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|. Executive Summary

New York City’s May 2011 financial plan (the “May Plan™) projects a surplus of
$3.2 billion for FY 2011, resulting largely from a drawdown in reserves, higher
revenues due to an improving economy, and agency cost-reduction actions. The City
intends to transfer the surplusto FY 2012 to help balance that year’ s budget.

Historically, the City has relied on budget surpluses to help balance future budgets,
but the likelihood of alarge surplusin FY 2012 to help balance the FY 2013 budget is
diminished because the City’s revenue forecasts for that year are less conservative
(athough «till reasonable) compared to previous years, and because the City has
aready drawn down most of its reserves. The May Plan projects budget gaps of about
$5 billion annually for fiscal years 2013 through 2015 (see Figure 1).

While there are few immediate risks to the City’s financial plan (see Figure 2), a
number of issues require close monitoring.

New York State has taken ambitious steps to bring its budget into balance without
raising taxes. The City estimates that the State budget reduced aid to New York City
by $1.2 billion beginning in FY 2012. (The amount is much more than estimated by
the State because the City was counting on a large increase in education aid and the
restoration of payments under the Aid and Incentives to Municipalities program.) To
the extent the State needs to take additional actions to maintain budget balance in the
current year or to close future budget gaps, State aid to New York City could be
further reduced.

The national economic recovery has begun to slow, but the City’s economy is still
improving. Nevertheless, higher energy costs, future hikes in interest rates, and a
further weakening in the residential real estate market could slow the pace of the local
recovery. The City has regained more than half of the jobs (76,400) that were lost
during the recession (147,000), but the May Plan assumes that the pace of
employment growth will slow during the financial plan period.

Most private sector industries have begun to add jobs, but construction and
manufacturing are still losing jobs. In addition, the public sector has lost 15,800 jobs,
and further job losses are expected as state and local governments respond to
budgetary pressures. The City’s unemployment rate has declined from a peak of
10 percent in September 2009, but remained high at 8.6 percent in April 2011.

While tourism continues to be a bright spot for the local economy, with a record
48.7 million visitors traveling to New Y ork City in 2010, Wall Street’s dramatic turn-
around has been the most significant factor behind the City’s recovery. Wall Street
earned $27.6 billion in 2010, second only to the record profits of $61.4 billion earned
in 2009, after losing $53.9 billion during 2007 and 2008.
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Wall Street got off to a very strong start in 2011, but the City expects profitability to
ease back to the historical levels seen before the economic crisis as interest rates rise
and financial reforms are fully implemented. Wall Street earned $9.3 billion in the
first quarter, nearly half of the City’s forecast of $20 billion for the entire year.

The residential real estate market has begun to weaken again after a period of
stability, which could reduce consumer confidence and slow the recovery. The
S& P/Case-Shiller Home Price Index shows that single-family home pricesin the New
York City metropolitan areafell by 21.1 percent between May 2006 and March 2010,
stabilized for four months, and then declined by another 4.9 percent between July
2010 and March 2011. The median sales price of Manhattan cooperative and
condominium apartments declined by 9.9 percent in the first quarter of 2011
compared with one year earlier. Foreclosures are expected to put downward pressure
on prices for anumber of years as foreclosed properties slowly return to the market.

The May Plan still includes the Mayor’s proposal to reduce the number of teachers by
6,166, including 4,166 layoffs, even though the City has allocated nearly $1.7 billion
to replace expiring federal stimulus funds for education ($853 million) and cuts in
State education aid ($812 million). If implemented, these layoffs would be the first
teacher layoffs since the fiscal crisis of the 1970s.

The City Council has expressed its opposition to teacher layoffs and other budget cuts
proposed by the Mayor, such as closing 20 fire companies and sharply reducing the
budgets for libraries and cultural institutions. The Speaker of the City Council and
others have suggested that the City carefully scrutinize the budget for contractual
services for potential savings so some of these cuts could be rescinded.

The City’s actuarial consultant will release a report shortly that is expected to
recommend changes in the actuarial assumptions and methodol ogies used to calculate
City pension contributions, such as lowering the investment earnings assumption.
While the City has established a $1 billion annual reserve beginning in FY 2012 for
this purpose, the actual cost and implementation date are yet to be determined. The
May Plan also counts on significant savings beginning in FY 2014 from a less costly
pension plan for new City employees, but a bill has not yet been introduced into the
State Legislature for consideration.

Coming out of the recession, New York City isin a much stronger position than are
most states and other large municipalities. The City, however, has exhausted much of
the reserves accumulated during the last economic expansion—and it still projects
budget gaps that average $5 billion annually. In addition, the City has yet to negotiate
new collective bargaining agreements with its workforce. Thus, in the absence of
revenue windfalls from a stronger economic recovery or relief from federal and State
mandates, balancing the out-year budgets will be difficult.
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Figurel
New York City Financial Plan

(inmillions)
FY 2011 FY 2012 FY 2013 FY 2014 FY 2015
REVENUES
Taxes
General Property Tax $16,830 $17,685 $18203 $18,630  $19,060
Other Taxes 22,253 23,752 24,585 25,321 26,666
Tax Audit Revenue 868 660 659 666 666
Subtotal: Taxes $39,951 $42,097 $43447 $44,617  $46,392
Miscellaneous Revenue 6,192 5,915 5,971 6,030 6,049
Unrestricted Intergovernmental Aid 14 12 12 12 12
Less: Intra-City Revenue (1,890) (1,532) (1,526) (1,523) (1,523)
Disallowances Against Categorical Grants (15) (15) (15) (15) (15)
Subtotal: City Funds $44252  $46477 $47,889 $49,121 $50,915
Other Categorical Grants 1,336 1,160 1,158 1,156 1,153
Inter-Fund Revenues 569 543 503 503 503
Federal Categorical Grants 8,325 6,525 6,290 6,235 6,233
State Categorical Grants 11,495 11,010 11,093 11,159 11,250
Total Revenues $65977 $65715 $66,933 $68,174 $70,054
EXPENDITURES
Personal Service
Salaries and Wages $22130 $21,277 $21,342 $21558 $21,647
Pensions 7,002 8,424 8,568 8,451 8,727
Fringe Benefits 7,651 7,992 8,420 8,935 9,500
Retiree Health Benefits Trust (395) (672 --- --- ---
Subtotal: Personal Service $36,388 $37,021 $38330 $38944 $39,874
Other Than Personal Service
Medical Assistance $ 484 $ 6141 $ 6327 $ 6463 $ 6,643
Public Assistance 1,558 1,348 1,365 1,365 1,365
All Other *? 20,379 19,740 20,236 20,790 21,377
Subtotal: Other Than Persona Service $26,831 $27,229 $27928 $28618 $29,385
General Obligation, Lease and TFA Debt Service *? $ 5037 $ 5914 $ 6668 $ 6921 $ 7,278
FY 2010 Budget Stabilization & Discretionary Transfers* (3,646) --- --- --- ---
FY 2011 Budget Stabilization & Discretionary Transfers? 3,217 (3,217) --- --- ---
Genera Reserve 40 300 300 300 300
Subtotal $67,867 $67,247 $73226 $74,783 $76,837
Less: Intra— City Expenses (1,890) (1,532) (1,526) (1,523) (1,523)
Total Expenditures $65977 $65715 $71,700 $73260 $75314

Gap To Be Closed

$(4,767)

$ (5,086)

$(5,260)

Fiscal Year 2010 Budget Stabilization and Discretionary Transfers total $3.646 billion, including GO of $2.888 hillion, TFA of
$371 million, net equity contribution in bond refunding of $4 million and subsidies of $383 million.

Fiscal Year 2011 Budget Stabilization and Discretionary Transfers total $3.217 billion, including GO of $2.263 billion, TFA of

$790 million and subsidies of $164 million.
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Figure?2
OSDC Risk Assessment of the City Financial Plan
(inmillions)

Better/(Worse)
FY 2011 FY 2012 FY 2013 FY 2014 FY 2015

|Surplus/(Gaps) per May Plan $---  $--- $(4767) $(5086) $(5260)|
Uniformed Agency Overtime --- (150) (150) (150) (150)
Work Advantage Program --- (30) --- --- ---
Pension Reform --- --- --- (131) (252)
Interest Savings 35

|OSDC Risk Assessment - (145) (150) (281) (402)|

|Remaining Gap to be Closed per OSDC * $---  $(145) $(4917) $(5367) $(5662)

Additional Risksand Offsets

UFT Collective Bargaining® $(89) $ (800) $ (898) $ (900) $ (900)
Wage Increases at Projected Inflation Rate --- (850) (1,360) (1,811) (2,234)
Pension Investment Earnings --- --- 140 270 390

¥ TheMay Plan includes a general reserve of $40 millionin FY 2011 and $300 million in each of fiscal years
2012 through 2015. The Retiree Health Benefits Trust will have $2.0 billion on deposit even after the City
has drawn down $1.1 billion to help balance the budget in fiscal years 2010 through 2012. The City also
has established reserves of $1 hillion annually beginning in FY 2012 to fund recommendations of an
independent actuarial consultant. Although the cost of such changes could exceed the $1 billion annual
reserve, the actual cost and the date of implementation have not yet been determined.

The Mayor has rescinded proposed wage increases for teachers and principals for fiscal years 2009 and
2010 to mitigate the loss of State education aid and to help the Department of Education meet its cost-
reduction target for FY 2011. Most other municipal workers received 4 percent annual wage increases
during the same two-year period. This action freed up $272 million in FY 2010, which could become a
liability if afuture labor settlement retroactively increases wages.



1. Economic Trends

The Gross Domestic Product (GDP) grew by 2.9 percent in 2010, the largest increase
in five years (see Figure 3). In the first quarter of 2011, however, GDP growth slowed
to 1.8 percent, reflecting a slowdown in

Figure3
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Since March 2010, the nation has added 2.1 million private sector jobs, or nearly one
guarter of the 8.8 million jobs lost during the recession. While the pace of job creation
had accelerated during the February through April 2011 period to an average of
244,000 jobs each month, growth slowed to 83,000 jobs in May 2011. The
unemployment rate has also begun to edge higher, reaching 9.1 percent in May 2011,
only one percentage point below its October 2009 peak.

A weak housing market remains a drag on the recovery. Following the expiration of
the federal home buyer tax credit, housing prices resumed their declines and home
sales have remained depressed. While the share of mortgages that are delinquent has
eased dlightly, the large number of foreclosures continues to swell the available
inventory and put downward pressure on prices.

The May Plan assumes that the national slowdown in the first quarter of 2011 will be
temporary, but recent economic statistics suggest that the weakness in the first quarter
is persisting. Weakness in housing, manufacturing, and labor markets has caused IHS
Global Insight to lower its economic forecasts in June 2011 to slightly below what is
assumed in the May Plan. The May Plan assumes that steady job creation, averaging
2.4 million jobs annually during the plan period, will bring GDP growth to 2.7 percent
for 2011, gradually rising to more than 3 percent in 2014 and 2015. While inflation
forecasts for the near future were substantially increased in the May Plan, the City
expects inflationary pressures to ease as energy and commodity prices moderate.
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Local job growth resumed in December 2009, and, as of April 2011, the City has
recovered just over half (76,400 jobs) of the 147,000 jobs lost during the recession.
While the City gained 92,200 private sector jobs, it lost 15,800 government jobs.
Since December 2009, the pace of private sector job gains in the City (3 percent) has
exceeded the pace in the nation (1.9 percent) and the State (2.4 percent).

Local private sector job growth has been stronger at this point in the recovery than
during the past two economic recoveries. For the entire financia plan period,
however, the May Plan assumes that total employment will increase at an average
annual rate of 1 percent, much less than the average annual gain that is projected for
the nation during this period (1.8 percent).”

Most of the job gains in the City’s private sector since December 2009 are
concentrated in the sectors of professional and business services, education and health
services, retail trade, and leisure and hospitality, while construction and
manufacturing are still experiencing job losses. The City’ s unemployment rate peaked
at 10 percent in September 2009—exceeding the national and State rates—but was
8.6 percent in April 2011 (higher than the State’ s rate but lower than the nation’s).

Wall Street earned $27.6 hillion in 2010, second only to the record profits of
$61.4 billion earned in 2009 (see Figure 4). Wall Street got off to avery strong start in
2011, with earnings _of $9.3 hillion in the Wall Street Profits and Bonuses

first quarter, which is nearly half of the *

Profits

City’s forecast of $20 billion for the entire ot I ”

I

calendar year. The City expects
profitability to ease back to the historical
levels seen before the economic crisis as
the Federal Reserve moves toward higher
interest rates and new financial regulatory
reforms are fully implemented. The May BESEBEERERRRSREERNG,
Plan assumes pr0f|tab|||ty will aver age * Gity forecasts profits for 2011-2015; OSDC estimates bonuses for 2010
Note: Profits are for broker/dealer operations of NY SE member firms.

$12.9billion annually during calendar e vvenmermerol e ok sock by s sy o
years 2012 through 2015.

The State Comptroller estimated that overall compensation in the securities industry
rose by 6 percent in 2010 even though cash bonuses declined by nearly 8 percent to
$20.8 billion. While cash bonuses declined, the industry increased base pay, and a
larger share of bonuses is being awarded in the form of deferred compensation in
order to reward long-term profitability and to discourage excessive risk-taking.

of Dollars
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> The May Plan assumes that the City will add an average of 30,000 jobs annually from 2011 through 2013,
rising to an average of 49,000 jobs annually in 2014 and in 2015.



Wall Street has added 10,100 jobs between January 2010 and April 2011, after losing
28,100 jobs during the downturn. The May Plan assumes that the industry will gain a
total of 10,000 jobsin 2011 and 2012, but then show small job losses through 2015 as
higher interest rates and financial regulations squeeze profits.

The resumption of job growth in the City, coupled with higher compensation on Wall
Street, has fueled wage growth. The May Plan assumes that total wages rose by
6.3 percent in 2010 (after a record decline of 10.8 percent in 2009), but that wage
gains will slow to 4.1 percent in 2011 and 2.5 percent in 2012 as Wall Street
profitability eases. The May Plan assumes that Wall Street bonuses for 2011 (to be
paidin early 2012) will decline as profitsfall.

Tourism continues to be a bright spot for the local economy, with a record
48.7 million visitors traveling to New Y ork City in 2010—almost 2 million more than
the previous record set in 2008. The City estimates that tourists spent approximately

$31 billion in 2010, about $1 billion less Figure5
than the record spending in 2008. In 2010, New York City Hotel Occupancy and
the hotel occupancy rate returned to Daily Room Rates

Occupancy Rate Average Daily Room Rate

prerecession levels, and the average room
rate rebounded (see Figure 5). Meanwhile,
Broadway experienced record revenues of
more than $1 billion. The City projects
that by 2015 the occupancy rate will
increase to 84 percent despite the addition
of 1,000 new hotel rooms annually; the
average room rate is expected to rise to S :
$284 per night. St Condin Y o Marger S
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Because of rising office-based employment, leasing activity in the City’s commercial
real estate market has rebounded. Cassidy Turley reported that in the first quarter of
2011, the vacancy rate in Manhattan's Figures

primary office market fell to 11.3 percent, Manhattan Commercial Property
down 1.5 percentage points from one year 50
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space in the World Trade Center, however, is expected to raise the vacancy rate to
about 10 percent in 2014 and 2015, even as the average asking rent rises to $74.29 by
2015.

The City’s residential real property market has again begun to weaken. The City
reports that single-family home sales declined by 16 percent in the third quarter of
2010 (compared to one year earlier) and by 23 percent in the fourth quarter of 2010.
The City expects that single-family home sales will increase by 5.8 percent in 2011
and 10.8 percent in 2012, but expects prices to continue to decline (by 7.6 percent in
2011 and 1.1 percent in 2012). The large number of foreclosures in the City will
continue to put downward pressure on prices as these properties are slowly resold.

The S& P/Case-Shiller Home Price Index also shows that single-family home pricesin
the New York City metropolitan area fell by 21.1 percent between May 2006 and
March 2010, stabilized for four months, and then declined by another 4.9 percent
between July 2010 and March 2011. Prudential Douglas Elliman reported that in the
first quarter of 2011, sales of Manhattan cooperative and condominium apartments
rose by only 0.4 percent (compared to one year earlier), while the median sales price
fell by 9.9 percent.

The recession was not as severe in New York City as it was in other parts of the
nation, and the recovery in the City has been stronger than in the nation as awhole. A
number of factors have recently caused the national economy to slow, and these
factors could also slow the pace of the City’ s economic recovery.

Oil prices remain volatile, and while prices have eased from recent highs, oil is still
about 40 percent more expensive than it was one year ago. Long-term trends point to
higher consumption in developing nations, placing renewed upward pressure on oil
prices. Further price increases will exacerbate the adverse impact on consumer
spending and economic growth that has already occurred.

Higher prices for oil and other commodities are aready pushing up inflation, which
will cause central bankers to boost interest rates, although the recent economic
slowdown could delay rate increases. A rise in interest rates, coupled with the large
inventory of foreclosed properties, could put additiona downward pressure on
regional real estate prices.

Ongoing debt problems in the eurozone and resistance to raising the United States
government’s debt level could destabilize the financial markets and push up interest
rates. Finaly, continued declines in federal, state, and local government spending in
response to fiscal pressures will raise unemployment, reduce household income, and
further slow economic growth.



I11. Changes Since the July Plan

The City’s July 2010 financia plan projected a balanced budget for FY 2011 and
budget gaps of $3.3 billion for FY 2012, $4.1 billion for FY 2013, and $4.8 billion for
FY 2014. Since then, the City has raised its tax revenue forecast by about $1 billion
annually; drawn down reserves by $1.5 billion in FY 2011; and proposed a gap-
closing program that would, if successful, generate $633 million in FY 2011 and
about $1.2 billion annually thereafter (see Figure 7). For FY 2011, these resources
helped produce a surplus of $3.2 billion. While substantial, this was less than the
$3.6 billion surplus that was rolled into FY 2011 from the prior year.

For FY 2012, the aforementioned resources permitted the City to replace most of the
State aid lost in the State’s FY 2011-12 enacted budget (estimated at $1.2 billion by
the City) and all of the expiring federal stimulus funds for education ($853 million),
and to close the remaining budget gap. Despite the City’s higher revenue forecasts,
the May Plan shows a budget gap of $4.8 billion for FY 2013—Ilarger than forecast in
July 2010.

In November 2010, the Mayor proposed an agency program that would generate
about $1 billion annually beginning in FY 2012 and would reduce staffing by 8,264
positions, including 5,312 layoffs. (Most of the staff reductions were concentrated in
the Department of Education.) In the May Plan, the Mayor has proposed expanding
the agency program by $240 million annually beginning in fiscal year 2012, and
reducing personnel levels by another 1,186 positions, including an additional 347
layoffs. More than haf of the new staff reductions (665) would occur in the
Department of Parks and Recreation.

In February 2011, the City raised its revenue forecasts by about $1 billion annually,
reflecting higher business profits, modest job growth, and a vibrant tourism sector.
Real property tax collections are expected to be higher than previously forecast by
$200 million in FY 2012, growing to $1.2 billion by FY 2015, based on the tentative
property tax roll. The tentative roll showed higher growth in property values than
anticipated in the July Plan, especially for commercial and large residential properties.

Also, the City expects to realize nearly $1 billion in debt service savings during fisca
years 2011 and 2012 from lower-than-planned interest rates on variable rate debt
obligations, funding shifts, and debt refundings. Although the City drew down
reservesin FY 2011, it increased its reserves in subsequent years to $1 billion to fund
higher pension contributions that could result from changes in actuarial assumptions
that are currently under consideration. Medicaid costs were reduced in fiscal years
2011 and 2014, reflecting additional federal aid and other changes, but were increased
in fiscal years 2012 and 2013.
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The May Plan reflects the budgetary impact of the State’s FY 2011-2012 enacted
budget on the City’s four-year financia plan. The Mayor has allocated $1.2 billion in
City funds in each year of the financial plan to offset the loss of anticipated education
aid ($812 million), payments under the Aid and Incentives to Municipalities program
($302 million), and certain social services programs.

Figure7

Financial Plan Reconciliation — City Funds
May 2011 Plan vs. July 2010 Plan

(inmillions)
Better/(Worse)
FY 2011 FY 2012 FY 2013 FY 2014
| Surplus/(Gap) asof July 2010Plan ~ $ --- $(3257) $(4,055) $(4:835) |
Revenues
Sales Tax 396 442 319 268
Business Tax 328 359 81 (78)
Personal Income Tax 61 229 329 51
Real Property Taxes 44 259 507 796
Other Taxes (37) (44) (156) (125)
Audits 240
Subtotal 1,032 1,245 1,080 912
Non-Tax Revenues 43) 68 92 109
Total 989 1,313 1,172 1,021
Drawdown of Reserves
Pension Reserve 600 (400) (400) (400)
Prior Years Expenses 500 --- --- --
General Reserve 397 --- --- ---
Total 1,497 (400) (400) (400)
Gap-Closing Actions
Agency Program 633 1,235 1,172 1,147
Pension Reform --- --- --- 131
Total 633 1,235 1,172 1,278
State Budget | mpact (City estimate) (40) (1,194) (1,225) (1,225)
Expenditures
Federal Education Aid --- (853) (853) (853)
Health Insurance (3) (62) (125) (199)
Indigent Defense Services (18) (57) (47) (47)
Social Services Agencies (51) (121) (80) (79)
Uniformed Agencies (368) (109) (74) (75)
Medicaid 333 (194) (156) 315
Debt Service 292 674 7 10
Judgments and Claims 50 90 120 150
Other (97) (282) (223) (147
Total 138 (914) (1,431) (925)
| Surplus/(Gap) $3217 $(3217) $(4,767)  $(5,086) |
Surplus Transfer (3,217) 3,217
| Gap asof May 2011 $ ---  $ --- $(4767)  $(5086) |

Sources: NY C Office of Management and Budget; OSDC analysis

10



V. Current-Year Operating Results

After the recession of the early 2000s, large amounts of unanticipated resources were
realized as a result of surging Wall Street profits and rising real estate values and
transactions, combined with conservative revenue forecasts. As shown in Figure 8,
these resources peaked at $7.4 billion in FY 2007. In recent years the City—though it
was deeply affected by the recession—has till realized substantial amounts of
u.nanti_Ci pated reSources, because its Annual UnantiFng;?ed Resources
financial plan was based on very 8

conservative economic and revenue 7
assumptions, and because it raised taxes,
cut planned spending, and received federal
stimulus funds. In FY 2011, the amount of
unanticipated resources is expected to
exceed $3.2 billion, primarily becauseof a o Wl S e -
drawdown of reserves and higher-than- 5 & & & 8
anticipated revenue collections. Src NYC Off of Manomaot kit ODC s
As it has donein past years, the City intends to transfer these unanticipated resources
to the next year to help close that year's budget gap. This transfer of resources
between years masks the relationship between recurring revenues and expenditures. A
clearer picture of the City’s fiscal condition can be obtained by examining the results
of current-year operations—the difference between revenues earned and expenditures
incurred in the current year. This entails adjusting for surplus transfers and other
factors that impede transparency, such as certain discretionary actions.

As shown in Figure 9, the size of the Figure9 _
current-year surplus grew each year after Results of Current-Year Operations
the end of the recession of the early 2000s,
and peaked in FY 2007 at $3.6 billion. The
surplus then declined sharply in FY 2008
as revenues fell as aresult of the economic
slowdown. Despite tax increases and
agency cost-cutting, spending exceeded
current-year ~ resources by  about o Ver ot st
$2.4 billion in FY 2009 and $21 billion in Notes: Adjusted for surplustransfers, TFA, TSASC, and discretionary actions.
FY 2010, and those budgets were bal anCed  souces NyC offce o wenagemen o e Ny C Comptrler: 0S0C anlysis
using surplus resources accumulated in

prior years. For example, the FY 2010 budget benefited from $2.7 billion in debt
defeasances executed in prior years, which are not expected to recur. Spending is
projected to exceed current-year revenues by $824 million in FY 2011 and
$3.9 hillionin FY 2012.

Billions of Dollars
5
1
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Billions of Dollars
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In the aggregate, nonrecurring resources are expected to total $3.8 billion in FY 2011
and $4.5 billion in FY 2012 (see Figure 10).

12

Figure 10
Nonrecurring Resour ces

(in millions)
FY 2011 FY 2012
FY 2010 Surplus $ 3,646 $---
Federal Education Aid 1,060 ---
Federal Medicaid Assistance 999 199
Prior-Y ear Payables 500 ---
Retiree Health Benefits Trust 395 672
Debt Refundings and Redemptions - Net 296 214
Restitution Agreements 71 5
Battery Park City 66 ---
State Building Aid - Net (49) 193
FY 2011 Projected Surplus (3,217) 3,217

| Total $3767 $4,500 |

Sources: NY C Office of Management and Budget; OSDC analysis

The FY 2010 surplus of $3.6 billion was used to help balance the FY 2011 budget.

Federal education aid under the American Recovery and Reinvestment Act of 2009
(ARRA) totaled $1.1 billion in FY 2011, but expiresin FY 2012.

Medicaid relief under the ARRA totaled $999 million in FY 2011 and is estimated at
$199 million in FY 2012, but then expiresin FY 2013.

The City recognized savings of $500 million in FY 2011 from overestimating prior
years expenses, but the May Plan does not anticipate any future savings.

The City drew down $395 million in FY 2011 from the Retiree Health Benefits Trust
and intends to draw down another $672 millionin FY 2012.

General Obligation and Transitional Finance Authority (TFA) debt refundings and
redemptions produced budgetary savings of $296 million in FY 2011 and
$214 millionin FY 2012.

Restitution agreements from the prosecution of certain banks will generate
$71 millionin FY 2011 and $5 million in FY 2012.

The Battery Park City Authority released $66 million in surplus funds to the City in
FY 2011 pursuant to an agreement with the State.

The TFA will transfer $193 million to the City in FY 2012 because the amount of
State building aid retained by the TFA exceeded the amount needed to fund debt
service on Building Aid Revenue Bonds.

The City will useits FY 2011 projected surplus of $3.2 billion to balance its FY 2012
budget.



V. Impact of the State Budget

The May Plan estimates that the enacted State budget will adversely affect the City’s
financia plan by $1.2 billion in City FY 2012 (see Figure 11)—which is $192 million
less than the estimated impact of the Governor’'s executive budget in the February
2011 Plan—and by similar amounts in subsequent years. The impact on the City’s
economy will be much greater, largely as a result of the loss of federal Medicaid
funding, and the impact on residents is yet to be fully determined because the impact
of many of the Medicaid cuts have not yet been quantified.

Figure11
Impact of the Enacted State Budget
(inmillions)
FY 2012
Education Aid $(812)
Aid and Incentives to Municipalities (302)
Other (81)
[Total $(1,19) |

Sources: NY C Office of Management and Budget; OSDC analysis

The State' s enacted budget largely fulfilled the City’ s request for additional education
aid over the amount contained in the executive budget, and rescinded a proposed cap
on State support for education capital projects, which would have significantly
reduced the capital program for New York City’s public schools. Nevertheless,
education aid to New York City in FY 2012 will be $480 million less than in the
current year and $812 million less than previoudly anticipated by the City. The State
did not restore payments to the City under the Aid and Incentives to Municipalities
program ($302 million), which were to be restored in City FY 2012 according to the
State FY 2010-11 enacted budget. The State also has yet to act on the City’s proposals
to change certain post-employment benefits for police officers and firefighters, or to
create lower-cost pension plans for new City employees.

The State budget anticipates savings of $2.7 billion from changes in the State's
Medicaid program, and caps the annual growth in Medicaid to a ten-year rolling
average of the medical care component of the Consumer Price Index, currently at
4 percent. These actions are not expected to generate any savings for the City but
could reduce funding to the Health and Hospitals Corporation by $175 million, which
exacerbates an aready difficult financial situation. The State budget also authorized
the New York State Department of Health to take action if spending exceeds the cap,
but limits that authority to two state fiscal years. To the extent the State needs to take
additional actions to maintain budget balance in the current year or to close future
budget gaps, State aid to New Y ork City could be further reduced.
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V1. Agency Program

In November 2010, the Mayor proposed a $1 billion agency program to help balance
the FY 2012 budget and to narrow the out-year gaps. The May Plan still includes the
November agency program, but reflects some revisions that were made by the City
Council in February 2011 as well as the Mayor’s proposal to expand the program by
$240 million annually beginning in FY 2012. In total, the agency program is expected
to generate $633 million in FY 2011 and more than $1.2 billion annually beginning in
FY 2012. Since FY 2008, the City’s gap-closing programs have reduced planned
spending, beginning in FY 2012, by more than $5 billion.

Nearly 91 percent of the resources would come from expense reductions, and more
than one-third of the program’s value is concentrated in the Department of Education.
According to the City, agency funding for FY 2012 would be reduced by 5 percent
and staffing would be reduced by 9,450 positions between fiscal years 2010 and 2012,
including 5,159 layoffs (see Figure 12). Virtually the entire agency program is within
the City’ s control to implement, although the City Council has indicated its opposition
to a number of the Mayor’ s proposals.

Figure 12
Agency Program
(inmillions)
FY 2012 Target asa Percent
Positions FY 2011 FY 2012 of Agency City Funding

Department of Education 5,553 $ 2206 $ 3938 45%
Health and Social Services 387 131.0 210.3 9.1
Uniformed Agencies
Police 350 50.0 64.2 12
Sanitation 269 29.2 91.2 22
Fire 111 7.9 38.4 11
Correction 110 4.9 134 6.0
Libraries and Cultural Institutions 875 24.8 417 11.7
Transportation 256 247 56.1 11.0
Citywide Administrative Services 2 17.0 22,6 9.9
City University of New York 143 9.0 24.6 12.2
Finance 61 6.5 38.3 153
Parks 964 (4.9 47.4 15.4
Procurement Savings --- --- 55.5 NA
All Other Agencies 369 112.7 137.3 6.8
Total Agency Program 9,450 $ 6334 $ 12348 5.0 %

Note: The City adjusted agency budgets to exclude certain ‘nondiscretionary’ costs, such as Medicaid and public
assistance.

Sources: NY C Office of Management and Budget; OSDC analysis

In November 2010, the Mayor proposed that the Department of Education meet its
FY 2012 cost-reduction target ($350 million) largely by eliminating 5,398
pedagogical positions. The May Plan expands the department’s cost reduction to
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$394 million through the elimination of 155 nonpedagogical positions. These
initiatives and other changes will require the department to reduce pedagogical
staffing levels by a total of 6,166 positions, including 4,166 layoffs. The City has not
yet fully assessed the impact that such cuts could have on educational services, but the
Chancellor has indicated that class sizes could increase, on average, by two students.
The Department of Education met its cost-reduction target in FY 2011 without
reducing classroom services by drawing on federal stimulus aid ($159 million) and
benefiting from a State restoration of aid for specia education ($51 million).

Agencies that provide health care and social services would reduce spending by
$341 million over the course of fiscal years 2011 and 2012. These agencies would
eliminate 387 positions (295 layoffs) and reduce services to children, the homeless,
and the poor. Proposed actions include housing small homeless families with children
in shared units, charging families more for child care, eliminating 2,000 summer
youth jobs, reducing 2,500 opportunities in after-school programs, and realizing
additional state and federal revenue.

The City’s uniformed agencies are expected to reduce costs by $240 million in
FY 2012 and to cut staffing by 840 positions; the largest cuts are discussed below.

e The Fire Department intends to close 20 fire companies, effective July 1, 2011
($33 million). This initiative is not technically part of the FY 2012 agency
program because it was proposed in prior years and the Mayor and the City
Council had agreed to rescind the closings, but the Mayor is now proposing
that the closings go forward. The Fire Department also plans to restrict medical
and light duty leave, which would reduce overtime costs ($15 million), and to
eliminate 100 uniformed positions that currently perform administrative duties.

e The Sanitation Department has reestimated landfill and waste export costs
($53 million) and will eliminate 200 supervisory positions (45 through
demotion and 155 through attrition) for savings of $21 million.

e The Police Department will use federal funds rather than City funds to pay
overtime for savings of $36 million ($24 millionin FY 2011 and $12 millionin
FY 2012), and plansto eliminate 350 civilian positions ($30 million).

The May Plan dso cuts City funding to libraries and cultura institutions from
$439 million in the current fiscal year to $319 million in FY 2012, a decline of
27 percent. The City would aso furlough 641 workers for one week in the
Department of Transportation; increase passenger and commercial parking rates;
increase fees for safety and regulatory inspections; and lay off 129 employees in the
Department of Finance. The Department of Parks and Recreation will reduce staffing
by 964 positions largely by offering employees, including those who are retirement-
eligible, six months of seasonal employment for three years (665 positions).

16



VIl. Revenue and Expenditure Trends

The recent recession hit the City hard, with
City fund revenues dropping abruptly by
$2.5 hillion in FY 2009 and then remaining
depressed in FY 2010. The growth in City-
funded expenditures slowed in these years,
but spending still outpaced revenues. The
budgets were balanced by raising taxes,
drawing down reserves accumulated during
the last economic expansion, cutting agency
budgets, and receiving federa stimulus
funds. As shown in Figure 13, federal
stimulus ad is expected to drop
precipitously in FY 2012; most of it will be
replaced with City funds.

After the last recession, unanticipated
resources helped the City accumulate a
large operating surplus, which the City used
to pay down debt, increase reserves, and
fund recurring expenses. The cumulative
operating surplus peaked in FY 2008 at
$11 billion, including contributions to the
Retiree Health Benefits Trust (RHBT).
During the recession, the City drew down
the operating surplus (including resources
set aside in the RHBT) to help balance the
operating budget (see Figure 14).

As the economy has improved, revenue
growth has strengthened. City fund revenues
grew by 56percent in FY 2011 to
$44.3 hillion (see Figure 15), which brought
collections above the prerecession level.
Revenues are projected to grow by 5 percent
in FY 2012, but City-funded expenditures
are projected to grow twice as fast. The City
balanced the FY 2012 budget through
agency actions and other initiatives,
including $4.5billion in  nonrecurring
resources. While the average rate of
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Figure 15
Revenue and Expenditure Trends
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expenditure growth is expected to slow during fiscal years 2013 through 2015
(4.2 percent), spending is still projected to outpace the average rate of revenue growth
during this period (3.1 percent). As aresult, the City projects budget gaps of $5 billion
annually during these years.

A. Revenue Trends

Improvement in the City’s economy at the end of 2010 alowed the City to
significantly raise its revenue forecasts in the February 2011 Plan, but since then
economic growth has been modest, and the City made only small changes to its
revenue forecasts in the May Plan. Overal, the City till forecasts that revenues in
fiscal years 2011 through 2014 will be higher by about $1 billion annually compared
with the projections made in July 2010. This additional revenue reflects a stronger-
than-expected economic recovery (including better job and income growth, and the
second-best year on record for Wall Street profits) and stronger-than-expected real
property tax growth (based on the recent tentative property tax roll for FY 2012),
particularly in the out-years of the financial plan.

The May Plan assumes that City fund Figure 16

revenues will grow by 5 percent in Annual Changesin City Fund Revenues
FY 2012, after a gain of 5.6 percent in and Tax Revenues

FY 2011 (see Figure 16).® The growth in
FY 2011 was the fastest rate of increase
since FY 2007, and brought revenues
above the level of collections before the
economic downturn. The dlightly slower
rate of growth for City funds in FY 2012
reflects a moderation in the rate of growth

Percent Change

Fiscal Year * City forecast

fOf tax CO”&tlons_to 54 percent from Note: Adjusted for debt service on TFA and tobacco bonds, and the transfer of TSASC revenues.
7 4 percent |n FY 2011—due to an Sources: NY C Comptroller; NY C Office of Management and Budget; OSDC analysis
expected easing of Wall Street profitability, the relatively modest pace of the
economic expansion, and reduced audit collections.

For fiscal years 2013 through 2015, the City projects modest economic growth,
yielding average annua tax revenue gains of 3.3 percent. Coupled with only a
minimal increase in miscellaneous revenues, total City fund revenues are projected to
rise at an average annual rate of 3.1 percent during this period. Overal, the City’s
estimates for 2012 are less conservative given recent economic devel opments.

Details of the City’ s revenue trends are discussed below and shown in Figure 17.

®  Thegrowth in City funds during FY 2011 marked arapid rebound from the 5.8 percent decline experienced

in FY 2009, and was driven by the improvement in the economy.
18



Figure 17
City Fund Revenues

(inmillions)
Average
Annual Three-Year
FY 2011 FY 2012 | Growth FY 2013 FY 2014 FY 2015 | Growth Rate
Taxes
Real Property Tax $16,830 $17,685 5.1% $18,203 $18630  $19,060 2.5%
Personal Income Tax 7,618 8,171 7.3% 8,601 8,740 9,364 4.6%
Sales Tax 5,539 5,797 4.7% 5,984 6,246 6,526 4.0%
Business Taxes 5,233 5,751 9.9% 5,856 5,966 6,165 2.3%
Real Estate Transaction Taxes 1,152 1,274 10.6% 1,308 1,474 1,653 9.1%
Other Taxes 2,711 2,759 1.8% 2,836 2,895 2,958 2.3%
Audits 868 6601 -24.0% 659 666 666 0.3%
Subtotal 39,951 42,097 5.4% 43,447 44,617 46,392 3.3%
Miscellaneous Revenues 4,371 4,457 2.0% 4,519 4,582 4,601 1.1%
Unrestricted Intergovernmenta Aid 14 121 -143% 12 12 12 0.0%
Anticipated State and Federal Aid NA --- .- --- 0.0%
Grant Disallowances (15) (15) 0.0% (15) (15) (15) 0.0%
Total $44,321 $46,551 5.0% $ 47,963 $ 49,196 $ 50,990 3.1%

Note: Miscellaneous revenues include debt service on tobacco bonds.
Sources: NY C Comptroller; NY C Office of Management and Budget; OSDC analysis

1. Business Taxes
Figure 18

After declining for three consecutive .
Business Tax Revenues

years, collections from business taxes, 7
excluding audits, are projected to S o N
increase by 16.1 percent or $727 million I e

in FY 2011 (see Figure 18).

The rebound reflects improvements
across both the financial and nonfinancial i Hﬂ
sectors of the City’s economy. The

rebound in Wall Street and commercial 55

banking profitability has been especially | o iy ot
strong. Bank tax collections are forecast .

to rise by 30.1 percent in FY 2011 to $1.3 billion, their highest level ever. While the
general corporation tax is forecast to rise by 17 percent in FY 2011 to $2.4 billion,
collections would remain more than one-fourth below their prerecession peak.
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Business tax collections are forecast to grow another 9.9 percent in FY 2012 and then
average gains of just 2.3 percent annually during the rest of the financial plan period.
The slowdown reflects the City’s forecast of lower Wall Street profits (due to rising
interest rates and the impact of financial reforms) and a decline in corporate profits for
calendar year 2011. Total business tax collections are projected to remain below their
prerecession levels until FY 2015.
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2. Real Property Taxes

Real property tax collections are forecast to grow by 4 percent in FY 2011. Although
the City’s residential and commercial property markets weakened during the
recession, collections continued to grow as a result of the phase-in of earlier gainsin
property values. The phase-in, augmented by mid-year tax rate increases in fiscal
years 2003 and 2009, has enabled property tax collections to increase every year since
FY 1998 (see Figure 19).

Based on stronger property tax values from Figure 19
the FY 2012 tentative tax roll, red Real Property Tax Revenues
property tax revenues are forecast to grow ” -
at a faster rate than had been projected in I _m

July 2010. In FY 2012, revenues are
expected to grow by 5.1 percent, and
although growth is expected to ease during
the final three years of the financial plan | HH
period (to an average of 2.5 percent . —‘HHH
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annually), the improvement relative to last BEEEEEEEEEEEEE ERER 5
JUI y’ S forecag ger]erat% S gnl fl Carlt Sources: NY C Comptroller; NY C Office of Management ant?ibtrldfgoe:m
additional revenues by the end of the plan

period. The slowdown in the projected rate of growth beginning in FY 2013 reflects
the City’s expectation that rising interest rates will increase the capitalization rates
used to assess income-producing commercial and large residential properties, thereby
limiting growth in market value. If net income rises faster than interest rates, however,

the City could realize revenues that are higher than anticipated.

The Department of Finance changed the methodology for determining assessed values
for cooperative and condominium apartments on the FY 2012 tentative tax roll. This
change, along with admitted errors made by the department in reassessing properties,
resulted in assessed value increases as high as 147 percent for some properties. The
Department of Finance has decided to cap increases at 50 percent, to be phased in
over five years. The resulting loss of potential assessed value growth on the final tax
roll was within the normal range of adjustments between the tentative and final
property tax rolls, thus having no impact on the City’s real property tax revenues
during the financial plan period. Representatives in the State Legislature, along with
the City, are examining possible changes to the State law to limit future assessment
increases for these co-op and condo owners.

R
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3. Real Estate Transaction Taxes

Tax collections from real estate transactions are projected to rise by 17.4 percent in
FY 2011—the first increase since FY 2007—to reach $1.2 billion. Collections,
however, are still about two-thirds lower than the peak reached in FY 2007, when
collections totaled nearly $3.3 billion (see

- Figure 20

Flgure_ZO). The grqwth reflects a slowly Real Estate Transaction Tax Revenues
improving commercial real estate market, 3 —
where the number of commercial S il I

254+ ————————————— - --------1

transactions—particularly in Manhattan—
increased by 51.7 percent in calendar year
2010 and the value of transactions rose by i (| |
90.9 percent. Collections were boosted by N Il

the sde of the former Port Authority o I_IFH_H_‘H H
building at 111 Eighth Avenue to Google N EEBLEELEEEEERBEERRE
for $1.8 hillion, which generated more than * Gity foreeat
$40 million in real property transfer taxes. Soress Y Compralr RYC Gl tencoement e ot

The City’ sresidential real estate market remains weak, and although transactions have
risen slightly (helped by the federal home buyer tax credit), additional price declines
are anticipated in the May Plan. The Plan assumes that residential transactions will
remain weak in FY 2012, reflecting the expiration of the federal home buyer tax
credit and higher mortgage rates, and will offset some of the continued growth in tax
collections from commercial transactions. Overall growth in transaction taxes is
expected to be 10.6 percent in FY 2012 and then average 9.1 percent annually over
the balance of the financial plan period.

New York City already has the strongest commercial real estate market in the nation,
and future prospects are encouraging given job gains and increased business activity;
however, residential home values remain at risk. Data from the S& P/Case-Shiller
Home Price Index for the New Y ork City metropolitan area showed small increasesin
home values in the first part of 2010, but that values resumed their decline beginning
in August 2010. In February 2011, home values were 3.1 percent lower than one year
earlier. Home values are likely to remain depressed by the large inventory of
foreclosure properties, which will take an extended period of time for the market to
absorb, given the length of the foreclosure processin New York State.

204+ ----------——— ISR - - - - - - - - - -
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4. Sales Tax

Sales tax revenues are forecast to rise by 9.5 percent in FY 2011 to $5.5 billion (see
Figure 21). Thisisonly dlightly less than the 10.1 percent gain in FY 2010, which was
boosted by atax rate increase. The strong growth this year reflects the record level of
tourism and the recovery in consumer spending, especially evident during the recent
holiday season.
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In FY 2012, the City forecasts that Figure 21

improved economic conditions, along with Sales Tax Revenues
continued strength in tourism, will boost
sales tax collections. The expiration of the
temporary federal Social Security payroll
tax reduction, however, is expected to
reduce consumption spending, thereby
holding growth in sales tax collections to
4.7 percent. During fiscal years 2013
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moderates.

5. Personal Income Tax
Figure 22

Rising employment and wages are forecast Personal Income T ax Revenues

to lift personal income tax collections by
11.1 percent in FY 2011, to $7.6 billion
(see Figure 22). This continues the
recovery that began in FY 2010, when
collections rose by 4.1percent. The
recession and financia crisis had a severe
impact on personal income tax collections,

Billions of Dollars

with job losses and adeclinein Wall Street L R R R AL AR RER G
bonuses in 2008 causing collections to fall CEEEEREEASAEEERN LY
by nearly 25 percent In FY 2009. Sources: NY C Comptroller; NY C Office of ManagementandBu(i,get

For FY 2011, the resumption of job growth has helped lift withholding, although the
relatively weak bonus season for 2010 held overall withholding growth to an expected
5.4 percent. Collections also benefited from strong settlement payments in April
(especidly extension payments, which rose by nearly 83 percent), and refund
payments have declined this year.

The rate of growth for persona income tax collections is expected to ease from
11.1 percent in FY 2011 to 7.3 percent in FY 2012 as a result of slower wage gains
(due to the City’s expectation of a decline in bonuses as Wall Street profits are
reduced). The May Plan assumes that growth will slow further in subsequent years, to
4.6 percent annually during fiscal years 2013 through 2015, given the Plan’s
conservative assumptions for employment and wage gains (about 1.1 percent and
2.7 percent annually, respectively).
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B. Expenditure Trends

City-funded expenditures are projected to grow by $5 billion in FY 2012, or
11.2 percent (after adjusting for surplus transfers and debt defeasances), which is
more than four times the projected local inflation rate (see Figure 23).

Pension contributions are projected to rise by more than $1.4 billion in FY 2012
(20.8 percent), assuming the implementation of revised actuarial assumptions, such as
a reduction in the investment earnings assumption. Medicaid is projected to rise by
$1.3 hillion (28 percent), reflecting the expiration of extraordinary federal stimulus
aid provided to states during the recession. Debt service ($568 million) and health
insurance ($357 million) aso contribute to the high rate of growthin FY 2012.

Despite the Mayor’s proposed two-year wage freeze and planned staff reductions,
salary and wage costs are projected to rise by more than $500 million (4.3 percent) in
FY 2012, reflecting the Mayor’s proposal to use City funds to replace cuts in State
education aid ($812 million) and expiring federal stimulus grants for education
($853 million).

Figure23

Estimated City-Funded Expenditures
(Adjusted for Surplus Transfers, TSASC, and Debt Defeasances)

(in millions)
Average
Annual Three-Year
FY 2011 FY 2012 | Growth | FY 2013 FY 2014 FY 2015 |Growth Rate

Salaries and Wages $11,806 $12,317 43% | $12540 $12,788 $13,239 24%
Pension Contributions 6,837 8,259 20.8 % 8,403 8,286 8,563 12%
Medicaid 4,698 6,015 28.0 % 6,201 6,337 6,517 2.7%
Debt Service 4,887 5,455 11.6 % 6,432 6,688 7,050 8.9 %
Health Insurance 3,868 4,225 9.2% 4,622 5,030 5,534 9.4 %
Other Fringe Benefits 2,587 2,831 9.4 % 2,885 3,000 3,061 26%
Energy 903 952 55% 1,003 1,039 1,058 3.6%
Judgments and Claims 637 655 28% 685 718 754 4.8%
Public Assistance 600 494 | -17.7% 541 541 541 31%
Genera Reserve 40 300 NA 300 300 300 NA

Drawdown Retiree Health Benefits Trust (395) (672) NA --- --- --- NA

Prior Year's Expenses (500) --- NA --- --- --- NA

Other 8,781 8,937 1.8% 9,118 9,555 9,633 25%
| Total $44,749 $49,768 | 11.2% | $52,730 $54,282 $56,250 4.2 %

Notes: Debt service includes bonds issued by TSASC.
Sources: NY C Office of Management and Budget; OSDC analysis

City-funded staffing levels (full-time and full-time-equivalents) have declined by
7,283 during fiscal years 2009 and 2010, and by another 4,073 employees during the
first three quarters of the current fiscal year. The May Plan assumes that staffing
levels will decline by 8,495 employees by the end of FY 2012 (see Appendix).
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The May Plan is based on the trends shown in Figure 23, as discussed below.
1. Collective Bargaining

The City concluded labor agreements with al of its maor unions for the previous
round of collective bargaining (fiscal years 2009 and 2010), with the exception of the
United Federation of Teachers (UFT). Currently, however, more than 90 percent of
the City workforce is working without a contract.

In January 2010, the City reduced its offer of wage increases to the UFT and the
Council of School Supervisors and Administrators (CSA) for fiscal years 2009 and
2010, from 4 percent annually to 2 percent annually (limited to the first $70,000 of an
employee’ s salary)—even though the City negotiated 4 percent annual wage increases
with other civilian employees. The City used the resources to replace a planned cut in
funding for educationa programs, and to fund unplanned special education costs. In
June 2010, the City eliminated the remaining 2 percent in annual raises and used those
savings to mitigate a cut in State education aid and to avoid teacher layoffs. In total,
the City reallocated $272 million in FY 2010, $626 million in FY 2011, and
$900 million in FY 2014 that had been allocated for wage increases. The State Public
Employment Relations Board (PERB) appointed a mediator and is establishing a fact-
finding panel to facilitate negotiations between the City and the UFT, but a resolution
does not appear to be imminent. Although the recommendations of the panel are
nonbinding, they could serve as a framework for a new labor agreement.

The last contract between the City and the Patrolmen’ s Benevolent Association (PBA)
expired on July 31, 2010. In 1998, the State transferred the responsibility for handling
police officer contract disputes from the City’ s Office of Collective Bargaining to the
PERB. According to State law, any arbitration award made by the PERB for the PBA
is binding on both parties. Since then, wage agreements between the City and the
PBA have been pursuant to PERB awards, with the exception of the most recent
contract agreement. That agreement was negotiated by the City and the PBA without
PERB mediation, and provided for four annual wage increases of 4 percent, following
the pattern set by other uniformed unions.

More recently, the Mayor has called on the municipal unions to self-fund wage
increases in the current round with savings from productivity enhancements and from
restructuring fringe benefits. If wages for all City employees were to rise at the
projected inflation rate without any offsetting savings, costs would increase by
$850 millionin FY 2012, $1.4 billionin FY 2013, and reach $2.2 billion in FY 2015.
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2. Pension Contributions

City pension contributions averaged Figure 24

$1.4 billion during the 1990s, but grew New York City Pension Systems
rapidly beginning in FY 2003 after the Annual Contributions
State raised benefits and pension fund =~ e S oy mEmE

investments fell short of expectations (see
Figure 24). The May Plan assumes that
contributions will reach $8.6 billion by
FY 2015, reflecting an annua reserve of
$1 billion beginning in FY 2012 for
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of their investment earnings target of 8 percent in five of the past ten years).

In December 2009, the State established a new lower-cost pension plan (Tier V) for
state and local employees hired on or after January 1, 2010, who are members of the
New York State and Local Employees’ Retirement System (NY SLERS) and the New
York State Teachers Retirement System. The legidlation also created a lower-cost
pension plan for City teachers, but other City employees are not covered by the law.
The May Plan assumes that the State will approve a lower-cost pension plan for new
City employees (for savings of $131 million in FY 2014, $252 million in FY 2015,
and $619 million in FY 2018), but legidation has not yet been introduced into the
State Legidature.

As required by the City Charter, an independent actuaria consultant has been
conducting a biennial review of the assumptions and methods used to calculate
contributions to the City’s pension funds. The report will be completed shortly and
will likely recommend changes to reflect recent trends, such as higher salaries, longer
life expectancies, and lower-than-anticipated investment earnings. The overall cost to
the City will not be known until the consultant’s report is made public and the City
Actuary makes his own recommendations to the boards of trustees of the pension
funds, who must approve the changes. The cost of such changes could exceed the
$1 billion annual reserve created by the City for this purpose, but the actual cost and
the date of implementation have not been determined.

Many public pension systems have reduced or are considering a reduction to their
investment earnings assumptions because inflation and earnings from the equities
market are expected to be lower in the future. NYSLERS recently lowered its
investment earnings assumption from 8 percent to 7.5 percent. The City's five
actuarial pension systems currently assume an 8 percent return on investment; any
changes require State approval. The City estimates that reducing the investment

25



Office of the State Deputy Comptroller for the City of New York

earnings assumption by about one-half of a percent could require an additional
pension contribution of approximately $750 million to $1 billion annually.

Despite the long-term concern regarding pension fund investment earnings, the
pension funds have earned more than 21 percent on their investments as of
June 3, 2011. If these earnings are maintained through the end of the fiscal year,
pension contributions could be lower by $140 million in FY 2013, $270 million in
FY 2014, and $390 million in FY 2015.

3. Health Insurance

Despite a June 2009 agreement between the City and the municipal unions to reduce
the growth in health insurance costs, the May Plan assumes that City-funded health
insurance costs will rise from $3.3 billion , Figure 25

in FY 2010 to $5.5 billion by FY 2015 City-Funded Health Insurance Costs.
(see Figure 25), an increase of et ]
$2.2 billion, or 66 percent. The City
anticipates that  health  insurance
premiums for active employees will rise
by 9.8 percent in FY 2012 and by more
than 9.0 percent, on average, annually

Billions of Dollars

thereafter, in line with historical rates of EEEEEEEEEEEEEBEEEE

growth, and that premiums will rise by e Ver C
. * City forecast

8 percent annua”y for re“ rees Sources: NY C Comptroller; NY C Office of Management and Budget; OéDCanalysis

4. Uniformed Agencies

The City isforecasting that overtime costsin FY 2011 will rival the record amount set
in FY 2002, after the terrorist attacks of September 11, 2001 (see Figure 26). The

Police Department spent $540 million on Figure 26
overtime in FY 2010, and is on track to Overtime Spending by the
spend a similar amount in the current Uniformed Agencies

(Total Funds)

year. Although the department is likely to 1o
continue this trend, the May Plan
allocates $150 million less for overtime
in FY 2012 and each succeeding year.
The May Plan aso assumes that the Fire
Department will close 20 fire companies,
which are currently staffed on overtime,
for savings of $33 million.

Millions of Dollars

Fiscal Year *City forecast
Sources: NY C Office of Management and Budget; OSDC analysis

26



5. Debt Service
City-funded debt service (adjusted for

defeasances and surplus transfers’) is De@%“g’ezjvice

projected to reach $6.4 billion by . __ (Gity-Funded) -
FY 2013 (see Figure 27). This is S Do Cotl Pehtrs _
316 percent more than projected for P cy R s |7
FY 2011, despite the Mayor’'s proposal & = §
to curtail planned City-funded capital 2 .
spending by 10 percent.® Debt serviceis @ g
expected to continue to grow during the B
financial plan period, and will reach R R
more than $7 billion by FY 2015. At that R EEER R R ey

time, debt service will consume oo petemo e xeoeo e et e
13.8 percent of City fund revenues,

compared with 11 percent in FY 2011. Figure 28
11g:ity and City-Related Debt Outstanding

The outstanding debt of the City and 100 -
City-related entities has risen steadily i
over the past 30 years’ Debt

outstanding grew from $13.4 billion in
FY 1980 to $87.1billion in FY 2010 & 1 ——~  _
(see Figure 28), and could exceed 21
$107 billion by FY 2015. The FY 2010 0

|[mGO EmTFA EIMWFA DIOther |

Billions of Dollars

amount eguates to about $10,000 per EeRRuRE
. . i ear * City fore
Capl ta, OI’ $4,000 hl gher than ten yearS Note: TFA excludes Building Aid RE\/E’;{?B:ndS; “Other” includes lease and
. guaranteed debt, and HYIC, TSASC, FSC, JSDC, and MAC debt.
earl |er. Sources: NY C Comptroller; NY C Office of Management and Budget; OSDC analysis

" The City used surplus resources in fiscal years 2007 and 2008 to defease debt due in fiscal years 2009 and
2010. These nonrecurring actions reduced debt service by $675 million in FY 2009 and by $2.7 hillion in
FY 2010. The FY 2011 estimate reflects net savings of $296 million from debt refundings and redemptions.
8 We estimate that the Mayor's proposal would reduce debt service by $136 million through FY 2015, but
cumulative savings could exceed $700 million by FY 2021.
®  City and City-related debt includes GO debt, Municipal Water Finance Authority (MWFA) debt, TFA-PIT
debt, lease and guaranteed debt, Hudson Yards Infrastructure Corporation (HYIC) debt, TSASC debt,
Fiscal Year 2005 Securitization Corporation (FSC) debt, Jay Street Development Corporation (JSDC) debt,
and Municipal Assistance Corporation (MAC) debt.
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6. Medicaid

Enrollment in the Medicaid program reached 2.9 million people in New York City in
March 2011, an increase of 14 percent since March 2008 (see Figure 29). Enrollment
growth has dowed, but is likely to

continue because unemployment remains M':é%luirg;?d

high and federa hedth care reform .. Enroliment 7 Funded Bxpendinures
expands Medicaid eligibility and 7 ——_
mandates that most individuals obtain , 7 " A TR
health insurance. Even though State law £ .| __ 3

limits the annual growth in thelocal share £ =of - ™

of Medicaid to about 3 percent, the City- = **| =

funded cost of this program could grow .. |_4

from $5 billion in FY 2010 to $6.5 billion o — L
in FY 2015, reflecting the expiration of safabaseiisiey G NEECERGRE
ternporary fajer a| §| mu| us ald Sources: NYC Human Re;-(fllr?sf?ﬁaismion; 0SDC analysis

In June 2010, the State enacted legislation that required the Health Commissioner to
plan for a phased-in, five-year State takeover of Medicaid administration from the
counties and New York City. The State budget for SFY 2011-2012 begins the
takeover by requiring the State to assume responsibility for enrolling recipientsin the
Managed Long-Term Care program and to transition existing City contracts with
long-term care providers to the State. The impact on New York City and its
employees remains unclear. How the takeover will affect county and City budgets
also has yet to be resolved, and any change in State reimbursement for administration
Is subject to approva by the State budget director. The State is currently analyzing
local government functions and the costs of Medicaid administration before
determining how to transition to State administration.

7. Public Assistance

Despite the recession, the City’s public assistance caseload has increased by only
2 percent over three years to reach 352,288 recipients in March 2011, but it is still
800,000 fewer people than the peak in March 1995. Nearly all of the growth occurred
in the Safety Net program, which provides cash assistance to single adults without
children, and 60-month converted families that have expired out of the five-year
Temporary Assistance for Needy Families program. Spending for public assistance
has increased by $160 million (27 percent) over three years to reach $600 million in
FY 2011, but is expected to decline to $540 million annually in the out-years of the
financial plan as a result of the elimination of the rent subsidy Work Advantage
program.
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8. Homeless Services

In March 2011, 37,298 individuals were
housed in City shelters, including 9,875
families consisting of 14,971 children
and 13,483 adults (see Figure 30). The
remaining 8,844 individuals were single
adults, a population that has grown by
nearly 30 percent in three years.
Another 2,000 single adults reside in
faith-based shelters; special housing for
veterans and the long-term homeless;
and drop-in centers.

Number of Families

Figure 30
Homeless Shelter Residents
Families wom Single Adults
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Sources: NY C Department of Homeless Services; OSDC analysis

The Work Advantage program provides rental subsidies and other preventive services
to an estimated 15,000 families and individuals who are at risk of becoming homeless.
The City had planned to terminate Work Advantage after the State eliminated its
funding for the program, but a recent court decision requires the City to continue
paying rent subsidies for current participants through September 2011. The City has
budgeted $33 million to fund the program through June 2011, but will incur additional
costs of $30 million to continue funding through September 2011. The City could face
additional costs of $26 million in FY 2012 if the courts require the City to continue
rental subsidies for current participants until their leases expire (up to March 2012).

9. Judgmentsand Claims

The May Plan projects that costs for
judgments and claims will grow from
$637 million in FY 2011 to $754 million
in FY 2015 (see Figure 31), an average
annual increase of 4.3 percent. The City
has had success in reducing judgments
and clams in certain areas (such as
schools and medical malpractice at public
hospitals), which has enabled it to lower
its forecast relative to those made at the
start of the fiscal year.

Millions of Dollars

Figure 31

Judgments and Claims
(City-Funded)

Fiscal Year *City forecast

Sources: NY C Comptroller; NY C Office of Management and Budget; OSDC analysis
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10. Energy Costs

The City’s energy costs nearly doubled
from about $400 million in FY 2000 to
$800 million by FY 2008, which
reflected rising oil and natural gas prices
(see Figure 32). Annua energy
expenditures, however, held constant
between fiscal years 2008 and 2010 at
about $800 million. Higher charges from
utility companies and higher prices
driven by rising demand from
developing nations are projected to raise
energy expenditures to $903 million in

Millions of Dollars

Figure 32

Energy Costs
(City-Funded)

Fiscal Year * City forecast
Sources: NY C Comptroller; NY C Office of Management and Budget; OSDC analysis

FY 2011. The City’s energy expenditures are projected to reach $1 billion by
FY 2013, and could increase further with rising oil prices resulting from political
unrest in the Middle East and North Africa, and increased demand from developing

nations.
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VIII. The Contract Budget

In recent years, payments for contractual services™ have received heightened scrutiny
because of the increasing amounts spent on such services, and instances of waste and
fraud. Spending on contractual services totaled $6.1 billion in FY 2001; by FY 2010,
the cost had risen by nearly 75 percent to $10.6 billion, or 16.3 percent of total

adjusted expenditure§ (see Figure 33). Contractual gg?r\?isgeﬁ Expenditures
The Speaker of the City Council recently 1 (Totdl Funds) 2

= Adopted Amount

identified potential savings in the contract 1 Ctncrease Wittin vear B

T|==Percent of Total Expenditures -

18

budget to reduce the need for teacher
layoffs.

r 16

14

Billions of Dollars

Growth has been driven primarily by
increased expenditures on education-
related  contracts, particularly  on
payments to private specia education 5§

. - * City forecast
HZhOOl S and Char ter $h00| S, d| reCt Note: Total expenditures adjusted for Qﬁ)allugﬁgéersmd debt defeasyaqoa, Also adjusted

. . . for debt service costs for PIT-backed TFA and TSASC bonds.

prof Onal educatl On %rV| CeS’ and Sources: NY C Comptroller; NY C Office of Management and Budget; OSDC analysis
student transportation. The size of the contract budget usually grows as approved

federal and State grants are incorporated during the fiscal year.

The Mayor has proposed spending $10.4 billion on contractual servicesin FY 2012,
which is nearly 5 percent higher than estimated at the beginning of the prior fiscal
year. More than three-quarters ($8.2 billion) would be devoted to education-related
and social services contracts (see Figure 34). The three largest single expenditures by
contract type are education-related:

- 12

saunpuadx3 101 J0 1UsoRd

10

Figure 34

payments to private special education FY 2012 Contract Budget
schools and charter schools ($2.2 billion), o ettt

40.5%

student transportation ($1.1 billion), and
direct professiona education services
($840 million). The largest social services
expenditures by contract type are for
mental hygiene services ($629 million),
day care centers ($627 million), and
children’s charitable INSttUtions  socia sevices

38.5%

($490 ml I I |0n) . Equipment

4.3%
Sources: NY C Office of Management and Budget: OSDC analysis

Personal Services
5.3%

General and Other
11.4%

10 Contractual services are defined by the City Charter as any technical, consultant, or personal service
provided to the City through a contract.
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| X. The City’s Ten-Year Capital Plan

New York City’s capital infrastructure needs are vast and extensive. They include the
construction, restoration, and maintenance of bridges, roadways, schools, the water
and sewer systems, and other vital assets. In addition, capital investments are needed
to spur economic growth.
In May 2011, the City released its biennial ten-year capital plan covering fiscal years
2012 through 2021, totaling $54.1 billion. The plan is $7.6 billion smaller than the
plan released two years ago, and reflects the Mayor’ s planned 10 percent reduction to

City-funded capital commitments.

Figure35_
The City projects that 42 percent of the _ Tajeg-YE;%L%gf_lg fbl?lm
capital funding would go to state-of- e TS iy - o
good-repair projects, 33 percent would papd

go to program expansion, and 25 percent
would go to programmatic replacement. _
Funding for the capital plan would come 2%

Tech. and Equipment

from City funds ($27.8billion, or
51 percent), the Municipa Water
Finance Authority ($12.3 billion, or

2.7%
4.2%

Housing and Econ. Dev.
7.7%

All Other

23 percent), and federal, State, and other B 10.7%

sources ($14 billion, or 26 percent).

Sources: NY C Office of Management and Budget; OSDC analysis

Admin. of Justice

As shown in Figure 35, about three-quarters of the capital resources would be
invested in education, environmental protection, and transportation projects.

Additional highlights are as follows.

Education projects would account for the largest share (37.2 percent) and
amount ($20.1 billion). The plan reflects significant investments for the
construction of new schools ($7.4 billion) and school rehabilitation projects
($5.2 billion). The allocation is $1.8 billion less than the previous plan.

Environmental protection projects would be alocated $12.6 billion, and
would primarily fund projects for water pollution control ($4.2 billion);
water mains, sources, and treatment ($3.3billion); water supply
($2.5 billion); sewers ($1.8 billion); and equipment and miscellaneous
projects ($763 million).™* Environmental protection projects are allocated
$351 million less than in the previous plan; a $1.1 billion decrease for City
water tunnel projectsis offset by increases primarily for plant upgrades and
conservation efforts. Operating and capital costs for water and sewer

1 Environmental protection projects are primarily funded through the Municipal Water Finance Authority
and are exempt from the planned 10 percent reduction.
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facilities are funded through water and sewer fees, which rose at an average
annual rate of 9.1 percent between fiscal years 2002 and 2011.

e Transportation projects would total $7.7 billion, with the majority
($5.9 hillion) alocated for highway and bridge projects. The total amount
includes $656 million for subway and bus projects. The total alocation is
$1.8 billion less than the previous plan, mostly due to smaller commitment
levels for East River bridge projects and lower investment in street
reconstruction projects.



X. Other Issues

The following section discusses the financial condition of certain public entities that
have a financial relationship with the City.

A. Department of Education

In 2007, the Governor and the Mayor agreed to increase funding to the City
Department of Education as a result of the Campaign for Fiscal Equity (CFE) lawsuit,
which claimed that the State did not adequately fund large school districts. The State
agreed to increase funding by $3.2 billion over a four-year period and the City agreed
to increase funding by $2.2 billion over the same period. The State aso agreed to fund
half of the department's capital program by alowing the Transitional Finance
Authority to issue bonds backed by State building aid (up to $9.4 billion in debt
outstanding).

City funding for education is projected to reach $13.4 billion by FY 2012, which is
more than twice the FY 2002 level (see Figure 36). Since FY 2007, City funding will
have grown by $4.1 billion, nearly double the amount promised. The increase reflects

the City’s commitment under the CFE Figure36
litigation, and an allocation of nearly Department of Education
$1.7 billion to replace cuts in Stae . Sour ces of Funding

education aid ($812 million) and expiring ~ » |vemTEEEEl

federal stimulus funds ($853 million).

State funding, in contrast, will have
increased by only $1.2 billion—
approximately 40 percent of the amount

promised in 2007—Dbecause the State has

curtailed planned increases in education g £
aid due to the recession. To help balance e ooy SO *;“_“"’m
future State budgets, the State intends to e e Mo Budos opcees
limit future increases in education aid to the rate of the growth in the State’ s personal
income, which is projected to average about 5 percent per year. As aresult, statewide
education aid could increase by $805 million for the 2012-2013 school year and
$940 million for the 2013-2014 school year, but these amounts would have to cover
increased costs for support and mandated services, as well as higher costs for genera
education programs. Of these amounts, the City could receive about $325 million in
FY 2013 and $375 million in FY 2014, because historically the City receives about
40 percent of the statewide amount.

Billions of Dollars
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In November 2010, the Mayor proposed an agency gap-closing program to help
balance the FY 2012 budget, which would reduce planned spending at the department
by $350 million. This initiative would reduce staffing by 5,398 pedagogues between
June 2011 and June 2012, but other changes would increase the planned reduction to
6,166 pedagogues by June 2012. The City expects to achieve the staff reduction
through a combination of layoffs (4,166 pedagogues) and attrition (2,000
pedagogues). Based on historical trends, the number of pedagogues who leave the
payroll voluntarily may be higher than anticipated by the City, which could reduce the
need for layoffs.

While the Governor has proposed legisation that would allow the City to consider
performance as a determining factor if teachers need to be laid off, the new evaluation
process would not be fully implemented in time to affect the current round of layoffs.
Under the Governor's proposal, only school districts that adopt the proposed
evaluation process would be €eligible for funding under the State’'s competitive grant
program, which would allocate $500 million statewide.

B. Health and Hospitals Cor por ation

The Health and Hospitals Corporation (HHC) projects budget gaps, on an accrua
basis of accounting, of $301 million in FY 2011, $464 million in FY 2012,
$672 million in FY 2013, $822 million in FY 2014, and $911 million in FY 2015
because spending is projected to grow much faster than revenues. These estimates
reflect the impact of the State budget, which will reduce HHC revenues by
$175 million annually by reducing reimbursement rates, restricting services, and
enrolling additional patients into managed care. The impact could be higher
depending on how certain Medicaid cost-reduction initiatives are implemented.

To reduce the projected budget gaps, the HHC has identified actions that would
generate $100 million in FY 2012, $221 million in FY 2013, and $261 million in each
of fiscal years 2014 and 2015. Most of the resources would come from consolidating
administrative functions, patient care, and affiliation contracts. The HHC aso intends
to reduce staffing levels by 1,600 employees over the next three years. In the past two
years, the HHC has reduced staffing levels by 2,100 full-time-equivalents. Even if
these actions are successful, the HHC would still face large budget gaps.

On a cash basis, the HHC projects a closing year-end cash balance of $557 million for
FY 2011, but this estimate assumes the receipt of nearly $600 million in supplemental
Medicaid funds. These funds are subject to annual federal approval, which the State
was expected to obtain for the HHC and which has been delayed. If these funds are
not received by the end of the fiscal year, the HHC will have to take additional
management actions or the City could be called upon to provide financial assistance.
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C. Metropolitan Transportation Authority

In July 2010, the Metropolitan Transportation Authority (MTA) projected budget
gaps that reached $2.1 billion by 2014 (before gap-closing actions), mostly as the
result of lower-than-expected collections from new revenues approved by the State
(such asthe payroll tax), as well as revenue losses due to the recession.

Subsequently, the MTA outlined a gap-closing program that included $525 million in
recurring savings that began the process of changing how the MTA conducts
business—but also cut services vital to thousands of commuters. The MTA also raised
fares and tolls by 7.5 percent in December 2010, which was the fifth increase in fares
and tolls since 2002.

As a result, the MTA’s February 2011 financial plan shows a balanced budget for
2011, but deficits of $247 million in 2012, $37 million in 2013, and $482 million in
2014. These estimates assume that the MTA will be successful in implementing
additional management improvements and that it will raise fares and tolls another
7.5 percent in 2013.

The recently enacted State budget will divert an additional $200 million in dedicated
transit tax revenue collected for the MTA for use in the State's operating budget,
expanding a practice that began in 1995. The impact on the MTA’s operating budget
was reduced to $100 million in 2011 because the State provided an additiona
$30 million in dedicated funds and also relieved the MTA from funding $70 million
in capital projects that the State Legislature had requested in the past. (This permits
the MTA to free up $70 million in operating funds that it had set aside to finance
capital projects on a pay-as-you-go basis.) The MTA is scheduled to release its July
financial plan on July 27, 2011.

The MTA’s $26.3 billion five-year capital program for 2010 through 2014 has full
funding for only the first two years of the program, and shows a $9.9 billion funding
gap for the remaining three years. The funding gap could grow larger, as the capital
program assumes that the MTA will receive an increase in federal funding, which
may not be forthcoming as the federal government is presently focused on deficit
reduction.

D. New York City Off-Track Betting Corporation

The New York City Off-Track Betting Corporation (OTB) faced years of fisca
distress as its net revenue (after statutory distributions to the racing industry, local
governments, and the State) was insufficient to fund operations. The OTB requested
State assistance, and in November 2010 the Governor proposed a restructuring of the
OTB. The Assembly passed the Governor’s bill, but the Senate proposed instead that
al off-track betting corporations statewide be included in any legislative proposal.
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Lacking alternative means to cover its operating costs, the OTB ceased operations in
December 2010. As a result, approximately 1,300 employees immediately lost their
jobs and 900 OTB retirees lost their health benefits. To prevent the loss of benefits,
the union representing the retirees, District Council 37, sought a preliminary
Injunction requiring the State and/or the City to fund the retiree health benefits while
litigation continues. Although the preliminary injunction was denied by the trial court,
the Appellate Division of the Supreme Court imposed arestraining order requiring the
City to continue funding the cost of these benefits until the court reaches a decision on
the union’s appeal.”> On May 26, 2011, the Appellate Court denied the plaintiff’s
motion for a permanent injunction requiring the State and/or the City to fund retiree
health benefits.

Additionally, the OTB’s closure has negatively affected the racing industry because
the industry no longer receives payments from the OTB. The impact has been partly
mitigated because attendance at the Aqueduct Racetrack between January and April
2011 increased by 48 percent, and the on-track handle increased by 75 percent.
Legidative proposals have been made that would bring back off-track betting
operations in some form, which would restore subsidies to the racing industry and
provide relief to former OTB employees.

E. Other Post-Employment Benefits

In  June 2004, the Governmental Figure 37

Accounting Standards Board (GASB) Accrued OPEB liability
issued Statement No. 45, which el R
establishes standards for measuring and S I
reporting the expense and related
liabilities of other post-employment
benefits (OPEBs), such as hedlth
insurance, on an actuarial basis. Although o 1
GASB 45 does not require entities to s |
fund these costs on an actuarial basis, g
entities could realize significant long- oy e iy forons
term savingsif they did so. T

The City’s accrued OPEB liability for past employee service reached $75 billion as of
FY 2010—an increase of $21.5 billion since FY 2006 (the first OPEB valuation year
reported by the City). In FY 2010, the accrued OPEB liability rose sharply, by
$9.4 hillion from the previous fiscal year (see Figure 37). The increase primarily
reflects the City’ s expectation that future health care costs will be higher as aresult of
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Currently, the City spends between $400,000 and $450,000 a month to cover the health benefits costs for
OTB retirees.
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national health care reform passed in March 2010, as well as the cost of OPEB
benefits accrued for services provided last year. National reform provides extended
health care coverage for dependents until age 26, and will impose an excise tax on
high-cost health insurance plans starting in January 2018. The present value of the
City’ s future OPEB obligations was $41.4 billion as of June 30, 2009.

The City, to its credit, deposited $2.5 billion in the Retiree Health Benefits Trust
during the last economic expansion to help fund these costs, but it has begun to draw
down these resources to help pay current operating expenses. The City drew down
$82 million in FY 2010 and $395 million in FY 2011, and intends to draw down an
additional $672 million in the next fiscal year. The State Comptroller believes the
City should avoid using these resources to help balance the operating budget.

Although the City is required to fund pension costs on an actuarial basis to ensure that
current taxpayers pay their fair share of the cost of services, the City is not required to
fund OPEBs on a similar basis. The City, like many employers, pays the annual cost
of benefits provided to current retirees on Figure3s

a pay-asyou-go (PAYGO) basis. In Pay-As-Y ou-Go Cost of OPEBs

FY 2010, the City paid nearly half of the _
present value of obligations ($3 billion) —
that is attributed, on an actuarial basis, to |
services recelved that fiscal year,
deferring $1.4 billion to future taxpayers.
OPEB costs, on a PAYGO basis, are
projected to rise from $1.2 billion in
FY 2006 to $2.6 hillion by FY 2015, an
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New York City Year-End Cash Position

I End-of-Y ear Cash Balance
[CICash Balance Adjusted for Surplus Transfers and Discretionary Actions

The City’s year-end cash balance rose
sharply between fiscal years 2003 and
2006, reflecting the strength of the e i o ity
economy, and remained a about
$12 hillion (after adjustments for surplus
transfers and other discretionary actions)
through the end of FY 2008 (see 24
Figure39). Given these large cash 0 T

reserves, the City met its cash needs & .
without short-term  DOrroWing  dUMNG e wrc oot ycomes mmm s e 0o s
fiscal years 2005 through 2011.

Billions of Dollars

[N) N [N) N N
Q Q Q =] =]
Q =] Q =3 P
> N © B

IS
&

39



Office of the State Deputy Comptroller for the City of New York

The City’s Office of Management and Budget projects a year-end cash balance of
$6.3 hillion for FY 2011. After adjusting for the $3.2 billion surplus transfer, the year-
end cash balance is forecast to be $9.5 billion, reversing a four-year trend of declining
year-end cash balances. The May Plan assumes the City will borrow $2.4 billion to
meet its cash flow needs during FY 2012, but this borrowing is unlikely to occur
given the City’s large cash balances. If the City does not conduct any short-term

borrowing in FY 2012, it could redlize interest savings of $35 million.
G. West Side Redevelopment

The City, the State, the MTA, and private developers are working toward
redevelopment of the Hudson Y ards area on the far West Side of Manhattan, from a
largely industrial area into a large-scale, mixed-use, commercial and residential

district.” Significant developments are outlined below.

The Hudson Y ards area, which includes the eastern and western rail yards,
was rezoned to permit up to 26 million sguare feet of new office
development, 20,000 housing units, 2 million square feet of retail space,
and 3 million square feet of hotel space.

The MTA entered into a contract in May 2010 with Related Companies and
its equity partner, Oxford Properties Group, to acquire development rights
associated with the rail yards when three economic recovery triggers have
been met. At closing, the developers will acquire 99-year ground leases,
with options to purchase land parcels.

The MTA expects to receive $1 billion, on a present-value basis, over the
life of the deal, with the proceeds to support MTA capital projects. The
developers plan to deck over the rail yards and develop more than
12 million sgquare feet of commercia and residential space, 12 acres of open
space, a public school, and cultura facilities.

The City (via the Hudson Y ards Infrastructure Corporation) is financing a
$2 billion extension of the No. 7 subway line from its current terminus at
41st Street and Eighth Avenue to 34th Street and Eleventh Avenue. The
MTA is building the extension, and estimates a June 2015 completion date.
Currently, no agreement exists as to whether the MTA or the City would
fund any cost overruns.

13

The Hudson Y ards area is bounded by the Hudson River Park to the west, 7th and 8th avenues to the east,

28th and 30th streets to the south, and 42nd and 43rd streets to the north.
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The City Council has agreed to support (subject to annual appropriation)
the interest cost on up to $3billion of Hudson Yards Infrastructure
Corporation (HY IC) bonds. While no interest payments were needed during
fiscal years 2007 through 2010, the City paid $43 million in FY 2011, and
the May Plan assumes interest payments of $106 million in FY 2012 and
$138 million in each of fiscal years 2013 through 2015. The amounts
assume that the HYIC will issue an additional $1 billion in late calendar
year 2011 to fund additional infrastructure improvementsin the area.

Moynihan Station will expand capacity at Pennsylvania Station and
Improve passenger facilities by converting the James A. Farley Post Office
into a train station. Construction on Phase 1 began in October 2010.
Phase 1 is expected to cost $267 million and will primarily involve below-
grade transportation improvements, and is expected to be completed in
2016. Key elements of Phase 2 include a new train hall and other above-
grade improvements. Currently, there is no start date for Phase 2.

A modest expansion (100,000 sguare feet) of the Jacob K. Javits
Convention Center was completed in 2010, and renovations to existing
facilities are expected to be finished in 2013.

The High Line, aformer elevated freight railroad, is being transformed into
a 1.5-mile park that reaches the southern part of the Hudson Y ards district.
Section 1, from Gansevoort Street to 20th Street, opened in June 2009;
Section 2, reaching 30th Street, is expected to open shortly; and Section 3,
if secured for park use, would wrap around the rail yards.

H. Lower Manhattan Redevelopment

To rebuild the World Trade Center (WTC) site, New York State, New Y ork City, the
Port Authority of New York and New Jersey (PANYNJ), the Metropolitan
Trangportation Authority (MTA), the Lower Manhattan Development Corporation
(LMDC), the National September 11 Memorial & Memorial Museum, and Silverstein
Properties (SPI) are engaged in a coordinated effort. Major projects include five office
towers, a memorial and museum, a cultural center, the WTC Transportation Hub
(WTC T-Hub), the Fulton Street Transit Center, and retail space.

The PANYNJ is building the $3.2 billion tower at One World Trade Center,
which will rise 1,776 feet. Condé Nast recently reached agreement with the
PANYNJ to become the key private-sector anchor tenant by leasing one-
third of the tower's 3 million square feet of office space. The expected
completion date for the tower is 2013.
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e The PANYNJ is also responsible for the memorial and memorial museum
and the WTC T-Hub, both of which are well under way. The memorial plaza
will open by September 11, 2011, and the museum a year later.

e The $3.4 billion WTC T-Hub, which has a completion date of 2014, will
connect a new PATH station with the Fulton Street Transit Center, the
towers, the ferry, and other sitesin the area.

e The MTA is building the Fulton Street Transit Center, which will cost
$1.4 billion and provide connections between subway lines, the WTC T-
Hub, and the World Financial Center. It will be completed in 2014.

e Last year, the PANYNJ and SPI reached agreement on a development plan
for the east sde of the WTC dite, including three commercial towers
(Towers 2, 3, and 4) that SPI is responsible for building. The agreement
envisions the completion of Tower 4 by 2013, and the phase-in of Towers 2
and 3 over time.

e Under the agreement, the PANY NJ will provide up to $1.2 billion of credit
support for Tower 4, and the PANY NJ and the City will lease 60 percent of
the tower’ s total office space. The PANYNJ, New York State, and the City
have agreed to contribute up to $600 million in additional financial support,
divided equally, toward the construction of Tower 3, contingent upon SPI
hitting certain private-market triggers.™

e The LMDC oversaw the deconstruction of 130 Liberty Street, which was
completed in February 2011. Under the direction of the PANYNJ, the site
will house the Vehicle Security Center, the Tour Bus Parking facility, and
Tower 5, though no definitive plans are yet in place for this tower.

¥ SPI must raise $300 million in private financing and secure tenants for 16 percent of the tower’ s total space

(400,000 square feet).
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As of March 31, 2011, the City-funded workforce totaled 257,387 full-time and full-
time-equivalent employees, which is below the year-end target for FY 2011 (see
Figure 40). Staffing levels have declined by 4,073 employees since the beginning of
the current fiscal year (including 215 layoffs). The May Plan assumes a further
decline of 8,495 employees, including 4,347 layoffs, by the end of FY 2012, with

Appendix:
City-Funded Staffing Levels

most of the layoffs within the Department of Education, as discussed below.

Pedagogical staffing in the Department of Education has declined by
1,567 positions since the beginning of FY 2011. The department plans to
reduce staffing by another 7,741 employees, including 3,778 layoffs, by
June 30, 2012.

The City University of New York plans to reduce staffing by
1,389 employees by the end of FY 2012.

The Fire Department plans to eliminate 498 uniformed positions by closing
20 fire companies.

The Police Department will reduce staffing by 111 officers and 375 civilian
employees by the end of FY 2012.

Uniformed staffing in the Department of Sanitation will decline by 139
employees, mostly in supervisory posts through attrition.

The Department of Parks and Recreation plans to reduce full-time staffing
by 907 employees by continuing a hiring freeze and negotiating an attrition
incentive program with unions. The department will increase staffing by
464 seasonal positions.

Staffing in health and welfare agencies has declined by 748 employees, and
current levels are below the levels planned for the end of FY 2012.

The Department of Transportation plans to reduce City-funded staffing by
214 positions by shifting to State and federal funding, as well as
eliminating vacancies. The department also plans to lay off 35 managerial,
administrative, clerical, and planning employees.

15

This does not include the 812 layoffs planned for libraries and cultural institutions.
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Figure 40
City-Funded Staffing L evels
(Full-Time and Full-Time-Equivalents)

Additions/(Reductions)
Actua City Forecast Variance
June March June June June 2010 to March 2011
2010 2011 2011 2012 March 2011 to June 2012
Public Safety 81,457 81,045 80,401 79,005 (412) (2,040)
Police Uniformed 34,532 34,420 33,814 34,309 (112) (111)
Civilian 15,981 15,900 15,893 15,525 (81) (375)
Fire Uniformed 11,057 10,771 10,879 10,273 (286) (498)
Civilian 4,847 5,015 4,865 4,846 168 (169)
Correction Uniformed 8,772 8,465 8,638 8,404 (307) (61)
Civilian 1,444 1,419 1,735 1,752 (25) 333
District Attys. & Prosecutors 3,637 3,644 3,086 3,113 7 (531)
Probation 785 784 808 770 (1) (14)
Other 402 627 683 13 225 (614)
Health & Welfare 23,002 22,254 23,445 24,011 (748) 1,757
Social Services 10,219 9,964 10,478 10,608 (255) 644
Children’s Services 5,845 5,617 5,891 6,398 (228) 781
Health & Mental Hygiene 4,723 4,543 4,813 4,776 (180) 233
Homeless Services 1,832 1,771 1,883 1,867 (61) 96
Other 383 359 380 362 (24) 3
Environment & Infrastructure 17,864 16,032 17,018 15,360 (1,832 (672)
Sanitation Uniformed 7,105 6,961 6,875 6,822 (144) (139)
Civilian 1,964 1,885 2,005 2,001 (79) 116
Transportation 2,368 2,203 2,144 1,989 (165) (214)
Parks & Recreation 6,218 4774 5,770 4,331 (1,444) (443)
Other 209 209 224 217 --- 8
General Government 8,925 8,614 9,963 10,274 (311) 1,660
Finance 1,930 1,811 2,096 2,026 (119 215
Law 1,344 1,238 1,255 1,287 (106) 49
Citywide Admin. Services 1,706 1,377 1,462 1,455 (329 78
Taxi & Limo. Commission 432 434 478 439 2 5
Investigations 217 205 232 223 (12) 18
Board of Elections 472 498 1,105 1,299 26 801
Info. Tech. & Telecomm. 1,062 1,032 1,062 1,047 (30) 15
Other 1,762 2,019 2,273 2,498 257 479
Housing 1,725 1,594 1,788 1,699 (131) 105
Buildings 1,174 1,101 1,183 1,163 (73) 62
Housing Preservation 551 493 605 536 (58) 43
Department of Education 118,392 116,931 115,713 108,974 (1,461) (7,957)
Pedagogues 96,109 94,542 93,445 86,801 (1,567) (7,741)
Non-Pedagogues 22,283 22,389 22,268 22,173 106 (216)
City University of New York 7,775 8,647 7,471 7,258 872 (1,389)
Pedagogues 5,037 5,926 5,244 5,075 889 (851)
Non-Pedagogues 2,738 2,721 2,227 2,183 (17) (538)
Elected Officials 2,320 2,270 2,305 2,311 (50 41
Total 261,460 257,387 258,104 248,892 (4,073) (8,495)

Note: Includes the merging of Juvenile Justice (shown in Other Public Safety) into Children’s Servicesin FY 2012.

Sources: NY C Office of Management and Budget; OSDC analysis
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