proposals were adopted.
Although the table shows abal anced budget for the
current year, in fact we expect a surplus of nearly
$2.7 billion—3$470 million higher than the
Adminigraion sesimate.

Thecity isforbidden by statelaw from carrying
excessfundsover from onefiscal year to the next;
therefore, wehaveassumed (asdoesthefinancid plan)
that dl current year surplusfundswill beusedto prepay
2001 debt service. Theresulting reductionin 2001
expensescontributess gnificantly to aba anced budget
for theupcoming fisca year. IBO estimatesthat 2001

Figure 1-1.
Mayor’s Financial Plan Results in Budget Balance through 2001, But Large Gaps Thereafter
Dollars in millions
2000 2001 2002 2003 2004 Average Change
Revenues $38,084 $38,002 $38,246 $38,884 $ 39,728 1.1%
Expenditures:
Before Prepayments 37,994 39,641 41,122 42,084 43,161 3.2%
1999 Prepayments (2,615) - - - -
2000 Prepayments 2,235 (2,235) -
Additional Surplus (IBO est.) 470 (470) -
2001 Prepayments - 746 (746) -
Total Spending 38,084 37,682 40,376 42,084 43,161 3.2%
IBO Surplus/(Gap) Estimate $0 $320 $(2,130) $(3,200) $(3,433)
SOURCE: IBO.
NOTES: Excludes intra-city revenues and expenditures. The 2000 surplus totals $2.705 billion,
however, it is used to prepay 2001 expenditures so it does not appear on the bottom line.
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would end with $320 millionin excessfundsthat the
city could, if it follows past practice, use to help
balance 2002.

Beyond 2001, however, we project gapsthat grow
from$2.1billionin 2002, to $3.2 billionin 2003 and
to $3.4 billionin 2004, or 8.6 percent of revenues.
Thesegapsarisefor two reasons. First, based onthe
assumption that economic growth slowsto amore
moderaterate, thecity will nolonger have surpluses
to help balance the budget. Second, spending is
growing at arateof 3.2 percent annualy, outstripping
the 1.1 percent annual growthinrevenues.

Our gap projectionsexceed the Mayor’ sforecast
by $489 millionin 2003 and $925 millionin 2004.
The precisereasonsfor thesediffering estimatesare
detailed below. Ingenerd, however, weforecast higher
tax revenues—$427 million higher in 2004—but these
are more than offset by our higher estimates of
gpending. Thesehigher estimatesare primarily dueto
our inclusonof four yearsof employeesdary increases
instead of two and our exclusion of savingsattributed
to state and federa actionswe consider unredlistic.

Aswehave pointed out inthe past, suchlarge out-
year gaps could portend the need to cut spending or
rasetaxesintheyearsahead, particularly intheevent
of an economic downturn. Itisimportant to notethat
the Mayor’sfinancial plan through 2004 assumes
continued economic growth at amoremoderaterate.
In the event of an economic downturn, however,
spending pressureswould increase—particularly for
social programs—at atime when revenue growth
would decrease, thereby making future budget gaps
evenlarger. If thiswereto occur, the city would face
an unenviable choice betweenincreasingtaxesina
dow economy or reducing spendingwhenitisneeded
most.

Absent an economic downturn, if history isany
guide, these out-year gap projectionswill become
smdller asaresult of changestotheMayor’sfinancia
plan aseach new fiscal year approaches. Inaddition
to reestimates of tax revenuesand servicecogts, those
changeshaveincludedincrementd servicereductions,
tax increases, and the use of non-recurring revenues
to pay for ongoing expenses. The negative
consequencesof suchlast minute budgetary changes,
however, highlight the need for the city to plan
drategicdly foritsfinancid future.

Figure 1-2.
IBO's Estimates Under the Mayor's Financial Plan
Dollars in millions Average
2000 2001 2002 2003 2004 Change
Revenues:
Taxes $21,433 $20,991 $21,186 $21,590 $22,331 1.0%
Miscellaneous Revenues 2,942 3,066 2,603 2,558 2529 -3.7%
State/Federal Categorical Aid 11,873 11,837 12,082 12,316 12,413 1.1%
Other 1,836 2,108 2,375 2,420 2455  7.5%
Total Revenues 38,084 38,002 38,246 38,884 39,728 1.1%
Expenditures:
City-Funded 26,211 25,845 28,294 29,768 30,748 4.1%
State/Federal Categorical Funded 11,873 11,837 _ 12,082 _ 12,316 _ 12,413 1.1%
Total Expenditures 38,084 37,682 40,376 42,084 43,161 3.2%
IBO Surplus/(Gap) Estimate $0 $320 $(2,130) $(3,200) $(3,433)
SOURCE: IBO.
NOTES: Excludes intra-city revenues and expenditures. Appendix A presents a more detailed
repricing of the Mayor’s financial plan.
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| BO Reestimates

IBO hasreestimated the revenuesand expenditures
that would result from adopting the Mayor’s
preliminary budget. (See Figure 1-2 for asummary.)
Notethat differing estimatesof city revenuesand city-
funded spending have adirect impact on projected
gaps, while varying estimates of state and federal
categorical aid haveno net budgetary impact because
any additional aid isoffset by anidentical amount of
spending.

Figure1-3 displaysthedifferencesbetween IBO’s
edimatesand the projectionscontainedintheMayor’s
finandd plan. Thetabledtartswiththe Adminidration’s
gap estimates and then adds the variation between
the Mayor’s and IBO’s estimates to crosswalk to
IBO'sgap estimates.

Revenues

Asdetailedin Chapter 2, IBO’srevenue estimates
exceedthoseinthefinancia plan. Primarily asaresult
of higher estimates of personal income growth,
securitiesindustry profits, and growth in assessed
property values, IBO’sestimatesof tax revenuesvary
from $230 million to $636 million higher than the
financid plan. Themgority of theseadditiond revenues
comefrom personal income, businessincome, and
property taxes. In addition, IBO’s estimates of the
revenuelossdueto the proposed tax cutsisdlightly
lower than the Administration’sprojection.

These higher tax revenuesare partially offset by
lower revenuesfrom other sources. Thefinancid plan
includessignificant revenuesfrom prior-year airport
rent, asset salesand desired state and federal actions.
Sincethereislittleevidencethat thesewill materidize,
they areexcluded from our forecast.

Spending

Although weforecast greater revenue than does
the Adminigtration, our higher oending estimatesmore
than offset those additional collections. Asdetailedin
Chapter 3, we project higher spending nearly every

year of thefinancial plan. Absent the prepayment
adjustment that transfersthe additional 2000 surplus
we identified, our estimates exceed those of the
Adminigration by $336 millionin 2001, $382million
in 2002, $844 millionin 2003, and $1.2 billionin
2004.

Thelargest portion of the additional spendingin
thelatter yearsof theplanisaitributabletolabor costs.
Although collectivebargaining agreementswill expire
thiscdendar year, thefinancid planincludesfunding
for new agreements for 2001 and 2002. We add
increasesin 2003 and 2004, which cost $327 million
and $672 million, respectively, using theassumption
that base sdary increasesequal therate of inflation.
Since it is impossible to predict the outcome of
collective bargaining, it should be noted that if the
agreements exceed the rate of inflation by one
percentage point each year, city-funded spending—
and the budget gap—would be over $500 million
higher by 2004. Conversely, if the agreementslag
inflation by onepercentagepoint annudly, city-funded
spending—and the budget gap—would be $500
millionlower by 2004.

We aso have higher spending estimates for
education, Medicaid and public assistance. Finally,
weexdude$245 millioninannud savingsfromdesired
sateand federa actionssincethereislittleevidence

they will happen.
Budget M anagement

Strategic management of thecity’sfinancesisjust
asimportant in good timesasin bad. Thechallenge
in a period of expansion is to take actions that
grengthenthecity’sfisca future, notwithstanding the
fact that thereisnoimmediate pressuretodo so. Itis
notabl ethat city-funded spending growth has been
dower inthisexpansion thanthelast. However, the
city gtill facessignificant future budget gapsdespite
enjoying thelongest post-war economic expansion.
These gaps are primarily due to the budget
management strategy that has been used in recent
yearsand to new policy proposals.
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Figure 1-3.
Details of Pricing Differences Between IBO and the Administration
Items that Affect the Gap
Dollars in millions
2000 2001 2002 2003 2004
Gaps as Estimated by the Mayor $0 $0 $(2172) $(2,711) $(2,508)
IBO Pricing Differences:
Revenues:
Taxes:
Property 13 108 202 250 205
Personal Income 130 226 144 80 31
General Sales @) 6 9 (2) (40)
Business Income 98 170 194 157 140
Real-Estate Related (4) 74 87 73 91
230 584 636 558 427
Tax Reduction Program - 42 35 13 19
STaR Reimbursement - (30) ) (46) (41)
Anticipated State / Federal Actions - (30) (30) (30) (30)
Miscellaneous Revenues:
Airport Rent - (350) (170) (140) (70)
Asset Sales (50) (30) - - -
Total Revenues 180 186 424 355 305
Expenditures:
Public Assistance 12 12 7 (33) (80)
Medicaid (43) (68) (85) (103) (124)
Education 259 83 (53) (130) (103)
Anticipated State & Federal Actions - (245) (245) (245) (245)
Labor Costs - - - (327) (672)
Sports Facilities 90 (90) - - -
Lead Law / Demolition - - 22 22 22
Overtime (28) (28) (28) (28) (28)
Prepayment Adjustment (470) 470 - - -
Total Expenditures (180) 134 (382) (844) (1,230)
Total Pricing Differences - 320 42 (489) (925)
IBO Surplus/(Gap) Estimate $0 $320 $(2,130) $(3,200) $(3,433)
SOURCE: IBO.
NOTES: Negative pricing differences (in parentheses) widen the gaps estimated by the Mayor.
Positive pricing differences narrow the gaps. Excludes intra-city revenues and
expenditures.
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L everaging Economic Strength

Thisyear’sproposa continuestherecent strategy
of relying on asurplusand surging tax revenuesto
balancethefollowing year’sbudget, thusrelieving
the pressureto take significant actionsto control long-
run spending growth. However, thisyear differsfrom
therecent past in the magnitude of the proposed tax
reductions, which are backloaded withtheir first year
impact being lessthan one-quarter of theirimpactin
thefourth year. Theresult of theseactionsisthat future
budget gapsarelargeby historical standards.

Fundamentaly, the preliminary budget isbalanced
on the strength of thelocal economy. Adopting the
2000 budget Ift 2001 witha$1.9billion gap. During
theyear, based on 1BO and Administration estimates,
additiona agency expendituresand stateand federal
actionsincreased thegap to $2.3 billion. UsngIBO's
revenue and expenditure estimates, we see that
resourcesin excess of thisneeded $2.3 billion are
provided by the 2000 surplus ($1.6 billionisused)
and additiond revenues($826 million), primarily taxes,
above what was projected. As a result, few
discretionary actionswere necessary or taken. The
balance of the proposed “gap-closing” actions,
discussed bel ow, essentialy support slary increases
to be agreed upon and thefirst year of the proposed
tax cuts.

Using Non-recurring Resour ces

Theprdiminary budget dso rdiesheavily on one-
time resources. Using one-time resources is
problematic because, once used, they disappear only
to leave unsupported spending that drives future
budget gaps. Using IBO estimates, the preliminary
budget relieson $2.1 billioninnon-recurring actions.
These include $345 million from the sale of the
Coliseum and $154 million from proposed agency
spending and revenueinitiatives—* PEGS.”

Thenon-recurring actionsa soincludethe planned
use of $1.6 billion of the 2000 surplus. Here, it is
important to consider that the prospective plan to
use one-timeresources may not be needed. Each of
thelast four years' adopted budgetshasreliedona

sgnificant surplus. However, in each year the surplus
ultimately hasnot been needed, primarily becausetax
revenues exceeded expectations; from 1997 through
1999, tax revenues exceeded adopted budget
projectionsby an average of $1.3 billion annually.
Whilethiscould berepesatedin 2001, eventudly, when
theeconomy slows, the surpluswill be used, only to
leaveaholeinthefollowing years budgets.

Controlling Spending

Asprevioudy discussed, one causeof futurebudget
gapsisthat spending growthisoutstripping revenue
growth. Although city-funded spending growth has
beendower inthisexpansonthantheladt, theproposd
wouldincreasecity-funded spending 6.4 percent from
2000t0 2001, and at an average annual rate of 3.4
percent from 2001 through 2004 (after including
Transitional Finance Administration (TFA) debt
service and adjusting for debt service prepayments).

Whilesignificant to the programsdirectly affected,
the preliminary budget recommendsrelatively modest
reductionsin spending, and payslittle attention to
actions that would improve productivity. The
proposed agency spending reductions total $318
million, just over one percent of city-funded
expenditures. A significant number of thesewill not
affect servicesbecausethey areether duetoworkload
reductions(such ascorrection and foster care), shifts
in funding to the state or federal government, or
procurement savings.

Asalong-run strategy, increasing the productivity
of theworkforce allows spending to be controlled
without reducing services. However, few of the
proposed agency reductions involve increases in
productivity. Thefinancid plan doesindudeadditiond
savings attributable to what is termed “labor
productivity,” whichwouldtotal $250 millionin2001.
But the city hasnot provided any detailsregarding
these savings other than to suggest they could come
from fringe benefit costs. Whilethistype of action
would reduce city spending, it would not increasethe
output per worker. It would not reorganize work
processesor usetechnology, for example, toincrease
theoutput or quality of servicesor reducetheir cost.
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Cutting Taxes

A significant aspect of thisyear’sbudget isthe
Mayor’s substantial tax reduction proposal. The
proposed cutsgrow four-fold from $476 millionin
2001 to $2.0 billion in 2004, when they would
represent 8 percent of tax revenues. Over one-third
of thetotal value of the cutsisdueto alowing the
expiration of al4 percent surcharge onthe persond
income tax. The next largest cut comes from the
elimination of thecommercid rent tax, followed by
significant cutsin businesstaxesand property taxes
for ownersof cooperativesand condominiums.

Mirroring the problem of usng one-timeresources
isthedifficulty of supporting programswhosefull
impactisnot feltinthefirst year. Thesetax cutsare
supported in the coming year by the additional
resourcesdiscussed above, but they represent alarge
portion of the future budget gaps. Absent the tax
cuts, the future budget gapswould be cut by more
than half; in 2004 the gap would be $1.4 billion
instead of $3.4 billion. Another perspective is
provided by thefact that the cutsreducethe average
annual growthintax revenuesfrom 3.3 percent to
1.0 percent.

Alternative Strategies

How the gap is closed and other policy choices
have asignificant impact on thecity’sfiscal future.
Different choices could better prepare the city to
weather future circumstances. Aswe have pointed
outinthepas, thecity’sfisca outlook wouldimprove
if it used surpluses to fortify its long-term fiscal
foundation instead of using them to balance budgets
without regard to difficultiesdowntheroad. Thecity
could establish arainy day fund for use only when
needed to address a short-term emergency, such as
an economic downturn. Also, thecity could repay a
portion of itsoutstanding debt and/or substitute pay-
as-you-go financing for borrowing, both of which
would helpthecity baancefuturebudgetsby lowering
annual debt service costs.

If the surpluses were used to address long-term
concerns, other actionswould berequired to balance
the budget. These should include increasing
productivity to protect services while controlling
spending. Achieving budgetary savings always
requireseffort and perseverance. Howevey, it isbetter
todo so over timewhen theeconomy isstrong, rather
than abruptly inawesk economy whenrevenuegrowth
dowsand spending pressuresgrow.
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Revenues

Overview

For thecurrent fiscal year, IBO estimatesthat city
revenuesfromal sourceswill total $38.1 billion. The
projected 5.0 percent increase over 1999 isstrong,
giventheincreasingimpact of enacted tax cuts. This
growthrateisunlikdly to besustained for thefinancid
plan period, however, if the preliminary budget’ stax
reduction proposalsare adopted. After 2000, total
revenueswill first declineand thenincrease only
dightly, to grow by an average annual rate of only
0.2 percent over the 2000-2002 period. Growthis
expected to pick up somewhat inthefina twoyears
of thefinancid plan, averaging 1.9 percent annudly.
By 2004 total revenues are projected to reach
$39.7hillion, representing only 1.1 percent average
annual growthfromthecurrent year.

Thischapter detallsIBO'srevenueforecast, which
reflects projected changesin baselinetax and other
revenues plus our estimates of the impact of the
proposed tax reduction program. Thefirst section
summarizestheeconomic outlook behind therevenue
forecast. The bulk of the chapter focuses on tax
revenues, beginning with areview of our baseline
revenue forecasts and then taking acloser |ook at
theMayor’stax reduction program. Thissection of
the chapter reestimates the cost and analyzesthe
impact of the many proposals contained in thetax
program, including: dimination of thePI T surcharge;

two persona incometax credits; termination of the
commercia rent tax; extension of thereal property
tax abatement for co-opsand condos; &imination of
themortgagerecording tax for first-timebuyers; cuts
inbusinessincometaxes; restructuring and reducing
the utility tax; and acut in the hotel occupancy tax.
The chapter concludes with a discussion of our
forecasts of state and federal categorical aid and
revenuesother thantaxes, including revenuefromthe
legal settlement between tobacco companiesand
State governments.

Economic Outlook

In recent years, the economy has performed
beyond expectations, posting impressivegainsyear
after year. This past year was no exception. IBO
forecasts continued economic growth, though at a
reduced pace, in calendar year 2000 and over the
financia plan period. The preliminary budget also
forecastsad owdown for thesameperiod, butismore
conservativeinitsoutlook for local persona income
and securities industry profits. (IBO’s economic
forecast is contrasted with the Administration’s
January planforecastin Appendix B.)

Recent devel opments. Fueled by continued strong
consumer spending, the U.S. economy experienced
another very strong year in 1999. Real (inflation-
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adjusted) gross domestic product (GDP) grew a
robust 4.1 percent, inflation remained modest, the
rate of unemployment reacheditslowest level in 30
years, and we are enjoying the longest economic
expansion since World Wer [1. Warning signshave
surfaced, however, including volatility instock prices
and concernsover rising oil prices.

New York City had a strong 1999 as well.
Employment andincomegrew & ratesdightly higher
thanthenation’s. The85,000jobscrested in 1999—
including 80,800 new private sector jobs—
surpassed therecord established just the year before,
while the unemployment rate dropped below 8.0
percent for thefirst timesince 1990. Despitethis
growth, thecity’srateof inflationislower thanthe
nation’s.

The national outlook. IBO’s forecasts of real
GDPand nationa employment growth areon apar
with the Administration’sestimatesin 2000, where
both expect 1.7 percent job gainsand very similar
growth in real output of 3.7 percent (IBO) and
3.6 percent (OMB). IBO forecaststhat real GDP
and employment growth will generally decelerate
over theremainder of theforecast period; by 2002,
weexpect real output to grow afull percentage point
slower than in 1999. The Administration also
anticipates s ower growth through 2002, followed
by growth at an increased pacein 2003 and 2004.

IBO projectsthat therate of inflationwill riseto
2.5 percent in 2000, and retreat somewhat to 2.3
percent in 2001 and 2002, and 2.4 percent in 2003
and 2004. In contrast, the Administration predicts
inflationtodipto 2.1 percentin 2001, and riseto
2.7 percent in 2003 and 2004. Both IBO and the
Adminigration expect theFederd Reservetofurther
tighten monetary policy by raisingthefedera funds
rate (akey interest rate controlled by the Fed) in
2001 and 2002. IBO anticipatesthat the Federal
Reserve svigilancewill hold inflationin check but
comeat apriceof gradually rising unemployment
rates, which weforecast to exceed 5.0 percent by
2003. OMB also forecaststhe unemployment rate

torise, reaching 4.5 percent in 2002 and remaining at
that level over thenext few years.

Thecity outlook. IBO isforecasting that thecity’s
economy will continueto grow, but at adower pace.
We expect the rate of local job creation to decline
steadily over the next several years, with 62,300
additional jobsin 2000 but only 28,100 in 2001 and
an average of 25,900 per year over theremainder of
theforecast period. The Adminigtration’ semployment
forecastisvery similar to IBO’sthrough 2002, but
moreoptimistic for 2003 and 2004. IBO projectsthat
persond incomegrowthwill decelerateto 5.7 percent
in 2000—2 percentage pointslessthanin 1999—but
remainrelatively strong through 2004. In contrast, the
Administration forecasts more moderate personal
income growth, leading to estimates that are on
average $10.6 billion (or about 3.3 percent) lessthan
IBO’s each year. Finally, both IBO and the
Administration forecast |ocd inflationto accelerate,
though the Administration expects pricestorissmore
rapidly than does IBO each year of the forecast

period.

Tax Revenues

With the sustained strength of thelocal economy,
New York City’stax revenues have continuedto grow,
although the increase has slowed due to recently
enacted tax cuts. By the end of fiscal year 2000,
revenueswill tota $21.7 billion, including $270 million
in personal income tax (PIT) revenues that are
dedicated to the Transitional Finance Authority
(TFA).! The 2000 dowdown intax revenue growth—
to 1.3 percent—isdueinlarge part tothelossof PIT
revenuefromin-state commuters.? Tax cutsunder the
STaR program have also contributed to the
dowdown.?

Tax revenues are expected to declinein 2001, the
result of dower baselinerevenuegrowthinaddition
to new tax cuts. Slower economic growth and a
reduction of Wall Street firms' profitsinthenear term
plus even greater impacts of enacted tax cuts will
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congtrain thegrowth of basdlinerevenues—thesum
of projected tax revenues before accounting for the
expected effectsof proposed but not yet enacted tax
cuts—toonly 1.1 percent. Theaddition of anew set
of tax cuts is expected to reduce tax revenues by
$476 millionin 2001, compared to revenuesinthe
absence of new cuts. On balance, total tax revenues
areprojected todeclineby 1.1 percent if theMayor’s
tax reduction packageisenacted initsentirety.

Basdlinerevenue growth picksup after 2001, to
average 4.3 percent from 2001 to 2004. But the
impact of thetax reduction packagequadruplesduring
this period, so the forecast of total tax revenue
including proposed tax cutsisfor steadily increasing
modest growth—1.2 percent in 2002, 2.0 percentin
2002, and 3.4 percent in 2004. Total tax revenues
are projected to reach $22.9 billion by 2004 if the
entiretax program isadopted; without the program,
revenuewould be $2.0 billion higher.

IBO'sforecast of basdlinetax revenues—revenues
excluding proposed tax reductions—is summarized
and compared tothe Administration’sbelow. Thisis
followed by ageneral overview of the Mayor’stax
reduction program and adetailed discussion of the
program’smajor components.

Basdine Revenue For ecast

» [BOforecastsonly al.1 percent expansion of
baseline tax revenues from 2000 to 2001,
followed by moderate annual growth averaging
4.4 percent through 2004.

» |IBO’sforecast of baseline revenues exceeds
OMB'’s by $230 million in 2000 and by
substantialy greater anounts—asmuch as $637
million—in the out-years. Higher forecasts of
personal income, general corporation, and real
property taxesaccount for most of thedifference.

Even without incorporating the effects of the
proposed tax reduction program, tax revenues
(including TFA-dedi cated receipts) are expected to

increase by only 1.1 percent in the upcoming fiscal
year—from $21.7 billionin2000to $21.9 billionin
2001 (seeFigure 2-1). Red property tax collections
areprojected to expand 3.2 percent in 2001, fueled
by an even faster expected increase in assessed
property vaues. But the growth of the property tax—
thecity’shiggest singlerevenuesource—will largely
be offset by declinesin the persond incometax (PIT)
and genera corporationtax (GCT). A moderation of
both securitiesindustry profitsand nationd corporate
profit growthin calendar year 2000 will cause GCT
revenueto fal by 4.2 percent in fiscal year 2001,
whilethe deepening of the STaR cutsand thefurther
elimination of recelptsfrom commuterswill resultina
2.2 percent decline in PIT collections.* Also
contributing to theweak revenuegrowthin 2001 are
general salestax revenues, which are expected to
remain unchanged from 2000 dueto d ower economic
growth and theimpactsof clothing tax cutsand utility
deregulation.

After 2001, baselinerevenue growth isexpected
to pick up, with theforecast calling for revenueto
increaseannually by 4.4 percent—about $1 billion—
on averagefrom 2001 to 2004. Fueled by continued
strength of the real estate market and assessed
property val ues, property tax collectionsare expected
to be particularly strong and account for much—$400
to $600 million ayear—of theoverd| revenuegrowth.
Significant increasesin PIT collectionsare expected
to occur only after 2002, when the phase-in of the
STaR cutsand thelossof commuter tax revenuewill
both be compl ete. Resumption of general salestax
growth, by morethan $100 million each year, also
contributes substantially to faster baselinerevenue
growth after 2001.

Comparison with the preliminary budget.
IBO'sbasdlinetax forecast exceedsthat presentedin
the preliminary budget throughout the forecast
period—by $230 millioninthecurrent fiscd year and
by larger amounts ranging from $427 million to
$637 millioninthefollowing years(see Figure 2-2).
The largest difference is for 2002, when IBO’s
baselineforecast is2.9 percent greater than OMB'’s.
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Figure 2-1.
IBO Revenue Estimates Under the Mayor's Proposals
Dollars in millions
Average
2000 2001 2002 2003 2004 Change
Tax Revenues:
Property Tax $7,787 $8,033 $8,633 $9,130 $9531 52%
Personal Income Tax o
(excluding TFA) 4,875 4,766 4,737 5,019 5327 2.2%
General Sales Tax 3,415 3,404 3,506 3,633 3,776 2.5%
General Corporation Tax 1,573 1,507 1,545 1,577 1,605 0.5%
Unincorporated Business Tax 713 714 750 787 827 3.8%
Banking Corporation Tax 431 444 458 472 486  3.0%
Real Estate-Related Taxes 1,154 1,177 1,215 1,274 1,375 4.5%
Other Taxes (with Audits) 1,485 1,422 1,420 1,432 1,447 -0.6%
Total Taxes Before Reductions 21,433 21,467 22,263 23,324 24374 3.3%
Tax Reduction Program - (476) _(1.077) _(1.734) _(2.043) N/A
Total Taxes After Reductions 21,433 20,991 21,186 21,590 22,331 1.0%
STaR Reimbursement 260 472 687 709 737 29.8%
Dedicated Personal Income Tax 270 472 538 565 572 20.6%
(TFA)
Miscellaneous Revenues 2,942 3,066 2,603 2,558 2,529 -3.7%
State / Federal Categorical Aid 11,873 11,837 12,082 12,316 12,413 1.1%
All Other Revenues 1,306 1,164 1,150 1,146 1,146 -3.2%
Total Revenues as o
Estimated by IBO $38,084 $ 38,002 $38,246 $38,884 $39,728 1.1%
SOURCE: IBO.
NOTES: Miscellaneous revenues are net of intra-city revenues. All other revenues include
unrestricted government aid, anticipated aid, other categorical grants, inter-fund
revenues, and disallowances.

Through 2003, much of the differenceisdueto
IBO'shigher forecast of PIT collections, which results
from IBO’s projections of faster persona income
growth compared with OMB’s. Whiletheforecasts
of GCT revenue areamost identical inthe current
year, in 2001 and the out-years IBO’s forecast
exceedsOMB’sby at least $100 millioneachyear;
most of thehigher GCT forecastisexplanedby IBO's
higher projectionsof profitsinthe securitiesindustry.®

Finally, starting in 2001, IBO’sforecast of real
property taxesissubstantially higher, especialy from
2002 to 2004 when it isat least $200 million more
each year than OMB’sprojections. IBO’sprojection
of faster growth of the assessed values accountsfor
most thedifferencewith OMB’s property tax forecadt.
Other factorsinclude 1BO’sassumptions about the
timing of paymentsand refunds and the number of
taxpayersparticipatingin the STaR program.
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Figure 2-2.

Dollars in millions

2000

Details of Differences Between IBO’s Estimates and the Mayor's Revenue Forecasts

2001 2002 2003 2004

Total Revenues as Estimated by the Mayor

IBO Reestimates:

Tax Revenues
Property Tax
Personal Income Tax (excluding TFA)
General Sales Tax
General Corporation Tax
Unincorporated Business Tax
Banking Corporation Tax
Real Estate-Related Taxes
Tax Reduction Program

STaR Reimbursement

Miscellaneous Revenues:
Airport Rent
Asset Sales

State / Federal Categorical Aid

All Other Revenues

Inclusion in the Budget:
Dedicated Personal Income Tax (TFA)

Total Revenues as Estimated by IBO

$37,431 $36,776 $ 36,555

$ 37,044 $ 37,847

13 108 202 250 205
130 226 144 80 31
(7) 6 9 2 (40)
2 116 127 109 113
20 4 9 (8) (24)
76 50 59 56 51
(4) 74 87 73 91
- 42 35 13 19

- (30) (47) (46) (41)

- (350) (170) (140) (70)
(50) (30) - - -
203 568 729 920 1,004
- (30) (30) (30) (30)
270 472 538 565 572

$38,084 $38,002 $38,246

$ 38,884 $39,728

SOURCE: IBO.
NOTES:

disallowances.

Miscellaneous revenues are net of intra-city revenues. All other revenues include unrestricted
government aid, anticipated aid, other categorical grants, inter-fund revenues, and

Tax Reduction Program

TheJanuary Planincludesan ambitioustax reduction
program encompassing cutsin the personal income,
commercia rent, property, mortgage recording,
bus nessincome, utility, and hotd taxes. IBO estimates
that if fully enacted thistax programwould lower city
tax collections by $476 million in 2001 and over
$2.0hillionin2004. Thiswould bring thetota vaue
of tax reductionsenacted since 1994 to gpproximately
$4.5 billion—nearly a17 percent reductionin the
city’soverd| tax burden.

To a considerable extent, these enacted and
prospective cutsare and would be bankrolled by the
revenue surplusesbrought in by the city’ sbooming
economy. Thissamelong economic expansion has
also underwritten large statetax cutsin New York. It
isindeed common for stateand local governmentsto
reduce taxes during economic expansions, while (as
wasthe case around the country aswell asin New
York City during the early 1990s) being forced by
balanced budget constraints to raise taxes in
recessions. But the percentagetax burden reduction
pursued by New York City appears to be
exceptiondly large.
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Figure 2-3.
IBO’s and Mayor’s Estimates of the Tax Reduction Program
Dollars in millions
2000 2001 2002 2003 2004
IBO’s Estimate of the Tax Reduction Program
PIT, Elimination of 14% Surcharge $ - $ - $(228) $(739) $(788)
PIT, Increase PIT / UBT Credit - (43) (49) (51) (54)
PIT, Subchapter S Credit - (45) (51) (53) (56)
CRT Elimination - (234) (264) (273) (4112)
Property Tax, Extension of Co-Op / Condo Tax Cut - - (195) (210) (224)
MRT, Elimination for First-Time Buyers - (19) (20) (20) (20)
Business Tax Cuts - 27) (1212) (218) (285)
Utility Tax Restructuring and Reduction - (81) (100) (119) (148)
Impact of Utility Tax Restructuring on Sales Tax Revenues - ) 3) (4) (5)
Hotel Tax, Repeal $2 Flat Fee - (19) (38) (39) (39)
Borough Commercial Revitalization Program - (5) (7) (9) (12)
Total Cost of Tax Program — IBO’s Estimate - (476) (1,077) (1,734) (2,043)
Mayor's Estimate of the Tax Reduction Program
PIT, Elimination of 14% Surcharge - - (222) (728) (784)
PIT, Increase PIT / UBT Credit - (43) (49) (51) (54)
PIT, Subchapter S Credit - (45) (51) (53) (56)
CRT Elimination - (237) (274) (288) (440)
Property Tax, Extension of Co-Op / Condo Tax Cut - - (181) (191) (200)
MRT, Elimination for First-Time Buyers - (48) (48) (48) (48)
Business Tax Cuts - (40) (1412) (223) (280)
Utility Tax Restructuring and Reduction - (81) (100) (119) (148)
Impact of Utility Tax Restructuring on Sales Tax Revenues - - - - -
Hotel Tax, Repeal $2 Flat Fee - (19) (39) (39) (40)
Borough Commercial Revitalization Program - (5) 4] (9) (12)
Total Cost of Tax Program — Mayor’s Estimate - (518) (1,112) (1,747) (2,062)
Difference $ - $42 $35 $13 $19
SOURCES: IBO; Mayor's Preliminary Budget for 2001.

Because the city’s tax reduction program is so
large—even for abooming economy—enactment of
the proposed new cutswould leavethecity’sability
to balance future budgetsparticularly vulnerableto
any significant slackening of economic growth.
However, thesereductionsa so addressthecity’slong-
term vulnerability to tax competition from other
jurisdictions. A recent IBO study hasfound that even
with the tax reductions enacted to date, New York
City imposes substantially heavier taxesthan other
large cities.® If the proposed tax program can be

sustai ned without compromising thefunding of city
services, it would further narrow (but not eliminate)
the gap between New York and other cities. New
York City’stax environment would al so comparemore
favorably tothat of itssurrounding suburbs.

Dueinpart toitsimpact on New York City’stax
competitiveness, the enacted and prospective 17
percent reduction in the city tax burden yields
proportionately smaler actua revenuelosses. Thisis
because, asIBO has showninanumber of studies,
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thetax cutsthemselvesstimulategrowthinthecity’s
economy and tax base. IBO has found that the
secondary revenues brought in by tax cut related
growth can offset anywhere from 8 percent (city
clothing salestax cut) to 30 percent (city utility tax
cut) to 50 percent (city hotel tax cut) of the primary
revenuelosses.’

LikeOMB, IBO doesnot explicitly incorporate
estimates of secondary tax impactsinto forecasts of
proposed tax program costsand overd| tax revenues.
However, insofar as the values of the economic
variablesusedinrevenueforecast mode shavebeen
affected by past tax policy changes, theimpact of
thetax reductionsenacted and pursued inthe current
boom is—at least to some extent—implicitly
reflected in baseline economic growth and tax
revenueforecasts.

PIT SurchargeElimination

* Theproposa to eliminatethe persona income
tax (PIT) surcharge is by far the largest
component of the tax reduction program. It
would reduce tax revenues by close to
$800millionannualy by theend of thefinancia
plan period.

»  Taxsavingsfromsurchargediminationwouldbe
highly concentrated among arelatively small
number of upper-incomefilers. Taxpayerswith
incomes over $250,000—accounting for less
than 5 percent of al tax returnsfiled—would
enjoy amost 44 percent of thetax savings.

The centerpiece of the preliminary budget’stax
reduction programisthe proposal to eliminatethe
14 percent surcharge on persona incometax (PIT)
liability, accounting for roughly 40 percent of the
program’'scost. All filerswho now incur tax ligbility
wouldreceiveatax cut, thoughthebulk of thebenefits
would bereceived by aminority of taxpayers.

Background. The surcharge is equal to
14 percent of the non-surcharge (or base rate)

liability of city residentsand accountsfor roughly
12.3 percent of total PIT revenue. The surcharge
has been in effect since tax year 1991. Initially
established as a temporary measure that would
expireinthreeyears, thesurcharge hasbeen renewed
severd times. Without ancther renewd , thesurcharge
will expire on December 31, 2001. In contrast,
renewing the surchargewould entail amending the
state law that authorizesthe surcharge, in addition
tocity legidativeapprova.

Severd other PIT reductions have been enacted
inrecent years. Another surcharge, known asthe
12.5 percent surcharge, first enacted for tax year
1990 and generally dedicated to criminal justice
programs, wasalowed to expireat theend of 1998.
By tax year 2001, the phase-in of the STaR
program’sPIT cuts—aroughly 6 percent reduction
in PIT base rates plus a flat credit of $125 per
household ($62.50 for single filers)—will be
complete. Findly, sncetax year 1997, city resdents
who areproprietorsor partnersin businessespaying
the city’sunincorporated businesstax have been
eligibleforaPIT credit (seediscussion below).

Timing andfiscal impact. Theproposal initidly
publishedinthefinancia plancallsfor dlowingthe
surcharge to expire at the end of tax year 2001
simply by not renewing it. But in presenting the
proposal to the City Council and the public, the
Mayor called for enacting legidlation that would
eliminate the surcharge as soon as July of thistax
year.

Todlow comparison with the published financia
plan, IBO'sestimates of theimpact of eliminating
thePIT surchargearebased ontheinitia, published
proposd (seeFigure 2-3). Specificaly, dlowingthe
surchargeto expire at theend of 2001—asinitialy
proposed—would reducefisca year 2002 revenues
by $228 million. Thefull effect of eliminating the
surchargewould befelt inthe next two years, when
PIT receiptswould bereduced by $739 millionin
2003 and $788 millionin 2004. Thesecost estimates
aredightly higher thanthe Adminigtration’sbecause
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they arebased on IBO’shigher baseline PIT forecast
(seeFigure2-1).

Abolishing thesurchargebeforeitisdueto expire
would hasten thefiscal impact. PIT revenuein 2001
wouldfal by approximately $700 millionif surcharge
eliminationweretotekeeffect in July, a thebeginning
of thecity’snew fiscal year.

Beneficiariesof surchargeeimination. Almost
all city resdentsfiling tax returnswoul d benefit from
theeimination of the 14 percent surcharge; only those
too poor toincur any city liability inthefirst place
would not havether incometaxesreduced. Surcharge
eliminationwould thusgeneraly reducethetax burden
of New Yorkers.

Using asampleof 1997 tax returns(thelatest year
available) and projectionsof how varioustypes of
incomewill grow, IBO hasmodeled the distribution
among differentincomegroupsof thetax savingsthat
would result from surcharge elimination. For tax year
2002, taxpayers on average would receive a$174
cut, but upper-incomefilerswho congtituteaminority
of New York City filerswould enjoy the bulk of the
tax savings. Thedistribution of tax savingsamong

different income groups is proportional to the
digributionof PIT lighility, and theliability distribution
itself isskewed toward asmall number of themost
affluent becauseincomedistributioninNew York is

particularly unequa

AsshowninFigure2-4, intax year 2002, thefirst
year after the surchargewill expireunder current law,
tax filerswith reported incomes of $125,000 or more
areprojectedtoaccount for 13.1 percent of dl returns
filed.° Thisgroup of filerswould receive well over
half—57.8 percent—of the projected $726.5 million
intax savingsfor theyear, milar tother percent share
of PIT liability (59.4 percent with the surcharge and
59.6 percent without).

The concentration of tax ligbility and tax savingsis
especialy striking looking at thelessthan 1 percent
of returnsreportingincomesof $1 million or gregter.
They would receive 26.6 percent of thetax savings
and account for 27.6 percent of tax liability. Surcharge
eliminationwould reducethesetaxpayers PIT ligbility
by an average of $6,052 per return, compared with
$174 per returnfor dl filers.

Figure 2-4.

PIT Surcharge Elimination Tax Savings By Income Groups, Tax Year 2002

After Elimination

Percent of

Percent of Tax Savings Percentof Tax Savings Total PIT
Income Group Tax Returns ($ millions) Tax Savings Per Return Liability
Under $30,000 40.6% $32.5 4.5% $19.20 3.5%
$30,000 to $59,999 24.4% $65.8 9.1% $101.52 13.6%
$60,000 to $99,999 16.5% $159.7 22.0% $177.08 16.7%
$100,000 to $124,999 5.4% $48.4 6.7% $215.42 6.7%
$125,000 to $249,999 8.2% $104.4 14.4% $304.05 14.6%
$250,000 to $999,999 4.1% $122.3 16.8% $708.55 17.4%
$1,000,000 and over 0.8% $193.3 26.6%  $6,052.46 27.6%
Total 100.0% $726.5 100.0% 100.0%

SOURCE: IBO.

NOTES: Income is measured by federal adjusted gross income in 1999 constant dollars.

For all filers, the average tax savings per return is $174.
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Thedistribution of thetax savingsthat resulted
from the 1998 expiration of the 12.5 percent PIT
surchargewas similarly concentrated among the
wealthiest New Yorkers.’® When the proposal to
let the 12.5 percent surcharge expirewasinitialy
made by the City Council Speaker, it was coupled
with aproposal to makethe schedule of PIT base
ratesmoreprogressve—that is, increasethedegree
towhichmargind tax ratesarehigher in high-income
brackets—in order to distribute the resulting tax
savingsmoreevenly among taxpayersof different
incomelevels. However, the 12.5 percent surcharge
expired without base rate restructuring. The
Adminigtration’scurrent proposal to eliminatethe
14 percent surcharge has not been linked to any
further changesin PIT ratesthat would significantly
alter thedistribution of the benefits.

Findly, itisimportant to note that the amounts of
tax savingsper incomegroup reported in Figure 2-
4aesmply thedecreasesin PIT liability that would
result from surchargeelimination. Not al of thecity
tax savings would be enjoyed by taxpayers as
additiona disposableincome becauseloca income
tax payments are deductible from federal income
tax. With surcharge elimination, taxpayers who
itemize deductionswould deduct asmaller amount
of city tax ligbility and thuspay moreinfederd taxes.
Becausethe upper-incometaxpayerswho pay most
of thePIT aremost likely toitemize, asignificant
portion of thetax savingswould be captured not by
the taxpayers themselves but by the federal
government—between $.28 and $.40 of each city
tax dollar saved by the 23 percent of city tax filers
whoitemizeonther federd returns, given margina
federal tax rates ranging from 28.0 percent to
39.6 percent for al but thelowest income bracket.

PIT Credits

Thetax reduction programincludestwo proposas
for PIT credits. Onewould enhancean existing credit
for resdent businessownerswho pay boththecity’s
personal income and unincorporated businesstax
(UBT). Theother would establish asimilar credit

for those owners of subchapter S corporations
paying either the city’s general corporation tax
(GCT) or banking corporationtax (BCT). Because
thedetailsof each of these proposd sarestill being
developed, the fiscal impacts presented in the
financia plan areessentialy guidelinesasto how
much the combined credits are intended to cost
rather than cost estimatesfor fully specified tax
proposals.

Enhanced UBT-PIT Credit

*  Unlikemost changesincity tax law, enhancing
theexisting PIT creditfor UBT payerswould
not requireNew York Statelegidativegpprova.

* Bylimiting benefitstoresdents, theUBT-PIT
credit maintainsthecity’sahility totax, through
the UBT, the incomes of unincorporated
business partners and proprietorswho work
inthecity.

* Inpart becauserecent increasesin another tax
credit havediminated UBT liability for many
small businesses, the distribution of income
amongresdent UBT payersiswe ghted heavily
toward thosewith high personal incomes.

The existing UBT-PIT credit. The tax
reduction programincludesaproposal toincrease
theexisting PIT credit for UBT payments. City
residents who are proprietors or partners in
businessespayingthecity’sUBT a so pay taxeson
their personal incomethat includesaready-taxed
business income. Beginning in tax year 1997,
however, theseresidents have been entitled to a
partial credit against their PIT liability for UBT
payments. Theamount of the credit allowed under
current law varieswith residents persond taxable
income. Residentswith New York State taxable
incomes of $42,000 or lessin ayear may claim
65 percent of their UBT paymentsasaPI T credit.
Theshareof UBT paymentsalowed for the credit
decreases by one-tenth of apercentage point for
every $200 increase in taxable income until it
reachesaminimum of 15 percent of UBT payments
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for taxpayers with annual incomes greater than
$142,000.

The state law authorizing New York City to
establish the UBT-PIT credit enablesthe city to
increasethe credit without having to obtain further
statelegidlative approval. Thus, unlikethe other
proposal sof thetax reduction plan, the proposal to
increasethe UBT-PIT credit could beput into effect
by thecity itsdlf.

The proposed credit increase. The proposal
presented in the financial plan isto increase the
UBT-PIT credit beginninginthecurrent tax year, at
aprojected cost of $43 millionin city fiscal year
2001, growing to $56 million by 2004. The
proposed cost isroughly inlinewith adoubling of
thecurrent credit. These estimates assumethat the
number of taxpayerswhotakethecredit will increase
as more people becomefamiliar withit, anditis
likely that any credit enhancement would increase
that number even more.*

Becauseof itsstructureasacredit against resdent
PIT liability, the UBT-PIT credit reducesthedouble
taxation of city resdents businessincomewithout
forfaiting thecity’sability totax (throughthe UBT)
the incomes of commuters’ unincorporated
businesses.2

Distribution of benefits. In recent years,
reductionsinthe UBT targeted at small businesses
havediminated UBT ligbility for over 20,000 small
businessproprietorsand partnerships, resdent and
commuters alike. Given that many small
bus nesses—including al soleproprietorshipswith
incomes bel ow $55,000—no longer pay the UBT,
itisnot surprising that thedistribution of benefitsof
the proposed increase in the UBT-PIT credit is
heavily weighted toward those UBT payerswithhigh
personal incomes. Almost half (49.2 percent) of
thosewhotook that UBT-PIT credit against 1997
tax liabilities had taxableincomes above $142,000.
In spite of their being allowed only the minimum
credit (15 percent of UBT), together thesetaxpayers
received 79.1 percent of thetotal amount of credits
clamed.

Smply doublingthecurrent credit would maintain
the concentration of tax savingsamong UBT payers
withincomesabove$142,000. Providingardatively
greater enhancement of thecredit toresdent UBT
payerswithincomesbel ow $142,000 would have
only alimited impact on thisgroup’sshare of the
tax savings because so many small business no
longer pay the UBT. For example, evenif theUBT-
PIT credit weremaximized to 100 percent of UBT
liahility for thosewithincomesbel ow $142,000 yet
remained at 15 percent for all others, at |east half
of thebenefitswould still bereceived by thelatter,
high-incomegroup.

Subchapter SCorporation-PIT Credit

* The proposed Subchapter S corporation-
related (S corp) PIT credit would target tax
savingstoward resident sharehol dersof many
relatively small businesses paying city
corporation taxes.

» Thecreditwould also makethePIT treatment
of resident S corp shareholders more
comparableto that of resident proprietorsand
partnersof unincorporated businesses.

Tax treatment of S corpsunder current law.
The Mayor’s tax reduction program includes a
proposal to allow resident shareholders of
subchapter S corporations a credit against PIT
liability for their share of corporationtaxespaidto
thecity. Scorpsareaspecia typeof smal busness
eligiblefor certaintax benefitsat the federal and
state levels. In order to organize asan S corp, a
firm must meet severa qualifications, the most
important of whicharethat it haveno morethan 75
shareholders and that its shares not be publicly
traded.

Under federd law, theearningsof an Scorpare
exempt from corporate income tax, though the
earningsdistributed toindividual shareholdersas
dividendsaresubject to thefederal persond income
tax.® Under statelaw, S corpscan eect New York
State SCorp Satusand recelvevarioustax benefits.

March 2000
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Themost basic benefit isthat although Scorpsare
subject to the state's corporate franchise tax, they
pay amuch lower rate—currently 0.975 percent of
net incomerather than theregular 8.5 percent state
ratefor the current year.

Under city law, Scorpsaretreated likeall other
corporationsand subject to either thecity’sgenera
corporationtax (GCT) or banking corporation tax
(BCT) with no preferential treatment.

The proposed credit and its cost. The current
proposa would not ater the corporatetaxation of S
corps on the city level, but it would benefit city
residentswho are shareholdersin S corps subject
tothe GCT and BCT. Specifically, starting inthe
current tax year these taxpayerswould be permitted
acreditagainst PIT liability for aportion of GCT or
BCT paymentsattributableto thetaxpayer’s stake
inthe S corp. The proposal is patterned after the
existingUBT-PIT credit and it would bestructured
amilarly, withthe percent of businesstax liability that
could beclaimedasaPIT credit decreasing asthe
taxpayer’sincomerises. By matching information
reported on S corps federal tax returns with
information obtained fromloca GCT, BCT,andPIT
returns, the Department of Finance estimatesthat
49,000 resident taxpayerswould qualify foran S
corp-related PIT credit.

Thestated aimisfor the new credit to havethe
same structure of percentages as the UBT-PIT
credit, and thusany enhancement of thelatter credit
would necessitate a more costly S corp- related
credit. Thefinancial plan callsfor an Scorp credit
that would cost the city an estimated $45 millionin
2001, increasing gradualy to $56 millionin 2004—
amountsroughly the same asthe estimated cost of
thecurrent UBT-PIT credit. The cost estimatesfor
the S corp credit should be considered very
preliminary, however, because the cost would
ultimately depend onthe generosity of theenhanced
UBT-PIT credit if having equivalent PIT credits
remainsthegod.

Policy goals of the credit. The proposal to give
city residentsaPI T credit for their share of Scorp-
related GCT and BCT paymentsservesgodsreated
to both persona and businessincometaxation.

The proposal would reduce double taxation of
businessincomefor city residents, who aloneamong
ownersof local Scorpsaresubjecttothecity’sPIT
in addition to corporate taxes. The new proposed
credit, liketheaready existing onefor UBT payers,
targets benefits specifically to city residentswhile
retaining the city’s ability to tax businessincome
generated inthecity by Scorp shareholderswho do
not reside here.

Thenew credit would also makethe treatment of
resident shareholdersinlocal Scorpsmoresmilar to
the treatment of city residents who are business
partnersand proprietorspaying the UBT. Findly, both
the proposed and the existing PIT credits would
benefit res dent ownersof New York City-based smdll
businesses, because Scorps, likemaost unincorporated
businesses, arerdatively smdl entities.

Commercial Rent Tax Elimination

* Thepreiminary budget proposesreducing the
commercid rent tax in 2001 and then eiminating
itin2004.

» Thereductionwould cost thecity $237 millionin
2001; complete elimination of the tax in 2004
would cost $411 million.

* Eliminating the CRT would remove one of the
city’s unique and most controversial taxes,
althoughitsdefectsmay be overstated.

The preliminary budget calls for reducing the
commercid rent tax (CRT) by two-thirdsin 2001 and
theneliminating it entirely in 2004. If enacted, this
would bethelast in aseriesof reductionsin one of
the city’s unique taxes, one that has often drawn
attention from those concerned with the city’ stax
burdenrelativeto other locations.
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TheCRT ispaid by commercid tenantsbased on
theamount of rent they pay to their landlords. Tax
liability isdetermined by asingleflat rategppliedto
the baserent. A diding-scale credit which phases
out astaxablerent increases hel psto moderate what
would otherwise beasteep risein themarginal tax
paid onrentsjust over the zeroliability threshold.

Although the CRT tax burden has been reduced
several timessinceitspeak in 1977, inrecent years
the city has made much more dramatic changes,
significantly decreasing both the number of firms
subject to thetax and theliability of theremaining
taxpayers. Since September 1995, only leasesin
buildings south of 96th Street in Manhattan are
subject to thetax, and since June 1997, only tenants
with baserentsabove $100,000 haveany tax ligbility.
Asrecently asMay 1994, Manhattan tenants south
of 96th Street with base rentsabove $11,000 faced
atax liability.

For tenants still subject to the tax, the most
important change has been a reduction in the
effectivetax rate, which hasfalen from 6.0 percent
t0 3.9 percent snce September 1995. IBO estimates
that the cumulative valuein 2000 of the cutsenacted
since 1995is$350 million. Thesereductionsaccount
for the precipitousfall in CRT revenues (excluding
audits) from $629 millionin 1994 to $340 millionin
2000; without the cuts, CRT revenue would be
$690 millionthisyear.

Theseenacted changeshave greatly reduced the
number of CRT taxpayerswhileincreasngtheshare
of large firms among those still paying the tax.
Nevertheless, tenantswith relatively modest rents
gtill account for themgjority of remaining taxpayers.
Based on rent distributions supplied by the
Department of Finance, IBO estimates that 72
percent of theremaining taxpayershaveannud rents
of $400,000 or less. Theaveragerent for thisgroup
of taxpayersisnearly $180,000.

TheMayor’sproposal. The preliminary budget
calls for reducing the effective tax rate from
3.9 percent to 1.3 percent for 2001 through 2003.
The lower effective rate would be achieved by

discounting the amount of baserent subject to tax.
Beginning in 2004, the tax would be entirely
eiminated. (TheCRT liahility year runsfromJune 1
toMay 31, sotherate changeswould actually take
effect on June 1, 2000 and June 1, 2003.) IBO
estimatesthat the cost to thecity of the preliminary
budget proposd, including foregoneaudit revenue,
would be $237 million in 2001, growing to
$277 millionin 2003 and $411 millionin2004.*
IBO'sestimatesof thecostsaredightly lower than
thepreliminary budget’ sdueto different assumptions
about the course of basdlinetax liability.

The CRT owed by afirm paying $180,000 ayear
inrentwouldfal from $7,020in 2000to0 $2,340in
2001 and then to zero in 2004. Although reducing
the effectiverate benefitsall taxpayers, thedollar
valueisconcentrated at the higher end, with over
60 percent of the benefit flowing to taxpayerswith
annual rentsof $1 million or more.

Evaluation. New York’s tax on commercial
occupanciesis subject to anumber of criticisms.
Simply becauseit isunique, the CRT stands out
whentenants, and potential tenants, evaluate how
thecity’stax structure affectsthem. Theexistence
of suchauniquetax sendsanegativesignal about
thecity’stax policy environment. Theadditional
burden of the CRT isalso assumed to undermine
economic development by reducing the city’s
competitiveness.

Perhapsthe greatest defect of the CRT isthat it
pyramidsonetax upon another. Commerciad rents,
which are the basis of thetax, already includea
portion of the owner’s property tax. Indeed,
commercial leasesinthecity usualy includeatax
escalation clause passing al property tax increases
directly ontotenants. Thus, aportion of atenant’s
CRT burdenisatax onthelandlord sproperty tax.

While the arguments against the CRT have
become well known, some of the criticisms are
overstated. Moreover, there has been little
discussion of thepositiveroleplayed by the CRT in
thecity’stax structure.
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The economic devel opment argument against the
CRT focuseson the additional burden placed upon
businessesin Manhattan that they would not facein
competinglocdities. Thiswould betrueif theultimate
bearer of the CRT isawaysthetenant. However, it
isunlikely that thisisthe case.

Inasoft market, when the supply of spaceexceeds
demand, thelandlord’ sneed to securetenantsresults
intheshift of much, if not all, of thetrue cost of the
CRT tothelandlord who must sacrifice somepotentid
rent to attract and keep tenants. Although thisshifting
isacondraint onearningsinthereal property sector
of thecity’seconomy, thetax itself presumably has
little effect on the city’sability to attract and hold
businessesthat need to rent spacein Manhattan when
themarket has sufficient spaceavailable.

When market conditions favor landlords and
tenants are competing for a limited supply of
commercial space, as is presently the case in
Manhattan, tenants bear more of the burden of the
CRT andlittleisshifted tolandlords. However, such
market conditionsoccur precisely whenthecity is
succeeding in retaining and attracting businesses,
making an economic development rationale for
eliminating thetax lesspersuasive.

The CRT isappropriately viewed asacompanion
tothecity’sred property tax. Indeed, it wascreated
in 1963 when the city was approaching a
constitutional limit on the size of the property tax
levy® Prohibited from raising the necessary revenue
through the property tax, the city turned to atax that
allowed it to capture the growth in the value of
commercid propertiesby taxing therentsthat underlie
thebuildings market values.’®

Although the constitutional operating limitisno
longer asignificant factor inthecity’soverall tax
structure, the CRT continues to function as a
compliment to the property tax. Assessment
increases for commercia buildings, excluding
increasesattributableto physica improvementsand
new congtruction, arephasedinover fiveyears. Thus,
the city does not immediately receive therevenue

benefitsof improving market vdues. Giventhat most
assessment increases subject to the phase-in
requirement are attributable to improving rental
incomes, the CRT allowsthe city to capture these
increasesearlierinthebusinesscycle.

Coop/Condo Tax Abatement

*  Extendingtheabatement—whichisscheduledto
expireafter 2001—for asecond timewould cost
thecity $195 millionin 2002 and $224 million
by 2004.

*  Theabatement, whichwasoriginaly intended as
astopgap measure pending morecomprenensive
reform, doesapoor job of targeting benefitsto
apartment ownerswith greatest need.

The preliminary budget tax program calls for
extending the existing coop/condo property tax
abatement, which expires at end of the next fiscal
year, for three moreyears. Designed to reduce the
disparity in tax burdens between owners of
cooperative and condominium apartments and
ownersof one-, two-, and three-family homes, the
abatement will cost thecity $171 millionin 2000 and
$182 million in 2001. IBO estimates that if the
abatement were extended at the 2001 |level, the cost
would grow to $195 millionin 2002 and $224 million
by 2004. These estimates, which are somewhat
higher thanthosegivenintheprdiminary budget, take
into account IBO’ sforecast of assessment growth
for these properties and agradual increasein the
number of qualifying properties. The costin 2004
would equal 2.4 percent of what property tax
revenueswould bethat year, but for the abatement.

Background. Thecity’sproperty tax system has
four tax classes, with assessment proceduresand tax
ratesdiffering for each class. Most coop and condo
gpartment buildingsinthecity areassgnedtoclass2
for property tax purposes, while one-, two-, and
three-family homesare designated asclass 1. The
city’saverage effectivetax rate (property tax asa
percentage of market value) for class 1 housesis
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0.74 percent. In contrast, average effectivetax rates
for most coops and condos are 1.18 percent and
1.44 percent, respectively, both significantly higher
thantheclass1rate.’

Advocatesfor coop and condo ownershavelong
contended that thecity should treat all homeowners
equally, regardiessof whether they livein apartment
buildingsor houses. In 1996, |egidation wasenacted
to create a temporary three-year abatement to
narrow the gap in effective rates. Last year the
program was extended for two moreyears, through
2001. The abatement reducestaxes on qualifying
apartmentsby 17.5 percent.’®

Theabatement wasindtituted asastopgap measure
to provide somerelief whilethe city developed a
long-term solution to eliminate the differenceintax
burdens faced by apartment owners and class 1
homeowners. The original abatement legislation
included a requirement that the city deliver
recommendationsfor resolving the problemto the
State Legislature. Two legislated deadlines for
ddivering suchaplan havesincebeen missed, butin
testimony beforethe City Council, the Commissioner
of Financehasrecently indicated that astudy isamost
completeand will bereleased thisspring. Although
the report is intended to serve as the basis for
developing a long-term solution, with cost and
distributional impactsthat arelikely to bedifferent
from those under the current abatement, the
preliminary budget proposesto ssimply extend the
abatement at the current level for threemoreyears.

Abatement shortcomings. Becausethe current
abatement suffersfrom anumber of shortcomings,
extendingitinitscurrent formmay beundesirable
from the perspective of sound tax policy. First, the
abatement doesapoor job of targeting benefitsto
the buildingswith the greatest need. Effectivetax
rates on coops and condos—and hence the gap
between class 1 tax burdens and the burdens on
apartment owners—vary greatly across the city.
These differences stem from distortions in the
assessment processthat cannot be equalized by an
abatement that reduces tax bills by the same

percentage for all owners. The areas of the city
receiving thelargest reductionsintheclass1 gap
(thedifferencebetween the effectiveratefor coops
and condos and the city’starget class 1 effective
rate) arethosewith the smallest gapsto begin with,
andtheleast needfor relief.® Thesmalest class 1
gaps are found in the neighborhoods flanking
Central Park.

Second, the current abatement isinefficient. IBO
found that in 1999, $29 million (19 percent) of the
benefitsweregoing to gpartment ownerswho elther
aready had tax burdens below the class 1 level
before the abatement, or who needed only aportion
of their abatement toreachtheclass1level. This
inefficiency could be mitigated by reducing or
eliminating the abatement for some apartments
based onsuch criteriaasva ueor location. However,
the preliminary budget tax program does not
propose any changesto addressthisinefficiency.

Finally, extending the abatement for threemore
years postpones the promised reform that would
giveadl apartment ownersthefull benefitsof class1
trestment. The Department of Finance sforthcoming
report isexpected to contain one or more options
for achievingthisgod. IBO'searlier report andyzed
onecomprehens vesolution—abeit onewith mgjor
implementationissuesto be resolved—that would
have coops and condos assessed and taxed using
sales-based market values subject to the same
protections enjoyed by class 1 property owners.
Such areformwould eliminatethedifferencesin
effective ratesamong apartment owners, and al
coopsand condoswith tax burdensabovetheclass
1level would havetheir taxesbrought down to that
level.? The largest reduction in tax burdensin
percentage terms would be concentrated in the
areas of the city—largely outside Manhattan—
which now havethelargest class1 gaps.

Thecog of along-term solution using sales-based
valuesto tax coopsand condos has declined over
thepast few years. InIBO’s December 1998 studly,
weestimated that it would cost $270 million (based
on 1999 market values) to completdly diminatethe
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class1 gap. Sincethen, the appreciationin coop
and condo apartments, which results in lower
effectivetax rates, has narrowed the gap. Thus,
the cost of acomprehensivesolutionislikely tobe
smaller today than it wastwo yearsago.

M ortgage Recor ding Tax

*  Himinatingthemortgagerecordingtax for firs-
time homebuyerswould reduce city revenues
by $19 millionin2001.

* IBO projects that about 8,000 first-time
homebuyerswould beableto take advantage
of thetax benefit each year.

Thepreliminary budget containsaproposal to
eliminate or reduce the mortgage recording tax
(MRT) for most firgt-time homebuyers, including
buyersof condo apartments. The MRT islevied
on mortgages used either to purchase or to
refinance real estate. The MRT burden is
composed of two separate taxes, one levied by
the state and the other by thecity. Currently, the
state charges 1.0 percent of the mortgage amount;
it devotes half of the levy to the Metropolitan
Transportation Authority (MTA) and the State of
New York Mortgage Agency (SONYMA) and
therest tothecity’sgenera fund. A loca law under
state authority establishesthecity’sdirect MRT
rates at 1.0 percent for all mortgages under
$500,000, 1.125 percent for larger residential
mortgages, and 1.75 percent for larger commercid
mortgages. As aresult, the city’s general fund
accruesthree-quartersof every dollar of theMRT
on mortgages smaller than $500,000.

Theproposd cdlsfor thecompletedimination
of both the city’sand the state’s MRT for first-
timehomebuyerswith mortgages under $200,000.
Although the plan aso proposesapartia cut for
first-time homebuyers with mortgages up to
$300,000, the size of this reduction is still
unspecified. Whilethecity can dter itsportion of
thetax independent of state action, reducing the

state portion of the tax as well would require
legidation by thestate.

Fiscal impact. Using datafromtheU.S. Census
Bureau's Housing and Vacancy Survey, I1BO
estimatesthat about 8,000 first-time homebuyers
inthecity financethe r purchasewith mortgagesof
less than $300,000 each year. In contrast, the
financia plan assumesthat approximately 18,000
homebuyers would qualify for the tax benefit
annudly.

IBO egtimatestheat thetax reductionswould lower
thecity’SMRT revenuesby $19 millionin 2001 if
thetax cut isin effect for thefull fiscal year, and
$20 millioninthe out-years. (With noinformation
available on how the partia reductioninthe MRT
for mortgages between $200,000 and $300,000,
our analysisassumed a50 percent cut intherates
for all mortgages within that range.) For those
qualifying, the total tax savings would average
$3,150, of which $2,360 would be adirect cost to
thecity. Thefinancid plan’sestimated costishigher
a $48 million, withthedifferencelargely duetothe
higher estimate of the number of purchasers
qudifying for the benefit.

Neither of these cost estimatesincludesthe state
portion of the MRT dedicated to the MTA and
SONYMA. If the city were compelled to
compensate the state for the dedicated revenues
forgone dueto thetax cut, the cost of eliminating
the MRT for firg-time homebuyerswoul d be one-
third higher.

Likereductionsinother taxes, the MRT cut would
have secondary impactsthat would tend to boost
other tax revenuesover time, thereby reducing the
overall cost of the tax program. For example, if
more peoplebuy homesin responseto thedecline
intheMRT, thecity would collect additiona revenue
fromthered property transfer tax. Inaddition, this
tax cut would a so have theintangible benefit of
increasing the homeownership rate, giving more
residentsmore stakeinthecity’swelfare.
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BusinessTax Reductions

* Thepreiminary budget proposesa10 percent
reductioninthecity’sbusinessincometax rates.
The cost of thereductionsisexpected to reach
$285 million by 2004.

* New York City imposesahigh tax burdenon
bus nesses, and cutsmight makethecity amore
competitivebusinesslocation. If thetax cutslead
to service reductions, however, some of the
benefit could be undermined.

* Busnessincometaxesareoneway thecity can
tax non-residentswho usecity services.

The preliminary budget proposesa 10 percent
reductioninthecity’ sbusinessincometax rates, to
bephasedin over threeyears. Thetotd cost of these
cutsisexpected to grow to $285 million by 2004,
with $154 million of thereduction coming fromthe
general corporationtax (GCT), $83 millionfrom
the unincorporated businesstax (UBT), and $49
million from the banking corporationtax (BCT).

Thetax cutsproposed inthe preliminary budget
werenot presented in great detail, and thesefigures
should be taken as rough approximations. IBO
assumesthat thetax reductionswould bephasedin
gradually, with ratesdeclining in threeequal steps.
Under thisassumption, morethan half of thetax
payments madein fiscal year 2001 would still be
based on current tax rates. Asaresult, we project
that the cost of thethreetax cutswould total $27
millionin 2001, but would risesharply in 2002 and

beyond.

General and banking corporation taxes.
Recent businesstax reductionsby New York State
have spurred interest in reducing thesetaxesat the
city level. Through changesenactedinthe 1999 and
2000 budgets, the state corporate incometax rate
aongwiththeinsuranceand bank tax ratesarebeing
reduced in three half percentage point stepsfrom
9.0 percent to 7.5 percent. Thesetax cutswill set
the state rates well below the city’s current
corporation income tax rate of 8.85 percent and

bank tax rate of 9.0 percent, both of which are
imposed in addition to the statetaxes. The proposed
10 percent cut would bring the city’s corporation
rate down to 7.97 percent and the banking
corporation ratedown to 8.1 percent by 2004, both
roughly within ahalf percentage point of the state's
eventud rate.

The state’s tax reductions benefit the city
economically, improving the bottom linefor city
businesses. L ower state taxes makethecity more
attractiverelativeto locationsin other states, while
not atering therelative meritsof city and non-city
locationswithin New York State. Economicresearch
on stateand local taxes suggeststhat tax reductions
do yield economic growth, but that the growth is
likely not to be sufficient to prevent anet decrease
intax revenues. Thedecreasein daterates, however,
would providethecity with arare combination: city
economic growth resulting fromalighter tax |oad at
nofiscal costtothecity itself.

Unlikethestate’ scut, areductionin city business
income tax rates would reduce city revenues.
Adversefiscal consequences, however, should not
necessarily ruleout reductionsinthecity’ sbusiness
taxes. Most states, including New Jersey and
Connecticut aswell asNew York, tax corporations
doing businesswithintheir borders. Corporationsin
New York City bear the very unusual burden of
paying acorporateincometax toloca government
aswell. The city’s economic success of the last
severa yearsshowsthat in spite of the costs, many
businessesarethriving here. Looking to thefuture,
however, weaker economic growth and the
maturation of new industrieswill causefirmstolook
for waysto operateat lower cost. Whilethequality
of servicesinthecity may beasimportant afactor in
thecity’sattractivenessto business, an effort should
bemadeto keep thetax rateson businessaslow as
possble.

Unincorporated business tax. The
unincorporated businesstax (UBT) isuniqueto New
York City and Washington, DC, two citieswith no
dternaiveway of taxing thebusinessincomeof their
numeroushigh-incomecommuters Whilethefedera
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government or a state can tax earnings from
unincorporated businesses through a personal
incometax onitsresidents, citieswith commuters
from other jurisdictionsoften rely onasmal tax on
thecity-based earningsof their non-resident workers
to help cover the cost of providing city services.
The fact that residents are permitted to apply a
portion of UBT paymentsas creditsagainst their
city persond incometax liability reinforcestheUBT's
roleasatax on non-resident earnings. Inreducing
thebusinesstax rates—particularly the UBT rate of
4.0 percent, considerably lower than the rate on
corporations and banking corporations—the city
should consider whether servicesto non-residents

would be given away too cheaply.

Utility Tax Restructuring

» Following the state, thecity plansto move
from agrossreceiptsto net income basis of
taxing utilities.

e Thisreformwould asodirectly impact the
city’ssalestax revenuesand utility costs.

»  Subgtantia secondary revenueimpactscan be
expected from utility tax reduction.

Thecity proposesto eiminateitsexisting utility
grossreceiptstax (UXT) whileextending netincome
taxaiontoutilities Whilefew detail sfor thisproposa
areavailable, itisgenerdly intended to conformto
thestate'sutility tax reform proposal andis, likethe
|atter, aresponseto utility deregulation and ameans
of lowering utility bills. Unlike the state proposal,
however, the city’s restructuring would cover
telecommuni cationsaswell asenergy companies.
Thefinancid plan’sprojected costsfor thecity utility
tax restructuring—rising from $81 millionin 2001
to $148 million in 2004—include anticipated
increasesin net incometax revenues.

Inadditionto theimpactson utility grossreceipts
and net incometax revenues, thisproposal would
alsoinvolve somelossesin salestax revenuesand
somesavingsinthecity’sown utility costs. Thecity

sd estax revenueloss—about $7 million per year
when UXT eiminationisfully phasedin—would
result from thefact that the utility grossreceipts
tax isitsaf part of the basefor the salestaxeslevied
onmogt utility saes. Theoffsettingannua savingin
city government utility costs—around $11 million—
wouldfollow fromthefact that utility grossreceipts
taxesare part of thetransmission or “wheeling”
coststhecity incursonitsown energy purchases.

Replacing the city UXT would also have
significant secondary revenueimpactsresulting
fromtheeffectsof lower utility billsoneconomic
growth. IBO has previously estimated that
increasesin other city taxeswould eventually offset
about 30 percent of the cost of diminating thecity
UXT. The secondary revenue offset to the cost of
shiftingtoincome-based utility taxationwouldlikey
be of asmilar order of magnitude. Thecity would
additiondly seesubgtantia secondary revenuegans
from the state’s utility tax restructuring and
reduction.

Hotel Occupancy Tax Cut

 Eliminating theflat, $2 per day portion of the
city’s hotel occupancy tax would have the
direct effect of reducing revenuesby upto $39
millionayear during thefinancia plan period.

» Becauseof factorsspecifictotourismandto
thestructureof city taxeson hotel occupancy,
asignificant share of the direct loss of tax
recei ptswould be offset by positive secondary
revenueimpacts.

» Becausethehotel occupancy tax isgeneraly
borne by non-residents, it doesnot add to the
tax burdenfacing city resdentsand businesses.

The proposal and its direct cost. The tax
reduction packageincludesaproposal to cut the
city’shotel room occupancy tax by eiminating one
of its two components. The tax on hotel room
rentals, whichisleviedin additiontothecity and
state general sales taxes, currently equals
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5.0 percent of theroom rent plusaflat fee of $2.00
per day for roomsrenting for $40 or more per day
(or smaller amountsfor roomsrenting for lessthan
$40).

Prior to 1986, thetax did not include avariable
component—only theflat per day tax. The current
city rateshave beenin effect since 1986, with the
exception of September 1990 through the end of
November 1994, when thetax’ svariable component
was increased by one percentage point to 6.0
percent. Also, from June 1990 through August 1994,
New York Statelevieditsown hotel occupancy tax,
equal to 5.0 percent of room chargesand levied only
on hotel rooms renting for $100 or more. By the
end of 1994, the burden of hotel taxes had been
greatly eased inthecity, first by the September reped
of thestatetax and then, in December, by thereturn
of thecity’stax rateto 5.0 percent.

The current proposal isto eliminatetheflat per
day component of thetax starting December 1, 2000.
With the average hotel room rate now exceeding
$200 aday, thispart of thetax isequivaent to atax
rate of lessthan 1 percent on hotel room charges,
far lessthan thefive percent rate that constitutesthe
variable component of thetax.? Becausevirtualy
all hotel roomsrent for at |east $40 aday, revenue
from theflat component of thetax basically equals
$2 multiplied by the number of hotel room rentals
(that is, thenumber of roomsrented timesthe number
of days).

IBO estimatesthat eliminating the $2 per room
flat feethisDecember would reduce hotel occupancy
tax revenuesby $19 millionin 2001, when revenue
would belost for only half of thefiscal year, and
roughly $39 million annually thereafter (aprojected
19.5 million room rentals times $2 per room).?
These estimates differ from those of the
Adminigtration by nomorethan $1.0 million ayesar.

Secondary impactsand other considerations.
Totheextent that acut in the hotel occupancy tax
increasesthe number of overnight visitorsto New
York, thedirect |ossof tax revenuewould be off set

in part by a boost in tax revenue resulting from
increased visitor spendinginthecity.?

Ina1997 fiscal brief, IBO examined theimpact
on revenues of the near concurrent 1994 state and
city hotel tax cutsusing an econometricmode! of hotel
occupancy and room rates.>* We found that the
number of hotel staysincreased in responseto the
tax cuts, above and beyond the very significant
influences of other factors such as domestic and
foreign economic growth and thecity’scrimerate.
When updated with datafrom the past few years,
themodd yiddssmilar results Cdculaingtheincrease
in hotel occupancy that would be induced by the
proposed hotel tax cut and adding together dl possible
secondary impactsindicatesthat up to half of the
proposal’s cost could be offset by additional tax
revenueresulting fromincreased visitor spending.

Several factors specific to hotel occupancy and
visitor spending combine to boost the secondary
impacts of areduction in the hotel occupancy tax.
Because hotel stays are subject to both the city’s
genera salesand hotel occupancy taxes, increased
hotel occupancy and higher room ratesthat result
from atax cut generates revenue from both taxes,
not just the hotel occupancy tax. Moreover, increases
in hotel occupancy are accompanied by more
spending on meals, retail goods, entertainment,
transportation, and in other areas of the local
economy that generate additional city tax revenue.
Findly, tourismisan export industry, somorevistor
spending brings new dollarsinto the city economy,
asopposed to stimulating spendingin oneareaof the
city economy at the expense of spendingin another.

Becausethesefactorsare specific totourismand
the structure of the city’ staxes on hotel occupancy,
theextent towhich reducing thecity’ shotel occupancy
tax may generate positive secondary effects cannot
be generalized to cuts in other city taxes. It is
misleading to presumethat all tax cutswould beas
effectivein stimulating economicactivity and revenue
growthto offset asmuch of their direct revenue costs
aswould the proposed hotd tax cut.
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Thereisamajor argument against cutting the
hotel occupancy tax, however. Almost dl of thetax
isexported—that is, the tax isdirectly borne by
individuals who reside outside New York or by
businesses|ocated elsewhere. Withtheincreasein
tourisminrecent years, thetax hasbeen agrowing
source of revenue without contributing to the tax
burden facing city residentsand businesses.

Other Revenues

IBO forecaststhat revenue from sources other
thantaxeswill tota $4.2 billionin2001, $410million
lower than projected inthe preliminary budget. The
same pattern holdsfor the out-years of the plan,
with IBO'sforecast of other revenues$200 million
below the Administration’sin 2002, $170 million
below in 2003, and $100 million below in 2004.

Other revenuesincludefundsfrom unrestricted
intergovernmental aid, private grants, inter-fund
capita transfers, state and federa revenue sharing,
and miscellaneousrevenuesfrom recurring and non-
recurring sources. Based onour review of al other
revenues, thefollowing itemsshould be noted:

Airport rent. IBO estimatesthat airport rental
incomewill be $15 millionin 2001 and each year
thereafter. Our estimates diverge from those
contained in the budget beginningin 2001, and are
lower by $350 millioninthat year, $170 millionin
2002, $140millionin 2003, and $70 millionin 2004.
Airport rent consstsof twofactors: prior-year rentd
income and anticipated current-year rent receipts.
Thecollection of airport back rent has been under
arbitration for sometimeandthereislittieevidence
tosuggest that thisissuewill beresolvedinthecity’s
favor. Accordingly, IBO'srevenueforecast entirely
excludes contested rental incomefrom past years.

Tobacco settlement payments. The city’s
Tobacco Settlement Asset Securitization
Corporation (TSASC) receives paymentsfromthe
nation’stobacco companies. These paymentsresult

fromanational legal settlement to reimbursestate
and local governments for past health care
expenditures due to tobacco-related illnesses.
TSASC usesthese paymentsto servicetobacco
bond debt, and then transfersany remaining funds
to the city’ s operating budget. In 2001, TSASC
expects to receive payments from the tobacco
companiestotaing$220millionandtospend  $81
million ondebt sarvice. Theremaining $139 million
will flow tothe city asmiscellaneousrevenue. As
TSASC debt serviceincreases each year during
thefinancid plan period, theresdud revenueflowing
tothecity will decline. Theresidua will equal $135
million in 2002, $101 million in 2003, and $56
millionin2004.

Staterevenuesharing. The preliminary budget
proposesanincremental increasein staterevenue
sharing of $30 million in 2001 and each year
thereafter. The initiative would require state
legidation, butitisnot currently under consideration
and unlikely to be enacted. As a result, IBO
projectsthat no additional revenue sharing funds
will bereceived from the state government.

Non-recurring revenues. The preliminary
budget includes $375 million in non-recurring
revenuefor 2001. IBO acceptsthecity’sprojected
revenuefrom thesale of theNew York Coliseum,
$345miillion. In contrast, IBO projectsthat the $30
million of revenueto berealized from the sale of
city assetsin 2001 will not take place asplanned.
Similarly, uncertainty surrounding the sale of $50
millionin assetsbeforethe end of the current fiscal
year hasled IBO to excludetheserevenuesfrom
our forecast. Asset saesspecificto 2000 and 2001
include mortgages held by Housing Preservation
and Deve opment and the Department of Citywide
Adminigtrative Services, dongwiththesdeof red
property, whichincludesvariousdevel opment sites
under thejurisdiction of theEconomic Devel opment
Corporation.
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Categorical Grants

Categorical grants received from the state or
federal government to fund specific expenditures
account for approximately 30 percent of dl generd
funds spent by the city each year. IBO projectsthat
stateand federal categorical grantswill total $7.4
billion and $4.4 hillion, respectively, in 2001. For
sometypes of categorical aid, such aseducation
and welfare, IBO has devel oped forecasts based
on programmetic changesand casel oad projections
that affect thelevel of aid received from the state
and federal governments. I1BO’s forecast of
categorical aidin other partsof thebudget isbased
on amethodology that takesthegrant level inthe
current year, adjustsfor historicd trends, and applies
growth factors on an agency-by-agency basis.

IBO'sforecast of state categorical grantsis$89
million higher than the estimate contained in the
preliminary budget for 2001, and continues to
exceed the Administration’s projectionsby $236
millionin 2002 growing to $583 millionin 2004.
The major reason for the difference is IBO’s
ggnificantly higher forecast of gateadfor education,
offset in part by IBO’sdecision to exclude $170
million annually in state aid anticipated by the
adminigration.®

IBO’sforecast of federal categorical grantsis
$479 million higher than the estimate contained in
the budget for 2001, and remains higher through
2004. Our estimates of education, hedlth, childcare,
and housing ald—which together account for over
60 percent of all federal grants—are significantly
greater thanthepreliminary budget’s. This, however,
isoffsetin part by IBO’slower estimate of social
servicesfederal grant levelsattributableto lower
family assistance casel oad projectionsstarting in
2002 whenthefive-year limit onfederal assistance
will beginto takeeffect. Our forecast also excludes
$75millioninanticipated federa aidthat webdieve
isunlikely to occur.

Notes

1 In order to present a clearer picture of revenue growth,
references to tax revenues in the text of this chapter will
include the portion of personal income tax (PIT) revenues
dedicated to the Transitional Finance Authority. In the
tables, however, TFA-dedicated revenues are reported on a
separate line, below the sum of tax revenues, in order to
present figuresthat are comparableto those of thepreiminary
budget. SeeIBO’sMay 1998 report, Analysisof the Mayor’s
Executive Budget for 1999, for a critical discussion of the
Administration’s decision to remove TFA-dedicated
revenues and TFA debt service payments from the city
budget.

2Whilethelegal statusof thenon-resident PIT on commuters

will not be certain until severa lawsuits—including some
from out-of-state commuters—are decided in court, most
observersbelievethetax will be abolished for all commuters.
Therefore, IBO's forecast, as does OMB’s, assumes the
compl ete elimination of the commuter tax.

3Under STaR, New York Statereimbursesthecity for revenue
lost from the program'’s personal income and real property
tax cuts, so on balance the program does not affect thecity’s
budget.

4 Sincetax year 2000 isthefirst year in which no commuters
will incur PIT liability, thefull fiscal impact of the complete
demise of the commuter tax will befirst befeltinfiscal year
2001. Thefisca impact in 2001 may beeven stronger because
itislikely that during that year the city will have to refund
the taxes that are still being withheld from out-of-state
commuterswhilethecity appealsalower-court ruling. IBO’s
forecasts do not reflect this additional impact on 2001
revenues, however, because we follow OMB’s assumption
that therewill be an accounting mechanismto accruerefunds
madeto commutersin 2001 to prior fiscal years.

5 In contrast to OMB'’s expectation that securities industry
profitswill average $5 billion annualy, IBO projects profits
averaging $9 billion a year over the next five years—a
significant declinefromthe $16 billionin 1999 profitsand the
nearly $11 billion annua average for the three preceding
years.

6 See Taxing Metropolis. Tax Effort and Tax Capacity in
LargeU.S Cities(IBO, February 2000).

" These offsets do not include the additional impacts of
state sale, utility, and hotel tax cuts on New York City
economic growth and tax collections. See Would Clothing
Tax CutsPay for Themselves? (IBO, June 1997), Reductions
in the City's Hotel Occupancy Tax Rate (IBO, July 1997),
and Eliminating the City Utility Tax: Economic and Fiscal
Impacts (IBO, May 1999).
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8naforthcoming fiscal brief, IBOwill present detailson the
extent to which theinequality of incomedistributionin New
York City has increased in recent years, and the changing
share of incometax recei pts attributabl e to the city’ s highest
incomefilers.

® The over-$125,000 returns account for 17.8 percent of
people—adultsand children—covered by all tax returnsfiled.
This percent is somewhat greater than the percent share of
this group’s number of returns (13.1 percent) because the
higher theincome, themorelikely atax returnisareturnfor
amarried couple filing jointly, and the less likely it isfor a
singlefiler.

1 Unlike the 14 percent surcharge, the 12.5 surcharge was
not strictly proportional to baseliability; thissurchargewas
determined by a schedule of different marginal rates for
differentincome brackets.

1 Evidencefrom tax year 1997—the first year of the credit
and sofar theonly year for which detailed dataisavailable—
suggeststhat many taxpayerswho wereeligiblefor the credit
did not takeit. About 13,300 New Yorkersclaimed atotal of
$25.2millionin UBT creditsagainst their PIT ligbility, alittle
morethan half the amount of total creditsinitially projected
by the Department of Finance.

12 Evidence suggests that among unincorporated business
partners and proprietors working in NY C, commuters are
likely to have higher incomes.

13 The federal treatment of S corps is thus similar to the
treatment of partnerships. Earnings are exempt from tax for
the businessasawhole, yet theincomeistaxed only after it
has been distributed to either the partners or shareholders.
Whilereceiving similar tax benefits, partnershipsand Scorps
differ significantly interms of structure and liability.

14 In order to be consistent with the preliminary budget’s
presentation of CRT elimination, these estimated costs
include reductions in audit revenues attributable to the
proposal. Notethat all other tax program costsare estimated
without accounting for their impact on audit revenues.

5 TheNew York State Constitution limitsthe amount of the
city’s operating budget funded from the property tax to 2.5
percent of thefull value of the property tax base. In 1963, the
property tax accounted for a much greater share of tax
revenuesthanin morerecent years. At that timethecity did

not have a personal income tax, and the gross receipts tax
accounted for asmaller share of revenue than do the business
incometaxesthat have replaced it.

16 The market value of commercial properties reflects the
discounted value of current and future rents earned from the

property.

17 This 1998 measure of the effectivetax ratesfor coopsand

condosis based on true market value rather than the officia
city market value, whichisartificially lowered under section
581 of thereal property tax law. See IBO, The Coop/Condo
Abatement and Residential Property Tax Reform in New
York City, December 1998. With the appreciation in coop and
condo units since 1998, effective rates based on true market
value would be lower if measured today.

18 For apartmentsin buildings with average assessed values
of $15,000 or less per apartment, the percentageis 25 percent.
Apartments that have not been sold by the sponsor or
developer areexcluded, asarethosein buildingsenjoying J
51 or 421-abenefits.

¥ Thetarget class 1 effective tax rate usesthe city’ sguideline
of an 8 percent assessment level multiplied by the class 1 tax
rate.

2Those with burdens aready below the class 1 level would
likely be held harmlessfrom thereform.

ZNY C hotel room rates averaged $218 aday for thefirst 11
months of 1999 (PKF Consulting, Trends in the Hotel
Industry, November 1999).

2Thenumber of NY C hotel roomrentalswas 18.5millionin
calendar year 1998 and preliminary estimates suggest that
room rentalsroseslightly in 1999.

Z1BO’'s and OMB’s estimates of the cost of reducing the
hotel occupancy tax do not include these potential secondary
impacts.

2 See Reductionsin the City's Hotel Occupancy Tax Rate:
Thelmpact on Revenues(1BO, July 1997).

= A portion of this aid is related to proposed changes in
Medicaid expenditure policy, which are discussed in
Chapter 3.
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Chapter

Expenditures

Overview

* |IBOedtimatesthat the policiescontainedinthe
Mayor’sbudget would result insgnificantly more
gpending than estimated by the Administration.

* IBOedimatesthat thepreiminary budget would
increasetota spending 4.3 percent between 2000
and 2001 and at a 3.2 percent average annual
ratefrom 2000 through 2004, after adjusting for
inter-year prepayments.

 Totd spending in 2004 would be $5.2 billion, or
13.6 percent, higher thanin 2000. Over half of
this increase is attributable to the Board of
Education ($1.8 billion) and to debt service ($1.1
billion, adjusted for prepayments).

»  City-funded spendingwould increase 6.4 percent
between 2000 and 2001, and 4.2 percent
annually on average between 2000 and 2004,
after adjusting for inter-year prepayments.

IBO estimatesthat under the policies proposed
inthe preliminary budget, total expenditureswould
declinefrom $38.1 billionin2000to $37.7 hillionin
2001, and then increase to $43.2 billion in 2004.
These figures are distorted, however, by the
prepaymentsthat are used to transfer surplusesfrom
oneyear tothenext. Adjusted for those prepayments,
spending would grow 4.3 percent between 2000 and
2001 and at a 3.2 percent average annual rate from
2000 through 2004.

Spending growth isnot distributed evenly across
functions. Figure 3-1 shows IBO’s projections of
spending by major areafrom 2000 through 2004.
Spending for somefunctionsisprojectedtoincrease
significantly between 2000 and 2004, including (on
an average annual basis) debt service (7.0 percent,
adjusted for prepayments), Sanitation (4.7 percent),
and the Board of Education (4.1 percent). Other
areas’ expenditures are projected to grow more
dowly, including the Administration for Children’s
Services (0.6 percent) and the Department of
Homeless Services (0.8 percent).

Itisimportant to notethat these agency expenditures
include IBO’s estimates of additional
intergovernmental aid and anticipated collectively-
bargained salary increases. The salary increases
includethetwo yearsof merit pay that thefinancial
planlocates centrally, and which weall ocate to each
agency, aswell asadditional expectedincreasesin
labor costs. Theseissuesarediscussedin moredetall
later inthischapter.

Most of the spending contained in the budget is
funded with revenues generated fromthe collection
of city taxesand other city sources such aslicenses
and fees. Adjusted for prepayments, thiscity-funded
spending would risefrom $26.1 billionin 2000 to
$30.7 billionin 2004, an average annual rate of 4.2
percent.
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Figure 3-1.
IBO Expenditure Estimates Under the Mayor's Proposals
Dollars in millions
Average
2000 2001 2002 2003 2004 Change
Health / Social Services:
Social Services $5,342 $5268 $5414 $5582 $5791 2.0%
Admin. for Children’s Services 2,246 2,241 2,269 2,296 2,300 0.6%
Health 1,752 1,795 1,842 1,867 1,893 2.0%
Homeless Services 442 451 453 455 456 0.8%
Other 507 455 456 456 457 -2.6%
Subtotal 10,289 10,210 10,434 10,656 10,897 1.4%
Education:
Board of Education 10,507 11,054 11,626 12,109 12,318 4.1%
CUNY 386 381 385 388 392 0.4%
Subtotal 10,893 11,435 12,011 12,497 12,710 3.9%
Uniformed Services:
Police 3,085 3,159 3,263 3,398 3,519 3.3%
Fire 1,079 1,103 1,147 1,185 1,220 3.1%
Correction 858 885 944 970 994 3.7%
Sanitation 860 915 982 1.015 1.032 4.7%
Subtotal 5,882 6,062 6,336 6,568 6,765 3.6%
Debt Service 3,728 2,022 3,449 4,339 4581 5.3%
All Other 7,292 7,953 8.146 8.024 8,208 3.0%
Total Expenditures o
as Estimated by IBO $38,084 $37,682 $40,376 $42,084 $43,161 3.2%
SOURCE: IBO.
NOTE: Excludes intra-city expenditures.

IBO estimatesthat the policies contained inthe
Mayor’sbudget would result in significantly more
spending than estimated by the Administration. As
shown in Figure 3-2, IBO’s spending forecast
exceeds the estimates contained in the Mayor’s
budget for dmost every year of thefinancia plan. In
thischapter, weexplain thereasonsfor differencesin
our spending estimates. Generally, these differences
occur due to varying economic, technical, and
legidlative assumptions. For instance, we have
assumed higher overtime costsfor city employees(a
technical reestimate) and have assumed that certain

state and federal actionswould not occur over the
next year (alegidativereestimate).

Part of thisdifferenceisattributabletothecity’s
practiceof recognizing someintergovernmentd aid
only whenitisreceived. Although thefinancid plan
doesnot includethisaid, IBO estimatesand includes
it to provideamore accurate picture of spending. It
should be noted, however, that because thesefunds
are presumed to be received and spent in equal
amounts, they have no effect on the city’ s budget
gap. IBO also includes both the debt service and
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Figure 3-2.

IBO's Reestimate of the Mayor's Expenditure Proposals

Dollars in millions

2000 2001 2002 2003 2004

Total Expenditures as

Estimated by the Mayor $37,431 $36,776 $38,727 $ 39,755 $40,355

IBO Re-estimates:
City Funded:
Public Assistance (12) (12) (7 33 80
Medicaid 43 68 85 103 124
Education (259) (83) 53 130 103
Anticipated State & Federal Actions - 245 245 245 245
Labor Costs - - - 327 672
Sports Facilities (90) 90 - - -
Lead Law / Demolition - - (22) (22) (22)
Overtime 28 28 28 28 28
TFA Debt Service 270 472 538 565 572
Prepayment Adjustment 470 (470) - - -
City Funded 450 338 920 1,409 1,802
State Funded 39 89 236 441 583
Federal Funded 164 479 493 479 421

Total Expenditures as $38,084 $37,682 $40,376 $42,084 $43,161

Estimated by IBO

SOURCE: IBO.

NOTE: Excludes intra-city expenditures.

associated revenues of the Transitional Finance
Authority, which do not affect the budget gap.

In contrast, differencesin estimates of city-funded
spending affect the city’ sbottom line. The greatest
differenceinfutureyearsisour inclusion of four years
of collectively-bargained |abor increasesinstead of the
twoincludedinthefinancia plan. Weadd increasesin
2003 and 2004, which cost $327 million
and $672 million, respectively, using theassumption
that base salarieswill increase at therate of inflation.
Since it is impossible to predict the outcome of
collectivebargaining, it should be noted that if the
agreements exceed the rate of inflation by one
percentage point each year, city-funded spending—
and the budget gap—would be over $500 million
higher by 2004. Conversely, if the agreementslag

inflation by onepercentage point annudly, city-funded
spending—and the budget gap—would be $500
millionlower by 2004.

Inadditionto presenting IBO’sspending estimates,
thischapter discussesthe budgetary implicationsof a
number of programmatic initiatives presented inthe
preliminary budget and is organized around broad
spending areas. First, discussions of spending
estimatesand initiativesin the areas of health/social
services, education, and uniformed services are
presented. Next isasection on debt service costs,
followed by avariety of other broad program aress,
such as housing and cultural affairs. The chapter
concludeswith apresentation of several miscellaneous
spending issues, including labor costsand stadium
finendng.
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Health and Social Services

Spending on health and social servicesaccounts
for over 27 percent of the city budget in 2001. IBO
projectsthat spending on these programs, including
public assstance, hedth, and children’sservices, will
increase at an average annual rate of 1.4 percent,
from $10.3 billionin 2000to $10.9 billionin 2004.

Thissection providesan overview of health and
socid service programs, primarily focusing on public
assistance and Medicaid. In addition to providing
information comparing IBO’s forecasts to the
Mayor’s, we also provide amore detailed |ook at
theuniversal work program and federd legidation—
namely, the Workforce Investment Act—that will
affect employment and training programs. We have
a so outlined theimpact of the Mayor’spreliminary
budget on five programs within health and social
services—anti-eviction legal services, foster care,
youth services, lead poisoning prevention programs,
and pest control activities.

Public Assistance

* IBO forecasts total caseloads to continue to
decrease. However, beyond 2000, IBO expects
thisdownward trend to moderate, asnew wefare
reform policiesresultinacasedl oad thatissmaller
but increasingly needy and difficult to placein
privateemployment.

* Duetotheexpectedimpact of thefive-year limit
ondigibility for Family Assistance, recipientswill
shift from Family Assistance to Safety Net
Assistance, resultinginlower overdl costs, but
higher costsfor thecity.

Since the overhaul of the welfare system, the
number of individuasreceving public assstancehas
decreased dramatically. Thisdecreasein casel oads,
aswell astheway inwhich public assstanceisnow
funded hasimplicationsfor how much thecity will
spend on public assistancein upcoming years.

Preliminary budget projections. The preliminary
budget projectsthat the number of personsreceiving

Family Assstance (FA) will decreasefrom 562,000
inJune 1999 to 527,000 in June 2000, and 505,000
inJune 2001, and stay constant during theremaining
yearsof thefinancia plan. Smilarly, the number of
Safety Net Assistance (SNA) recipientsisprojected
to decreasefrom 113,000in June 1999t094,000in
June 2000, and 85,000 in June 2001 and thereafter.

Based on these expected casel oad reductions, the
Administration projects expenditures for public
assistance grants to decrease from $1.5 billionin
2000 to $1.4 billion in 2001 and later years. The
budget also projectscity expendituresto decrease
from $426 millionin 2000 to $405 millionin 2001
and thereefter.

IBO projections. IBO’s casel oad projectionsfor
the FA and SNA programsdiffer fromthoseinthe
preliminary budget, ascan beseenin Figure3-3and
Figure3-4.

For FA, IBO projectsafaster caseload declinein
the near term than the preliminary budget. Thisrapid
decrease will bedriven by agrowing economy as
well as the continued conversion of all income
mai ntenance centers to job centers over the next
several months, aprocessthat hasbeentemporarily
delayed by litigation. Thenew job centersarebeing
created to implement the Mayor’spolicy of front-
enddiverson, employing new job search requirements
and other mechanismsdesigned to grestly reducethe
number of individuaswho end up onthewelfareralls.
We expect thisemphasison front-end diversion to
contributeto the declinein FA recipientsto 500,000
by June 2000. Beyond 2000, IBO expects the
downward trend to moderate as the new policies
resultinaFA casdoad that issmaller butincreasingly
needy and difficult to placein private employment.
By June 2001, we expect the FA caseload to reach
473,000, a projection 32,000 lower than the
preliminary budget.

IBO’s projections begin to diverge more
ggnificantly fromthe prdiminary budget’sin January
2002 because we project that thefive-year limit on
federal assistancewill cause 52,000 individuasto
losedigibility for FA, evenif the state exemptsthe
maximum number of househol ds based on hardship.
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Figure 3-3.
Declining Family Assistance Caseloads...

Number of FA recipients

600,000

500,000 1 1 ] ]

400,000 +—

300,000 1+

200,000 1

100,000 +—

0

2000 2001 2002 2003 2004

SOURCES: IBO; Mayor’s Preliminary Budget for FY 2001.
NOTE: Prior to 1998, Family Assistance was known as Aid
to Families with Dependent Children.

Figure 3-4.
...But Rising Safety Net Assistance Needs

Number of SNA recipients
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SOURCES: IBO; Mayor’s Preliminary Budget for FY 2001.
NOTE: Prior to 1998, Safety Net Assistance was known as
Home Relief.

Over timethecumul ativeimpact of thefive-year limit
will increase, with 117,000 individualslosing FA
eligibility by January 2003 and 195,000 losing
eligibility by January 2004. Asaresult we expect the
FA caseload for 2002, 2003 and 2004 to dip well
bel ow the Mayor’ sprojections, which do not account
for thisprovison of federa welfarelaw.

IBO’'s SNA caseload projectionsfollow asimilar
coursethrough 2001, with theextension of job centers
and front-end diversion reducing the number of
individuasreceiving ass sanceto 87,000in June2000
and 80,000 in June 2001—somewhat |ower than the
Mayor’s projections. As with FA, our SNA
projections begin to diverge widely from the
preliminary budget in 2002 dueto our incorporation
of the impact of the five-year limit on federa
assistance, which we expect to shift thousands of
individualsfrom FA to SNA. Asaresult we expect
the SNA caseload to greatly exceed the Mayor’s
projectionsfor 2002, 2003 and 2004.

Theshift from FA to SNA islikely to have budget
implicationsfor New York City, duetothedifference

in the way that the two programs are funded. For
SNA thestate and city areresponsiblefor theentire
cost of the program, with acity share of 50 percent.
For FA thefederal government covershaf of thecosts,
with acity share of only 25 percent. For thisreason
any shift of recipientsfrom FA to SA will require
additiond city expenditures.

Although IBO’sforecast of tota public assistance
spending islower thanthe preliminary budget’s, we
forecast higher city spending. IBO projectsthat total
expendituresfor public assstancegrantswill decrease
from $1.4 billionin2000to $1.3 billionin 2001 and
later years. We expect city spending to decreasefrom
$414 millionin 2000 to $377 millionin 2001, and
then gradually riseto $470 millionin 2004, asthe
impact of thefive-year limit onfedera assstancebegins
to befelt. Themovement of recipientsfrom FA tothe
non-federally funded SNA program will lead to a
growthin city expenditures exceeding the Mayor’s
projectionsby $17 millionin 2003 and $64 million
in2004.



34 Analysisof theMayor’sPreliminary Budget for 2001 March 2000

Welfare Update: Participation in Work Activities

On December 28, 1999 the Mayor announced that the city had achieved “full engagement” in work
activities for all able-bodied public assistance recipients—thus accomplishing the previously stated goal of
ending welfare dependency by the year 2000 and replacing it with work in exchange for earnings. However,
the definition of full engagement islooser than the extremely strict work regquirements outlined on July 20,
1998 when the new policy was announced.

The 1998 announcement stated that all family heads and single adultsreceiving assi stancewould berequired
to participatein afull-time 35 hour work week, exempting only the severely disabled and motherswith newborns.
Individuals with physical or other limitations not severe enough to qualify for disability paymentswould be
provided with work opportunitiesin specialized work settings.

I'n our September 1998 study, Welfare Reform Revisited: |mplementation in New York City, IBO estimated
that full implementation of such apolicy could have resulted in the need to administer work activitiesfor about
219,000 cases or 80 percent of the caseload. Thiswould have been an additional 150,000 adult recipients on
top of the 69,000 already participating. Only 20 percent of the cases would have been exempt. We estimated
that the additional city costs of implementing such amassive work program could top more than $500 million
annually, due mostly to the need to provide subsidized child care for the children of participants.

Theavailable dataprovideageneral breakout of public assistance recipientsin December 1999. According
to statistics provided by the city’s Human Resources Administration (HRA), there were about 267,000 total
cases receiving assistance from either the Family Assistance (FA) or Safety Net Assistance (SNA) programs.
Just under half of these cases—132,000—included at |east one adult who was engaged in some type of work
or training or who was actively being evaluated for placement in such a program. Of the remaining half the
cases, about 50,000 were exempt because of age, AIDS, or caring for a newborn; 34,000 were contesting
work requirements; 23,000 were being sanctioned for failureto participate; 20,000 wereindefinitely disabled;
and 8,000 weretemporarily disabled.

The 132,000 cases classified as engaged represent modest growth in the number of participantsin work
activities. According to the Mayor’'s Management Report, from June 1998 to October 1999 the number of
individual s participating for enough hours of work each week to satisfy federal and state requirementsincreased
by 16,000, from 69,000 to 85,000. Another 30,000 of the 132,000 engaged have been called in for assessment
but are not yet working. Except for the additions between October and December the rest of the adults now
counted as engaged are working too few hours to satisfy federal and state requirements. Those in the latter
group are working fewer than the 35 hours a week specified in 1998 announcement.

Virtualy dl of theincreaseinindividual sworking has occurred among thosein private employment whose
earningsarelow enoughto allow themto remain eligiblefor public assistance. Thisis consistent withthecity's
emphasison private sector job placements. In contrast, there waslittle growth in the Work Experience Program
(WEP), inwhich participantswork for public or non-profit agenciesin return for receiving their monthly public
assistance grant.

Itisnot clear if the city hasattained an optimum level of work activity. There may be other public assistance
recipients who would benefit from placement into work or training programs appropriate to their needs.
Conversely, there may be someindividual sinwork and training programsthat would be better served by other
activities. The adoption of amore flexible definition of full engagement, however, has distinct advantagesfor
the city. While easily fulfilling the work requirements contained in federal and state welfare law, a policy of
modest growth in work programs avoidsthe need for amajor infusion of city funds. Such apolicy also avoids
thelogistical problemsinvolvedintrying to find appropriatework sotsfor thoseindividual swho are particul arly
needy and hard to place.
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M edicaid

* |BO forecasts that the Human Resources
Adminigtration’s(HRA) Medicaid expenditures
will increase 5.1 percent in 2001 and an average
of 6.6 percent annually from 2001 to 2004.

* IBO's forecast of HRA Medicaid spending
exceedsthe preliminary budget estimate by $68
millionin2001.

* Enrollment of Medicaid recipients in the
mandatory managed care program isgrowing
mored owly than anticipated, del aying expected
savings

» The NYC Medicaid outreach initiative and
programsfunded in NY SHealth Care Reform
Act of 2000 (HCRA) will increase Medicaid
enrollment, thereby increasing Medicaid
expendituresinlater yearsof theplan.

*  Proposed changesinfedera and state policy that
would reduce city Medicaid

sarvices—nurang facilities, inpatient hospitalization,
freestanding clinics, and pharmaceuticas. Asagroup,
these services account for 60 percent ($1.4 billion)
of thetotal Medicaid budget. Theseexpendituresare
projected to rise $79 million between 2000 and
2001, morethan 80 percent of the budgeted change.

IBO’s projections. Based on an analysis of
industry growth rates, managed caretrends, and new
Medicaid-funded programs, IBO projects that
Medicaid expendituresat HRA will exceedthelevels
forecast inthecity budget (see Figure 3-5). Overal,
IBO estimatesthat total Medicaid expenditures at
HRA will increase 5.1 percent from $2.4 billionin
2000to$2.5hillionin2001. IBO'sprojectionis$43
million morethan budgeted for 2000, and $68 million
morethan budgeted for 2001. The gap between IBO
and the preliminary budget continuesto grow inthe
later yearsof theplan dueto our projectionsof higher
inflation and effectsof HCRA.. IBO projectsthat costs
will risearound 6.6 percent annually between 2001

spending are unlikely to be
approved.

Preliminary budget projections.
Thepreliminary budget projectsthat city

Figure 3-5.
Medicaid Costs Exceed Preliminary Budget Estimates

Dollars in billions

Medicaid expendituresby HRA will be 35
$2.5 hillion in 2001, a 4.1 percent

increasefrom 2000. Theaverage annual 30
increasefrom 2001 to 2004 isprojected
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tobe 6.1 percent. Thisgrowthisdriven
by several key factors, including the
increasing costsof providing services,
expangonof Medicaid enrollees, andthe
impact of managed care. TheseMedicaid
estimatesdo not reflect savingsidentified 10 1]
elsawhereinthepreliminary budget that
would occur if the federal and state
governments adopted policy changes
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A major portion of the spending
increase is associated with several

SOURCES: IBO; Mayor’s Preliminary Budget for FY 2001.
NOTE: Medicaid spending by HRA.
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and 2004—sdlightly faster than the 6.1 percent
projected inthe preliminary budget.

IBO projections exceed those in the Mayor’s
budget for two key services: pharmaceuticalsand
nursing facilities. In 2000, IBO estimates these
serviceswill cost $591 million, $35 million higher than
the Administration. Furthermore, based on recent
history, IBO projectsgrowth ratesfor these services
that arehigher than the Administration’ sassumptions.
IBO projectsannual growth rates of 12 percent for
pharmaceutical costs (versus 11 percent in the
preliminary budget) and 5 percent for nurangfacility
expenses (versus 3 percent). In 2001, the IBO
estimateis$53 million higher than budgeted by the
Mayor, which accounts for slightly more than
75 percent of the difference between the preliminary
budget and IBO’sestimate.

Medicaid managed care. Thenumber of thecity’s
non-elderly Medicaid recipientsenrolled in managed
careisavery important factor in the devel opment of
the city’s Medicaid budget. In the past, the
Adminigration hasestimated that ashiftinto managed
carewill yidd savingsof 10 percent, becausemanaged
care can provide servicesmoreefficiently. Thus, the
rateat whichtheMedicaid populaiontrangtionsinto
managed carecould haveadggnificant effect onoveral
Medicaid spending.

The city and state have recently reached an
agreement withthefederal government that createsa
mandatory managed care program for Medicaid
recipients. Currently, thereare 1.8 million Medicaid
recipients in the city. Of those, approximately
300,000—either elderly or otherwise exempt—will
remaininthetraditiond feefor service program. The
remaining 1.5 million Medicaid recipientsare now
required to enroll in amanaged care plan. Roughly
25 percent of thispopul ation, approximately 400,000,
havedready enrolled, whiletheotherswill berequired
tojoin over thenext several years.

The preliminary budget assumes savings of $15
million during 2001, which would require managed
careenrollment to double by theend of 2001. Under

thisscenario, net monthly enrollment would haveto
exceed 30,000. This seems somewhat optimistic
sincethe net increasein managed care enrollment
was only 2,000 recipients each month for thefirst
five months of mandatory enrollment. While IBO
assumesgrowthwill pick up subgtantialy asproblems
with the enrollment process are resolved, annual
growthisunlikely to exceed 25 percent. At thisrate—
which meansadding 7,500 new enrolleesamonth—
managed carewould result in savingsof $4 million
for 2001.

Medicaid outreach initiative. The Mayor
proposesan outreach initiativeto expand Medicaid;
thisdrivesabout 10 percent of the spending growth
between 2000 and 2001. IBO has made no
adjustmentsto these projections. Thecity plansto
invest in a new phone system, to develop an
advertising campaign at acost of $1.0 million per
year, and to dedicate staff to encourage peopleto
enroll in the Medicaid program. The budget
anticipatesthat thisoutreach programwill add 10,000
additional recipientsin 2000, 30,000in 2001, and
50,000 a year through 2004. This program will
attempt to fully reverse the 200,000-person decline
inoverall Medicaid enrollment that began with the
implementation of welfarereformin 1995.

Health Care Reform Act of 2000. The State of
New York recently enacted the Health Care Reform
Act of 2000 (HCRA), which providesaframework
for health carefinancein New York State. HCRA
establishes funding streams and distribution
mechanismsto support abroad range of hedth care
needs throughout the city and therest of the state.
Increasesin the state' scigarettetax, the use of new
tobacco settlement monies, and the renewal of
hospital and insurance company assessmentswill
provide funds to support the state's health care
system. Most significantly for thecity’sMedicaid
budget, HCRA expands access to health care
through theenactment of Family Health Plusand other
programs designed to encourage insurance
companiesto cover those currently without health
insurance.
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Family Health Plusand aHome Care Workers
demondtration program aretwo HCRA programsthat
may requireloca Medicaid spending. Family Hedlth
Fusisahedthinsurance programthat will betargeted
to the indigent population that is not eligible for
Medicaid. Each personwho signsup for the program
will select amanaged careplan, whichwill providea
full rangeof medica services. Adultsinfamilieswith
childrenwill bedigibletoenroll aslong astheir total
family incomeislessthan 150 percent of the Federa
Poverty Level (FPL), $25,000 for afamily of four.
Singleadultswithout children qualify if their annual
income is less than 100 percent of the FPL,
approximately $8,300. Family Health Pluswill be
funded by Medicaid, the costs of which are shared
by the city, New York State, and the federal
government.2

The state has yet to formally develop these
programs, so anumber of assumptionsare used to
forecast their sizeand expense. Growth will depend
onanumber of factors, such asthetimeit will take
for managed care organizations to implement the
program and the effectiveness of marketing Family
Health Plusto theeligible population. Thefinancia
planassumesmembershipwill average48,000infiscd
year 2002, 96,000 in 2003, and 144,000 in 2004.
IBO anticipatesdower growthinthe program, with
amembership average of 19,500 peopleinfisca year
2002, 59,000 in 2003, and 104,000 in 2004.

Cogstothecity will dsobedrivenby the premium
rates that are approved by the NY'S Insurance
Department. Thefinancid plan assumesthat premiums
will be $125 per month, which is low given the
demographicsof thepopulationthatislikdy toenrall.
IBO estimatesapremium of $225 per month, with
the city providing 25 percent. The financia plan
estimates city expendituresin 2002 of $18 million,
whileBO estimates $13 million. In 2003 and 2004,
thefinancial planincludes $90 million, whileIBO
estimatesatota of $110million. IBO'ssignificantly
higher unit cost estimateisoffset by itslower enrollment
projections, resultinginatota spending forecast that
isclosetothefinancia plan.

HCRA setsasideup to $95 million of statefunds
to partially fund ademonstration program that will
provide continuous health care coverageto home
careworkers employed in New York City. These
workers, who areemployed by certified homehedlth
and personal care agencies, often haveirregular or
episodic employment. Asaresult, they do not receive
continuous benefits, including health care coverage,
fromtheir employers. Thepilot programwill permit
increased Medicaid payments, partially funded by
New York City, to bemadeto certified homehealth
and personal careagencies. Theseagencieswill use
the additional Medicaid revenues to purchase
continuoushedlth coveragefor their employees, even
though the home careworkersmay not beemployed
continuoudy. Theprdiminary budget doesnotinclude
thisprogram, which IBO estimateswill cost thecity
approximately $5 million per year startingin 2002.

Stateand federal policy. The preliminary budget
includesanumber of proposalsfor changesin state
and federal policy that, if enacted, could reducethe
city’s Medicaid expenses. The most significant
proposal isfor an adjustment to theformulaused to
determine the federal share of Medicaid costs,
currently set at 50 percent. The matching rate for
each state isbased on per capitaincome, and does
not adjust for other indicators such astheincidence
of poverty. The change would reduce city costsby
$85 million annually. Whilethe current method of
determining thefederal sharemay be unfavorableto
New York State, Congress is unlikely to pass
legidationthat will dter thecurrentformula. Asaresult,
thecity isunlikely to achievethese savingsinthenear
term.

Thecity dso hasanumber of proposalsat the state
level that would savethe city $86 million annually.
Theseactionsincludefighting pharmaceutica fraud,
reducing dispensing fees paid to pharmacies,
monitoring trangportation expenses, curbing Medicad
utilization for substance abusers, reducing the city
share of Medicaid managed care premiums, and
shifting the responsibility of providing early
intervention servicesfrom Medicaid to Child Hedlth
Plus, whichrequiresnoloca contribution. Although
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the Mayor proposes working closely with the
Governor to pursuetheseinitiatives (many of which
wereproposedinlast year’s preliminary budget) it
may be difficult to obtain legislative approval in
Albany.

Anti-Eviction Legal Services

*  Theprdiminary budget proposestodiminatetwo
programs—currently supported by $4.9 million
incity fundsand $9.5 millionin stateand federd
funds—that provideanti-eviction and other legal
services contracted by the Human Resources
Adminigration.

e A similar proposa inlast year’s preliminary
budget wasrejected and fundswererestored in
the adopted budget.

Mirroring aproposd fromlast year, thepreiminary
budget proposesto eliminate anumber of Human
Resources Administration’s (HRA) legal services
contractsfor non-profit organizationsthat provide
anti-evictionand other legd servicestothepoor. This
actionwouldresultinannua savingsof $4.9 million
for thecity, andwouldtrigger theannud lossof dmost
$9.5millionin state and federal matching funds.

The cutswould affect two initiativesthat provide
legal servicesfor morethan 10,000 casesannually.
Oneinitiative, funded with $2.9 millionincity money
plusan additiona $8.7 millionin matching sateand
federa Emergency Assistancefor Familiesfunds,
providesanti-evictionlegd servicesfor peopleat risk
of losngther homes. A secondinitiative, funded with
$2.0millionincity money plus$750,000in matching
funds, offerslegal servicesfor domestic violence
victims, senior center clients, and other groupsserved
by HRA. HRA hasstated that the contractsfor these
servicesareduplicativeand can be provided through
other legal servicescontractsthat arefundedinthe
budget, aview chalenged by many inthe advocacy
community.

Wor kforce Investment Act

e Thefederal Workforce Investment Act (WIA)
will alter the way in which employment and
training programsare funded and administered.

*  WIA focuseson providing servicesto youth year-
round and does not providefunds specificaly for
asummer youth employment program.

Since 1983, the Job Training and Partnership Act
(JTPA) has been providing funds for programs
targeting economically disadvantaged adults and
youths, dislocated workers and others that face
significant employment barriers. Policymakersbegan
trying to reform JTPA inthe early 1990s because of
poor program outcomes and multipleagencieswith
overlapping responsibilities. The outcomewasthe
enactment of theWorkforcelnvestment Act (WIA),
federd legidaionwhichwassgnedintolaw in August
1998 and isset to replace JTPA in July 2000.

The new law is intended to be a workforce
preparation and employment system serving theneeds
of businessesand individuals, including adultsand
young people, who are either unemployed or
underemployed. Thefocd point of thenew systemis
the one-stop center, providing onelocation for all
employment needsand training information. Unlike
JTPA, WIA doesnot fundtraining providersdirectly.
Instead, WIA will providetraining vouchers, called
“individua trainingaccounts,” whichwill alow adult
customersto purchasethetraining they deem most
appropriatefromalist of digibletraining providers.
Toincreaseaccountability of thesetraining providers,
aswdl asstateand locd areas, WIA requirestracking
of performancemeasuresfor dl training participants,
aswell asmeasuresrelating to customer satisfaction
of both participantsand employers. Thisinformation
will be provided to new participantsin order to help
them choose the most appropriate provider for their
needs.

Management. WIA mandatesthe establishment
of stateand loca workforceinvestment boards. Both
typesof boardsmust cons st of amgority of business
representatives as well as representation from



New York City Independent Budget Office

39

educational institutions, organized labor, and
community-based organizations. Thestateboard'srole
will beto assist the Governor in developing afive-
year strategic plan describing statewide workforce
development activities, explaining how the
requirements of the Act will be implemented, and
outlining how special populationswill beserved. The
local board’srolewill include designating one-stop
operators, identifying training providers, and
monitoring system performance. Atthelocd leve there
will also beayouth council, asubgroup of thelocal
board that coordinatesyouth activities.

Asmandated by WIA, New York City submitted
acomprehensvefive-year locd planaongwith public
comments to the state Department of Labor for
approval. According to the New York City plan, the
Human Resources Administration (HRA) will be
primarily responsiblefor providing servicesto adults
whilethe Department of Employment (DOE) will be
responsible for providing services to dislocated
workersand youth. Using astate Department of Labor
Welfareto Work grant, HRA isalready operating a
prototype one-stop center in Jamai ca, Queens.

Funding. WIA authorizesthree distinct funding
Streams adults, didocated workers, and youth. Eighty-
fivepercent of adult and youth fundswill bealocated
to local areas; the remainder will be reserved for
statewideactivities. For did ocated worker programs,
48 percent of fundswill beallocated tolocal aress,
theremainder will bereserved for statewideactivities
and emergency grants. WIA alocations will also
includetechnical ass stance, demonstration projects,
and federal incentivefundsthat aretied to whether
statesmeet their expected levelsof performance. The
Secretary of Labor isrequired to award anincentive
grant to each state that exceeds its expected
performancelevelsfor workforceinvestment, adult
education, and vocational education that the stateand
Secretary of Labor have negotiated.

With regard to youth programs, WIA shiftsthe
emphas sfrom summer employment (asspecifically
authorized under JTPA) to serving youth year-round.
In addition, 30 percent of thefunds must betargeted
toward out-of-school youth. Therefore, despite
requiring asummer jobscomponent, WIA will provide

lessfunding specifically for summer employment
programs.

Impact on New York City. It isdifficult to fully
determinethe new system’sfiscal and programmatic
impact on New York City. Infiscal year 1999, the
city received $121 millioninfederd fundsunder JTPA.
Infiscal year 2000, the city is expected to receive
about $129 millionin JTPA funding. Accordingtothe
preliminary budget, thecity expectstoreceive $123
millioninWIA dlocationsfor fisca year 2001, which,
according tothe state Department of Labor, isdivided
into$43 millionfor adults, $42 millionfor youth, and
$39millionfor didocated workers. Sincethisisthe
first year under thenew system, itisuncertain whether
New York City will receive additional grantsinthe
course of the year as hastypically occurred under
JTPA. However, the city is guaranteed additional
funding of upto $3 millionif it attainsitsnegotiated
performance measuregodls.

Many inthecity areconcerned about summer youth
employment funding. For fiscal year 1999, thecity
received $47 million in federal JTPA funds for a
summer youth employment program that served over
40,000 low-incomeyouth. With $42 millionintotal
local youth funding for fisca year 2001, anemphasis
on year-round services, and 30 percent of funds set
aside for out-of-school youth, there could be
significantly fewer jobsavailablefor thisupcoming
summer. Based on recent testimony, DOE has
developed asummer youth employment and year-
round program for 15,000 in-school and out-of-
school youth using federal JTPA fundsprovided for
transition purposes. The city has also requested
additiona fundingfromthestate SWIA sat-asdefund.
However, city officidsarelikely to befaced withthe
choice between asmaller summer jobs program or
alocating additiond city funds.

Youth Services

e |IBO estimates that the preliminary budget
proposa swill reducefunding for the Department
of Youth and Community Development by 22.9
percent for 2001. Thisincludesan $11.3million
cut to Council Member initiatives.
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e Admilarproposd inlast year’ spreiminary budget
was rejected and funds were restored in the
adopted budget.

IBO edtimatesthat spending for the Department of
Youth and Community Development (DY CD) will
decline by 22.9 percent, or $32.4 million, from
$141.4 million in 2000 to $109.0 million in 2001.
This includes $14.2 million in newly proposed
reductions, $10.1 million of previously included
reductions, and acut infederal aid. Beyond 2001,
spending isprojected to beflat.

Council Member initiativesaccount for $11.3million
of the$14.2 millionin newly proposed reductions.
Theseincludethe elimination of grantsto the After
School Corporation ($7.5million) which providescare
for children between 3 p.m. and 6 p.m. The program
is funded through public and private sources.
Currently, the privatefunding requiresamatch by the
city. Itisunclear what will happen to the programif
city funding is withdrawn. At a minimum, 7,500
children would lose these serviceswithout the city
funds. If the matching funds are also withdrawn,
roughly 20,000 children could be affected.

Other cutsin Council Member initiativesinclude
discretionary funding for youth services ($2.7 million),
community development and youth servicescontracts
that provide housing, transportation and other
assistance ($650,000), two tennisleague contracts
($286,000), and a Pratt community development
contract to providetechnica ass stanceto community-
based organi zations ($200,000). Additionally, $2.6
millioniscut from Borough Presidents’ discretionary
fundsfor community-based programs.

Last year, the Mayor proposed similar cutsto the
DY CD, whichtotaled $19.7 million or 17 percent of
theagency’stota budget. The proposed cutsincluded
the Youth Devel opment and Delinquency Program
($8.5million), the After School Corporation ($5.0
million), and Council Member and Borough President
discretionary funds($5.6 million). All of thefundswere
restored in the adopted budget.

In addition to the proposed cuts this year, the
financial planincludesa$10.0 million reductionin

funding for someon-going programs. Among theseis
CitizenshipNY C, whichisfunded at $1.0 millionin
2001, compared with $4.0 millioninthecurrent year.
Thisprogram assstsimmigrantsin becoming eigible
for citizenship. Finally, the preliminary budget does
notinclude$7.0millioninlocd initiatives. Higtoricaly,
additional funding for theseinitiatives hasbeen added
during theadoption process, however, they arefunded
for one year at atime and are not included in the
basdine,

Foster Care

» Sincecasel oadshave declined, the preliminary
budget reduces foster care spending by $25.3
millioninthecurrentyear and by $39.7 millionin
each of theout-years.

Based on caseload declines, the financia plan
reduces spending for foster carein 2000 by $25.3
million—$15.7 millionincity fundsand $9.6 million
in federal funds. This represents a 3.2 percent
reduction fromthe November plan. For 2001 through
2004, therearereductionsin each year of thefinancia
planof $24.7 millionincity fundsand $15.0millionin
federa funds.

Between 1998 and 1999, thefoster care casel oad
declined by 5.4 percent, while admissionsto foster
caredeclined 15.0 percent. Inthelast six monthsthe
casel oad decreased further, from 38,081 to 35,616
cases. Consequently, the preliminary budget projects
acasel oad decline of 6.5 percent in 2000. Casel oads
areexpectedtoleve off over thenext four years.

Recent casel oad declinesareduein part to fewer
children being referred to foster care. Instead, many
childrenare now referred to preventive services. For
example, 771 more children were referred for
preventive servicesin 1999 thaninthe previousyesr.
Throughthesesarvices which canindudementa hedth
services, housing assistance, or day care, the
Adminigtrationfor Children’s Serviceshe psstabilize
afamily so children canremainintheir homes. Other
reasonsfor the casel oad declineincludeanincrease
in the number of adoptions completed and in the
number of children discharged fromfoster care, either
becausethey reached 18 yearsof age or becausethe
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family’sgoalswere met and thechild wasallowed to
returnhome.

Thereductionin city spoending—$115.0 million over
fiveyears—iscombined withthelossof $70.0 million
infederd TitlelV-Efoster caremoney. Currently, the
federal funds can only be used for foster family
services and contract maintenance; therefore, the
declinein caseload resultsin adeclineinfedera aid.
Inorder to prevent thelossof funds, New York State
isnegotiatingaTitlelV-E waiver that would allow
moreflexibility in how fundsare spent and alow the
state and city to keep fundsthat are spent withinthe
waiver guidelines.

Lead Poisoning Prevention

* The Department of Health's Lead Poisoning
Prevention Program is funded at $7.3 million
annualy from 2000 through 2004.

» Thecity hasadded $6.1 millionin 2000 and $5.2
million annually thereafter specifically for
preventing lead poisoningin children.

The Department of Health’'s(DOH) existing Lead
Poisoning Prevention Programisfunded thisfiscd year
at $7.3million (of whichroughly $2.0million hasbeen
spent sofar) and at the samelevel from 2001 through
2004. The DOH capital plan aso earmarks $2.3
million over the next two yearsfor the purchase of
new equipment, including x-ray fluorescence (XRF)
lead paint anadyzers.

Local Law 38 of 1999, whichimposesnew lead
prevention requirements on landlords, DOH, and
HPD, hasadight direct budgetary impact on DOH.
Thelaw’srequirementson DOH—medicd referrals,
thelead hazard pamphlet, and promul gation of work
practices—have already been implemented.
However, to address Councilmembers' concerns, the
Mayor agreed at thetime of thelaw’s passage that
the city would undertake several additional health-
related measures, including creating upto 10 new lead
safe housesthroughout central Brooklyn, northern
Manhattan, and the South Bronx, hiring 51 new
employees (some of whom will work in affected
communities), and purchasing up to six new mobile
outreach vansto provide assstanceto families.

Toaccomplishthesemeasures, thecity appropriated
anadditiond $6.1 millionfor thisyear and $5.2 million
annually for fiscal years 2001 to 2004 in the DOH
budget. The budget for fiscal year 2000 initially
provided $2.0 million, matched by the statewith an
additiond $1.1 million. InNovember, the budget was
modified to add another $3.0 million for the current
fiscal year, and an additional $2.2 million per year
($1.3millionincity fundsand $0.8 million in state
money) beginningin 2001.

Itisunlikely, however, that most of thesefundswill
be spent by June 30 since no funds have been
expended to date. Furthermore, requestsfor proposals
have not yet been issued for safe housesand vans. At
the preliminary budget hearing held by the Council’s
Heath Committee, DOH estimated that it would take
between one to two years to have the safe houses

fully operating.

Pest Control

» Fundingfor pest control activitieshasincreased
ggnificantly snce 1995.

*  TheDepartment of Hedlth hasrecently launched
apest control program targeting mosguitoes.

Funding for pest control activitieshasincreased
sgnificantly inrecent years. The preliminary budget
proposes $16.3 million for pest control activitiesin
DOH for 2001, a 12 percent increase over
expendituresin 2000. Even though spending between
2001 and 2004 is projected to remain flat, the pest
control budget is25 percent morethantheprior yesr,
andisalmost 2.5 timesgreater thanit wasin 1995.

The pest control budget isdivided between two
mainfunctions: rodent and mosquito control. Spending
for rodent control servicesmakesup themgority of
pest control expenditures. In 1998, the Mayor
introduced the Comprehensive Rodent Control
Initiative (CRCI), arodent control and extermination
program that targets the city’s most infested
neighborhoods. Asaresult, expendituresin 1998
increased by 63 percent to $9.8 million. Total rodent
control expendituresfor the current year are projected
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to be $12.0 million, with $4.5 million for general
rodent control activitiesand $7.5millionfor CRCI.
Theinitiativewas set to phase out by theend of this
fiscal year, but it hasbeen renewed for 2001 through
2004 and will continueto befinanced annually with
$5.2millionand $2.3 millionin city and statefunds,

respectively.

The DOH recently launched the Vector Control
Program (V CP) to prevent and track mosquito-borne
diseases. In January, $2.7 millioninVCPfundswere
added to the current year’s funding to begin
surveillance, education, and control activities. In
addition $9.5 millionwas spent by theMayor’sOffice
of Emergency Management to addressthe\West-Nile
Virusoutbreak last summer.

Startingwith 2001, theV CP programwill befunded
at an annua level of $4.4 million. If thereisan
outbreak thissummey, itislikey that additional funds
will bedlocated asthey wereinthesummer of 1999.
In addition, the preliminary DOH capital budget
earmarksover $3.0 million to establish computer-
alded survelllanceand tracking systemsaswell asto
buildtheinfrastructure of thisnew program.

Education

Education comprises 30 percent of city spending
in 2001. Education spending is projected at
$11.4billionin2001 growingto $12.7 billion by 2004
at an average annual rate of 3.9 percent. About
97 percent of education spending isattributableto
the Board of Education (BOE), with the remainder
allocated to the City University of New York
(CUNY).

Thissection beginswith an overview of theBOE
budget, highlighting severa factors contributingto
gpending growth. A discussion of therecently ratified
principds contract follows, dongwithanexamination
of proposalstoincreasefunding for summer school,
low performing school s, and school safety. Thefocus
then turns to the state budget and its impact on
education aid for the city, followed by adiscussion
of the Chancellor’s budget request. The last item

pertains to CUNY, particularly the budget of the
university’ssx community colleges.

Board of Education

»  Board of Education spendingisprojectedtoreach
$11.1 billion in 2001 and grow at an average
annud rateof 4.1 percent through 2004. Although
brisk, this rate of growth is less than the
9.1 percent annual average over the past three
years.

*  Thepreiminary budget fundstherecently retified
contract providing principalswithsgnificant rases,
incentive pay, and merit bonuses.

*  Theproposed budget would increaseresources
for summer programs, low performing schools,
and school safety.

Budget overview. IBO estimatesthat under the
policiesproposedintheMayor’spreliminary budget,
BOE spending will be $11.1 billion in 2001, an
increaseof $547 million over theprojected 2000 leve.
Spending will grow at an average annual rate of
4.1 percent during thefinancid plan period, reaching
$12.3billionin 2004.

By comparison, the Administration projects BOE
spending of $10.6 billionin 2001 and $10.9 billionin
2004. Mot of thedifferencebetween I1BO'sforecast
andthefinancia plan’sisduetoIBO’sinclusion, at
theagency levd, of four yearsof anticipated salary
increases. These collective bargaining costsfor al
BOE employees, including those paid with city and
non-city funds, grow from $195 millionin 2001 to
$873 millionin 2004. The balance of thedifference,
which grows from $226 million in 2001 to $561
millionin 2004, isattributabl e to assumptionsabout
theimplementation of policy initiatives.

IBO uses an econometric model to forecast
education spending. The model incorporates the
historica relationship between actud expendituresand
enrollment and saff levels. IBO'sprojectionsassume
that K-3 classsizeswill bereduced to an average of
20 students by 2003 and that prekindergarten will
beoffered to al four-year-oldsby 2002.
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Figure 3-6.

Average Annual Change in BOE Spending
Nominal Real

1990-1997 3.4% 0.5%

1997-2000 9.1% 7.5%

2000-2004 4.1% 1.8%

SOURCE: IBO.

NOTE: Figures for 2000-2004 are IBO projections.

Recent growth in spending. Over thelast three
years, BOE spending hasgrown at an averageannua
rateof 9.1 percent (see Figure 3-6). Thisexpansion
followsaperiod of severd yearsduring which BOE
spending bardly kept pacewithinflation. Animportant
factor driving therecent spending increaseshasbeen
state and local pressures to improve student
performance and meet higher promotion and
graduation standards. The Board has been reducing
classszes, expanding summer and evening sessions,
and devoting moreresourcestoingtruction, especidly
early childhood and arts programs. As a resullt,
pedagogica staff hasincreased from 80,900t0 92,600
during the past three school years (see Figure 3-7).

IBO projectsthat under the preliminary budget,
pedagogica headcount will continuetorise, but at
amoremoderaterate, peaking at 96,400 in 2003.

Enrollment growth slows. Preliminary data
fromthecurrent school year indicatethat enrollment
growth in both general education and special
education hasleveled off. Tota enrollmentincreased
steadily from 1990to 1997, adding nearly 20,000
studentsper year. Since 1997, total enrollment has

increased by roughly 31,000 studentsandisprojected
to grow by 45,000 (1.0 percent annual growth)
between 2000 and 2004 (see Figure 3-8). However,
most of thisgrowthisattributableto the expans on of
prekindergarten beginningin1999. IBO'sprojections
assumethat prekindergarten enrolIment will continue
to expand, growing from 34,000 sudentsinthecurrent
year to 77,000 in 2002. It isthen expected to drop
off to 71,000 in 2004, due to demographic changes.
In contrast, enrollment other than in prekindergarten
hasgrown by only 0.2 percent annually since 1997,
andisexpectedtogrow a an evendower rate between
2000 and 2004. According to BOE projections, K-
12 genera education enrollment will be nearly flat

Figure 3-7.
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Figure 3-8.
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2002, and $80 million
annually in 2003 and 2004.
The $248 million in current

during that period, growing by just over 1,000 Sudents
per year (0.1 percent).

Full-time specia education enrollment is 1,500
studentslower inthe current school year thanin 1999,
thefirst decline since 1991 (see Figure 3-9). BOE
projectsspecia education enrollment will increasean
average of 0.5 percent per year from 2000 through
2004. However, BOE continuesto face pressurefrom
the federal and state governmentsto limit special
education referrals and place studentsin the least
regtrictiveenvironments. Itisunclear whether the2000
datasignasaturning point. A long-termreductionin
the special education population would result in
considerable savings. BOE spent $24,100 per full-
time specid education pupil in 1999, morethantriple
the $7,200 spent per general education pupil.

Pay-as-you-go capital. BOE faces daunting
capital needs, withthree-fifthsof itsstudentsattending
overcrowded schools and many school buildings
outdated and in poor condition. School construction
andrepair isgenerdly funded through thecity capital
budget with long-term debt (see page 53) but during
the current school year BOE hasbegun funding some

year funding includes $46
million in state RESCUE (Rebuilding Schoolsto
Uphold Education) funds.?

To alarge extent, using the expense budget to
fund capital projects has superseded the recent
BOE practiceof using expense budget surplusesto
fund needsinthefollowing year. The Board ended
1999 with asurplus of $248 millionthat it rolled
into 2000. Theroll consisted of two components:
$212 millionin city fundsand unrestricted sateaid;
and $36 millionin restricted sateand federal funds.
Becausenearly all potentia surplusesidentifiedto
dateinthecurrent year have been dedicated to pay-
as-‘you-go capital, IBO expectsonly amodest roll
of 2000 fundsinto 2001.

Principals contracts. The preliminary budget
recognizesthe$91 million annua cost of therecent
labor agreement with the Council of Supervisorsand
Administrators (CSA). The contract, which was
ratified in January, provides principals, assistant
principalsand other administratorstheir first base
pay raises since October 1995.

All 4,700 school administrators, including
principals, receive an 11 percent increasein four
increments, thefirst retroactiveto February 1998.
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These raises are comparabl e to those received by
other city workersunder thelast round of contracts.
Principalsreceive an additional 20 percent raisein
exchangefor rdinquishing tenureand working alonger
day and longer year. In addition, principals earn
bonusesfor managing schoolswithlargeenrollments
($1,000-$3,250 per year) and/or low performing
students ($10,000 per year). Principals also earn
longevity bonuses of $3,400 for completing 22 or
moreyearsof BOE service. Finally, afourth of CSA
members in each job title are eligible for merit
increases of $2,750to $15,000 determined through
performance-based eval uations.

Since pension benefits are based on salary at
retirement, the CSA contract significantly boosts
pens on benefitsfor those covered. Thecity will need
to make higher than anticipated contributions to
actuaria pensionfundson behaf of CSA members,
many of whom arecloseto retirement age.

The Administration intendsto introduce concepts
contained in the CSA contract in upcoming
negotiationswith unionsrepresenting other municipa
workers, including teachers. More specificaly, the
Mayor proposesto enhance productivity by linking
pay increasesfor city workersto

havefailed core classes or State Regentsexamswill
takethe specific classesthey need for promotion or
graduation. Summer school will also offer additiond
preparation to studentsworking to meet the Regents
morerigorousgraduation requirements. Whilemost
of the summer 2000 programisfunded inthefiscal
2001 budget, $10 million hasbeen providedinfiscal
2000to dlow for theadvance purchase of materias
and supplies.

Thepreliminary budget designates$32 million, or
one-fifth, of total summer spending to be contracted
with private and nonprofit educationa contractors.
Several community school districts used outside
contractors last summer for staff development,
indructiona materials, and direct servicesto sudents.
Fifty-three outside providersarebidding to provide
servicesin summer 2000.

Thereissomeuncertainty about theenrollment for
thisyear’ssummer school program. Under Satelaw
attendanceisnot compul sory, evenfor studentswho
areassigned to attend. Moreover, alarge number of
sudentsvoluntarily take advantage of summer school.
In 1998, when there was no policy of assigning
students to summer school, 215,000 students

performance-based evaluations
and changes in terms of
employment.

Figure 3-9.
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attended summer classes. In 1999, when 35,000 third,
sixth, and eighth grade students were assigned to
summer school—although not all attended—
enrollment was 228,000.

Thisyear, the Board hasnotified 320,000 students
ingrades 3-12 that they areat risk of not meeting the
promotion or graduation standards; if their
performance doesnot improvethey will beassgned
to summer school. Although someof thoseat risk will
avoid summer school by meeting the promotion
standards by the end of the school year, the number
of assigned studentswill probably be several times
greater thanlast year. Whilemany of last summer’s
voluntary sudentsarelikdly to beamong thosewhose
attendance will bemandated thisyear, alarge number
of voluntary students potentially remain for this
summer. For example, summer school includes
voluntary literacy programsfor childreningradesK-2.
Assuming that the Board would chooseto alow all
interested studentsto attend summer courses, it is
possiblethat the 322,000 students planned for this
summer inthepreliminary budget underestimatesthe
enrollment and thereforethe costs of the program.

BOE will facesgnificant organizationa chalenges
inimplementing thisprogram, particularly intermsof
gtaffing and transportation. Securing enough teechers
requirescollective bargaining to agreeuponincreases
in per session pay or other incentives. Datasystems
for tracking attendancewill also haveto be upgraded
to avoid arepetition of last year when thousands of
students assigned to summer school apparently did
not attend but were not recorded asabsent. The Board
isasoingdlingar conditioninginmany older schools
(see page 44 discussion of pay-as-you-go capital
spending).

Implementation of the promotion policy also
indudesextraingtruction during theregular school year
for students who are failing to meet the higher
standards. For example, the preliminary budget
indudes$18 millionfor Eight-Plus, anew ingtructiond
program targeted to assi st teenagerswho havefailed
eghthgradebut aretoooldtoremaninmiddleschoal.

School performance. The State Education
Department has placed 97 New York City schools

on the list of schools under registration review
(SURR), anet increase of six schools since 1999.
Theselow-performing schoolsareat risk of being
closed by thestate. BOE hasdesignated 42 d ementary
and middle schools as Category | SURR schools,
which are the highest priority, because of their
longstanding failureto turn around their performance.
Under apilot program, teachersin 40 of the Category
| SURR schoolswork 15 percent more hoursthan
the standard schedulein exchangefor 15 percent more
pay. Thebudget proposes $37 millionto continuethe
extended-timepilot program aswell as$9 millionin
new funding for SURR high schools. Theprdiminary
budget al so proposes turning over management of
some SURR schools to private companies. The
proposal, in essence, would outsource one-fifth of
theinstructional servicesat Category | schoolsby
awarding $61 million in contracts to private and
nonprofit organizations.

School safety initiatives. The preliminary budget
includes$30 million to expand theschool safety force
by 500 agents or roughly 15 percent in 2001. BOE
transferred responsibility for school safety functions
to the Police Department in December 1999, dthough
the funding remains within the BOE budget. An
additional $8 million hasa so been provided to open
22 truancy-reduction centers staffed by school safety
agents, attendanceteachers, and counsdors. Thenew
promotion policy includesa90 percent attendance
standard. With an average daily attendance rate of
82 percent among high school pupils, many students
will be held back if they do not improve their
attendance.

State budget outlook. The Governor’s proposed
executive budget for school year 2000/2001 would
increaseeducation aid for New York City aswell as
for therest of the state, but would causethe city to
receiveadightly smaller percentage of stateaid than
it did last year. Statewide, the budget would add
$355 million (2.8 percent) to education spending, with
thecity receiving $102 million (28.7 percent) of the
increase. According to data provided by the State
Division of the Budget, the city will receive
36.2 percent of state-wide education aidin 2000 and
would receive 36.0 percent under the proposed
budget.
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The Governor’s proposed budget would reduce
the state’s commitments to the universal
prekindergarten and classszereductioninitiativesthat
were spelled out under 21997 multi-year spending
agreement between thegovernor and thelegidature.
Theuniversd prekindergarten program, scheduled to
be phased-in over four yearsbeginning with the 1998/
1999 schoal year, isintended to make publicly funded
prekindergarten availableto al four-year-olds. Inthe
current school year BOE has 25,200 studentsenrolled
inuniversal prekindergarten, with approximately
60 percent served by community-based providersin
non-BOE facilities. IBO estimatesthat under theterms
of the 1997 agreement, the city was to receive a
minimumof $128 millionfor universa prekindergarten
in 2000/2001. Under the Governor’s proposed
budget, thecity would receive $67 millionfor universal
prekindergarten, only $4 million morethanin the
current year.

The state’sclass size reduction programisbeing
phased-in over threeyears, beginning with the 1999/
2000 school year. The Board began reducing early
gradeclassszesinthecurrent school year, combining
fundsfrom the state grant and asimilar federal grant.
Under the 1997 agreement, the city wasto receivea
state grant of $92 million for classsizereductionin
2000/2001. Under the Governor’sproposed budget,
the city would instead receive $49 million for class
size reduction for 2000/2001, which is the same
amount asinthecurrent year.

The proposed state budget would also eliminate
minor maintenance aid for school buildingsand a
program known asteacher support aid that hashelped
pay portions of teachers' salariesin urban school
districts. These programs provided New York City
with $33 millionand $63 million, respectively, in 2000.
In contragt, the budget includes$15 millionfor anew
initiativeto hep NY C attract more certified teachers.

Theactud level of stateaid flowingto New York
City isdetermined when the state budget isadopted
following negotiations between the Governor and the
Legidature. The leaders of the Assembly and the
Senate have each introduced education aid packages
this year. Both plans would provide more aid to
districtsacrossthe state (including New York City)

than theamountsincludedinthe Governor’sexecutive
budget. Under the Assembly plan, educationaidin
2000/2001 would grow by $1.3 billion statewide over
thecurrent year, whilethe Senate plan would provide
fora$875millionincrease. In addition, the Assembly
planwould fund RESCUE, aschool constructionand
repair initiative, at $500 million ($200 millionfor the
city); the Governor and Senate would provide no
money for thisprogram.

Chancellor’sbudget request. The Chancellor’s
Budget Request, approved by the Board on February
16, 2000, highlights prioritiesfor the coming year.
Overal, therequest specifies$1.6 billionin expense
budget needs, roughly haf of which have beenfunded
inthe Mayor’spreliminary budget and Governor’s
executive budget. The outstanding request of $796
million includes restoration of the Governor’s
proposed cuts to class size reduction, universal
prekindergarten, teacher support aid, and minor
maintenanceaid.

Securing resources to support the Board’s new
promotion policy isamagor themeof therequest. The
Chancellor seeks$22 millionin statetransportation
ald needed for summer school, and $85 millioninother
sateaidfor programsaimed at raising standardsand
ending social promotion. Therequest also includes
$179 million in proposals submitted by School
L eadership Teamsfor school-specific needsrelated
to the promotion policy.

Another themehighlighted by the Chancdllorinhis
budget request isthe need to find additiona resources
for teacher recruitment and retention. His request
identities$85millioninnew initiativestohelpinthese
effortswith $15 million funded in the Governor’s
executive budget and $70 million yet to befunded.

Therequest also callsfor increasing the Board's
five-year capital plan for 2000-2004 by roughly
$4 billion, with most of the new funding requested
from the state. Thiswould restore the plan to the
$11 billion level originally proposed in
November 1998.
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CUNY Community Colleges

» City spending for CUNY will benearly flat in
2001, largely duetothecity’sdecisonnot tofund
collective bargaining costsfor the community

colleges.

* The Mayor’s preliminary budget proposes to
eliminate merit scholarshipsfor graduatesof New
York City high schoolsentering senior colleges.

* The fiscal impact of a new, more restrictive
admissionspoalicy remainsuncertain.

Budget overview. IBO estimates that the
preliminary budget would resultintota city spending
for the City University of New York (CUNY) of
$381 millionin 2001, adecrease of $5 millionfrom
the estimated 2000 level . Spending would thenrise,
beginning at in 2001, at an average annual rate of
1.0 percent, reaching $392 millionin 2004.4 The 2001
budget provides approximately $338 million for
community colleges, exclusive of pension
contributions. In addition, $32 millionin city funds
areallocated to associate degree programs at senior
colleges, and $10 millionto public school ssponsored
by Hunter Collegefor gifted children.

Thedow projected growthin spending—we | below
therate of inflation—from 2001 to 2004 isprimarily
attributabletothecity’ sdecisonnot tofund collective
bargaining costsfor thecommunity colleges. Although
thecity budget doesnot providefundsfor increased
labor costs, the university still must pay salary and
wage increases negotiated with its unionized
employees. If CUNY failsto securefunding for these
mandatory costs, the university will haveto makeup
the gap using one or more of thefollowing options:
reduce course sections, cut other services, reduce
operating costs, and/or seek atuition increase.

Thebiggest factor behind the projected reduction
inCUNY spending in2001 isthepreliminary budget
proposd todiminate$6.5 millioninmerit scholarships
for senior collegefreshmenfromNew York City high
schools. The budget, however, would preserve
$500,000 in scholarships for community college
freshmen.

New admissions policy. A major source of
uncertainty surrounding CUNY’sbudget istheimpact
of new regtrictionson senior collegeadmissions. The
new policy conditions acceptanceinto bachelor’s
degree programs on satisfactory performance on
sandardized tests. Someobserversbelievethispolicy
could result in many studentswith remedial needs
shifting tothecommunity colleges, thereby increasing
thefiscal burden onthecity.

CUNY’sadministration, however, contendsthe
impact oncommunity collegeenrollment will beminor.
They assumethat anumber of new programswill
improvethe college preparedness of gpplicants, most
of whom comefrom public high schoolsinthecity.
They aso expect that summer immersion programs
will enablemany morestudentstoimprovetheir basic
skillsand passtherequisiteentrance exams, reducing
the number of students displaced from the senior
colleges. Themerit scholarship program, initiatedin
1999, isoneof the programsthat CUNY hasbeen
counting onto hel p attract applicantsready to begin
senior collegework. The CUNY administrationis
seeking to restore the scholarships cut in the
preliminary budget. CUNY has also requested
$5millionfrom thecity and another $5 millionfrom
the state to expand College Now, a collaborative
program to rai se academic standing of BOE high
school students. The Governor’sexecutive budget
includesanew $9 million SED grantto CUNY to
provide additional academic support servicesand
restructureremedial instruction.

Uniformed Services

Spending on uniformed services, whichincludes
sanitation, fire, police and corrections, accountsfor
16 percent of the city budget in 2001—about
$6.1 billion. Nearly $3.2 billion of this budget is
dedicated to the Police Department. The Fire
Department receives about $1.1 billion, and the
remaining $1.8 isdistributed to the Department of
Sanitation ($915 million) and Department of
Correction ($885 million). Overall, spending for
uniformed servicesisexpected to increaseto $6.8
billion in 2004—an average annual growth rate of
3.6 percent. Inthissection, IBO examineshow the
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Mayor’s preliminary budget will affect staffing and
budgetary resourcesfor each of thesecity services.

Sanitation

* IBOprojectsthat Sanitation’sbudget will grow
from $860 million in 2000 to $1.0 billion by
2004—| argely dueto thegrowth in waste export
costs(hauling trash outsdethecity) resulting from
theupcoming closure of the Fresh Killslandfill.

» Thereisstill much uncertainty about thecity’s
waste export strategy over thelong term.

* The preliminary budget includes funding to
completeimplementation of weekly recyclingin
April 2000for dl fiveboroughs.

IBO estimatesthat the Department of Sanitation
will spend $915 million in 2001, a 6.4 percent
increase over 2000. IBO’s estimate for 2001 is
$25.7 million higher than the Administration’s2001
estimatedueto our inclusion of collectively-bargained
sdlary increases.

Between 2000 and 2004, IBO estimates that
gpending for Sanitationwill grow at an averageannud
rate of 4.7 percent to $1.0 hillion in 2004. The
increaseisdriven primarily by waste disposal and
export costsassociated with the January 2002 closure
of thecity’sonly remaining landfill

only 20 percent of the city’ swaste stream destined
for Fresh Killsin 2001 and none in 2002, the city
expectslower staffing and operating needs.

Not surprisingly, most of Sanitation’sannua budget
isalocatedto activitiesrel ated to street cleaning and
refuse collection (49 percent), disposal of refuseand
recycling materials (22 percent), maintenance and
repair of collection trucks and other vehicles
(8 percent), and snow removal (2 percent), asshown
inFigure3-10. Therelatively high proportion of the
budget allocated to executive administration
(17 percent) is largely due to the addition of
construction projectsrelated to continued operation
of Fresh Killsthat will befinanced on apay-as-you-
go-basis. Previoudly, these projectswereincludedin
the capital budget, but since the repayment period
would belonger than thelandfill’suseful lifeand could
no longer be supported within long-term debt, they
had to betransferred to the operating budget.

Waste export plan. Under an Interim Waste
Export Plan, the amount of refuse the department
bringsto Fresh Killshas decreased each year since
1998 in anticipation of the January 2002 closure.
Under theInterim Plan, Sanitationisawarding short-
term contracts to private vendors to receive and
dispose of 12,500 tons per day (tpd) of residential
refuse that would otherwise be destined for Fresh
Kills. Trash oncecarried by bargeto Staten Idandis

(FreshKillson Staten Idand) and to
alesser extent by IBO'sinclusion of
salary increases. Waste export costs
associaedthe Fresh Killsclosureare
projectedtorisean averageof 17.2
percent annudly—from$112 million
in 2000 to $212 million in 2004.
Other departmental spending
increases at an average of 2.3
percent annually.

Proposed reductionsin personnel
and program spending of $25.5
millionannudly areincorporatedinto
our estimatesfor 2001 through 2004.
Mot of thesearetheresult of savings
duetotheclosureof Fresh Kills With

Figure 3-10.
Department of Sanitation
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now hauled by garbage collection trucks to an
incinerator in New Jersey or to transfer stationsin
either the city or New Jersey to be reloaded onto
larger trailer trucksor rail for out-of-city export by
private vendors.

Inthefirgt phasesof thelnterim Plan, implemented
1N 1998 through 2000, Sanitation contracted for out-
of-city disposal of 7,400 tpd of refuse—about
1,900 tpd from the Bronx, 2,400 tpd from Brooklyn,
2,200 tpd from Manhattan, and 900 tpd from Staten
Idand. To completethe phase-in, the department still
needsto contract for disposal of 5,100 tpd of refuse
being collected from Queens and some parts of
Brooklyn.

For 2001, thecity’ scostswill depend on how much
of the 5,100 tpd remaining for out-of-city disposal
will be contracted with private vendors, and at what
cost. Sanitationiscurrently eva uating bidsto export
at least 2,500 tpd of the remaining tonnage. The
preliminary budget and IBO spending projectionsare
based on alow-end estimate of $55 per ton, which
may underestimatethe city’seventual costs. These
costsare purposdly understated so that the maximum
amount thecity iswilling to pay for wasteexport is
not reveal ed during the contract negotiation process.

Thereismuch uncertainty, however, about waste
export over the long-term. There is likely to be
emphasisonusing rail or barge systemsrather than
trucksfor waste export dueto the negative effect on
communitiesthat become corridorsfor highvolume
truck traffic. Opposition is also strong to siting
additiond truck transfer stationsor operating existing
stations at higher capacity becausethefacilitiesare
concentratedin just afew neighborhoods—areasthat
aready havelittletolerancefor further traffic, noise,
and odor problems.

Thereisgreater political support for transfer of
garbage by barge (the system currently used to bring
trashto Fresh Kills) or by rail, rather than by truck.
However, such arrangements would require
agreementswith barge-fed disposal sitesand barge-
fedrail loading facilities, or possibly upgrading and
expanding thecity’ sexisting marinetransfer stations.

Weekly recycling. Currently all Sanitation/
Community Digrictsinthecity, except for 10digtricts
inthe Bronx, receiveweekly recycling pickups. The
preliminary budget providesadditiona fundingtofully
implement weekly recycinginthe Bronx beginningin
April 2000.

Fire

* IBOprojectsthat Fire Department spending will
grow from$1.1 billionin 2000to $1.2 billion by
2004—an average annual growth rate of
3.1 percent—largely dueto estimated growthin
sdaries.

* Included inthe department’s proposed budget
aresavingsof $3.3million annualy from reduced
overtimeand medical leaveamong Emergency
Medicd Services(EMS) workers.

IBO estimatesthat the Fire Department will spend
$1.1billionin2001, whichisa2.2 percent increase
over 2000. IBO'sforecast for 2001is$43.4 million
abovethe Administration’s2001 estimate dueto our
inclusion of collectively-bargained salary increases.
Between 2000 and 2004, thefinancid planholdsFire
Department spending essentially flat. IBO projects,
however, that the department’ s spending will grow
to $1.2 billion by 2004—an average annua growth
rateof 3.1 percent—primarily dueto IBO’sinclusion
of salary increases.

Incorporated into these estimates are proposed
reductions of $6.0 million for 2001, and about
$5.0millionannually for 2002 through 2004. Of this,
$3.3 million in annual savings are attributable to
reducing overtime and medical leave among
Emergency Medical Service(EMS) workers. The
Administration had previoudy proposed to achieve
these savings by shifting someambulance services
from EM Sto private, hospital-based ambul ances.
During November Plan negotiations, however, the
city agreed to keep theambulance servicesinEMS,
but the Fire Department will work with labor to
achieve savings of $3.3 million annually through
productivity gains.
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For 2001, the budget includes $2.8 million to
purchase state-of -the-art infrared camerasfor each
of the department’s 143 ladder companies. These
infrared camerasgeneraly cost about $18,000 each;
however, the department is still negotiating with
vendorsand asaresult theunit cost and number of
camerasthat will ultimately be purchased hasnot yet
been decided.

Staffing trends. Personnel costs account for
about 92 percent of the Fire Department’s
expenditures. During the 1990's, uniformed staffing
declined from an annual averageleve of 11,562in
1991 to 11,338 in 1999. In the financia plan,
uniformed staffing isprojected to declinefurther—
to 11,263 for 2000 and 2001, and 11,163 for 2002
through 2004.

The department’s civilian workforce grew
Subgtantidly in 1996—from 1,124 positionsto 4,328
positions—whenthe EM SwasmergedintotheFire
Department from the city’ sHealth and Hospitals
Corporation. Between 1996 and 2000 the
department’s civilian workforce grew by 105
positions (about 2.4 percent) to aprojected staffing
level of 4,433. Twenty civilian positionsareto be
added for 2001 through 2004 at a cost of about
$900,000 annudly. Thesearerestored positionsfor
communications el ectriciansthat were eliminated
several years ago as part of a plan to reduce the
number of firealarm call boxesthroughout thecity;
however, the planwasnot fully implemented.

Police

e The preliminary budget and financial plan
propose holding NYPD uniformed staffing
essentially flat through 2004, at about 40,200.
However, thecity’ sshareof tota personnd costs
wouldriseasfedera funding for policeofficers
isscheduled to expire after 2001.

* Thepreliminary budget projectsa7.5 percent
reductionin NY PD civilian staffing next year,
reflecting uncertainty over the continued
avalability of federd fundsfor civilian personnd.

The preliminary budget proposes to spend
$3.0hillion for the Police Department (NY PD) in
2001, or about 8 percent of the city’stotal budget.
However, IBO estimatesthat NY PD spending will
be$3.2 hillionin 2001, whichisa2.4 percentincrease
over 2000. IBO’s estimate for 2001 is about
$156 million morethan provided inthe preliminary
budget—Iargely dueto theinclusion of collectively-
bargained saary increases.

The financia plan proposes an average annual
declinein spending of 0.1 percentintotal fundsfrom
2000to 2004. City fundsare projected to increase
by 0.8 percent on an averageannud basis. Incontrast,
IBO projects average annual growth rates of
3.3 percentintota fundsand 4.2 percentincity funds.
More specifically, IBO estimates that NY PD
expenditureswill be$3.2 billionin 2001, $3.3hillion
in2002, $3.4 billionin 2003, and $3.5 billionin 2004.
IBO'slarger projected increasesin NY PD spending
primarily reflect salary increases and overtime
expenditures above thoseincludedinthe Mayor’s
financid plan.

Staffing. Personnel costs associated with
uniformed N PD staff account for over two-thirds
of the agency’s budget. The financial plan holds
uniformed staffing at about 40,200 through 2004.
Whilethisworkforceisnot projected to grow during
the plan period, the city’s share of total costsis
scheduled to increase asfederal funding streamsfor
policeofficers saariesexpire. AsreportedinIBO's
January 2000 Fiscal Outlook, thefedera fundingthe
city hasreceived since 1997 to pay aportion of police
officers saariesisscheduled to taper off to zero by
2002, with city fundsreplacing federa fundsbeyond
that point.

Incontrast totheleve saffing forecast for uniformed
personnel, thefinancial plan projectsa?.5 percent
reductionincivilianNY PD personne—fromjust over
9,000 in November 1999 to 8,334 by the end of
2001. The projected decline reflects uncertainty
surrounding thecontinued availability of federd funding
for civilian personnel. Currently, dmost 600 civilian
positions are fully financed with federal funds. A
reduction inthe number of civilian positionswould
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run counter to arguments made by the City Council,
City Comptroller, CitizensBudget Commissionand
others that many tasks currently performed by
uniformed police personnel could be safely and
competently performed by cviliangaff, a sgnificantly
lower cost. For example, the City Comptroller has
identified over 1,250 specific positionshe contends
couldbeassignedtocivilian personnd , thereby freeing
up uniformed personnel for direct law enforcement
duties.

Correction

* |BO estimatesthat Department of Correction
gpending will increase by over 3 percent between
2000 and 2001, primarily as a result of
collectively-bargained s ary increases.

 DOC's inmate population is declining. The
averageinmatepopulationfdl to 17,562 in 1999,
adecrease of 18 percent since 1992.

Thepreliminary budget provides$354 million for
the Department of Correction (DOC) in 2001, or
dightly morethan 2 percent of thecity’stotal budget.
IBO estimates, however, that DOC spending will be
$885millionin 2001, whichisa3.1 percent increase
over 2000. IBO’s estimate for 2001 is about
$30millionmorethan providedinthebudget—Iargdy
asaresult of including collectively-bargained sdary
increases.

Thefinancia plan proposesaverageannua DOC
spending growth of 1.0 percent in total fundsand
2.7 percent in city funds from 2000 to 2004.
However, IBO projectsaverageannud growth rates
of 3.7 percent intotal fundsand 5.6 percent in city
funds. More specifically, IBO estimatesthat DOC
expenditures will be $885 million in 2001,
$944 million in 2002, $970 million in 2003, and
$994 millionin2004. Our larger projected increases
in DOC spending primarily reflect slary increases.

Staffing and inmate population trends.
Personnel costs make up over 85 percent of DOC
spending, with uniformed staff expenditures

accounting for the majority of personnel spending.
Thefinancia plan callsfor uniformed staffing to
increase 1.3 percent over the plan period, from
11,170 in 2000 to 11,316 at the close of 2004.
Civilian staffing is projected to remain constant at
about 1,700.

After peakingin 1992 at 21,449, DOC'saverage
inmate populationfell to 17,562 by 1999, adecrease
of 18 percent. Thedeclineintheinmate population
continued during thefirst four monthsof the current
fiscal year, faling to 16,262—about 10 percent less
than the comparabl e period oneyear ago. Over the
same period, uniformed staffing declined by
4.4 percent, from 11,820in 199210 11,305in 1999.
Largely asaresult of such declinesin theinmate
popul ationwithout commensuratededlinesin gaffing,
DOC hascut overtime expenditures sincethe mid-
1990s, in 1999 DOC spent $65 millionin overtime,
compared to $89 millionin 1995. At thesametime,
thecity’sjailshave become safer, with morefrequent
wegponssearchesmade possibleby asmdler inmate-
to-officer ratio. Further analysisof inmate, staffing,
and safety trendsarewarranted, however, sincethe
significant declinein the agency’sworkload may
provide additional opportunities for budgetary
savings.

Leasing of beds to state. Since DOC’s inmate
population has declined and the state prison system
isovercrowded, thecity |easesexcessjail capacity
tothestate. Under thetermsof thelease agreement,
newly sentenced stateinmates may beretainedin
city jails for up to six months prior to transport
upstate, with thecity reimbursed at therate of $100
per inmateper day. In1999, the state paid $17 million
to the city for theseleased beds, with $26 million
anticipated thisyear for adaily average of about 700
beds. Although theaverage cost of abedinthecity’'s
jail systemisabout $189 per day, OMB contends
that themarginal cost of the bedsleased to the state
is actually well under $100 per day, therefore
rendering the lease agreement advantageousto the
city. Next year, thecity anticipatesleasngan average
of only 200 such bedsto the state asaresult of the
planned opening of two new state prison facilities.
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Debt Service «  Debt serviceasapercent of tax revenuesisalso
rising, from 18.5 percent in 2001 to 20.0 percent
Themgjority of thecity’scapita programisfinanced in2004. Thisisasignificant increasefrom 1990,
with debt backed by city tax revenues. Chapter 4 when debt service consumed 11.6 percent of tax
explainshow theentire capital programisfinanced, revenue.
whilethissection presentsthe debt serviceimpact on _ _ _
thecity’sexpense budget. Fivetypesof debt haveadirect clamonthebroad

taxing powersof thecity: General Obligation (GO)

»  Debtsarvicepaymentshaverissnsharplyinrecent  bonds, short term notes, bonds issued by the

yearsand are expected to continuetoriseover  Municipal Assistance Corporation (MAC) andthe

theforecast period. Transitional Finance Authority (TFA), and capital

lease obligations. GO debt and short-term notesare

» Adjustedfor prepayments, debt servicespending  backed by thefull faith and credit of thecity and MAC

will rise 7.0 percent annually on average, from  debt is supported by the sales tax. Capital lease

$3.5hillionin2000to $4.6 billionin 2004. obligations are supported by annual city
appropriations.

Accounting for Debt Service and Capital Expenditures

In discussions of the cost of financing the city’s capital program, debt serviceistypically
equated with the paymentsfor debt service made out of the city’soperating budget or genera
fund. Inactudity, thegenera fundisonly oneof severd different government fundsinvolvedin
financing thecity’scapital program and related borrowing costs.

» Capital expendituresare made out of the capital projectsfunds, and their main source of
revenueis proceeds from sales of bonds; these proceeds are augmented by federal and
state categorica ad and other revenuesflowing directly into thesefunds.

»  Paymentscovering the principal and interest on thebondsaswell ascapital |ease costs—
which together comprise actua debt service—are made out of the debt servicefunds, and
their main source of revenueisoperating transfersfromthe general fund; other debt service
fund revenuesinclude state categorica ad, investment income, and (asof 1997) city income
tax paymentsflowing directly into the debt servicefund.

* A shareof thegeneral fund'stransfer for debt serviceis, inturn, offset by state education
building aid. Unlike other capital-related intergovernmental aid, building aid goesinto the
city’sgenera fund (whiled so gppearing asunrestricted aid inthe Board of Education budget).

*  Debt servicetransfersfrom thegeneral fund arealso partially offset by paymentsfromthe
Water Board to thecity covering interest and principa on GO bondsthat wereissued for
water and sewer purposes prior to the establishment of the New York City Municipal Water
Finance Authority.

e Since 1986, investment in water and sewer projects hasbeen largely financed by Water
Authority revenue bondsthat areliabilities of the authority’s own separate fund. Water
Authority financing accountsfor amost aquarter of thecity’ stotal capita funding program.




54 Analysisof theMayor’sPreliminary Budget for 2001

March 2000

Unlikethese other obligations, TFA debt service
isnot paid fromthecity’sgenera fund. However, we
include it here because its bonds are backed by a
dedicated portion of the city’s persona incometax
revenues.

Thecity hasalso started to finance aportion of its
capital program with bondsissued by the Tobacco
Settlement Asset Securitization Corporation
(TSASC). Bondsissued by TSASC havenoclam
on city tax revenues. Thisnew debt (issued inthe
form of Tobacco Flexible Amortization Bonds or
TFABS) is serviced by payments received from
tobacco companiesunder thetermsof anationd lega
settlement. Thisgivesthecity added capacity tofund
itscapital program inthe coming threefiscal years
even while GO borrowing is constrained by the
constitutional debt cap (see Chapter 4).

TSASC debt service and the portion of tobacco
settlement revenues set aside to pay for it are not
includedinthegenerd fund (or city’sfinancid plan).
Incontrast to theexclusonof TFA, therearegrounds
for this. Asnoted inthe accompanying box, genera
fund debt service expenditures represent only the
portion of the cost of financing city debt that is
supported by city tax revenues. Other significant
funding sourcesfor debt servicethat arenot carried

in the general fund include debt service fund
investment income ($79 millionin 1999) and state
categorica aidtothe City University Construction
Fund ($292 millionin 1999). As another non-tax
source of debt financing, TSASC debt service
resemblesthelatter andisnot includedintheBO
projection of city debt service. Itisimportant to note,
however, that the city’sdecision to finance capital
expenditures by securitizing a portion of tobacco
settlement payments does divert revenues that
otherwise would have flowed into the operating
budget and been avail able to finance other needs.
TSASC debt service is projected to rise from
$28 millionin 2000 to $197 millionin 2004.

Trandersand paymentsfor debt servicehavebeen
absorbing anincreasing share of city tax revenues
since 1990, and are projected to continue growing
faster than taxesthrough 2004. Debt servicetrends
have been obscured in recent years by the use of
surplusesto prepay debt servicedueinthenext fiscal
year. Prepayments move debt service burdens
betweenfiscd years, increasing thetotal costsof debt
servicein someyearsand lowering themin others.
For example, IBO assumesthat the expected 2000
surpluswill be used to prepay $2.7 billionin debt
service scheduled to bepaid in 2001. Adjusted for
prepayments, transfersand paymentsfor debt service

will risefrom$3.5billionin2000to $4.0billion

Figure 3-11.
Debt Service Rising
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in 2001 and $4.6 billion in 2004.

Figure 3-11 shows the growth of tax-
supported debt service (with prepaid debt
serviceinitsoriginaly scheduled year) asa
percentageof city tax revenues. Therisngratio
of debt service to tax revenuesl] from
11.6 percent in 1990 to a projected
18.5 percent in 2001 and 20.0 percent in
200411 isattributableto severa factors. New
borrowing for capital spending rosefroman
averageof $1.1 billion per year inthe 1980s
to $2.8 billion in the 1990s, an increase of
about 75 percent after adjusting for inflation.
Borrowingwill remaingtrong over thefinanciad
plan period, averaging dmost $2.9 billion per
year without TSASC and over $3.3 hillion
per year withit.
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Even without TSASC debt the 8.5 percent
average annual growthin net new borrowing over
the 2000-2004 financial plan period (most of it
occurring in the last two years of the plan) far
outpacesthe 1.0 percent average annua tax revenue
growth forecast for this period.

Other Spending Areas

Spending in all other areas, including housing,
parks, culturals, libraries, and business services,
accountsfor over 21 percent of thecity budget in
2001. IBO estimates that this spending will total
$7.9hbillionin 2000. By 2004, thisspending will be
$8.2hillion, anaverageannua increaseof 3.0 percent.
First, we will discuss the budget impacts for
implementing Local Law 38 on the Department of
Housing Preservation and Devel opment. Wethen
address the proposed budget cuts for cultural
institutions, libraries, and parks. Finally weturnto
the Department of Business Services.

Housing

*  TheDepartment of Housing Preservation and
Development (HPD) hasbegun hiring personnd
toimplement Local Law 38 of 1999, thelead
paint hazard reduction law that went into effect
November 12, 1999. Thetotal proposed budget
forimplementationin2001is$13 million, which
will be funded by federal community
development block grant money.

*  HPD continuesto havedifficulty fully saffingits
housing inspector positions; it cannot be
determined fromthebudget how many inspector
positionsthe department intendstofill in 2001.

» Asthestock of city-owned*in-rem” properties
continues to decline, more and more CDBG
funds will become available for code
enforcement and other purposes.

Local Law 38. Asaresult of the enactment of
Local Law 38 of 1999, thecity will incur additional
costsrelated to the remediation of lead paint hazards
inmultipledwdling units. Thedepartment of Housing

Preservation and Devel opment (HPD) estimatesthat
the annual cost of the required measures will be
$13.0million beginningin 2001. Thisamountincludes
fundsfor emergency repairs, which arerequired by
the new law when landlordsfail to remedy alead-
paint hazard after HPD issuesaviolation, and for
80 additiona housinginspectors, legd staff, and other
personnd. Thedepartment proposesshifting funding
for Local Law 38implementation from city fundsto
federal Community Development Block Grant
(CDBG) funds in 2001. IBO’s reestimate of the
preliminary budget assumesthat the department will
continueto use CDBG fundsfor thispurposeinfuture
years.

Code enforcement staffing and funding. The
Mayor’s preliminary budget for 2001 proposes
eliminating $6.6 millionin Council initiativesenacted
for 2000, including $2.7 million for enhanced code
enforcement. Thesefundswereoriginaly intendedto
finance an increasein code enforcement personnel
up to 268 positions, although by agreement with the
Council, HPD shifted some of the funds to non-
personnel expenditures. Given the proposed cut, on
the one hand, and the increased budget for code
enforcement for Locd Law 38 ontheather, itisunclear
at thispoint how many ingpector positions arefunded
for 2001 inthecurrent financia plan.

Although the number of housing inspectorshas
increased along with the budget for the Division of
Code Enforcement, the department hasregularly had
difficulty fillingitstota authorized postions. Assuming
that thetotal number of authorized positionsfor 2000
1S268, the department isagain below itsauthorized
positions, asof mid-March, the Department employed
234 housing inspectors (see Figure 3-12).

In the future, HPD may be able to fund code
enforcement from CDBG fundsthat arecurrently used
for the maintenance and disposition of properties
seized by thecity through the“in-rem” process. As
thein-rem stock declines, savingsfrom maintenance
could beusad tofund other prioritiesin HPD, including
code enforcement. HPD’s goal is to completely
dispose of thein-rem stock by 2007. The proposed
budget for in-rem property management for 2001 is
$149.8 million.>
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Figure 3-12.

Actual Housing Inspectors Fall Short of Authorized Positions
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beyond.

Itisnot clear, however,
that DOB will be able to
meet its goal of 96
construction inspectors.
The brisk rate of
congructioninthecity, and
theresulting strong demand
for workersinthebuilding
trades, has created a
relativescarcity of quaified
individuals to work as

Buildings

»  TheDepartment of Buildingsproposeshiringten
additiona congtructioningpectors, dthoughit has
not yet filled dl the postionswhich arecurrently
vacant.

Construction oversight. To meet the need for
more construction oversight, the Department of
Buildings (DOB) proposes hiring ten additional
construction inspectors (along with clerical support

inspectors. Asaresult, the

department hasbeenunable
tofill al of itscurrent authorized positions. Although
the 2000 budget authorized 86 construction
inspectors, asof theend of February, the department
actually employed only 74 (seeFigure 3-13).

Revenues. Thebrisk rate of new construction has
boosted revenuesfrom construction permits. The
department anticipates collecting an additional
$2.5millionaboveearlier projectionsfor congruction
permit fees in both 2000 and 2001, for atotal of
$41.0millionand $37.8 million, respectively.

Figure 3-13.
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Cultural Affairs

* Preiminary budget proposa swould reducecity
expenditureson cultural affairsby $30.7 million
in2001.

* Thecultural programsunit, acollection of over
200 organizationsreceiving smaller city grants,
would be affected the most by thisreduction.

* Inthepad, largeculturd affairsbudget reductions
proposed in the preliminary budget have been
restored by the City Council.

IBO estimates that the Department of Cultural
Affairs (DCA) spending would be $86.4 millionin
2001, 24.4 percent less than the projected
expenditures for 2000. DCA'’s operating budget
includes four major components:. the cultural
ingtitutions group (CIG), cultural programs, the
Cultura Challenge, and agency administration.

The CIG is comprised of 34 major cultural
ingtitutions, most of which arehoused in city-owned
buildings. Thisgroupincludesorganizationssuch as
the Metropolitan Museum of Art, the Wildlife
Conservation Society, and the New York State
Theater (New York City Operaand New York City
Ballet). In 2000, theseinstitutionswill receivecity

appropriationsfor operating and energy expenses
ranging from $200,000 to $16.9 million, for atotal
of $91.0million. The proposed budget for 2001 would
reduce this appropriation by $16.6 million
(18.3 percent), withreductionsdlocated fairly evenly
amongtheinditutions.

Theculturd programsunitincludesover 200 culturd
organizations, programs, and eventsthat will receive
grantsranging from $5,000 to nearly $600,000, for a
total of $18.2 millionin 2000. Thiswould bereduced
by 75 percent to $4.6 million in 2001 under the
proposed budget.

The Cultural Challenge awards grants to
organizationsonacompstitivebass. Thesegrantsmust
be matched by private funding. Traditionally,
60 percent of thesefundsarereserved for alocation
tomembersof the CIG. TheCulturd Challengeisthe
only component of DCA's budget that is fully
preserved inthe preliminary budget for 2001, withan
alocation of $5million.

In addition to providing subsidies and grantsto
cultural organizations, DCA administers several
programsand initiativesin support of New York City
artsand artists. Funding for these programs aswel
asDCA daff sdariesand administrative expenseswill
total $3.7 millionin 2000. The preliminary budget

Figure 3-14.
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proposes reducing this funding by 11.2 percent
in2001.

Over thelast severa years, DCA hasbeen one of
the primary targetsof preliminary budget reductions.
In the past, however, the proposed reductions have
been restored by the City Council and supplemented
through Borough Presidents’ dlocations. Figure3-14
showshigtorical differencesbetweenthepreliminary
budget, the adopted budget, and what was actually
spent over the past five years. Because the purpose
of thisreport isto estimate the fiscal impact of the
Adminigration’spreliminary budget proposds, IBO's
expenditure projectionsassumethat funding will not
berestoredin subsequent versionsof the budget for
2001. However if thepastisany indicator, it islikely
that DCA'’s budget will be somewhat higher than
indicated by the preliminary numbers. Historicdly the
sharesallocated to agency administration, the CIG,
and cultural programs have remained relatively
congtant.

Libraries

» Eachof thecity’sthreelibrary systemswould
receive 19to 20 percent lesscity fundingin 2001
under the Administration’s proposed budget.

» Thepreliminary budget includesaproposal to
offset thisreduction in funding by enhancing the
libraries partnershipswith private organizations
andindividuds, and by raising revenuefrom new
user feesand concessions.

IBO estimates that city spending on New York
City’slibrariesin 2001 will total $185.5million. This
is$45.2 million (19.6 percent) lessthan projected
spending for 2000. Thereductionsareappliedfairly
equally in percentagetermsacrossthethreelibrary
systems: the New York Public Library, Brooklyn
Public Library, and QueensBorough Public Library
(seeFigure 3-15).

Queens and Brooklyn each have their own
independent library systems, which are budgeted
individually. The NYPL research libraries (the
Humanitiesand Socid SciencesLibrary, Schomburg
Center for Research in Black Culture, New York
Public Library for the Performing Arts, and the
Science, Industry, and Business Library) are also
budgeted separately. Theremainder of theNew York
Public Library systemincludesseveral specialized
branches, aswell asd| of the Bronx, Manhattan, and
Staten Idand neighborhood branches.

Thelibrariesdiffer from other city agenciesinthat
they arenot-for-profit organizationschartered by the
New York State Board of Regents. Only thecity’s
portion of library funding appearsin thecity budget.
City money has accounted for approximately 65 to
70 percent of thebranch libraries’ budgetsin recent
years. Thelibrariesa soreceive state and federa aid
and deriverevenuesfrom user feesand finesthat do
not passthrough the city’sbudget.

Likelast year’spreliminary budget, the proposed
2001 budget calls for the creation of a “Private
Partnership Incentive Program” to offset someof the

Figure 3-15.

Dollars in thousands

Proposed Changes in City Subsidies to Libraries

Percent

2000 2001 Change

NYPL Research Libraries $ 14,660 $11,816 -19.4%
New York Public Library 88,091 71,202 -19.2%
Brooklyn Public Library 65,901 52,615 -20.2%
Queens Borough Public Library 62,003 49,870 -19.6%
Total $ 230,655 $ 185,503 -19.6%

SOURCE: IBO.
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cuts. Although this program has been proposed in
the past, it has never been implemented because
reductions proposed in the preliminary budget have
been restored by the City Council. Thepreliminary
budget providesno detailsabout thisprogram or how
it would operate. Currently, the branch libraries
receivevery littlerevenuefrom private donors. For
example, the Queens Borough Public Library
recorded $2.1 million, roughly 2.6 percent of their
total budget, in private contributionsfromindividuals,
corporations, and foundationsin 1999.

Also suggested in the preliminary budget is a
programto raise revenuesfrom branch libraries by
increasing user fees. Thisproposal callsupon each of
the three systemsto rai se $500,000 from “revenue
initiatives, such asfeesfor video and CD rentalsand
concessions.” Although the preliminary budget
proposesusing these new revenuesto offset reductions
incity library subsidies, traditionally, thecity hashad
littleinvolvement in how city fundsare spent by the
libraries. Giventhereationship between thecity and
the library systems, the proposals are closer to a
recommendation than arequirement.

Parks and Recreation

*  Under theprdiminary budget, the Department of
Parksand Recreation’sspending for 2001 would
be 4.2 percent lessthan projected spending for
2000.

»  Savingswould result from decreased funding to
arange of City Council programs, as well as
continuation of the department’shiring freeze.

* Revenue from Yankee and Shea Stadiumsis
expected to increase as aresult of last year’'s
successful seasons, and citywide parks
concessionsrevenueisexpected to continueto
grow.

IBO estimates 2001 spending of $175.0 million
for the Department of Parks and Recreation, $2.4
millionlessthan projected spending for 2000.

Proposed reductionsinclude the elimination of
$4.1 million for arange of programs added to the
budget by the City Council inrecent years, including
the swimming program, thetree and stump removal
program, and 102 seasonal playground and
maintenance positions. Last year’spreliminary budget
proposed similar funding reductions which were
subsequently restored by the City Council.

Last year’spreliminary budget a so proposed saving
the department money by redeploying ten full-time
laborersto other city agenciesand redeploying 200
other full-timecity parksworkersto other agencies
for four months during the winter. Although this
proposa wasadopted, lega and collectivebargaining
issues prevented the department from implementing
these changes. Asaresult, the Administration has
proposed restoring funding for these positions
($2.1 million) to the park’ sbudget.

In another effort to save money by reducing the
off-seasonworkforce, thisyear’s preliminary budget
proposes continuation of the department’slong-term
hiring freeze. Under thisproposal, therewould bea
100 percent full-timehiring freezebeginninginfisca
year 2001. Full-timepositionsvacated through attrition
would be replaced with six-month seasona positions.
OMB estimatesthat 97 full-time positionswould be
replaced, saving $812,000in 2001 and twiceasmuch
intheout-yearsof thefinancid plan.

Onefactor protecting the Parks Department from
larger funding reductionsisan anticipated increasein
revenuefrom concessionsand magor league stadium
rentals. While concession and rental revenuesflow
into thegenera fund, thecity hastraditionally offset
cutswhich it might otherwise have madeinthe Parks
Department budget with increased revenues.
Increased attendance following recent successful
Yankees and Mets basebal| seasonsis expected to
resultin$5.1 million additiona revenuein 2001.

Therevenuefrom the Parks Department, generated
mainly from concessionsat facilitiesthroughout the
city, is expected to reach an all-time high of
$43.3millionin 2001.
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Business Services

* Theappropriation for the Emerging Industries
Fund waslowered from $25 million for 2000to
$4.5 million in the January plan because
investments have not taken place at the expected
rate. The 2001 and 2002 appropriations were
increased from zeroto $10 millionin each year.

* In contrast, the January plan maintained the
adopted appropriation amount of $20 millionfor
New York Empowerment Zone, thanksto brisk
disbursals. Appropriaionsof $10 million per year
are anticipated for 2001 and 2002.

*  Capitd commitmentsfor 2000 are substantially
morethan in past or future years, thanksto the
$225 million appropriated for anew facility for
theNew York Stock Exchange.

Operating Budget. Morethan half of thefunds
gppropriated for the Department of Business Services
(DBYS) is used for loans, funds, and grants to
businesses for economic development purposes.
Becauseit has proven difficult to predict theamounts
needed by businesses meriting these funds, the
amounts appropriated for DBS in 2000 and 2001
havebeen quitevoldtile.

At adoption of the 2000 budget, $66 millionin city
fundswere appropriated for DBS, $20 million for
loans, grants, andinvestmentsmade by theNew York
Empowerment Zone (NY EZ) and $25 million for
equity or debt financing for small companiesin select
industriesthrough the Emerging IndustriesFund (EIF).
TheNY EZ gppropriationwas$10 millioninthe2000
executive budget, but, since only $15,000 of the
$10million adopted for 1999 was actually used, the
remaining appropriationwas*rolled over” into 2000.
Asaresult of brisk disbursalsto date in 2000, the
NY EZ appropriation remains $20 million thisyear.
Another $10 millionislikely to be appropriatedin
2001. The city agreed to provide $100 millionin
investment fundstotheNY EZ over aten-year period.

In contrast, EIF investments have not taken place
at theanticipated pace. Hence, the preliminary budget
has reduced the 2000 appropriation by $20 million
to $4.5million. The EIF gppropriationsfor both 2001
and 2002 wereincreased from zero to $10 million.

Capital Budget. The DBS capital commitments
for 2000total $578.8 million, including $551 million
for economic development. Thebaanceisprimarily
for reconstruction of the Tweed Courthouseinlower
Manhattan. Thelargest sngleeconomic devel opment
commitment is$225 millionfor congtruction of anew
fecility for theNew York Stock Exchange. Thisproject
remains in negotiation, however, and its status is
uncertain. The 2000 plan also provides $34 million
for reconstruction of the Staten Island Ferry’s
Whitehdl Termindl.

A new minor league stadium on Staten Island is
also under construction, and some of its
fundingd $28million[] iscomingfromthe2000DBS
capital budget. Thetotal cost of the stadium comesto
$71 million. That total dsoincludes$21 millionfrom
the EDC operating budget for land acquisition, site
remediation, and waterfront repair, and $12 million
to be spent by the Department of Transportation on
infrastructurerelated to the stadium.

The single largest economic development
expenditurefor 2001, for which commitmentstotal
$152million, is$30 millionfor the Sportsplex complex
in Coney lsland, Brooklyn. Two other major
economic devel opment projectsare also anticipated
inthat boroughin2001: $15 million for construction
at the Brooklyn Army Termina and $15 millionfor a
minor leaguebaseba | stadiumin Brooklyn. Thetotal
bill for that stadium is expected to be $20 million,
with $5 million committed for 2000. Major
expenditures anticipated for the yearsbeyond 2001
include $15 million for redevelopment of Governors
Island in 2002 and $79 million to be spent on
waterfront commercia construction between 2002
and 20009.
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Other Spending | ssues

Thissection highlightsafew other spendingissues
that affect the city budget: pensions, labor costs, tort
reform, and stadiumfinancing. Our andysisindicates
that the preliminary budget hasunderestimated likely
labor costsand costsassociated with claims against
thecity. Also, itisimportant to note that even though
the preliminary budget has appropriated $694 million
for congtruction of stadiums, sportsfacilities, and other
infrastructureimprovements, thecity doesnot havea
plan asto how thesefundswill be spent.

Pensions

e Thetota contribution to the city’s five mgor
pengon plansreflectedinthe January financid plan
was$702 millionin 2000, significantly lessthan
the$1.2 billionincludedin November.

* In2001, thefinancid plan’sproposed contribution
is$889 million, $295 million bd ow theNovember
amount. Thecity’sproposed contributionsarea
total of $831 millionlessin 2000 and 2001 asa
result of anumber of changesin assumptionsand
methodsthat were recommended by thecity’s
Chief Actuary.

The city’s contributions to its public employee
pension plansareintended to ensure that the plans
will be ableto meet their contractual obligationsto
the city employeesand retireeswho arethe plans
members. Thecontributionsarecd culatedtogradudly
pay down any unfunded liability[] the difference
between each plan’sassetsand itsexpected liabilities.

Oneof therolesof the Actuary isto periodically
review the assumptionsgoverning the assessment of
theplans ability to meet their obligations. Up-to-date
information allows the Actuary to produce more
realistic estimates of theretirement system’sneeds.
In October 1999, Watson Wyatt and Company, hired
by the City Comptroller to performaperiodicreview,
reported theresultsof an experiencestudy of thecity’'s
retirement systems. Watson Wyatt provided updated
estimates of demographic information such asthe
longevity of pensioners and expected age of

retirement, and economic assumptionssuch asinflation
rates, investment returns, and growth rates of
employee salaries. Based on the Watson Wyatt
findings, the Actuary proposed a comprehensive
packageof changesthat would ultimately leed to steep
reductionsin the 2000 and 2001 contributions.

Onthebasisof their very substantial impact onthe
city’scontributions, two of the Actuary’s proposed
changes stand out. One is to reduce the expected
rate of return or theactuarial interest rate (AIR) on
most city pension assets from 8.75 percent to
8.0 percent; if doneonitsown thiswouldincrease
the contribution by $866 millionin 2000. If theassets
are expected to increasein value more slowly, the
city’scontributionswill haveabigger gaptofill.

Another magjor changethe Actuary proposesisa
mar ket valuere-start, or therecognitiont] in order
to determinethe contribution] of the pension assets
at their market value rather than at their current
actuarid vaue. Thecontributionistypically based on
anactuaria asst v uaion methodinwhichinvestment
returns above or below the expected level are
gradually acknowledged over afive-year span. This
method isdesigned to smooth thecity’scontributions,
even when investment returns are volatile. This
phasing-in, however, combined with four years of
greater-than-expected asset growth, hasresulted in
anactuarid vaue$17 billionlessthan market valueat
theend of 1999. Resetting actuaria valueto market
value would reduce the 2000 contribution by
$1.2hillion.

The city isrequired to pay the amount that the
Actuary announcesisnecessary, but the Actuary’s
ca culationsmust be based on assumptions approved
by each plan’sboard of trustees. Some of the changes
he is proposing require enactment by the state
legislature as well. Without those changes in
assumptions, the Actuary will beforced to determine
contributionsfor 2000 roughly equal to theamounts
proposedinthe November financia plan.

Concerns of the City Comptroller. The City
Comptroller hasexpressed concerns about some of
the Actuary’s proposed changes, particularly the
market valuere-start. The Comptroller believesthat
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the city would be better prepared for the arrival of
difficult economictimesif larger contributionsaremade
now, intimesof surplus. TheComptroller’'sComments
on the Preliminary Budget argued that domestic
equitiesare probably overvalued and the plan assets
arevulnerabletoadeclineinvaue. If themarket vaue
of theportfolio, $92 billion at theend of 1999, were
to decline to the actuaria value, $75 billion, the
November plan contributions would be more
appropriate. Furthermore, smaller contributionsin
2000 and 2001 would push up pens on contributions
infutureyears, sincethey makethe asset level less
than origindly planned.

The Comptroller recommended accepting some
but not all of the Actuary’s proposals. The
Comptroller’s recommended package of changes
would increase the contributions relative to the
November amounts, to $1.5 billion and $1.3 billion
in 2000 and 2001. For the two years, these
contributionswould total $2.8 billion, $375million
more than the November plan amounts, and
$1.2 hillion more than the January financia plan
recommendations.

Argumentsfor and against there-start. There
aresevera argumentsinfavor of there-start. First,
the re-start would free up considerable budgetary
resourcesforimmediate use. Also, there-start would
likely leadtoamorelevel stream of city contributions
that areafairly constant percent of payroll. Thishelps
promote sound budgeting. Without the re-start
contributions would be expected to decline from
$1.2billionto $703 million from 2000 to 2004 asthe
actuarid vauation gradualy recognizestheimpressve
market value growth of thelast four years. Finaly,
athough there-start d one coul d be deemed imprudent
foritslong-termimplications, itisbeing proposedin
combination with other conservative changesinthe
plan assumptions. In the long run, the proposed
packagewill require higher contributionsthan the
assumptionscurrently used.

Theredso areargumentsagaing there-start. Firs,
foregoing the re-start would require higher
contributionsin the near term, resulting in greater
pension assets and reduced future contributions.
Second, thecity will enjoy asurplusthisyear so that

thesignificant near-term benefitsof are-start arenot
asnecessary now asthey might be at afuture date.
Finaly, adramatic plungeinthe stock market could
causethefinancia plan’scontribution to appear too
small inretrospect. Inthat case, there-start would
not producethelevel contributionsexpectedto be
oneof itsadvantages. If asharp dropin pensonassets
followed a market value re-start, the required
contributionwouldincrease steedily over thenext four
years, asthe actuarial value gradually decreased to
the new low market value. Under this scenario,
foregoing there-start could lead to asteadier level of
asset va uationsand city contribution amounts.

L abor

* IBOprojectsthat overtimespending will continue
to increase and will reach an all-time high of
$550 millionin2001. Theincreasein overtime
spending isprimarily dueto additional spending
onuniformed services.

» Thecity’sfinancia plan only incorporates|abor
costsassociated with atwo-year agreement with
theunions. If the agreement wereto cover dl four
yearsand provideincreases equal to therate of
inflation, city-funded costs would increase by
$672millionin 2004.

*  Unlikepast yearswhen the same percentagebase
salary increasewas provided to all employeesof
a specific union, the city has proposed to
implement amerit pay plan, inwhich employees
would receive salary increases based on
performanceevauations.

Workforce. The preliminary budget plansfor the
workforcetototal 251,893 on June 30, 2001, which
would beitsfourth highest level snce 1975. It would
bethethird highest if theworkforce does not grow
by 3,705 employees, from 249,689 in December
1999, the latest avail able data, to 253,394 on June
30, 2000 as planned. Thesefigures do not account
for thecity’scurrent use of Work Experience Program
participantsor alikely increaseover timeintheservices
that are provided through contractswith private and
not-for-profit firms.
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Figure 3-16 showsthat sncethe 1970sfiscal crisis
theworkforce generdly has contracted and expanded
twice. Asthecity cut expendituresto recover from
thefiscal criss, theworkforcedeclined toitslow of
193,277 in 1977.% It then increased during the
economicexpanson of the 1980stoitshigh of 253,112
in 1991. During the first half of the 1990s, the
workforcedeclined dightly intherecession and then
moresgnificantly whenMayor Giuliani andtheunions
agreed to severance incentives and workforce
redeployment programsthat reduced theworkforce
to 235,069 in 1996. Between 1996 and 2001 the
planned net growthinthecity’swork forcewill total
7.2 percent and is attributable to increases in the
number of teachersinthe Board of Education andthe
hiring of additiond police.

The Adminigtration’sprojected workforcedecline
of 1,501 positionsfrom 2000 to 2001 isduemainly
to decreasesin the Department of Social Services
(278); Department of Sanitation (127 civiliansand
127 uniformed personnel); Manhattan District
Attorney (207); Department of Health (181); Police
Department (180 civilians); Department of
Transportation (134); and the Department of Parks
and Recregtion (97). Thesedeclinesarepartidly offset
by an increase of 390 teachers in the Board of
Education.

Over 65 percent of theincreased overtime costsin
2000 aredueto additional spending intheuniformed
agencies. Thisincreaseisdue mainly to thecity’s
increased anti-drug initiatives; the Year 2000
celebrations; unplanned eventsand emergencies, and
increasesresulting from waste export programsand
weekly recycling inthe Department of Sanitation. IBO
projectsthat thistrendinincreased overtime costs
will continue, with overtimereaching $550 millionin
2001, and $567 million by 2004.

Collective bargaining agreements. The city’s
unionshavelabor contractsthat are dueto expirein
2000 and 2001. In antici pation of the negotiation of
new contracts, the city hasprovided fundsinthelabor
reserve based on atwo-year labor settlement. The
city hasbasad itscost estimatesof thelabor agreements
on the projected rate of inflation and has provided
$325 million in 2001, $750 million in 2002, and
$800 millionin 2003 when the cost of thetwo-year
labor settlementsarefully annualized. Unlike past
contracts that provided the same percentage base
sdary increaseto all employeesof aspecific union,
the city has proposed amerit pay plan. Under the
merit pay plan, employees would receive salary
increasesbased on performanceeva uations. Thebest
workerswould be rewarded with the largest wage

New York City Headcount, 1975-2001
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increases and those workers who do an adequate
jobwould receiveamoderate wageincrease. Those
workerswhose performanceisinadequate would not
receive a wage increase but would be given the
opportunity toimprovetheir performance.

Althoughthefinancid planincludesthesefundsin
thelabor reserve, inorder to present amorerealistic
picture of agency spending, we allocate them to
agencies on the assumption that merit isdistributed
proportionately acrossthe agencies.

Thecity has projected its costs associated with the
new labor contracts based on atwo-year agreement
withtheunions. Sincethecity’sfinancia plan covers
the period through 2004, IBO has projected the
impact of awage settlement that coversthefull plan
period (four years). A collectivebargaining settlement
based on the projected rate of inflation and beginning
after the proposed two year agreement endswould
increase city funded costsan additiona $327 million
in 2003 and $672 millionin 2004.

Productivity. The financial plan also includes
savings attributable to what is termed “labor
productivity.” Thesesavings(or reductiontothelabor
reserve) wouldtota $250 millionin2001, $265million
in 2002, $280 millionin 2003, and $300 millionin
2004. Thecity hasnot provided any detailsregarding
these savings other than to suggest they could come
from employee contributionsto healthinsurance or
savingsinfringebenefit costs. Whilethistypeof action
would reducethecity’sspending, it doesnot increase
the output per worker. 1t would not reorganizework
processesor usetechnology, for example, toincrease
theoutput or quality of servicesor reducetheir cost.
IBO has included these proposed savings in the
financia plan. Given thelack of specificity and the
need for collective bargaining, however, these
productivity savings may not materialize. If these
savingsdo not occur, city spending will be greater
than presented.

Tort Reform

The Administration projectsthat $478 millionin
judgmentsand claimsexpenseswill be paidin 2000.
Moreover, cogtsareexpected to grow to $507 million

by 2004. Themagjority of the claimsagainst thecity
aretheresult of personal injury cases. In 2000, for
instance, $458 million or 96 percent of the estimated
Settlementsagaingt thecity areprojected toresult from
personal injury cases.

In order to control the rapidly rising costs of
personal injury claims, the Administration has
proposed that the state government enact certaintort
reform measures. The proposalswould limit awards
for pain and suffering and other non-economiclosses
to $250,000, and would require plaintiffsto prove
they incurred medical expensesof at least $5,000in
order to recover damagesfor non-economic losses.
Thecity isaso urging the passage of legidation that
would provide the Court of Claims exclusive
jurisdiction over persona injury and wrongful death
lawsuits against state-created entities such as the
Board of Education and the New York City Health
and Hospitals Corporation. The Administration
anticipatesthat thisshift of persond injury casesfrom
ajury systemto the Court of Claims, wherecasesare
tried by ajudge sitting without ajury, would savethe
city money. Thepreliminary budget includessavings
of $35millionfromthismenu of tort reforminitiatives.
Becausethese proposal s have been submitted to the
state L egislature in the past without success, IBO
assumesthat thecity will not achieveitsproposed
tort reform savings.

Stadium Financing

* The preliminary budget proposes spending
$573 million for the construction of mgjor league
sports stadiums. There is a great deal of
uncertainty, however, regarding exactly how this
money would be used.

*  TheAdministration hasal so proposed spending
money for minor leaguestadiumsin Brooklynand
Staten Island, and a sports complex in Coney
Idand.

The Administration has proposed spending
$694 million for construction of stadiums, sports
facilitiesand related infrastructure improvements.
Most of these funds, $573 million, are in the
miscellaneous budget portion of the operating budget
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to fund magjor league stadiums on a pay-as-you-go
basis. The balance of the funds, $121 million, are
providedinthecity’scapita budget and the expense
budget of the Economic Development Corporation
to fund minor league stadiums, rel ated infrastructure
work, and asportscompl ex.

The $573 million for the construction of major
league stadiumsis $303 million lower than the 2000
adopted budget and financia plan, which provided a
total of $876 million for the construction of sports
fadilities. Projectsbeing discussadincludeanew mgor
league baseball stadium and sports complex in
Manhattan, anew Queensstadium for theMets, and
anew or rehabilitated Yankee stadiumin the Bronx.
TheManhattan stadiumisaso envisioned for useas
an Olympic stadium should New York City be
selected asthe site of the 2012 Olympics.

Despite the size of the city’s appropriations for
major league stadium construction, agreat deal of
uncertainty surrounds such basic issues as what
projectswill befunded, how muchthey will costand
what share of total costs will be borne by the
taxpayers. Since no funds have been spent yet, itis
unlikely that the $90 million that hasbeen alocatedin
the 2000 budget for stadium facilitieswill actualy be
gpent in 2000. Wetransfer theseexpendituresto 2001.

In addition to the major league stadiums, the
Adminigtration has proposed spending $20 millionfor
aminor league baseball stadiumto belocated onthe

site of the former Steeplechase Park in Brooklyn;
$30 million for an amateur sports complex to be
located in the Coney 1dand section of Brooklyn; and
$71 millionfor aStaten 1dand minor league baseball
stadium and therelated infrastructurework.

Notes

1 Agency expenditures have been adjusted to reflect the
allocation of the labor reserve, including the two-years of
merit pay that thefinancial plan locates centrally, aswell as
expected increases in labor costs.

2Inthe Medicaid program, New York City pays 25 percent of
non-long-term care expenses and 10 percent of long-term
care expenses.

3 Although BOE isreceiving $58 millionin RESCUE funds
thisyear, only $46 million hasbeen recognized to datein the
city’scapital commitment plan.

41BO’sspending projectionsexcludeintracity salesand $35

million for the senior colleges that each year are placed in
the budget but by design are not spent; the $35 million merely
function as accounting placeholders for impending state
funds.

5 This includes PS and OTPS budgets for the Office of
Housing Maintenance and Sal es (units of appropriation 006
and 010), exclusive of the Division of Alternative
Management Programs and spending on NY CHA programs.

® These figures have been adjusted to account for the state’s
takeover of CUNY senior colleges and the court system.
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Capital Program
and Financing Plan

Overview

»  TheMayor’spreliminary budget providesfor
$24.2 billionin capital commitmentsfor 2000
through 2003, a44.5 percent increase compared
to 1996-1999.

*  Environmentd protectionisthelargest andfastest
growing area of the city’s capital budget,
consuming 25.9 percent of planned capital
commitments. Education and hospita sisthenext
largest category (23.6 percent), followed by
transportation (17.5 percent), and housing and
economic devel opment (9.1 percent).

* The proposed capital program would be
financed with $18.7 hillioninlong-term debt and
leeseobligations(induding $2.4 billionintobacco
bonds), $1.8hillioninfedera and stateaid, and
$0.5hillionin pay-as-you-go capital spending.

» Tosupport al yearsof the plan, thecity needs
additional financing capacity, such as a
constitutional debt limit or anincreaseinthe
Transitional Finance Authority (TFA)
authorization.

This chapter provides a brief overview of the
proposed capital investment and financing program
for 2000-2003. The capital program funds the

physca improvement and new congruction of schoals,
roads, thewater and sewer system and other public
facilitiesand infrastructure. Most of thecity’scapita
investment isfinanced with long-term debt. Thecity
facesaproblem, however, infinancing the proposed
capital program dueto the constitutional limit onthe
amount of debt thecity canissue.

Thefirst section of this chapter providesabrief
overview of thecapital program. The second outlines
how the programwill befinanced. Inthelast section
of thischapter, wediscussatering how thedebt limit
iscal culated and estimate how much the current limit
will reduce available capital funds. The IBO will
separately release a more detailed analysis of the
capital program later thisspring.

TheCapital Program

TheMayor’spreiminary budget providesfor $24.2
billionin capita commitmentsfor 2000 through 2003,
including $21.9 billion funded by city sources(Figure
4-1). Thisisa44.5 percent increase compared to the
$16.7 billionin commitmentsmadein the preceding
four year period, 1996-1999. City funds account
for 91.7 percent of planned capital commitments,
almost exactly the same shareasin 1996-1999.
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Inthecity’scapital budget parlance, acommitment
isacomptroller-registered contract between acity
agency and acontractor or vendor that obligatesfunds
for the compl etion of acapital project. Thecapital
commitment planincdudestwoleve sof commitments
authorized commitmentsand planned commitments
(or targets). Since some projects will invariably
experience delays that prevent them from being
implemented by year’ send, thecity authorizesmore
commitments than the target amount. Planned
commitmentsreflect theintended levd of investment;
therefore, they areuseful in providing an historical
perspective aswell asa sense of the magnitude of
investment. The commitment plan, however, does
not show planned commitments at the agency or
functional level, so IBO has estimated them based
on the total amounts of authorized and planned
commitmentsand individua agency targets.

Environmental protection consumesthelargest
share of the capital budget plan for 2000-2003—
25.9 percent, or $6.3 billion—and a so showsthe
largest increase from the previous four years,
70.2 percent. Themajority of thisspendingisfor
water pollution control projects ($3.3 billion), and
thewater and sewer capital program ($2.6 billion).

Educationisa so asignificant share of the capital
budget, although it isslated to grow more slowly
than most other categories. Most of thiscategory is

for the School Construction Authority and other
Board of Education capital spending ($5.5billion). A
small amountisfor CUNY ($58 million), with the
balance of $172 million for public hospitalsin the
Health and Hospital s Corporation (HHC) system.

Spending for transportation absorbs
17.5 percent of total planned commitments, or
$4.2hillion. Congtruction and rehabilitation of thecity’s
roadsand bridges account for $3.5 billion, whilethe
city’ssubsidy tothe M TA capitd programisprojected
at $779 million. Thesefiguresdo not include another
$620 million in capital commitments for other
Department of Transportation spending on franchise
bus and ferry services, streetlight equipment and
maintenance, andthelike, whichiscategorized ascity
operationsand facilities. Thesum of thesed locations
equasamost $5.0hillion, or 20.5 percent of planned
capitd commitments.

The 2000-2003 capital budget for housing is
$1.6 billion, 58 percent greater than the 1996-1999
period. Almost one-third of thefundswill bedevoted
to maintenance, renovation, and digpostion of thecity-
owned “in-rem” housing stock. Economic
development projectswill total another $600 million,
including possiblefunding for anew homefor theNew
York Stock Exchange and development of minor
league baseball stadiums.

Figure 4-1.
Capital Commitments 1996-1999 and Plan 2000-2003 (All Funds)
Dollars in millions

1996-1999 Percent 2000-2003 Percent Percent

Actual of Total Proposed of Total Increase Change
Environmental Protection $ 3,692 22.0% $ 6,285 25.9% $ 2,593 70.2%
Education & Hospitals 4,477 26.8% 5,725 23.6% 1,248 27.9%
Transportation 3,467 20.6% 4,249 17.5% 782 22.6%
Housing & Economic 1,406 8.4% 2,193 9.1% 787 56.0%
Development

City Operations & Facilities 3,700 22.1% 5,746 23.7% 2,046 55.3%
Total $ 16,745 $ 24,199 $ 7,454 44.5%
SOURCES: IBO: Fiscal Year 2000-2003 Capital Commitment Plan.
NOTE: The 2000-2003 totals are adjusted to reflect agency commitment targets.
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Theremainder of the capita budget fallsunder the
category of city operationsandfacilities, andincludes
suchimportant functionsaspoalice, fire, courts, parks,
libraries, andjails.

Financingthe Capital Plan

Thecity’scapita investment isfinanced by various
sources. Thevast mgority of the 2000-2003 planis
financed by debt (88.3 percent) with the balance
supported by federal and Stateaid (8.8 percent), pay-
as-you-go funds from the operating budget (2.2
percent) and changesin restricted cash balances of
thecapital projectsfund such asinterest earnings (0.8

percent).

Whileprojectsaretracked intermsof commitments,
these represent the contracts entered into and not
actual expenditures. Capita expenditures(whichare
what drive the amountsto befinanced) inany given
year will not equal the planned commitments. Most
capital projects take many months or years to
complete. A contract represents acommitment to
completeaproject, but the contractor will bepaidin
installmentsduring the project execution as pecified

inthe contract until the project iscomplete. In any
givenyear, therefore, expendituresinclude payments
on commitments madein previousyearsand partia
paymentsfor commitments madein thecurrent yesar.
Itistheflow of expendituresthat must be financed
through long-term borrowing and other means.

Fivekindsof long term debt will beissuedtofinance
the capital plan (seeFigure4-2):1

*  Generd Obligation (GO) debt istheprimary form
of city debt. It is backed by the broad taxing
powersof the city government and subjecttoa
New York State congtitutional debt limit. Thecity
planstoissue$7.3billionin GO debt during 2000-
2003 to financethe capital plan.

» Trangtiona Finance Authority (TFA) debt was
fird issuedin 1998 asthedity’ sexigting outstanding
debt approached the constitutional limit. Unlike
debt servicefor GO and MAC, TFA debt service
isnot paid fromthecity’sgenerd fund. However,
itsbonds are backed by a dedicated portion of
thecity’s personal incometax revenues, which
areadministered by the stateand made available
to TFA for debt service beforetheremainder is

Figure 4-2.

Sources of Financing for 2000-2003 Capital Commitment Plan

Dollars in millions

2000 2001 2002 2003 Total

Debt and Capital Leases:

General Obligation $ 820 $ 830 $ 2,620 $ 3,010 $ 7,280
Transitional Finance Authority 1,800 1,525 0 0 3,325
Water Authority 821 1,032 1,327 1,324 4,504
DASNY Capital Leases 125 272 284 309 990
TSASC 600 600 600 600 2,400
Subtotal, Debt 4,166 4,259 4,831 5,243 18,499

Changes in Restricted Cash 101 22 18 18 159
Subtotal, “City Funds” 4,267 4,281 4,849 5,261 18,658

Federal & State Aid 312 446 554 528 1,840

Pay-As-You-Go 216 85 75 80 456

Total, All Sources $ 4,795 $ 4,812 $5,478 $5,869 $20,954

SOURCES: IBO; Mayor’s Preliminary Budget for FY 2001.

NOTE: Although the city’s Financial Plan description of five-year capital plan funding
sources indicates $216 million in pay-as-you-go funds for 2000, IBO has
identified $248 million in Board of Education pay-as-you-go funded projects in
the capital commitment plan.
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paid to the city. TFA-issued debt will total
$3.3hillionduring theplan period.

e Water and Sewer System Revenuebondsare
issued by the Municipal Water Finance
Authority to finance construction and
improvementsto the city’s water and sewer
system. Thesebonds, $4.5 billion over thefour
years, arerepaid fromwater and sewer charges
tosystemusers.

» Lease-purchaseobligations cover the cost of
bondsissued by the Dormitory Authority of the
Stateof New York (DASNY)) tofinance capita
Improvementsto courts, community colleges,
hospitd's, and family carecenters. Thefecilities
areleased by these authoritiesto thecity. The
city’s lease payment obligations also come
under thedebt limit, and will total $990 million
between 2000 and 2003.

» Tobacco Settlement Asset Securitization
Corporation (TSASC) debt hasno claim on
city tax revenues and is not subject to the
congtitutiona debt limit. Thisnew debt (issued
intheform of Tobacco Flexible Amortization
Bonds or TFABS) is serviced by payments
received from tobacco companies under the
terms of a national legal settlement. This
provides the city added capacity to fund its
capital programinthecomingthreefiscd years,
aperiodinwhich GO borrowingisconstrained
by the constitutional debt cap. TSASC debt
will totd $2.4 billion over thefour-year period.

Long-term debt obligations for financing the
capital program would total $18.5 hillion. An
additional funding source derivesfrom changesin
restricted cash ba ancesinthecity’scapitd projects
fund, including investment earnings and
reimbursements. Taken together, $18.7 billion
representswhat is categorized asthe city-funded
portion of theplan.

The non-city funded category includes
$456 million of capita spending from the Board of
Education expense budget on a pay-as-you-go

basis (see page44). Federal and state categorical
aid, largely for housing, community devel opment,
and trangportation will total $1.8hillion. Thesetwo
sources account for $2.3 billion in what is
categorized asnon-city sources, for atotd financing
programof $21.0billion.

TheDebt Limit

A significant constraint on the city’s capita
programisitscapacity toincur debt. Giventhecity's
enormous capital needs, in recent yearstherapid
increasesin debt service havereceved lessattention
thantheinstitutional limitsonthecity’sability to
borrow. Thecity hascreated structuresto provide
additiona borrowing capacity, even whileit bumps
up against its debt cap. Still, without additional
actions the proposed capital plan cannot be
implemented becausethecity will loseitscapacity
to enter into new capital commitmentsduring fiscal
year 2002.

IBO egtimatesthat wereit not for the anticipated
$2.4 hillion of TSASC bond proceeds, planned
capital commitmentswould overrun the debt limit
by amost $1.3 billionin 2002 and $1.1 billionin
2003. Asitis, planned commitmentsare projected
to exceed the debt limit by around $75 millionin
2002, $500 millionin2003 and dmogt $1 hillionin
2004. Figure4-3 showsthedebt limit (asca cul ated
by IBO) for 2001-2004 and the debt subject to the
limit. Thus, thecity needssome change—such asto
the constitutional debt limit or to the TFA debt
authorization—in order to fulfill the 2000-2003

capita plan.

The constitutional debt limitisset at 10 percent
of themarket vaue of the city’staxablereal estate
averaged over fiveyears. A strong run-upin market
valuesduring the 1980s, magnified by the state’s
“full value” forecasting formula, doubled the debt
limit between 1989 and 1994. Therecession of the
early 1990s then led (again with a lag) to a
precipitousfall—from $55 billionin 1994 tojust
over $30billionin 1998. Thisprompted the creation
of TFA, whichfirst issued debt in 1998.
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Figure 4-3.
Approaching the Debt Limit:

Dollars in billions

Legend
60 9

Debt Limit and Debt Subject to the Limit, 1994-2004
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property tax base—are not a precise
indicator of thecity’schanging ability to
support debt: market valuestendtorise
somewha moresharply thanoverdl city
tax collections during economic booms
and to fall more steeply than overall
collectionswhen the economy dumps.
And asnoted above, the methods used
until recently by thestateto project “full
values’ havevastly exaggerated these
cyclicd swings.

However, if the city’s current debt

Thecity’sability to borrow would expand further
if the state legislature increased the TFA
authorization. Although TFA’sagreement withiits
bondhol derspermitstheauthority toissueupto $12.0
billion of debt, the state authorized TFA toissueonly
$7.5hillion. The statelegidation that created TFA
could beamended to add $4.5 billion to thecity’s
effectivedebt limit.

Theplungeinthedebt limit hasalsoledto calls
for amending the state constitution with anewly
defined debt limit that better reflectsthecity’ sability
toraiserevenuesfromitsbroad array of taxes. The
city intendsto pursue aconstitutional amendment
this year. Few specifics are available about the
amendment the city will propose, but it isevident
that thecity hopesthechangewill raisetheborrowing
limit as well as reduce its sensitivity—or over-
sengtivity—to economicfluctuations.

Over thelong run, market val ues, persona income,
gross product, and other interrel ated measures of
the scale of economic activity inatax jurisdiction

limit is too volatile, it does not
automeatically follow that thecurrent limit
is aso too low. When it is argued that the city’s
borrowing capacity should besgnificantly expanded,
thisessentially assertseither of two things: that debt
service can absorb agreater shareof current operating
revenues—that is, that funding for other servicescan
be reduced—without excessively burdening city
householdsand businesses, or that taxescan beraised
to accommodate higher levelsof debt servicewithout
excessvely burdening city householdsand businesses.

Either or both of these propositions may betrue
uptoapoint. But it doesnot appear that anyone has
avery firmideaof wherethat pointis. It depends, in
part, ontheefficacy of the capital programfunded by
additional borrowing. Another factor isthelevel of
thecity’'stax effort rel ativeto other citiesand regions.
if theratio of debt to total tax revenueisrelatively
low becausetheratio of total taxestolocal earnings
isexceptionally high, thelow debt to tax ratioisnot
necessarily asign that borrowing can be prudently
expanded. These areall areasthat require further
research.
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Figure 4-4.

Debt High by Rating Agency Standards
New York City Debt Ratios vs. S&P Benchmarks

“High” Cutoff for
Standard & Poor’s

Ratio Benchmark New York City
Debt to Market Value 6% 9.6%
Debt Service to Operating Expenditures 15% 15.1%
Debt per Capita $ 2,500 $ 4,900
Debt to Income 6% 12.2%

SOURCES:

NOTES:

for July 1, 2000.

Benchmarks from CreditWeek, February, 1999. NYC ratios calculated
by Independent Budget Office.

Debt here includes GO, MAC, and TFA. NYC ratios are projections

Standard & Poor’s recently published four
benchmarks categorizing levelsof debt of municipal
bond issuersaslow, moderate, or high. Figure4-4
showsdebt ratiosin New York and the cutoff level
for “high” according to the S& Pbenchmark. Ineach
case but onethe city’sdebt ratio iswell abovethe
S& P definition of high. Debt service asapercent of
operating expenditures(including debt service) isjust
dlightly above the cutoff, but thisis because New
York’soverdl operating spending ishigh relativeto
population, income, and other measures of city
capacity, not becauseindebtednessis|ow.

Debt levels are among the factors that rating
agenciesusein determining credit ratings. AsS& P

noted in 1998 when it upgraded New York City’s
rating to A-, “a higher rating is precluded by
extraordinarily high debt levels, significant ongoing
capital needs, and the city’s persistent inability to
trandate robust surplusesinto more lasting budget
relief.”

Note

! Payments covering the principal and interest on the bonds
aswell ascapital |ease costs are made out of the debt service
funds, and their main source of revenueisoperating transfers
from the general fund; other debt service funds revenues
include state categorical aid, investment income, and city
incometax payments. See page 53 in Chapter 3.
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Financial Plan

IBO’sRepricing of the Mayor’s

Dollars in millions

Average
2000 2001 2002 2003 2004 Change

Revenues:
Taxes:

Property $7,787 $8,033 $8,633 $9,130 $9,531 5.2%

Personal Income (excluding TFA) 4,875 4,766 4,737 5,019 5,327 22%

General Sales 3,415 3,404 3,506 3,633 3,776 25%

Business Income 2,717 2,665 2,752 2,836 2,918 1.8 %

Real-Estate Related 1,154 1,177 1,215 1,274 1,375 4.5%

Other Taxes (with Audits) 1,485 1,422 1,420 1,432 1,447 -0.6 %
Total Taxes 21,433 21,467 22,263 23,324 24,374 3.3%
Tax Reduction Program - (476) (2,077) (1,734) (2,043) N/A
STaR Reimbursement 260 472 687 709 737 29.8 %
Miscellaneous Revenues 2,942 3,066 2,603 2,558 2,529 3.7%

(net of intra-city revenues)

All Other Revenues:

Unrestricted Intergovernmental Aid 616 564 564 564 564 22 %

Anticipated State/Federal Revenues - - - - - N/A

Other Categorical Grants 421 330 318 314 314 -7.1%

Inter-Fund Revenues 284 285 283 283 283 -0.1%

Disallowances (15) (15) (15) (15) (15) 0.0%
Total Other Revenues 1,306 1,164 1,150 1,146 1,146 -3.2%
Total City Funds 25,941 25,693 25,626 26,003 26,743 0.8%
Dedicated Personal Income Tax (TFA) 270 472 538 565 572 20.6 %
Categorical Grants:

State 7,231 7,421 7,690 7,956 8,109 29%

Federal 4,642 4,416 4,392 4,360 4,304 -1.9 %
Total Revenues 38,084 38,002 38,246 38,884 39,728 1.1%
Expenditures:
City Funded (net of intra-city sales) 25,941 25,373 27,756 29,203 30,176 3.9%
TFA Debt Service 270 472 538 565 572 20.6 %
Categorical Grants:

State 7,231 7,421 7,690 7,956 8,109 29%

Federal 4,642 4,416 4,392 4,360 4,304 -1.9%
Total Expenditures 38,084 37,682 40,376 42,084 43,161 3.2%
Surplus / (Gap) $0 $320 $(2,130) $(3,200) $(3,433) N/A

SOURCE: _ IBO.
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Appendix

Economic Forecast: IBO and OMB

Calendar Year

1999 2000 2001 2002 2003 2004
National Economy

GDP Growth

IBO 4.1 3.7 2.8 3.0 2.7 2.6

OMB 4.0 3.6 3.1 2.8 3.0 3.3
Non-farm Employment Growth

IBO 2.2 1.7 1.2 1.4 1.2 1.2

OMB 2.2 1.7 1.3 0.9 1.1 1.4
Inflation Rate (CPI-U)

IBO 2.2 2.5 2.3 2.3 2.4 2.4

OMB 2.2 2.3 2.1 2.5 2.7 2.7
Personal Income Growth

IBO 5.8 5.8 5.6 5.7 5.5 4.9

OMB 5.8 5.6 4.9 4.5 4.9 5.2
Unemployment Rate

IBO 4.2 4.2 4.7 4.9 5.1 5.3

OMB 4.2 4.0 4.2 4.5 4.5 45
30-Year Treasury Bond Rate

IBO 5.9 6.4 6.5 6.7 6.2 5.9

OMB 5.9 6.4 6.3 6.3 6.1 6.0
Federal Funds Rate

IBO 5.0 5.9 6.0 6.0 5.5 5.0

OMB 5.0 5.8 6.0 6.0 5.7 5.5

NYC Economy

Gross City Product Growth

IBO 7.9 5.0 4.2 5.4 5.5 5.2

OMB 5.8 4.1 2.2 3.1 3.4 3.7
Non-farm New Jobs (thousands)

IBO 85.1 62.3 28.1 28.6 24.6 24.6

OMB 81.5 60.3 31.8 33.5 39.5 44.9
Employment Growth

IBO 2.4 1.7 0.8 0.8 0.7 0.7

OMB 2.3 1.7 0.9 0.9 1.1 1.2
Inflation Rate (CPI-U-NY)

IBO 1.9 1.8 1.9 2.2 2.3 2.3

OMB 1.9 2.4 2.2 2.5 2.8 2.9
Personal Income ($ billions)

IBO $281.3 $297.2 $313.9 $331.3 $ 349.0 $ 365.7

OMB $278.0 $292.6 $ 305.5 $319.5 $334.6 $351.7
Personal Income Growth

IBO 7.6 5.7 5.6 5.6 5.3 4.8

OMB 6.2 5.3 4.4 4.6 4.7 5.1
Manhattan Office Rents ($/sq. ft.)

IBO $ 45.82 $47.29 $47.90 $48.73  $49.67 $50.85

OMB $ 45.54 $47.26  $49.26 $51.86 $53.23 $55.19

SOURCES: IBO; OMB.

NOTES: All rates reflect year-over-year percentage changes except for unemployment, 30-year Treasury Bond,
and Federal Funds. The local price index for urban consumers (CPI-U-NY) covers the New York /
Northern New Jersey region.
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Major Contributors

Revenue

Business Taxes

Stephen Mark

(212) 442-8640

Econometric Modeling Luan Lubuele 442-8696
Hotel Occupancy Tax Michael Jacobs 442-0597
Personal Income Tax Michael Jacobs 442-0597
Property Taxes George Sweeting 442-8642
Real-Estate Related Taxes Luan Lubuele 442-8696
Sales Tax David Belkin 442-8698
State and Federal Aid Frank Posillico 442-0222
Tobacco Settlement Robert Weiner 442-0332
Utility Tax David Belkin 442-8698
Capital and Expenditure
Business Services Stephen Mark 442-8640
Capital Program Preston Niblack 442-0220
Children’s Services Tammy Morales 676-9247
Correction Bernard O’Brien 442-8656
Cultural Affairs Courtney Wade 442-1524
Debt Financing David Belkin 442-8698
Debt Service Stephen Mark 442-8640
Education (BOE) Luan Lubuele 442-8696
Education (BOE) Lisa Melamed 442-8618
Education (BOE) Martha Prinz 442-8616
Education (BOE/CUNY) Robert Weiner 442-0332
Fire Christine Lidbury 442-8612
Foster Care Tammy Morales 676-9247
Housing and Buildings Preston Niblack 442-0220
Labor (Overtime/Labor Reserve) Richard Greene 442-8611
Lead Poisoning Prevention Rebecca Hernandez 442-8619
Libraries Courtney Wade 442-1524
Medicaid Keith Goldfeld 676-9248
Parks Courtney Wade 442-1524
Pensions Stephen Mark 442-8640
Pest Control Rebecca Hernandez 442-8619
Police Bernard O’Brien 442-8656
Public Assistance Paul Lopatto 442-8613
Sanitation Christine Lidbury 442-8612
Stadiums Richard Greene 442-8611
Torts Richard Greene 442-8611
Transportation Alan Treffeisen 442-8614
Workforce Investment Act Joshua Chang 442-8617
Youth/Community Development Tammy Morales 676-9247










The mission of the Independent Budget
Office is to provide non-partisan
budgetary, economic, and policy analysis
for the residents of New York City and
their elected officials, and to increase
New Yorkers’ understanding of and
participation in the budget process.

IBO can be reached by e-mail at
ibol@interport.net and by phone at (212)
442-0632.

Our offices are located at 110 William
Street, 14th Floor, New York, NY 10038.

Visit our website:
www.ibo.nyc.ny.us




