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THE CHAIR: Good afternoon. |'d
like to wel cone everybody to the expert forum
part of our Charter Revision Comm ssion
nmeeti ng.

I want to wel cone everybody to
Brookl yn and t hank the Brooklyn Public
Library for allowing us to hold our Charter
Revi sion Committee neeting here and to follow
in this actually very lovely space

This afternoon we will begin with
an expert forumon issues related to the
Fi nanci al Control Act and fiscal stability.

| amthe chair of the Charter
Revi si on Commi ssion. M nane is Ester Fuchs,
and 1'd like to briefly introduce you to the
menbers of the Charter Revision Conmi ssion
who are here today.

On ny far left is Stephanie Pal mer,
sitting over there. W want you to nove in
closer to us, please. Stephanie is currently
the executive director of the M ssion Society
and she is the fornmer executive director of
the Human Services Council for New York
City.

On her right is Bob Abrans. Most
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of you know that Bob Abrans was the State
Attorney Ceneral and he was the president of
t hat ot her wonderful borough of the Bronx.
Currently he is practicing |law where he is a
partner at Stroock, Stroock & Levan.

Dall Forsythe on ny left is the
vice chair of the Conmm ssion, and he is the
chief adm nistrative officer of the Episcopa
Di ocese of New York, and he's the fornmer
budget director of New York State and the New
York City Board of Education.

On ny right is Stephen Fiala, who
is the secretary of the Comrission. He is
currently County Clerk and Conm ssioner of
Jurors for the wonderful borough of Richnond,
and he was a former nember of the New York
City Council

Next to Steve is Ammlia Betanzos.
Amalia is the president of WIldcat Service
Corporation, which is a non-profit enpl oynent
program She was al so the comm ssi oner of
t he Departnment of Youth Services and
executive secretary to Mayor John Lindsay,
and has served on two previous Charter

Revi si on Conmi ssi ons.
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5
Next to her is Curtis Archer, who

is currently the executive director of the
Rockaway Devel opnment and Revitalization
Corporation, and he is forner director of the
smal | busi ness departnent for the Upper
Manhatt an Enpower nent Zone.

Joining us, I'"'msure in a couple of
m nutes, will be Anthony Crowell, who is the
speci al counsel to Mayor M chael Bl oonberg
and the forner executive director and general
counsel to previous Charter Revision
Conmi ssions, and he is a resident of
Br ookl yn, for those of you who are
wonderi ng.

Dr. Lilliam Barrios-Paoli will be
joining us. She is currently president and
COE of Safe Space. She was previously senior
vi ce-president at the United Way and has
served as conmi ssioner of New York City's
Human Resources Adm nistration, the
Depart ment of Housing Preservation and
Devel opnent, the Departnment of Personnel and
t he Department of Enpl oynent.

And | think she gets the prize for

havi ng been the commi ssioner of the nobst city
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agenci es.

David Chen will also be joining us.
He is currently executive director of the
Chi nese Anerican Pl anning Council and the
foundi ng chair of the Board of Directors of
Chung Pak Devel opnment Corporation, and he,
too, is a resident of Brooklyn.

And Jennifer Raab will be
attendi ng, she is the president of Hunter
Col | ege and former chair of the New York City
Landmark's Preservation Conmi ssion

And finally, Stan Grayson, who is
the president and chief operating officer of
M R. Beal & Conpany. He was a forner
managi ng director at Prudential Securities.

Prior to that, he held severa
seni or positions in New York City governnent,
i ncl udi ng deputy mayor for finance and
econonm ¢ devel opnent, as well as finance
conmi ssi oner and chief executive officer of
the New York City Industrial Devel opnent
Agency.

So I want to thank all of the
conmi ssioners for joining us on this very

rainy day. | know you'd prefer it to be
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7
spring, but sonebody else prefers it not to

be. And I want to wel cone our expert pane
t oday.

VWhat 1'd like to do as we begin to
listen to you is introduce you to the nmenbers
of the Conmission, as well as to our public
audi ence, to rem nd those who are attending
today that we're beginning with this expert
forumand the public hearing will begin at 6
p.m, when those of you in the audience wll
have a chance to both testify and address the
Commi ssion directly.

We wi |l be having our next public
hearing on March 30th in Ri chnmond County in
the Juror Assenbly Center. Thank you to
Conmmi ssioner Fiala. That will be at 6 p.m

And on April 4th, we will be having
a forum and a hearing at Hunter Coll ege, and
the topic for the experts there will be
operational efficiency and accountability.

For those of you who are interested
in the proceedings of the Charter Conm ssion
and want nore information, please go to our
web site at www. nyc.gov/charter or cal

212-676-2060.
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Qur first report, "Summary of
| ssues under Consideration for Charter
Revi sion" is available in the back of the
room and if you want to sign up to be part
of our mailing list or our e-mail list, there
is alist in the back of the roomand you can
just add yourself to that.

And if you want to sign up to
testify in our public hearing, please do that
now.

So | know that that's a | ot of
busi ness, but you'll bear with nme because we
take the outreach part of the Charter's
m ssion very seriously and we want to make
sure everybody has a chance to cone to these
neetings, attend and testify, if they
choose.

So |l will briefly introduce all of
you, and then we can just start fromleft to
right.

What |'m going to suggest is that
we et all of our experts testify. | know
t hey' ve prepared testinony.

Then | will ask the conmi ssioners

to address questions, either specifically to
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9
a nenber of the expert panel or generally to

the expert panel. So | think that way
hopefully we will be nore efficient.

First, it's my pleasure to
i ntroduce Charles Brecher, who is a professor
of public and health adm nistration at New
York University. He is the author of a very
wi dely read book, book that you have, that
I've used when | taught, and | reconmend to
everybody in the room it's called "Power
Failure, New York City Politics and Policies
since 1960."

He has done work on the
privatization of public hospitals recently,
and he also serves as a research director for
the Citizens Budget Conm ssion, a
non-partisan civic organi zati on devoted to
i mproving financial managenent and service by
the City and State of New York.

It is in that capacity that he's
testifying today. W're delighted to have
everyone here, but | know Chuck the |ongest,
so |'"m personally delighted to wel cone you
t oday.

I won't go back in tine, but | do



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10
remenber, | do renenber, and part of the

research effort and the 1975 fiscal crisis,
whi ch Chuck and his col |l eague Ray Horton up
at Col onbi a, when they were at CBC, really
were instrumental in helping the City really
figure out how to get out of that crisis in
desi gni ng sonme of the structures that were
put into place that we're re-exam ni ng today,
but he and Ray were a mmjor part of that
public discussion on how to get New York back
on track fiscally, and it | ooks like it

wor ked, too, which is pretty inpressive.

Thanks for being here today.

Ronni e Lowenstein, | go back al nost
as far with you, but not quite. W were
col | eagues at Barnett Coll ege together, so
"Il give away your secrets.

Ronnie is currently the head of the
IBO and is testifying in that capacity.

Prior to IBO, she was a public
finance and regi onal econonist in the
donestic research division at the Federa
Reserve Bank, and of course taught econom cs
at Barnett Coll ege.

| didn't nmention everybody's
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degrees, but you can be sure it's a fairly

i mpressi ve group over here.

And Ronni e has, | think, done a
pretty amazing job at the IBO. | know nost
of us rely on them for information that we
don't really find any other place in the
city, and the quality of the work since
you' ve been there is very, very high and we
t hank you for that, both as menbers of the
Charter Comm ssion and citizens of the City
of New YorKk.

It's inportant, the work you do is
extrenely inportant.

James Parrott, who, since 1999, has
been the deputy director and chi ef econoni st
of the Fiscal Policy Institute, which is a
non-parti san public policy research
organi zation dealing with New York fiscal and
econom c i ssues.

Under his direction, the FPlI has
regul arly analyzed New York City's budget and
tax issues, and city and state econom es

I think that prior to conming to
FPI, Janmes was the chief econom st and

director of the Bureau of Fiscal and Econom c
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Anal ysis at the Ofice of the State Deputy

Conmptroller for New York State.

And prior to that, he was the chief
econoni st for the City of New York economic's
policy office under David Di nkins. He, too,
cones with an inpressive list of degrees and
has dedi cated hinself to public service in
this field, and we want to wel come you,

t 0o.

And finally, last but not I|east,
Marci a Van Wagner. Marcia's has had nmany
hats, right? And now she's, | think, in an
extrenely inportant position here
representing the conptroller today.

Si nce February, she's been the
deputy conptroller for budget for city
conptroller Bill Thonpson.

Previous to that, she was deputy
research director and chief econom st on the
Citizens Budget Commi ssion and al so served as
chi ef economni st and director of fiscal and
econonic analysis at the Ofice of the State
Deputy Controller for New York City.

So if you're noticing that there's

a pattern in here, there are no accidents, of
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course.

She was al so vice-president for
econoni c analysis for the New York City
Econom ¢ Devel opnment Corporation and the
chi ef econom st for the New York City
Econom ¢ Policy and Marketing G oup.

And she, too, comes with an array
of degrees, but she can add to her resune the
fact that she is a resident of Brooklyn.

So wel cone, everybody, and 1'd like
to begin testinony with Professor Brecher

MR. BRECHER: Thank you. Thank you
for the kind introduction and for the
opportunity to be here.

"Il start by saying | amhere in
terms of my capacity with the Citizens Budget
Conmi ssion, but | amnot here to present any
formal positions that have been taken by the
Commi ssion's board.

The board has not taken up sone of
the questions, at least yet, that | think you
have identified and are addressing.

So what |I'm sharing is just sonme of
the staff's thoughts about sone of the issues

and sonme suggestions about how to think about
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t hese subj ects.

| haven't prepared any fornal
testimony. Having read Mark Page's
presentation, | thought that 1'd follow that
nmodel . It may not be as |ong.

It was interesting, my aspiration
is to be interesting Iike Mark. That was a
very inportant contribution.

So what | have is -- actually,
there are six topics that I wanted to have
some comrent on that are, | think, relevant
to the issue that you have identified.

VWhat | take to be the goal of the
Commi ssion is as the sunset of the Enmergency
Act approaches, to think about how the
benefits or the ways in which the City has
benefitted from sone of those provisions can
be incorporated in the Charter or in other
ways, and the ways in which the practices
that we've established, the City has
established, that have served us very well
m ght be even further inproved upon, because
I think few would argue that they're
perfect, though | think they serve the city

very well.
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The first of those is the

requirenents for nulti-year planning. As |
think you framed the issue really, is there
are things in state | aw now that are not
required in the Charter. Sone of that has
been sorted through and the material has been
prepared for you.

| think the easy part of that is to
say let's enbrace sone of those requirenents
in the Charter. And that would sinply ensure
that those requirenents continue once the Act
expires.

The harder questions, | think, are
t hat what having a state | aw has done is put
in place sone nechani smto deci de whet her
those requirenents aren't being met and sone
cl ear sanction of what happens when they're
not net.

And if that state law didn't exist,
what woul d replace that. What would be, who
woul d deci de that we didn't have a bal anced
budget. How would that get triggered and
then what woul d the sanction be.

And | think if one wants to have

that, it's very hard to think about what that
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mechani sm woul d be entirely governed by the

City Charter or City officials in and of
t henmsel ves.

That's really what's existed, has
been the taking away of discretion and
authority fromlocal officials, and |I'm not
sure how you do that without it being in sone
sort of state |law and involving sonme state
of ficials.

So | think that's part of the
chal l enge or the paradox of trying to
deal with this in the context of Charter
reform

But certainly, as | said, the
easier part of this is to maintain sone of
the requirenments that are not there, but are
in the state law in the Charter and have the
Charter cover down.

The second thing | wanted to get
to, and it's related to that, is that given
that we have had requirenments that the City
budget be bal anced and that there are
external sanctions that go with that, the
city has built up a record of generating

surpluses. It keeps its budget, | think, in
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bal ance and has a surpl us.

| think one of the ways in which we
could think about making this process work
better is to have sonme nore rul es about the
sur pl us.

The City has lived with generally
accepted accounting principles and has
| earned how to conformto them but also put
its surplus to sone creative uses, though I
woul d argue not necessarily the best or
priority uses.

So the question is really whether
there ought to be some requirenment in the
budget process in the Charter about how we
use surpl uses.

The one use clearly is a rainy day
fund, and that cones back to the bal anced
budget requirenment, because again, if we had
a rainy day fund and it rained and we used
it, we would violate the requirenent that we
had to have a bal anced budget.

So | think some exception to the
bal anced budget requirenment where if you
could create a rainy day fund where you drew

down a rainy day fund when it was actually
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raining -- and | think that's the point |

wanted to get at -- what we have now are
mechani sms that allow the City to use the
surplus, but it just gets rolled into the
next year and supports spending in the next
year.

In fact, when you conpare what's
been rolled into one year and rolled out the
next year, sort of the drawdown on the
surpl us has been greatest in years when the
City's econony was in the best shape.

And if we could think about some
mechani smthat regul ated that, that all owed
us to really put noney away for a rainy day
and only let you use it on a rainy day and
then it didn't punish you if you used it on
rainy day, | think it would help pronote
fiscal stability.

| think that's a real challenge to
this day and how you set up the requirenents
and when sanctions kick in.

The third topic | would raise is
really, what is it, when we say the City's
budget, what is the entity.

And again, there are generally
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accepted accounting rules about this, but

they're not perfect.

And arguably, fromthe point of
view of citizens and the citizens who are
interested in what's happening with public
funds, there are now things off budget that
one ought to treat in the context of the
regul ar budget process.

There are now TFA, TSAC, ot her
entities that are not included in the budget
t hat probably ought to be.

And | think some way of having a
nor e conprehensive scope to what we define as
what part of the regul ar budget process would
be, would serve the goals of transparency and
buil ding public faith on the part of the
citizenry.

So | guess that's the third.

The fourth one has to do with the
capi tal budget and capital planning.

To me, it's really interesting that
t here has been, going back to the Charter of
1989, | renenber, | think it was part of when
Di ck Ravi ch was involved, the requirenents

that are now there about having things that
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are sort of the equival ent of depreciation,

and you know, sayi ng what the requirenents
are and maintain City facilities have been
built in, and they've been part of the
process for a long tine.

They don't get the attention they
deserve, and we don't really acknow edge that
we are letting our assets deteriorate.

And | think some kind of
requirenent to at |east address and nmaybe
even do sonet hing about what is the
equi val ent of depreciation in the public
sector would really put sonme paraneters on
what the capital budget process ought to
do.

It would force us for a lot of
infrastructure assets to do what the MIA now
does in a nore explicit way, to say what are
the things, what's the anmbunt we need to
spend to keep things in a state of good
repair versus what are the things we're
spending to build new facilities, and you
know, can we be sure we'll be able to keep up
the new facilities.

So | think there's -- again, sone
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of the recent changes in generally accepted

accounting principles address sonme of this,
but again, they don't do it perfectly, and
some nore attention to how well we're keeping
up our physical plant and view ng the

equi val ent of depreciation in the public
sector as an operating expense when we | ook
at bal ance, woul d be an inportant

contri bution.

The fifth one has to do with tax
expenditures. And | think generally the City
does a pretty good job about disclosing a | ot
of this. There are required reports about
tax expenditures in the City's fisca
docunent .

I just think we could do better in
the sense of what we do now is often post-op
reporting and reporting about what the future
commtnents of the tax breaks have al ready
been gi ven.

But we don't really have a good
concept of budgeting tax expenditures and
saying going forward in the next year, here's
what we think the limt ought to be on how

much we give away in the form of tax breaks,
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and again, nmaybe setting sone targets for

that, sone process for saying how big it
shoul d be woul d be hel pful in the budget
process.

And then, |ast but not necessarily
the least, inportant on ny list was the
I i nkages that shoul d exist between the budget
process and the Mayor's managenent report and
performance reporting in general

Again, | think one of the things
that hasn't happened that was intended to
happen fromearlier Charter refornms is that
there be a strong alignnment between the units
of appropriation that are used in the budget
and the units about which perfornmance
nmeasures are reported in the Mayor's
managenment report and the ability to
crosswal k between what's happening in terns
of results and categories we use to
appropriate noney.

Sone reaffirmation of that
requi renent, sone way of trying to say that
we really want to have information about what
each unit of appropriation is producing,

woul d, | think, engender nore performance
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managenment and naybe even sone requirenent

that some of those neasures include unit
costs which are now not frequently found.

Therefore, there are a few entities
in the Mayor's managenent report, but | think
there woul d be nore of themthat would be a
| ot nmore hel pful and naybe even sone
conpar ati ve benchmarki ng of |ooking at what
other large cities do and what units costs
there are as part of our performance
managenment standard.

So that's ny list, again devel oped
with the help of ny colleagues at the staff
of CBC about what sone of the issues m ght
be and ways we could nmake this process
better.

THE CHAIR:  Thank you.

Ronni e Lowenst ei n.

MS. LOVENSTEIN: Thank you for
inviting ne to join you today in the
di scussion of how the City Charter should
be changed in anticipation of the expiration
of the Financial Enmergency Act, FEA, in
2008.

While there are many issues that
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arise fromthe expiration of the Act, there

are two key matters | will focus on

First, the critical nature of
mai ntai ning a structure that fosters ongoing
budget managenent, and second, the inportance
of access to budgetary information.

I"'mtaking a little bit of a
di fferent tact than Chuck

The budget process currently laid
out in great detail in the City Charter is
essentially focused on adopting a budget for
the com ng fiscal year.

However, the Charter has nuch |ess
to say about what happens after that year's
budget is adopted.

As the Mayor's budget director
Mar k Page, observed in his testinmony to the
Conmi ssion in Decenber, the FEA created a
fiscal planning and managenment structure over
and above the budget process outline in the
City Charter -- a structure that's |less
concerned with the essentially political act
of adopting a budget, and nore with the
ongoi ng managenment of the city's financia

condition, both during the budget year and
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with a longer-term planni ng hori zon.

Many aspects of the FEA structure
have becone firmy enbedded in practice and
in the expectations of everyone with a stake
inthe city's continued fiscal well-being.

It would serve the city well to
continue these practices by incorporating
theminto the Charter

I want to briefly highlight some of
what we think are the nost inportant aspects
of the financial planning and oversi ght
functions created by the Financial Emergency
Act and by the Financial Control Board, both
inlaw and in practice.

The structure has several inportant
el ements that Chuck has all uded.

First of all, a four-year financia
pl anning. This rolling four-year plan
conti nuously updated, hel ps ensure that the
future fiscal consequences and deci si ons nade
today are taken into account.

Second, quarterly nodifications to
the financial plan. The quarterly nods --
whi ch have becone nore or |ess integrated

wi t h budget nodifications approved by the
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City Council -- help ensure that the city is

continually mnding the store once the annua
budget is adopted, aligning expenditure needs
wi th avail abl e revenues.

Finally, a year-end bal anced budget
test. The Charter only currently requires
that the budget be bal anced i n adoption.

Under the FEA, the city nust show
that it has also finished the fiscal year
without a deficit of nore than $100 million
-- which is just 2/10 of a percent of the
city's roughly $50 billion budget each year

The benefits of the current
arrangenent are w dely recogni zed and agreed
upon. These provisions could be incorporated
into the Charter budget process to create a
conprehensi ve franmework, not just for
adopting a budget, but also for nanaging the
city's fiscal condition on an ongoi ng basis
to ensure that we continue to live within our
fiscal means, as we have now for nearly a
quarter century.

That part, | think, is nore what we
normal |y focus on. But then there is a whole

ot her set of issues that typically aren't
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addr essed.

Anot her el enent of the FEA
structure and process that has been at | east
as inmportant -- but |less often recognized --
is the Financial Control Board's access to
the informati on necessary to carry out its
functions.

The Fi nanci al Emergency Act gives
the FCD broad access to financia
information, authorizing it to acquire
what ever records and reports fromthe city it
deens necessary or desirable to carry out its
functions; the information nust be avail able
on a schedule that nmeets the FCB' s needs.

The control board dictates the form
and the content of financial plans and
reporting. Moreover, this information is
made publicly avail able.

In effect, the Act nakes the FCB
and its staff a partner on an equal footing
with the Mayor's office in oversight of the
city's financial condition.

A nunber of different practices
have grown up as a result of that, including

the institution of the quarterly PEG
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nonitoring neetings, and the probably far

nore useful, Education Task Force neetings.

These neetings were created at the
request of FCB, and when one administration
tried to end the practice, the control board
i nsisted that the neetings continue.

The FCB has set the standard for
reporting and information on the city's
budget condition, on a nore or less real-tine
basis, and it is authorized under the act to
require the city to provi de whatever
information it thinks it needs on whatever
schedule to performits oversight functions.

I think we could argue that the
success of the FEA structure has been due at
| east as nmuch to the control board's access
to information as to the threat of
rei mposition of a control period.

This access enables it and others
to forma sound, independent judgnent about
the city's financial condition, which has
been crucial to maintaining the confidence of
i nvestors, citizens and elected officials
al i ke.

Based on this experience, we fee
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it will be vital to replicate on the |loca

I evel this strong right of access to
information after the expiration of the FEA

It has been a crucial element in
the sound fiscal nmanagenent the city has
exerci sed over the course of five different
mayors, one sweeping restructuring of city
government and mul ti pl e business cycl es.

VWhat ever cones after the FEA
expires, it nmust be possible to ensure that
the standard set by the FCB for budgetary
i nformati on and reporting is upheld and
continued, and that the ability to undertake
an i ndependent eval uation of the city's
finances is protected.

I think there are a whol e host of
ot her inportant issues stemming fromthe
expiration of the Financial Enmergency Act.
Each of these issues, such as city debt
practices, rainy day funds, budget
presentation are inportant and worth
consi derabl e di scussion as well, and I'Il be
glad to answer questions on any and all of
t hem

Thank you agai n.
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THE CHAIR: Thank you very nmnuch.

James Parrott, please.

MR. PARROTT: Thank you. [If |
could, 1'd like to build upon the renmarks
t hat have been made by Ronni e and Chuck, and
I'd like to, as | say, associate nyself with
many of their remarks.

Over the past 30 years of the FEA,
close to the past 30 years, the FEA has been
very instrumental in achieving fisca
bal ance, accountability, transparency and a
measure of stability in New York City's
budget. The taxpayers have benefitted,
bondhol ders have benefitted, and | think
state taxpayers have benefitted al so.

The question is with the FEA
expiring, what, if anything, should take its
pl ace.

| agree that many of the financia
pl anni ng and financi al nmanagenment provisions
of the FEA could and shoul d be incorporated
into the City Charter, having to do with a
four-year financial planning process, the
requi renents for ongoi ng budget bal ance,

restrictions on short-term debt and



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

31
establishnent of a general debt service fund.

But | also think, and here | think
I"'mgoing to go a little bit further than the
previ ous speakers have, | would think that
some variation of the Financial Control Board
and the conpany fiscal nonitoring by the
state can't be established through a Charter
change, and that sone variation of this needs
to conti nue.

It may not be a Financial Contro
Board. It may be a Financial Review Board.

But | think it's inmportant and
valuable to the city, as well as to the
state, for it to be conprised of the chief
executives and the conptrollers of the city
and the state.

I think there are two basic reasons
for this. Such a board gives the Governor a
direct interest and role in the city budget
and an ongoi ng capacity to understand the key
el ements of the city budget.

In the absence of an ongoi ng board,
t he Governor would be far | ess prepared
should the city experience a financia

ener gency.
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Secondly, involving the state

conptroller through the board provides an
i mportant conponent of the nulti-prong budget
noni t ori ng process.

For all of the positive attributes,
neither the FEA nor the budget npnitors can
prevent ill-advised budget actions that can
contribute significantly to budget crisis.

For exanple, during the late 1990s
period, when the Wall Street financial bubble
tenporarily boosted city tax collections, the
City adopted several tax cuts that in the
aggregate just about matched the magnitude of
the tax increases the city was forced to
adopt in 2003 as the econony faltered.

Ri gid statutory constraints that
try to avert bad fiscal practices often
amount to nmedicine that is worse than the
illness.

Per haps the best approach is to
mai ntain a vigorous independent budget
nmoni t ori ng apparatus that increases the
chances that such ill-tinmed and unw se fisca
practices are identified and their risks

spelled out in a public manner as is done now
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with the publication of the nonitors' reports

fromthe city's four-year financial plan.

I'd like to address an issue
separate fromthe FEA that | think is also
i nportant, and it goes to the issue of fisca
stability and the Charter's handling the
separati on of power between the Mayor and the
City Council

This is the issue of the Council's
i nvol verent in the consideration of
| ar ge- scal e econoni ¢ devel oprment proj ects.

Such projects have substanti al
fiscal inplications for the city and shoul d
not be under the sole control of the Mayor,
or of entities such as the city's Industria
Devel opnent Agency, whose board is conprised
sol ely of Mayoral appointees.

Qur experience over the | ast
several years has been that accountability
and transparency have suffered greatly in
such | arge econonics project and that the
fiscal stability of the city has been put at
risk.

For exanpl e, under the previous

Mayor, the city Industrial Devel opnent Agency
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was considering a cash subsidy and financing

subsidy to the New York Stock Exchange, the
val ue of which was several hundred million
dol l ars.
The deal eventually did not happen.
And closer to hone and in tine when
one reviews the process that has been
foll owed over the past two years, as the Far
West Side proposal s have been considered, it
becomes clear that the public review process
has been very fl awed.
The Council's role has been
peri pheral regarding inportant aspects that
carry substantial fiscal inplications for the
city, and generally, there has been
i nsufficient public information nmade
available to carry on an infornmed debate.
This fundanental |y fl awed process
has been overshadowed in the media and in the
public eye by the polarization of public
opi nion on the proposed West Side stadium
I think the fiscal inplications for
the city for the financing for the Far West
Si de, conplete and separate fromthe stadi um

are much nore inportant to the long-term
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fiscal health of the city and the stadi um

The scal e and the scope of the
devel opnent of the Far West Side directly
affects the city budget and the future demand
for city services. The Mayor has proposed a
wi despread use of property tax breaks with
implications for the conmercial property tax
base for all of Manhattan

It involves considerable public
borrowing by the city and by a newmy created
Hudson Yards Infrastructure Corporation, and
calls into play the credit of the
Transitional Finance Authority.

This goes to the issue that Chuck
rai sed about the increasing use of nmechani snms
that should be part of the regular and forma
budget, city budget process.

Despite all of this, the Council's
rol e has been nmarginal, and because the
Council role has been peripheral, there's
been a | ack of essential information
regardi ng the financial aspects.

When the city operated under the
Board of Estimate, all inmportant aspects of

such proposal s, including the proposed
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financi ng, would have been subject to

approval by the full board.

The essential details of the
proposed financing and the proposed use of
tax breaks woul d have been made public.

While State law and the City
Charter give the IDA the authority to
negoti ate econoni c devel oprment projects,
don't think the very | arge-scale projects
were envisioned at the tinme of the [ ast mgjor
Charter revision in 1989.

Wth respect to the Hudson Yards
redevel opnent proposal, a conpl ex project
i nvol ving the rezoning of 60 acres and the
financing for the $3 billion in public
financi ng necessary to pay for the extension
of the nunber 7 subway line, the m d-block
boul evard between 10th and 11th Avenues, and
parks and ot her public anmenities, the Charter
gave the Council a role in approving the | and
use changes, but no formal role regarding the
financi ng.

This is obviously a sweeping
proposal that goes to the very heart of what

city fiscal managenent and stability is al
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about .

On an ad hoc basis, the Council was
able to negotiate sone changes in the
financi ng proposal at the last minute before
it approved the rezoning in md-January, but
public discussion of the financing aspects
during the several nonths |eading up to that
was |inmted and key aspects of the financing
details were not, and still have not, been
made public.

It is troubling that this project
has proceeded this far and is close to the
poi nt at whi ch the Hudson Yards
infrastructure corporation's bonds could be
sold, and there is still uncertainty as to
the role of wi despread tax breaks in the
Hudson Yards redevel opnent area.

On a related issue, the Hudson
Yards redevel opnent has been touted as one
that will generate $60-plus billion in city's
tax revenues over the next several decades.

If the city has not made public the
basis for this projection, and there has been
no revi ew of such projections by the Counci

or any of the budget nonitors, | don't have a
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speci fic proposal in mnd about how to

redress this, but | urge the Conmission to
consider this issue and expl ore whether or
not there is a better procedure for the city
to follow in devel opi ng, review ng and
approvi ng such | arge-scal e econonic

devel opnent projects that have such
significant fiscal inplications.

The state | aw governing industria
devel opnent agencies was really conceived
with an eye toward individual conpanies,
specific projects, not the sort of
far-reaching project as in the case of the
Far West Si de redevel opnment or even the
Brookl yn arena project right down Flatbush
Avenue from here.

One suggestion would be to have a
nmore structured, transparent and accountabl e
process for projects involving a conbi ned
total city investnent, including cash, the
val ue of the land involved, tax expenditures,
that exceed $10 mllion

Part of the solution mght al so be
to have a city | DA whose board nenbers

reflect a better bal ance of appoi ntnments by
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city officials. In the rest of the state,

it's interesting to note that the |oca
| egi sl ature appoints the nenbers of the | DA

We woul d be happy to work further
with the Commi ssion on this issue should you
desire.

Thank you for the opportunity to
share our views this afternoon

THE CHAIR:  Thank you.

Mar ci a Van \Wagner, please.

MS. VAN WAGNER: | want to start by
just thanking the Commi ssion for having the
of fice representing this panel today, and
al so want to thank you for taking on fisca
stability in this round of Charter Revision.

It's a critical issue, and | think
it's great. | think it's forward | ooking,
the expiration for another three years, and
it's definitely inportant that we all start
t hi nki ng about what nechanismis going to be
pl aced in the financial enmergency structure
that was i npl enented now decades ago.

|'"'mgoing to take the Chuck Brecher
approach to the testinony in that | don't

have a witten testinony to present to you
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today, but | do have sonme remarks on a couple

of different aspects of this Charter revision
i ssue.

| also, you know, people have
brought up issues that | guess | want to, you
know, again, so | won't go into all the
detail that | have in ny notes here because
think I will just be redundant on a nunber of
t hese.

But | think it's inmportant when
you' re thinking about what to do in replacing
the Fi nancial Enmergency Act, is to keep in
m nd the context of New York City which is a
different entity than nost ot her
jurisdictions.

It's a very large and conpl ex
econom c entity. It's conplex fiscally. The
city has one of the nost conplicated tax
revenue structures of any jurisdiction in the
country, and that includes nmany states.

There's a combination of factors
that make the city alnmost unique. |It's
coterm nous with county borders, so that the
city takes on not only just city functions,

but al so county functions, and it's in a
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state that pushes nmany responsibilities down

to the | ocal |evel.

There are very onerous state
mandates in New York, particularly Medicaid
and sonme ot her expenses as well, that nake
the chall enges to | ocal governnment nore
conpl ex than they are in many other states.

And this, of course, is also a
state that has probably one of the worst
financi al managenent records in the country.

So, there's kind of a culture at
the state | evel of -- you know, | nean, it's
hard to find the words really to describe
what the state does. Fiscal managenent.

So you know, that's the context
that the city operates in, and I think it
does nmke it very unique in ternms of what
other cities do or don't do in terms of, you
know, how they bal ance their budget and so
forth, aren't entirely on target because sone
of sone of the unique characteristics of New
York City.

The outcome of those
characteristics is if the city comes under

extraordi nary pressure surveillance a great
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deal of the tine, and those pressures nean

that the people who are establishing a budget
really have to be very resolute and be able
to resist a lot of the demands bei ng nade
upon them not only by citizens of the city,
but also by the state when the state has
tried on many occasions and often succeeded
in doing things that are detrinental to the
city.

The Fi nanci al Enmergency Act inposes
a framework of fiscal discipline on the city;
that is, | think, a value in the city's
ability to navigate this very difficult
financi al managenent challenge that it's
faced with, you know, on a day-to-day basis.

Those requirenments, | think, have
served the city very well over the | ast
nearly 30 years. There are sone of themthat
may deserve tweaking, but | think, you know,
in over all the way we see it is if it ain't
broke, don't fix it -- or you can tinker with
it but don't do anything very drastic.

And when | say that, | don't nean
that the provisions shouldn't be brought into

the Charter. | think that that's a perfectly
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| egitimate approach to trying to

institutionalize in the City Charter nmany of
the financial managenent and pl anni ng
practices | think that Ronnie, you know,
spoke very clearly about.

The val ue of the transparency of
the availability of information. It nakes it
a pleasure, really, in a way, to look at the
city's budget if you're in that position of
having to analyze the city's budget conpared
to say, for exanple, the state budget.

But however the provisions are
arranged between the City Charter and state
| aw and what have you, | think it's inportant

to keep many of themintact.

So | just want to, | think, really
focus on just a couple of issues. | want to
add ny voice, | think, to the issue of the

rai ny day fund.

| think if there's one area that
really needs tweaking it is that issue, that
the city doesn't have a rainy day fund.

It treats this budget stabilization
account, which is sort of a fiction, as if it

were, it advertises it as a rainy day fund,
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but of course it doesn't function that way

because there's absolutely no restrictions on
how t hat's used.

We've seen, you know, many years
how, again, that that surplus has been used
when there hasn't been, where it hasn't been
raining. The city sort of turned on the
sprinkler, you know.

The worst, | think, is you know
that the end of, | guess, 2000 and 2001, 2002
when the city had built up a huge surplus and
spent it, planned to spend it in a year where
there was no planned problemin the econony,
and that then left nothing in the coffers to
deal with the devel opments that then canme to
fruition with the downturn and with the pass
of 9/11.

So in the end, the city ended up
borrowi ng for operating purposes rather than
using a surplus it had devel oped to actually
deal with its fiscal problens.

And so now we're, you know, for the
next however many years, going to be paying
interest on that, on that borrow ng.

If we had had a rainy day fund and
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had triggers and rules on how to use that

fundi ng, we woul d have been abl e to nmanage
that situation, | think, in a much better way
for the long-termfiscal health of the city.

So that's one area where | think
that it's very inportant that the Charter
provi si ons nmake an adjustnment to the
requi renent for GAAP bal ance to accommpdate
the rainy day fund.

The other issue | want to address
is the issue of a Financial Control Board.
The conptroller's office doesn't have an
of ficial position on this at this point, but
I think that we do think that there needs to
be sone kind of hard consequence for the
failure to bal ance the budget.

As Janmes was saying, it's very
difficult to conceive of what that
consequence woul d be w thout involving the
state in sone fashion.

The Mayor and the Council can
conspire to violate the Charter w thout any
particul ar dire consequences. It requires
some kind of state intervention to inpose a

degree of consequence on the city that |
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think woul d be a deterrent to m smanagenent

of the budget.

So | think that, again, is
sonet hing that can't be handled in the
Charter. Qbviously it has to be handled in
state | aw.

But | think it would be good to
keep in mind that as you address the Charter
i ssues, that there should be sone kind of
attenpt to think through what this kind of
state |l evel constraint on the city would be
as an acconpani nent to the Charter revision.

And finally, |I do want to also
express ny concern about this grow ng off
budget world. W've seen it at the state
| evel, of course, it's ranmpant, and over the
| ast few years in the city there seens to be
t he kind of creeping nmurkiness in fisca
managenment through the creation of these, or
the increasing use of off budget entities to
acconpl i sh things.

O course, the issue of the day |
think is the PILOT paynment, you know, the
Mayor is claimng that his ability to

redirect PILOT paynents for uses that he's
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decided are a priority, and that seens |ike

bad fiscal managenent and a bad precedent to

set for the future use of the city's

revenues.

And that's | guess all | have to
say.

Thank you.

THE CHAIR:  Thank you very nuch

Questions fromthe comr ssioners?

Conmi ssi oner For syt he?

THE VICE CHAIR. |'ve got several
actual ly.

My first question is really nore of
a suggestion, and that would be for Marcia
and Chuck, you both suggested a rainy day
fund. There have been days when | suggested
that that would be a good idea, too, and mny
suggestion usually crashed on the rocks of
trying to figure out what appropriate
triggers would be.

So | would wel come your specific
suggestions, specific suggestions about the
structure under which you woul d propose a
rai ny day fund m ght appropriately be drawn

down, whet her those be econonic triggers or
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changes in the budget after adoption or

what ever .

As | said, | think it's an
i mportant issue, but it's one that the cl oser
you get to the reality of it, the harder it
is to deal with it.

If you want to comrent now, that's
fine.

If you don't, | just want to sort
of send out any suggestions you have. That
woul d be very hel pful

Second question, in response to one
of Chuck's coments, which is you said that
you're worried about perhaps trying to budget
depreciation, or at |east include sone
reference to that, and | thought that one of
the kind of nice things, | guess, that's not
speci fic about depreciation, but the nice
t hi ngs about governnental budgeting is that
you're forced to budget the principa
payments on debt.

And to the extent that the city
pays off a decent chunk of principal on its
debt every year, its inplicitly presumably

included in its budget some provision for
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repl eni shnent of hard capital

So whether that's sufficient or
not, | don't know, but | offer that just as a
t hought .

A second thought, and again the
question of budgeting before, tax
expendi tures.

I think that, at least inplicitly,
the city does budget for tax expenditures.

It presunably nmakes a gross estimate when it
does its revenue as to what those taxes would
yield without tax expenditures and then nets
t hose out.

The difficulty is, of course
that's not lined out, | guess ahead of tine.

And then | actually have a rea
guestion instead of a comrent. And then
maybe one ot her question or comrent.

The real question is, Ronnie, would
you speak a little bit, Jims point about the
difficulty of getting information about the
| arge projects and their financing and
budgeting, |1've read a nunber of your reports
on this topic and I found it very

informative, but | don't know how hard you



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

50
have to suffer.

MS. LOVENSTEIN: |'mvery nuch in
the sane. We testified before the City
Council yesterday on it. W had been trying
for nonths to determ ne the |evel of
paynments, the level of PILOT paynents, the
total PILOT paynents that | DA had avail abl e
as opposed to what they had agreed to remt
to the city budget in the four-year financia
pl an.

Each year, for the next severa
years at least, they will be providing on
average $40 mllion a year, and we were
trying to go back through the information
that was avail able, which in this case is the
City's Local Law 69, which is the EDC
reporting requirenents, to try to get sone
handl e on how nuch do we think they had.

We were forced to do that, because
if you look at the IDA financial statenents,
none of that information is available. It's
just not there.

There's a little bit of information
on what they're spending the noney, the

surplus, if you wish on, you know, 300, 000
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for a study here, and $10,000 for a study

there. But at no point can you see what the
total of nmoney that's flowing in to themis

We requested it fromthem didn't
get anypl ace, and then went to the City's
Local Law 69 reports, which we've done ot her
wor k on, which, you know, is a |ong-standing
failure in terns of city reporting
requirenents, to try to get sone handle on
it.

Most critically for our purposes
yesterday, those Local Law 69 reports only
report the PILOT paynents for a total of
seven years fromthe day that the agreenent
is linked, but the PILOT paynents exist for
years and years so they just get arbitrarily
chopped of f.

Even taking that into account,
though it was clear that there was a |ot nore
than in many years $40 million or so in those
accounts goi ng back. But we don't know how
nmuch nore.

So that's a problemjust in terns
of openness and transparency we just don't

know, and then there's the whol e series of
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probl ens associ ated with whether or not the

adm nistration has the ability to divert
those funds before they get to the genera
fund wi thout in any way bringing the counse
into the question.

Did I answer your question?

THE VICE CHAIR: You did. Thank
you very rmuch.

My | ast question, and again, this
may be a question for Marcia and Chuck
per haps, you both nentioned the inportance of
GAAP bal ance and the consideration presumably
of sone sanctions if the city doesn't or
isn't able to balance its budget on GAAP

You al so pointed out that over the
past 25 years or 24 years, whatever it's
been, 23 years, the city has managed the GAAP
bal ance every year in good times and bad
t hrough, richer or through poorer, and
wonder why you enphasi ze that as a
requi renent, when it seens the city has
denonstrated its capability to neet that
requi renment in al nost any circunstances, why
do you consider it so inportant that somehow

some structure continue for sanctions agai nst
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GAAP bal ances.

MS. VAN WAGNER:  So | guess | would
argue so that they would continue to neet the
standard. They're clearly capable of it.

I think that one could argue that
there's a certain artificiality to the GAAP
requi renent every year, that O and B figures
out how to get the numbers to cone out at the
end of the day, you know, as a $5 mllion
surplus that they show every year

So it's not that the GAAP bal ance
requi renent can't be nmani pul at ed.

However, | think it's an inportant
di scipline on the city to have to neet that
at the end of every year

The fact that they're capable of it
doesn't nmean we shouldn't require themto
continue to do it. | wouldn't just want to
put things in here that | didn't think they
wer e capabl e of doing.

MR, BRECHER: Again, | think the
reference to sanctions has maybe two
di mensions to it.

Bring it up, yes, | think Marcia's

point is right, that it's very hard to
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nmeasure the deterrent inpact of anything. So

to the extent you think it's been effective
because it's been there even though it's
never had to be used, you m ght want to have
it around.

But | brought it up initially
because | guess | think what the point | was
trying to make was sinply that if what we're
t hi nki ng about is how to keep the good
consequences of the systemthat has been
around, the systemthat has been around is,
has included sanctions, and the point | was
trying to make is only that the creation of
the sanction is very difficult in the context
of a Charter and self governnent, and it
really is something that is nost effective
when it's enbraced in state | aw,

And if you think that a sanction is
an essential in the existing system |'m not
sure how you call can acconplish that within
any context.

THE VICE CHAIR: |If you're not sure
that a sanction is necessary, then the issue
of whether the state is involved in the same

way is one that retreats --
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MR, BRECHER: | just wanted to back

up and al so to answer your question, because
you say they weren't questions, they were
coments, but comrenting on your coments,
with respect to the point about principal and
depreciation, | think that only works if the
anount you have spent is equivalent to the
repl acenent need and you've paid for it in
borrowi ng, and you set up a repayment
schedul e for the reborrowing that is spread
over the useful life of the asset.

And | think while we get close to
the latter part of it, that is the way we
repay things, we borrow for the capita
spendi ng, but the capital spending can very,
very widely, as to whether in fact it equals
what the replacenment needs are.

So that's why | was suggesting sone
capital budget format that uses the concept
of normal replacenent and depreciation as a
way of saying here's what the need is and
here's what we're planning to, helpful in
keepi ng our public assets intact.

On the tax expenditures, you're

quite right that in what is now reported,
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there are estimates of what the tax

expenditures will be under current law. And
that works fine, you know, in things |ike the
sal es tax, where you're counting the
exenptions as a tax expenditure.

What | was getting at is the
i ncrement that we don't budget for. So where
there is discretionary authority to give tax
exenptions, those people don't have gui dances
as to what the given cap is during a given
year.

The governnent has gone on interest
subsi di ari es and tax free bonds for private
purposes to set caps on that, and the states
can allocate themand so on. W m ght want
to think about sonmehow capping the increnment,
the tax breaks that were given in any year
and essentially budget for that.

MR, PARROTT: |'mgoing to have to
excuse nyself. [|I'malso a resident of
Brookl yn, and | have to dash across the park
to pick up my kid. So thank you very much
for inviting me.

THE CHAIR: W have a question from

Commi ssi oner - -
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MS. LOVENSTEIN: Can | just add on

IBO internally has been debating for a very

I ong period of tine now exactly what role the
sanctions have had in the current financia
managenent schene.

We don't have definitive answers on
this anynore than anyone el se on the panel
but we | ook around and we see every ot her
major city in the country relying upon not
some gigantic problem you know, issue of
state sanctions, but rather governing
generally a fair amount of fiscal prudence
and good managenment wi thout necessarily the
nucl ear deterrent, which is what we call the
threat of a control period.

You know, we liken it in some way
to a nucl ear deterrent during the cold war.
Exactly what inpact it had, we don't know,
but we | ook around and we see a | ot of other
pl aces that over tine have cone to budget
quite responsibly without that kind of state
sanction in place.

The one place where we're, | think,
absolutely firmis that if you were to devise

a systemwi thout the state sanction and j ust
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try to replicate it in City Charter, you

woul d still need to come up with sone new
structures that guarantees the information
flow that would indeed allow the markets to
do their thing.

Yes, we will rely on the discipline
of the markets, in other words, but w thout
consi derably greater guarantees of good
informati on and i nformati on as needed on a
real -time basis, then | think that that
effort would be dooned to failure

THE CHAIR:  Thank you.

Comm ssi oner Fiali

MR, FIl ALI : That's essentially an
excel l ent segue for ne. |If | could start
with this, | just want to preface ny question

with some comments and follow up on the vice
chairman's remarks.

I won't put any of you on the spot,
and | thank all of you with the informative
testi nmony.

Wth respect to the rainy day fund,
this is something | spent four years in the
Council trying to fight and we couldn't

create it, and I was told it was partly a
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function of the state and we had the

stabilization account and we all know what we
did with the nonies, and | was part of that.

VWhat |1'd be interested in know ng,
if any of you do take the vice chairman up on
the offer and provide us with sone
information, if you' ve done any conparative
anal yses with other large nunicipalities,

Chi cago, L. A, do they have rainy day funds,
and if so, how are they devised and what type
of triggers do they have?

Anyone that wants to speak to it is
free to tonight, but I don't want to put you
on the spot.

To follow up on your point, which
is an inportant one, we all agree that FEA
provi ded an essential framework, a needed
framework to ensure budget stability, and you
know, the integrity of the budgetary process
following fiscal neltdown, so to speak, of
the city.

But if you could, since we're
tal ki ng about extending or incorporating the
Charter's permanent | anguage, why stop there?

Are there specific things that you
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woul d do to enhance those aspects of the Act

that would nmake it an even better progran?

MS. LOVENSTEIN: | think a rainy
day fund would be a good place to start. You
coul d al so expand upon that by | ooking at the
possibility of requiring some amount of
payi ng capital financing. That woul d be
anot her one. O even at tinmes when you' ve
nore than satisfied your rainy day
requi renents, perhaps even payi ng down debt.

That woul d be anot her one.

I think that in terms of debt
practices now that |I'mthere, the short-term
debt practices that the city foll ows now are
actually nore stringent than what's required
ei ther under state |aw or under the Charter
and those could be codified in the Charter
if we w shed.

Those are the ones that i mediately
junmp to mind. But there are places where you
can nmake it more, you know, nore fiscally
conservative in a sense than you' ve got now.

But again, our big issue would
probably be find a way to guarantee the

informati on and the information flow, know ng
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that in the future the information isn't

going to be like the information we've got
now.

The financial systenms change, the
needs change. It's just the way you transmt
data changes, and to have sone entity that's
on top of that and has the cloud to engage in
that conversation as an equal partner with an
adm nistration we think is critical, and we
also think it's critical that ability has to
be | odged sonepl ace el se than within the
adm ni stration, of course.

The adm ni stration could be part of
it, but it certainly couldn't dom nate it
because it couldn't be an ongoi ng di scussion

MR, FI ALI: Coul d you concei ve of
such a partner? You know, that FCB and the
staff were basically on equal footing.

Coul d you conceive of this type of
formul a? How would we go about ensuring
since we're |ooking at this? Can you
conceive of a way that we could ensure the
flow of information?

MS. LOWENSTEIN: Yeah. | nean,

I"'mnot sitting here with here's how to do
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it. Whether it would be a broad

representative group, whether it would be
spearheaded with the conptroller, but, you
know, there are ways to wite into | aw
sonething that in a sense is a counter bil
and power that has the clout to do the
ongoi ng fiscal nmonitoring that will provide
the information to allow market to keep us on
t he straight and narrow

MR. FIALI: Thank you.

THE CHAIR:  Commi ssi oner Abrans.

MR. ABRAMS: 1'd like to thank and
congratul ate the panel for com ng and making
the presentations. W are fortunate to be
able to reach into such a specialized
community and have you give thought to these
i ssues and cone and make such cogent comments
especially with the i ndependence that each of
you brings in terns of your own
prof essi onal i sm and the organi zati ons t hat
you represent. So | think it's been very
hel pful .

I think, and | only speak for
nysel f, | have no idea how the other

commi ssioners feel, that | would be benefited
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if, in the course of our deliberations over

the next few nonths, you could subnmit sone
preci se | anguage.

You gave us sone conceptual notions
here today. And if sone of that could be
formul ated i nto sone proposed | anguage for a
new Charter, sonething that woul d be
presented to the voters to vote up or down, |
know that woul d be concretely very hel pful to
me in thinking through issues relating to
these questions that are before us now.

THE CHAIR:  Any ot her questions
from the conmm ssioners?

I have a question. |'myvery
conpel l ed by the argunments that have been put
forward today on the issue of inporting sone
of the financial practices that are outlined
in the FEA and putting theminto the Charter

| think that there's broad base
consensus on that, and that we have to
deternmi ne how we're going to do that as we
nove forward.

But that | think there's consensus
anong the experts and clearly sone consensus

com ng out of Mark Page's own testinony
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hi nsel f.

The issue that sone of you have
al ready addressed, but |'mjust going to put
back on the table one nore time, is the city
has been through 30 years of a contro
period, or alnobst 30 years of a contro
peri od, which was designed for extraordinary
ci rcunst ances, as sone of you have all uded
to, and some of our conm ssioners have
al l uded to.

I"'mreally -- 1I'"m|l ooking around
the room here and |I'm seeing actually two
financial nmonitors at this table, one from
the city conptroller's office and one from
the 1BO, and we have a third one in the state
conptroller's office that has a full-tine
of fice nonitoring the finances of the City of
New York, and then we add to that the
informal nonitoring that's done through the
bond market, and the bond rating agenci es.

' m hard-pressed to see any ot her
jurisdiction in the nation, probably in the
world, that has that |evel of financia
nmonitoring in place already.

And when we | ook historically, you
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know, it's hard to disprove the hypothesis

that it was all because of the Financia
Control Board, but | actually believe that
the city conmptroller has done an ammzing job
inthis period, and that the state
conptroller's office, sone of you cane from
those offices, and the I1BO all have done a
very exceptional job in this period of
nmonitoring city finances, not to mention our
own Office of Managenent and Budget and the
role of the City Council even in nonitoring
finances.

So there is a legislative role
there, al so.

So | don't know if we have to
address this issue directly. | know we're
not prepared to do that yet either, and |I'm
not going to put anybody on the spot on this
i ssue.

Ronni e spoke to the debate that's
going on in the |IBO

I hope that all of you continue
t hat debate, | guess, to think this through
carefully, that there's an issue of home rule

here, and what nakes sense for a municipality
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in terms of having sone authority over its

finances and what the role of nonitors should
be over the long-term

So I"mjust, you know, | spend a
ot of time also thinking about these issues
before | entered city governnent, and
historically I've | ooked at fiscal crisis
over a 50-year period and have | ooked at
other cities as well

Nobody, there isn't one city that's
been through the extraordinary nonitoring
phase that New York City has been through

It's just not obvious to ne why we
need, particularly at this point, anynore a
Fi nanci al Control Board, per se, run out of
the state to do what it seems to ne is being
done by both the responsible O and B, which
know we can never count on over tine, but by
a series of other nonitors that are already
out there.

So | think, you know, part of it is
what's just and fair. It is sanctions, it
was put in as a sanction and a puni shnent.

When does that end? When does the

city, after what Dall said, 23 years, 24
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years of bal ance, GAAP bal ance budgets, when

does it, when that is finished, this period
and denonstrated that it's capabl e of
managi ng from at |east that perspective its
own finances?

And having said that, | think we
strongly agree that some of the financia
managenent pieces of the I egislation that
Ronnie alluded to, | think we're going to
devel op consensus to it and inport that into
the Charter.

But the monitoring piece just seens
i ke cruel and unusual punishnment at this
poi nt.

| do agree with Ronnie, this is ny
own personal view now, we have to be vigilant
on this guarantee of information flow, and we
have to think that through, and how we nmake
sure that the transparency, that | think that
we all pride ourselves in, continues, is
mai nt ai ned.

MS. LOVWENSTEIN:  And strengt hened

THE CHAIR: And absolutely
strengt hened.

So | don't knowif that's a
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question either, Dall, but in Dall's spirit,

maybe that's a conment.

I don't know if anybody wants to
conment on that.

MS. VAN WAGNER:  You know, | can
understand the sentinent behind that point of
view. | think that, you know, everybody
feels that the City's been doing good to have
this parental constriction lifted.

| take the view, | guess, that when
you tal k about punishnent, | don't really see
t here being very much puni shnment invol ved at
the nonent with the Financial Control Board,
unl ess one counts going to the annua
nmeet i ngs.

THE CHAIR: Maybe we shoul d ask the
peopl e who have to go.

M5. VAN WAGNER: | think, you know,
it'sin away fairly costless to the City to
have this structure, you know, in terns of
the practical day-to-day running of the
City's finances and | think it provides sone
confort to investors, and | think that it
also, | don't renmenmber if it was Chuck or

James who was tal ki ng about maintaining the
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i nvol venent of the Governor in the City's

finances, that he can't distance hinself in
quite the same way, given the politics of the
state, you know, with the existence of the

Fi nanci al Control Board.

So | think there are benefits to
the City for having this structure.

Whet her you need to have a contro
board per se, whether the sanctions
necessarily need to be a control period, you
know, to be identical with what the current
structure is, | think that that, you know, |
think that that's probably debatable and up
for discussion.

But | really do think that having
there be consequences -- and you know, one of
the reasons when | started nmy comments, | was
careful to say that | think the City is
uni que, and so, you know, Ronni e has been
tal ki ng about what other jurisdictions are
abl e to bal ance, you know, mnmnage their
finances prudently and so forth.

So very few of them are subject to
the sane kinds of stresses that New York City

is.
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If you |l ook around New York State,

however, you see that there are many
jurisdictions that are financially stressed
and many of them overseen by control boards.

I don't think that it's, you know,
necessarily a reflection on those
jurisdictions. So maybe it's a reflection on
New York State and the rel ationshi ps between
the state and the nunicipalities in the
state.

But nonethel ess, | think that we
are in a state where |localities becone
fiscally stressed probably -- nowthis is,
don't have enpirical evidence in front of ne,
probably at a nmuch higher rate than other
states have.

But that situation can't be changed
in the Charter, but | think that it's a fact
of life in New York.

THE VICE CHAIR: Can | mmke a
comment, which | think is only slightly
demagogi ¢, which is ny church is very
interested in anti-hunger prograns, feeding
prograns.

There is a problem sonmething like
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$11 million -- | don't know how nuch it costs

the City of New York every year to nmintain
the Financial Control Board, its share of and
its portion of MAC, but | would dearly |ove
to see the programincreased by the funds
avai |l abl e.

| don't really believe that this
is costless. | think there is a very
specific cost associated with it, and I
think those funds could be used for sonething
el se.

Again, that's not a specific
proposal. | underline the word denagogic.

MS. VAN WAGNER: | hear what you're
saying, Dall, but | don't think it's nore
than $10 million, which woul d obviously
doubl e the programyou're interested in

THE CHAIR: It is. It's |like over
$20 million

THE VICE CHAIR: It's about $10
mllion.

M5. VAN WAGNER: What are the costs
potentially of higher borrow ng costs on
rather | arge debt, and you know, the

possibility that the City woul d have to buy
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bond i nsurance, which a | ot of other

jurisdictions do?

THE VICE CHAIR:. They buy bonds al
the tine.

MS. VAN WAGNER:  You know, |'m
throwing this notion out there, that there
are costs to it, | understand that, but |
think there are also benefits and | think
that on net, it's a very |low cost, |ow cost
structure.

THE CHAIR: | won't bel abor this
point, but | think that if you did the
conparative anal ysis, which we're working on
right now, it would really be hard to
di saggregate the benefits that we get from
having a strong city conptroller or a strong
state conptroller with a New York City office
and an |1BO versus sort of the added val ue
fromthe Financial Control Board in this
noni toring process.

If we didn't have these three
agenci es operating here already in New York
I think, you know, the argunent woul d be
i nteresting.

But it's not at all clear to ne,
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and we're nmeeting with sone of the bond

underwiters and we'll get a better sense of
what they think now, but it's not clear to ne
that they don't already have sufficient faith
inthe city conptroller's ability to do this,
in the state conptroller's ability to do this
and in the IBOs ability to do this, and in
their own institutional abilities.

So it's not, it's an argunent
Wit hout any enpirical data in the way. |It's
sort of like it's been interesting and it's
been out there, and | should say maybe the
word puni shnment was just a strong word and
shoul dn't have used that word, but it's
certainly out of the ordinary fromthe
perspective of hone rule, | would say.

And so why we should continue with
that kind of state oversight when it isn't
the case that other jurisdictions require it,
and they seemto manage quite well, and
they're probably not as well managed as we
are right now, that we would have to dea
with that, because | agree with Dall, it's
not cost-free at all, and there's a sort of

principled issue here fromthe perspective of
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the city managing its own affairs.

At what point are they once again
consi dered responsi ble, or we once again
consi dered responsi ble adults, you know, it
is in that regard.

You know, in many instances, |
personal ly would do away with the state role
in many areas. This is probably one of the
| ess destructive areas, and | think you're
right in that regard, but we don't, you
know -- unfortunately, legal, the nature
of federalismdoesn't allow us to do
t hat .

" mnot convinced yet at this
point. | mean, we're all open for the
conversation obviously, and we appreciate
everybody's perspective here, and | think
you know, there is a sort of knee-jerk
approach to the nore oversight, the
better.

But | think it's dininishing
returns, frankly, after a certain point when
you sort of add up all of the oversight
here.

| deal with colleagues, |'ve dealt
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in the past with who do this kind of

analysis, and it's kind of like we're a
little bit of a laugh joke that we still have
a Financial Control Board watching our
finances, when if you would | ook at other
jurisdictions, we are far better managed in
New York City than they are, and |'mtalking
the other, if you |l ook at the other ten

| arger cities --

So | don't know about your point
about New York State in general and we'l
have to do sone research on that.

In any event, we probably have gone
overtime and kept our experts |longer than
they intended to stay, and | want to thank
t hem on behal f of the Charter Conm ssion for
this very informative presentation and a
lively discussion, and we expect to be in
continued contact with them

If there are formal proposals
that you want to put to us, we're very
happy to receive those and we hope to see you
again once we cone up with sone set of
proposal s here and to get your comments on

t hat .
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So thank you very much.

W will take a break very briefly
before we start the public hearing phase of
our session tonight.

(Matter concluded.)

I, JOAN URZI A, do hereby certify
that the foregoing is a true and accurate

transcri pt of ny stenographic notes.
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