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          1  OFFICE OF THE COMPTROLLER

          2                 CHAIRPERSON BERMAN: Mr. Newman, will

          3  you identify yourself and the member of your staff

          4  that is with you.

          5                 FIRST DEPUTY COMPTROLLER NEWMAN:

          6  Sure. My name is Steve Newman, I am the First Deputy

          7  Comptroller, and this is Jacques Jiha, who is our

          8  Deputy Comptroller for Budget.

          9                 ACTING CHAIRPERSON ROBLES: Do you

         10  want to proceed? You have testimony, I am presuming?

         11                 FIRST DEPUTY COMPTROLLER NEWMAN: Yes.

         12  I have already introduced myself, I am obviously

         13  here on behalf of Comptroller Hevesi. We would like

         14  to thank the Committee and its members for inviting

         15  us to discuss our report on the City's budget and

         16  financial plan.

         17                 First some important context. Overall

         18  New York City's economy is on a roll. Calendar year

         19  '98 was the seventh year of recovery since the deep

         20  recession of the early 1990s. The City economy grew

         21  a strong 3.5 percent for the last year. The last

         22  three months were even stronger with the economy

         23  growing at a 4.9 percent rate. That is the New York

         24  City local economy. The City has had very strong job

         25  growth since the recession ended in 1992. We have
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          2  added 329,000 private sector jobs.

          3                 There is one caution, despite the

          4  strong job growth, unemployment in the City remains

          5  high. Eight percent compared with 4.6 percent for

          6  the nation as a whole.

          7                 In addition, the City's labor force

          8  participation rate is low, at 59 percent. The

          9  national rate is 67 percent. So, where there is a

         10  gap of about three and a half to four points in

         11  unemployment, there is actually a much higher, eight

         12  percent gap, in labor participation rate. We would

         13  believe the labor participation rate provides a

         14  truer picture of the problem that exists in the

         15  City. But in the rest of the country, almost

         16  two-thirds of the adult population is in the labor

         17  force. We must continue to work to ensure that

         18  opportunity is open to all New Yorkers.

         19                 The Comptroller's Office expects

         20  growth to continue this year and next year. While we

         21  expect growth to be slower than it was last year, we

         22  think the local economy will be stronger than the

         23  projections in the City's financial plan. In

         24  calendar year '99, we expect three percent growth,

         25  while the plan projects 2.4 percent. For 2000 we
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          2  expect 2.5 percent growth, while the Plan suggests

          3  slightly less than 1 percent, 0.9 percent.

          4                 Before discussing the Preliminary

          5  Budget for Fiscal Year 2000, let me update you on

          6  the budget for the current fiscal year.

          7                 We currently project that New York

          8  City could end Fiscal Year '99 with a surplus that

          9  is between 93 million and 171 million more than

         10  projected in the January Financial Plan. In the best

         11  case, that would amount to a surplus of $1.75

         12  billion.

         13                 As a result of the strong local

         14  economy, the City has raised its tax revenue

         15  projection for Fiscal Year '99 by 923 million since

         16  the budget was adopted in June.

         17                 Through January, Fiscal Year '99 tax

         18  collections, we are five percent ahead of Fiscal

         19  Year '98, resulting mostly from growth in the

         20  personal income tax and real estate transaction

         21  taxes.

         22                 Though we expect the Fiscal '99

         23  surplus to be higher than projected in the plan,

         24  there are some problems.

         25                 For example, overtime spending for
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          2  Fiscal Year '99 through January is 283 million, or

          3  $18.6 percent or 44 million ahead of last year.

          4                 Overtime for all uniformed services

          5  is 22 percent more than last year. For the police,

          6  excluding the special one-time Courtesy

          7  Professionalism and Respect training, it is almost

          8  41 percent or 26 million more than last year. So,

          9  out of the 44 million that we're ahead, 26 million

         10  of it is from the Police Department.

         11                 Corrections overtime is 48 percent

         12  above last year. For police the main reason for the

         13  higher overtime is anti terrorism measures, and the

         14  Anti-Drug Initiative.  At this point we expect that

         15  for all of Fiscal '99 overtime spending will be $78

         16  million, more than anticipated in the financial

         17  plan.

         18                 Now I would like to make some brief

         19  comments about the preliminary budget for Fiscal

         20  Year 2000.

         21                 We project that the City could have a

         22  surplus of as much as 190 more than projected in the

         23  January Plan. We have identified additional

         24  resources of as much as 793 million, including as

         25  much as 271 million in higher tax revenues and 171
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          2  million from the larger surplus in Fiscal '99 that I

          3  already mentioned. There are risks of as much as

          4  $1.15 billion. The sale of the Coliseum for $395

          5  million may not close when expected. The City

          6  expects $485 million in additional state and federal

          7  assistance, much of which has been proposed before

          8  but not adopted. And the 14 percent personal income

          9  tax surcharge, which will produce $172 million in

         10  revenues in Fiscal Year 2000 must be reauthorized by

         11  the state.

         12                 One concern is that for several years

         13  the City's operating expenditures, total spending

         14  minus state and federal categorical aid and debt

         15  service have been growing faster than both the rate

         16  of inflation and growth and tax revenues. That will

         17  continue in fiscal year 2000. These expenditures

         18  grew 8.9 percent in Fiscal '98, 4.5 percent in

         19  Fiscal '99, and are projected to increase by 3.8

         20  percent in fiscal year 2000.

         21                 The Governor's proposed state budget

         22  creates a number of problems for the City. We are

         23  most concerned about the impact on education. The

         24  Governor's proposed budget gives the City only 12

         25  percent of the additional statewide education aid.

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            8

          1  OFFICE OF THE COMPTROLLER

          2  The Governor's 30-day amendment may increase the

          3  City's share to 27 percent, but the City has 37

          4  percent of the state school children and receives

          5  35.5 percent of statewide education aid in Fiscal

          6  Year '99.

          7                 Thus, the current state budget

          8  proposal would reduce the City's share even more,

          9  creating a greater imbalance between our percentage

         10  of students and the dollars we receive from the

         11  state than the already unfair allocation that we are

         12  getting now.

         13                 Last year the state mandated

         14  universal pre-kindergarten for four-year-olds, with

         15  full implementation to be phased in over time.

         16  However, the Governor keeps funding at the same

         17  level of Fiscal Year '99, even though the City is

         18  obliged to serve twice as many children in Fiscal

         19  Year 2000, which will cost the City $49 million.

         20                 The state continues to refuse to pay

         21  $710 million in education aid it owes from Fiscal

         22  Year '90 to '97. Over and above that, there is

         23  another $400 million in education aid that has not

         24  been recognized in the budget that is probably

         25  legitimate and qualifies for reimbursement but will
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          2  not get recognized until the state demonstrates a

          3  willingness to pay.

          4                 The City is now writing off aid that

          5  is more than ten years old which will cost the City

          6  294 million over the current four-year plan.

          7                 Finally, a short comment about the

          8  outyears of the Financial Plan.

          9                 Compared with recent history, the

         10  Financial Plan includes relatively small projected

         11  budget gaps for the outyears. The Plan projects gaps

         12  of 1.4 billion in '01, 1.6 billion in '02 and 1.2

         13  billion in '03. However, the budget gaps for Fiscal

         14  Years '01 and '03 could be twice as high as

         15  projected in the plan because the following major

         16  risks:

         17                 First, the State Legislature may not

         18  extend the 14 percent personal income tax surcharge,

         19  which will be worth 172 million in '01 and about 500

         20  million for '02 and '03.

         21                 Second, the plan currently projects

         22  no pay increases for the City's unionized workers in

         23  the next contract.

         24                 Third, additional state and federal

         25  assistance may not meet the City's expectations.
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          2                 Fourth, the City may fail to obtain

          3  an increase in the airport rent paid by the Port

          4  Authority.

          5                 Fifth, the state may continue to fail

          6  to pay prior year education aid.

          7                 The City is relying heavily on

          8  uncertain state and federal assistance to close its

          9  future budget gaps. In Fiscal Year 2000, the City

         10  expects almost 500 million in additional state and

         11  federal assistance.

         12                 The City expects the state to impose

         13  Medicaid cost containment measures and court reform

         14  while the federal government is expected to increase

         15  revenue sharing in Medicaid payments. These

         16  proposals have not been implemented in the past.

         17                 In addition, in the outyears of the

         18  plan, the City is projecting another 700 to 800

         19  million in unspecified state and federal assistance

         20  to help close the gaps in those years.

         21                 We have warned many times in the past

         22  about the rapid growth of debt service cost in the

         23  City budget. We feel obliged to do so again.

         24                 Total debt service is expected to

         25  climb from 15.8 percent of tax revenues in fiscal
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          2  '99, to 19.1 percent in Fiscal Year '01.

          3                 The more the City spends on debt

          4  service, the less it has for other vital services.

          5                 I will end with one recommendation.

          6                 The City's economy and finances have

          7  remained strong despite the turmoil in world

          8  financial markets. We must develop a credible plan

          9  so that the City can weather a slow-down if and when

         10  it comes.

         11                 In our report on the City's November

         12  Financial Plan, not the one we issued last week but

         13  the one we issued a few months ago, we presented a

         14  worst case, well, actually two worst case scenarios,

         15  to help in preparing that contingency plan. We would

         16  believe a contingency plan should be developed on

         17  those two worst cases.

         18                 Thank you, and Jacques and I will be

         19  happy to answer any questions you may have.

         20                 ACTING CHAIRPERSON ROBLES: Thank you

         21  very much.

         22                 Let me begin and then I have

         23  colleagues that have questions to ask you.

         24                 As you are aware, the City uses very

         25  conservative interest rates assumptions in
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          2  calculating debt service cost; do you see additional

          3  fiscal '99 savings beyond what is included in the

          4  Preliminary budget resulting from these conservative

          5  assumptions?

          6                 And what about the Fiscal Year 2000?

          7                 FIRST DEPUTY COMPTROLLER NEWMAN: In

          8  Fiscal Year '99 there were savings, but they have

          9  already been taken into account in the modified

         10  plan. Fiscal Year 2000 we believe there is another

         11  $50 million.

         12                 ACTING CHAIRPERSON ROBLES: And in

         13  terms of the surplus that you referred to, does the

         14  Comptroller have a position regarding the best use

         15  of the revenue of surplus for the current fiscal

         16  year?

         17                 FIRST DEPUTY COMPTROLLER NEWMAN: That

         18  it be utilized, largely utilized to prepay debt

         19  service in the outyears. That we buy down debt for

         20  the outyears.

         21                 ACTING CHAIRPERSON ROBLES: And as you

         22  know, there is a lot of talk about the tobacco

         23  settlement.

         24                 FIRST DEPUTY COMPTROLLER NEWMAN: By

         25  the way, Jacques reminds me, and correctly so, that
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          2  the alternative to prepaying debt service in the

          3  outyears would be using some of the surplus for

          4  pay-as-you-go capital programs, which would have the

          5  same effect and in fact has a somewhat better

          6  monetary effect than prepaying debt service.

          7                 ACTING CHAIRPERSON ROBLES: Again,

          8  talk today is about the tobacco settlement, and this

          9  money that we anticipate, and of course around here

         10  there are two talks, one is -- and I ask, since

         11  already some of that is identified for capital use,

         12  do you see any problems associated with using

         13  proceeds from the capital, the tobacco settlement to

         14  finance a portion of the City's capital program?

         15                 FIRST DEPUTY COMPTROLLER NEWMAN:

         16  Well, there are clearly risks to the use of the

         17  money that comes potentially from the federal

         18  government, which may have a claim to some of the

         19  money. There are risks concerning the ability of the

         20  tobacco companies to pay out this kind of money

         21  based on their domestic sales for the period of time

         22  of the settlement.

         23                 That being said it is a mayoral

         24  legislative decision of how to utilize the funding.

         25  The Comptroller's position has been that the money
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          2  should be used in part for anti-tobacco education

          3  programs, health programs, mostly targeted at the

          4  uninsured, with a significant portion of the money

          5  being used for education purposes through a

          6  pay-as-you-go capital mechanism, as the Council

          7  Speaker has recommended.

          8                 That being said, the Mayor's proposal

          9  to securitize the proceeds and to use it to supplant

         10  money that was going to be in a capital plan is a

         11  conservative one, it is being used not to increase

         12  the capital plan, but to fund it with in essence

         13  non-City sources, tobacco money.

         14                 ACTING CHAIRPERSON ROBLES: Council

         15  Member Clarke.

         16                 COUNCIL MEMBER CLARKE: Thank you very

         17  much, Mr. Chairman.

         18                 You, in your testimony on page two,

         19  you talked about the universal pre-K program, and

         20  its full implementation by the City, also that the

         21  State continues to owe money for education. Looking

         22  at the broad stroke and the broad picture, what then

         23  should the City be doing in order to make sure that

         24  we really meet this mandate?

         25                 FIRST DEPUTY COMPTROLLER NEWMAN:
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          2  Well, it is a mandate, so the City is responsible

          3  for running the program, so the City is going to

          4  have to identify funding streams to pay the

          5  additional sum of money, and it is also going to

          6  have to identify in districts that have room, which

          7  there are a limited number, it is going to have to

          8  identify where it is going to run the program, and

          9  it is also going to have to, since a lot of

         10  districts don't have the physical capacity to run

         11  the program, it is going to have to identify a

         12  significant amount of social service agencies to run

         13  the programs on its behalf.

         14                 COUNCIL MEMBER CLARKE: Okay. You have

         15  identified also on the same page some additional

         16  resources in terms of revenues, do you think that

         17  the Mayor will adopt some of these recommendations

         18  or are these amounts identified in order to bring

         19  some of the gaps that you are looking at, whether it

         20  is for education or otherwise?

         21                 ACTING CHAIRPERSON ROBLES: Hold on,

         22  Council Member, for one second.

         23                 Please, Sergeant-At-Arms, can we have

         24  a little order in this Chamber, and any discussion

         25  take outside. And Sergeant-At-Arms, it may be from
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          2  the balcony or the stairway, but it is very

          3  distracting.

          4                 COUNCIL MEMBER CLARKE: Should I

          5  repeat, or did you hear?

          6                 FIRST DEPUTY COMPTROLLER NEWMAN: I

          7  heard the question. We identified additional

          8  resources, I don't think they are proposals. They

          9  are our review of the budget and looking at what is

         10  going on and identifying what we believe are

         11  resources that already exist. They are not proposals

         12  from us.

         13                 COUNCIL MEMBER CLARKE: Then my final

         14  question, or the end of that question was, do you

         15  think that OMB, the Mayor's folks, will adopt some

         16  of the additional revenues that you identified in

         17  order to, really when we start budget negotiations,

         18  plug the gaps and really take a broad look at what

         19  the resources are that we can really do a better job

         20  budget time.

         21                 FIRST DEPUTY COMPTROLLER NEWMAN: It

         22  wouldn't surprise me in the Executive Budget or in

         23  the adopted budget, either in the Executive Budget

         24  in April or in the adopted budget in June, or

         25  clearly during next year's modification that a lot
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          2  of these resources will in the end be identified and

          3  become part of the budget.

          4                 COUNCIL MEMBER CLARKE: Okay. And then

          5  finally, I am just looking at the world market,

          6  versus the Wall Street market, do you think that in

          7  the longrun the impact will then hit Wall Street,

          8  and if so, what do we do to prepare for that?

          9                 FIRST DEPUTY COMPTROLLER NEWMAN: We

         10  did this report in November where a section of it

         11  was looking at worst cases. We presented them as

         12  worst cases rather than as actual cases in our

         13  report because at that time, and there is nothing

         14  that I think would change my views or my colleagues'

         15  views, we did not believe those worst cases were

         16  very likely to come about.

         17                 So, we did not believe that the kind

         18  of impacts that were happening in Southeast Asia,

         19  Russia, Brazil or other places were going to have

         20  the kind of negative impacts that we laid out in our

         21  worst cases.

         22                 But we also believe although it was

         23  unlikely, it was not impossible, and therefore we

         24  think it would be prudent upon the part of the City

         25  that it would take those two worst cases and see how
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          2  it would act from a budget standpoint, if either

          3  came about.

          4                 COUNCIL MEMBER CLARKE: Okay.

          5                 And then finally, since everybody is

          6  at panic, including myself, about the Y2K problem,

          7  is the City, because you audit our agencies, do you

          8  know whether we are prepared, how near to

          9  preparation are we? Or should I start shopping and

         10  locking up my house with a whole lot of stuff so

         11  that when everything falls apart I will be okay?

         12                 FIRST DEPUTY COMPTROLLER NEWMAN: I

         13  don't believe you should head for your neighborhood

         14  fall-out shelter, nor do I believe you should take

         15  your money out of financial institutions and put

         16  them in your mattress.

         17                 On the other hand, the Y2K issue is a

         18  serious one, costing the City significant amounts of

         19  money, not necessarily easy to quantify because in

         20  some cases Y2K has triggered projects into being

         21  done that are very expensive that would have been

         22  done otherwise, they are just happening somewhat

         23  earlier than they would have, or maybe they are

         24  happening when they never would have.

         25                 That being said, the City's budgeting
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          2  and accounting system has gotten a lot of attention,

          3  it was one of the early projects begun, and we

          4  believe that by July 1st there will be a sufficient

          5  system to handle the City's budgeting and accounting

          6  at least on what we need at that point, and then

          7  there will be enhancements made to it over the

          8  following six months.

          9                 We have also been auditing every City

         10  agency, or virtually every City agency, from their

         11  readiness, from a Y2K standpoint. The State

         12  Comptroller has audited some of the independent

         13  agencies, like the Board of Ed and the Health and

         14  Hospitals Corporation. We have found many agencies,

         15  some agencies that have everything totally under

         16  control and are doing really well, others that are

         17  somewheres in between, understand there are issues

         18  and are working at it, and then there are some

         19  others that have real issues and real problems.

         20                 We have issued probably publicly

         21  about 25 audits to date of different agencies, we

         22  have another group of about seven or eight that we

         23  will issue either before this week is over or the

         24  early part of next week, and then we have another

         25  ten to a dozen that we will issue somewheres in late
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          2  March or early April. I would be happy to get you

          3  the complete list, if you would like, including our

          4  rating of them. Or I can get you actually something

          5  better, there are copies of the three press releases

          6  we issued and it has a summary of each of them.

          7                 The Mayor's Office of Operations has

          8  been diligently working at this issue for well over

          9  a year. All agencies are supposed to have

         10  contingency plans for the Mayor's Office of

         11  Operations by June 1st, contingency plans meaning

         12  what do you do if the system fails. We are doing

         13  follow-ups on a few of the agencies we thought had

         14  significant problems so that we are doing follow-up

         15  audits on some of those, and on June 1st, after we

         16  have a discussion with operations about the

         17  contingency plans that arrive, we will probably do

         18  some additional follow-up.

         19                 COUNCIL MEMBER CLARKE: Thank you very

         20  much.

         21                 ACTING CHAIRPERSON MILLER: Thank you,

         22  Council Member.

         23                 Council Member Golden.

         24                 COUNCIL MEMBER GOLDEN: Thank you, Mr.

         25  Acting Chair.
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          2                 Good morning, gentlemen. I just have

          3  two quick questions.

          4                 You have projected growth of 2.5

          5  percent for 2000 and 3 percent for '99. The 2000 2.5

          6  figure, what are you basing that on?

          7                 FIRST DEPUTY COMPTROLLER NEWMAN: We

          8  have our own staff of economists. We have our own

          9  economic models of how the City should act, and

         10  based on that data and that analysis, we came to

         11  those conclusions.

         12                 COUNCIL MEMBER GOLDEN: Do you believe

         13  the Wall Street area and growth in that area will

         14  fail to continue?

         15                 FIRST DEPUTY COMPTROLLER NEWMAN: It's

         16  not just growth in Wall Street, it is other areas as

         17  well.

         18                 COUNCIL MEMBER GOLDEN: I understand

         19  that.

         20                 FIRST DEPUTY COMPTROLLER NEWMAN: Yes.

         21                 COUNCIL MEMBER GOLDEN: You believe it

         22  to continue to grow?

         23                 FIRST DEPUTY COMPTROLLER NEWMAN: Yes.

         24                 COUNCIL MEMBER GOLDEN: The other area

         25  I looked at is '99, or in 2000 you expect the debt
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          2  service to be about 19 percent; is there any

          3  specific area you have targeted that we could bring

          4  that debt service back down to 14 or 15 percent over

          5  the next two years?

          6                 FIRST DEPUTY COMPTROLLER NEWMAN:

          7  Well, the City's needs are enormous, so the way to

          8  deal with it, at least in our minds, is to begin, is

          9  to develop a pay-as-you-go capital program, and to

         10  start using some of the operating surpluses from the

         11  City budget for capital purposes.

         12                 COUNCIL MEMBER GOLDEN: Any specific

         13  areas?

         14                 FIRST DEPUTY COMPTROLLER NEWMAN:

         15  Across the board.

         16                 COUNCIL MEMBER GOLDEN: Across the

         17  board.

         18                 FIRST DEPUTY COMPTROLLER NEWMAN: A

         19  more specific comment which I should have made

         20  before in response to this, pre-kindergarten

         21  programs, is an issue that would also help would be

         22  to go to an all-year school program. There are some

         23  schools that are now open during the summer for the

         24  purpose of summer school, but that only reaches

         25  about a quarter to a third of the schools. If one
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          2  had the other two-thirds to three-quarters of the

          3  schools open and had kids on different tracks, so

          4  the kids weren't necessarily going to school more,

          5  you could expand the use of space through the use of

          6  time by probably 20 percent, which would save a

          7  significant amount of capital construction dollars.

          8                 COUNCIL MEMBER GOLDEN: I know the

          9  school system is looking at that. I know that there

         10  are some buildings the infrastructure doesn't allow

         11  for it, and some of the newer leases, they are

         12  looking to do that in the high school areas, in the

         13  air conditioned schools and the schools that would

         14  allow for that during the summer months.

         15                 FIRST DEPUTY COMPTROLLER NEWMAN: We

         16  and others have been recommending doing that for

         17  probably five years, and every year there is a

         18  proposed demonstration project, it never happens.

         19                 There are other school systems in the

         20  United States, Los Angeles, Dallas, Houston, Denver,

         21  that operate on an all-year school program and

         22  obviously save significant capital expenditures, and

         23  something I did not know when we got into this

         24  process but have come to learn, it also improves the

         25  educational experience of the kids, and it shows up
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          2  in test scores, so it actually has an educational

          3  component as well, because kids are not out of

          4  school for a two-month period, the tracks tend to

          5  have multiple three-week vacations rather than one

          6  lengthy two to two-and-a-half month vacation. The

          7  kids tend not to lose as much of what they learned

          8  in between school years, and so those school

          9  districts have actually shown an improvement in the

         10  education levels of the kids, so it is not just a

         11  capital construction dollar savings but it is an

         12  educational achievement issue as well. We no longer

         13  do farming here in New York, so the original purpose

         14  of having the schools closed in the summer is long

         15  gone.

         16                 COUNCIL MEMBER GOLDEN: Well, I know

         17  at the Brooklyn/Staten Island Division they are in

         18  the process of naming a high school that is going to

         19  be announced in the next two months that is going to

         20  go year-round. I know they are taking steps in the

         21  Staten Island area, I don't know about the rest of

         22  the City.

         23                 Thank you very much.

         24                 FIRST DEPUTY COMPTROLLER NEWMAN:

         25  Thank you.
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          2                 COUNCIL MEMBER GOLDEN: Give my

          3  regards to the Comptroller.

          4                 FIRST DEPUTY COMPTROLLER NEWMAN: I

          5  will. Thank you.

          6                 ACTING CHAIRPERSON MILLER: Thank you,

          7  Council Member.

          8                 Council Member Michels.

          9                 COUNCIL MEMBER MICHELS: What is the

         10  amount set aside for judgments and claims, Fiscal

         11  Year '99 and Fiscal Year 2000?

         12                 FIRST DEPUTY COMPTROLLER NEWMAN: I

         13  don't know if anybody knows the number. We are going

         14  to spend about $400 million, if I recall.

         15                 COUNCIL MEMBER MICHELS: It has gone

         16  up quite a bit.

         17                 FIRST DEPUTY COMPTROLLER NEWMAN: It

         18  is a significantly growing figure.

         19                 COUNCIL MEMBER MICHELS: And can you

         20  also get for me how much has been paid out to date,

         21  and what are the projections for the rest of the

         22  fiscal year, as far as you are concerned.

         23                 FIRST DEPUTY COMPTROLLER NEWMAN: We

         24  have them. Jacques will give them to you.

         25                 COUNCIL MEMBER MICHELS: Also let him
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          2  find what has been paid out for sidewalk accident

          3  claims and lead paint liability claims.

          4                 MR. JIHA: $391 million in '99.

          5                 COUNCIL MEMBER MICHELS: Let me hear

          6  that again.

          7                 MR. JIHA: $391 million --

          8                 COUNCIL MEMBER MICHELS: First state

          9  your name for the record.

         10                 MR. JIHA: Jacques Jiha.

         11                 COUNCIL MEMBER MICHELS: Yes, and what

         12  number was that you were just giving me?

         13                 MR. JIHA: $391 million in FY '99.

         14                 COUNCIL MEMBER MICHELS: $391 million,

         15  for which year, '99?

         16                 MR. JIHA: '99. Going up to 473 by the

         17  Year 2003.

         18                 COUNCIL MEMBER MICHELS: To 473.

         19                 FIRST DEPUTY COMPTROLLER NEWMAN: In

         20  2003.

         21                 COUNCIL MEMBER MICHELS: In 2003?

         22                 MR. JIHA: Right.

         23                 COUNCIL MEMBER MICHELS: And how much

         24  have we paid out to date?

         25                 FIRST DEPUTY COMPTROLLER NEWMAN: You

             Legal-Ease Court Reporting Services, Inc. (800) 756-3410

                                                            27

          1  OFFICE OF THE COMPTROLLER

          2  mean this fiscal year?

          3                 COUNCIL MEMBER MICHELS: Yes.

          4                 FIRST DEPUTY COMPTROLLER NEWMAN: We

          5  will pay the $391 million. I don't know exactly how

          6  much we have paid. If you want it, I have it back in

          7  the office.

          8                 COUNCIL MEMBER MICHELS: All right.

          9                 What about projections? You gave me

         10  473 to 2003.

         11                 FIRST DEPUTY COMPTROLLER NEWMAN:

         12  Right. You can project it on a sort of straight

         13  line. That is based on past assumptions.

         14                 You should know, and thanks in part

         15  to you folks in the November modification of the

         16  fiscal '99 budget, both we and the Law Department

         17  received some additional resources to focus on

         18  claims so that we are changing the way we handle

         19  claims so that before the month of March is over, we

         20  will have hired outside law firms to hold hearings

         21  for us. We will have hired --

         22                 COUNCIL MEMBER MICHELS: In other

         23  words, you are trying to settle them in the claims

         24  stage.

         25                 FIRST DEPUTY COMPTROLLER NEWMAN: We
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          2  have been doing that for the last year or two.

          3  Fiscal '98 is the first year I think in the history

          4  of the Law Department and the Comptroller's Office

          5  where the backlog of claims did not go up. We have

          6  been settling claims earlier. We did a demonstration

          7  project with Board of Ed claims. We criticize the

          8  Board of Ed periodically. This is a place, an area

          9  where they work quite effectively with us and

         10  closely with us in doing the research --

         11                 COUNCIL MEMBER MICHELS: Do you

         12  evaluate claims and decide which will go to trial --

         13                 FIRST DEPUTY COMPTROLLER NEWMAN:

         14  Right.

         15                 COUNCIL MEMBER MICHELS: It's like a

         16  regular insurance company.

         17                 FIRST DEPUTY COMPTROLLER NEWMAN: Like

         18  an insurance company. On the sample claims we did,

         19  the education claims we did, we were settling the

         20  claim for $1 for every four that we would have done

         21  so in the past, the difference being we are paying

         22  out the dollar now. In the past the $4 would have

         23  been paid out four or five years later, which is the

         24  average period for a claims, for the claims process.

         25                 COUNCIL MEMBER MICHELS: And you break
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          2  it down between liabilities claims for sidewalks and

          3  --

          4                 FIRST DEPUTY COMPTROLLER NEWMAN: We

          5  are now doing the same thing in the sidewalk area,

          6  the demonstration project where we are going to for

          7  the first time send claimants to doctors that we

          8  have selected, have them get medical exams that in

          9  essence we have provided, and to have investigations

         10  done of the claims conditions. We are going to be

         11  doing that in the sidewalk and slip and fall area,

         12  which is among the larger claim categories.

         13                 We believe we will in a short term

         14  increase the claim payments, but in the long-term we

         15  will have dropped them --

         16                 COUNCIL MEMBER MICHELS: I think you

         17  are right.

         18                 FIRST DEPUTY COMPTROLLER NEWMAN:--

         19  Significantly. If you want we will get you the

         20  report. We issue a report every year on claims.

         21                 COUNCIL MEMBER MICHELS: It sounds

         22  like a creative approach, even though it has been

         23  being done for hundreds of years.

         24                 FIRST DEPUTY COMPTROLLER NEWMAN: It

         25  is mind-boggling to sit here and say that the City
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          2  did not have its own group of doctors that it sent

          3  claimants to.

          4                 COUNCIL MEMBER MICHELS: Well, if we

          5  were an insurance company we would have been out of

          6  business a long time ago.

          7                 FIRST DEPUTY COMPTROLLER NEWMAN:

          8  That's correct.

          9                 Two or three years ago we and the

         10  Corp Counsel jointly hired Price Waterhouse to come

         11  in and evaluate how we ran the claims process and

         12  they have been -- they issued a report and provided

         13  us lots of recommendations. We worked with them, we

         14  met with the Mayor, OMB was a part of the study

         15  process.

         16                 COUNCIL MEMBER MICHELS: Sounds great.

         17                 Can you get me a breakdown when you

         18  get a chance --

         19                 FIRST DEPUTY COMPTROLLER NEWMAN:

         20  Sure.

         21                 COUNCIL MEMBER MICHELS: -- The

         22  amounts with respect to sidewalk claims, sidewalk

         23  payments, as well as claims. Claims are one thing,

         24  payments is what I would like to know, and the lead

         25  paint as well.
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          2                 FIRST DEPUTY COMPTROLLER NEWMAN: If I

          3  could just add one thing, lead paints will be low

          4  but it is our most quickly rising categories.

          5                 COUNCIL MEMBER MICHELS: Yes, I

          6  understand that, and that is why we are trying to do

          7  something in the Council.

          8                 But what I am really interested in is

          9  the overall picture of debt service. We are coming

         10  in with a surplus budget, and with an attitude on

         11  the Administration's part that we are going to put

         12  very little, if any, of the surplus in the reduction

         13  of debt service because debt service is what, about

         14  17 percent of our expense budget?

         15                 FIRST DEPUTY COMPTROLLER NEWMAN:

         16  About 15 percent now, but it is going to rise to 19.

         17                 COUNCIL MEMBER MICHELS: It is going

         18  to rise to 19. Plus the fact we are rapidly

         19  approaching our limit as to what we can borrow.

         20                 Do you think that is the right way to

         21  handle the surplus or do you think we are wise in

         22  trying to reduce the -- use some of that surplus to

         23  reduce the debt service?

         24                 FIRST DEPUTY COMPTROLLER NEWMAN: That

         25  is always our preference, our first option would be
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          2  to use the surplus for pay-as-you-go capital, which

          3  would by definition reduce the debt service in

          4  outyears.

          5                 COUNCIL MEMBER MICHELS: I think the

          6  New York Times said the same thing in an editorial.

          7                 FIRST DEPUTY COMPTROLLER NEWMAN: And

          8  if there wasn't a willingness to do that, we would

          9  try to retire debt rather than just prepay the next

         10  --

         11                 COUNCIL MEMBER MICHELS: You say

         12  pay-as-you-go capital, what we would do is we would

         13  use -- we would pay capital money out of the expense

         14  budget?

         15                 FIRST DEPUTY COMPTROLLER NEWMAN:

         16  Correct.

         17                 COUNCIL MEMBER MICHELS: And as bonds

         18  became due we would just pay them off and not renew

         19  them?

         20                 FIRST DEPUTY COMPTROLLER NEWMAN:

         21  Correct.

         22                 COUNCIL MEMBER MICHELS: Okay, I think

         23  that is good.

         24                 I think I agree with you on that.

         25                 What are you doing in the City's
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          2  effort to change the calculation of the City's debt

          3  limit?

          4                 FIRST DEPUTY COMPTROLLER NEWMAN: We

          5  are at the moment not doing anything.

          6                 COUNCIL MEMBER MICHELS: What should

          7  we be doing?

          8                 Is there something wrong with the way

          9  the calculation is done?

         10                 FIRST DEPUTY COMPTROLLER NEWMAN: I am

         11  not sure that is true. People have talked about

         12  doing that, people have talked about doing that for

         13  years and changing the formula, and have talked

         14  about changing the constitution. No one has yet come

         15  forward with a constitutional formula that would

         16  meet our test anyway.

         17                 COUNCIL MEMBER MICHELS: Steve, just

         18  my final question.

         19                 What is your Office's estimate of

         20  Calendar Year '99 Wall Street profitability? And how

         21  do you arrive at the figure? And absent any external

         22  shock to the financial markets, what is the general

         23  outlook of Wall Street's profitability in the

         24  outyears?

         25                 MR. JIHA: We look at interest with
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          2  assumptions, we look at different other factors,

          3  such as employment growth and all of these things we

          4  will come up with our forecast of tax revenues.

          5                 COUNCIL MEMBER MICHELS: Have you done

          6  the forecast yet?

          7                 MR. JIHA: We did. But we do not

          8  forecast Wall Street profitability.

          9                 COUNCIL MEMBER MICHELS: I didn't

         10  understand that.

         11                 MR. JIHA: We did not forecast Wall

         12  Street profitability.

         13                 COUNCIL MEMBER MICHELS: I don't

         14  understand.

         15                 MR. JIHA: We do not forecast Wall

         16  Street profits.

         17                 COUNCIL MEMBER MICHELS: Ever?

         18                 MR. JIHA: No. We don't.

         19                 COUNCIL MEMBER MICHELS: You will not.

         20                 And how about, what is your general

         21  outlook with respect to Wall Street in this Fiscal

         22  Year?

         23                 MR. JIHA: We remain convinced that as

         24  long as interest rates and the inflation environment

         25  remains more or less stable, the outlook is still
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          2  good for Wall Street.

          3                 COUNCIL MEMBER MICHELS: How would you

          4  advise Mr. Greenspan as to whether he should raise

          5  his interest rates or not?

          6                 MR. JIHA: I don't think Mr. Greenspan

          7  needs my advice on that issue.

          8                 COUNCIL MEMBER MICHELS: If you had

          9  the opportunity to advise him, how would you advise

         10  him?

         11                 MR. JIHA: Stay on the sideline for

         12  awhile because the inflation environment is still

         13  favorable, and there is no reason to panic.

         14                 COUNCIL MEMBER MICHELS: Inflation is

         15  down, employment is up -- okay, thank you very much.

         16                 ACTING CHAIRPERSON MILLER: Are you

         17  done, Mr. Michels?

         18                 COUNCIL MEMBER MICHELS: Yes.

         19                 ACTING CHAIRPERSON MILLER: Any other

         20  questions for Mr. Newman.

         21                 COUNCIL MEMBER GOLDEN: Yes.

         22                 ACTING CHAIRPERSON MILLER: Go ahead,

         23  Council member.

         24                 COUNCIL MEMBER GOLDEN: Thank you.

         25                 It would be interesting to know, has
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          2  the Comptroller done any in-depth study in the field

          3  of the education?

          4                 I know that the City, that the

          5  government has put in $11 billion, which is a 25

          6  percent increase over the past four years into the

          7  budget. Eleven billion dollars is quite a bit of

          8  money for education, and we are talking about

          9  millions of dollars not being correctly distributed

         10  today.

         11                 Is there an area within the

         12  Comptroller's -- have they done a study on which way

         13  to break down education?

         14                 FIRST DEPUTY COMPTROLLER NEWMAN: We

         15  do a variety of education studies. We a few weeks

         16  ago issued a report reviewing the school governance

         17  laws, and the school governance was approved by the

         18  State Legislature two years ago. They mandated that

         19  we had to audit the implementation of school

         20  governance, and we issued such an audit two, three

         21  weeks ago, and we are in the process of auditing one

         22  school district from that standpoint.

         23                 Today we issued a report concerning

         24  the state of math and science education in New York

         25  City, pointing out that a significant percentage of
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          2  math and science teachers were uncertified, up to 30

          3  percent, that many science labs in the City were not

          4  functioning, that kids were not receiving the amount

          5  of science lab time or science cost time that was

          6  required or that would allow them to be able to have

          7  a shot at passing the science and math regents that

          8  would be mandated for all kids that begin school,

          9  come to high school this coming September, that

         10  though the amount of science classes have increased

         11  over the last couple of years, the dollars being

         12  spent on them has not gone up in accordance with the

         13  increase in the students in the classes.

         14                 So, we issued a report today, which I

         15  would be happy to get you, I should have thought to

         16  bring a couple, but I didn't.

         17                 COUNCIL MEMBER GOLDEN: I would be

         18  pleased to get that.

         19                 FIRST DEPUTY COMPTROLLER NEWMAN: Oh,

         20  do you have one? Oh, good. You will get it as soon

         21  as I am done.

         22                 That outlines serious problems. Just

         23  to give you a simple example of how troubled the

         24  situation is, that 38 percent of honor students in

         25  New York City failed the science regents they took
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          2  during this past year. Those are the honor students,

          3  no less the rest of the students.

          4                 COUNCIL MEMBER GOLDEN: The figure of

          5  $11 billion, is that enough money for education? Not

          6  enough money for education? Is it being spent

          7  wisely? Is it not being spent wisely? Should we put

          8  more money to education?

          9                 Have you or the Comptroller had any

         10  statement with that regard?

         11                 FIRST DEPUTY COMPTROLLER NEWMAN: I

         12  think we identify areas where we believe money

         13  hasn't been spent wisely, or instead of saying

         14  wisely, we clearly identify frequently areas where

         15  monies are not being spent efficiently and

         16  effectively. The Board of Ed and the school system

         17  could clearly use more money.

         18                 Teachers, we have a drain of both

         19  teachers and principals, largely monetarily related.

         20  The report we issued today in fact calls for higher

         21  salaries for science and math teachers, pre-school

         22  education or pre-k education. Clearly the mandate is

         23  appropriate, it has been identified numerous times

         24  that the earlier you get kids into school, the

         25  better off they will do in school. Smaller class
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          2  sizes are important, the funding doesn't exist to do

          3  all of that. The space doesn't exist to do all of

          4  that.

          5                 So, yes, the system could use more

          6  money. That does not mean it is utilizing the money

          7  it has in the most efficient and effective way,

          8  because it clearly isn't.

          9                 COUNCIL MEMBER GOLDEN: The last

         10  question, Mr. Chair.

         11                 The Charter schools, what is the

         12  Comptroller's thought on Charter schools?

         13                 FIRST DEPUTY COMPTROLLER NEWMAN: To

         14  be honest, I haven't heard him publicly speak on

         15  that recently. I know his position from back a month

         16  or two ago. He is always worried and entroubled that

         17  Charter schools will serve to take the best students

         18  out of the school system and that that shouldn't

         19  happen. That the common ingredient, or a major

         20  common ingredient for education is parental

         21  involvement, and that we need to maximize parental

         22  involvement in the public school system, and that

         23  there is a risk that the parents who are most

         24  involved will, and by almost definition then have

         25  the better students, will look for other
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          2  alternatives.

          3                 So, at least in the past he was not a

          4  strong supporter of Charter schools, unless Charter

          5  schools were going to be established where the

          6  Charter schools were required to take the

          7  lowest-performing students.

          8                 COUNCIL MEMBER GOLDEN: That is not

          9  such a bad idea, there are a couple of proposals out

         10  of there to take the bottom ten percent or the

         11  bottom 15 percent on the voucher system.

         12                 FIRST DEPUTY COMPTROLLER NEWMAN: I

         13  believe that concept of a Charter school would

         14  interest him, but one that was more broad would be

         15  more, clearly more problematic.

         16                 COUNCIL MEMBER GOLDEN: Thank you very

         17  much.

         18                 ACTING CHAIRPERSON MILLER: Thank you,

         19  Council members.

         20                 Thank you, Steve, for your excellent

         21  testimony.

         22                 Our next witnesses are the Department

         23  of Design and Construction. I saw the Commissioner

         24  around.

         25                 (Hearing concluded at 1:40 p.m.)
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