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          1  NEW YORK CITY COMPTROLLER

          2                 ACTING CHAIRPERSON ROBLES: This

          3  hearing on the Executive Budget for this Fiscal Year

          4  2000 is back in session. Today I am honored and

          5  privileged to introduce a personal friend,

          6  colleague, that I had the privilege of serving with

          7  in the State Assembly and today serving with him in

          8  the City government is the distinguished Comptroller

          9  of the City of New York, the honorable Alan Hevesi.

         10                 Mr. Comptroller, welcome. If you have

         11  any prepared remarks, please feel free to --

         12                 COMPTROLLER HEVESI: Does the sun

         13  rise? Yes, I have some prepared remarks, Mr. Robles.

         14  Thank you very much. Let me get into them.

         15                 I thank you, Mr. Chairman, Chairman

         16  Herb Berman, and the members of the Council Finance

         17  Committee for giving me this opportunity.

         18                 CHAIRPERSON ROBLES: Sergeant-At-Arms,

         19  can we have some order? We are back in session now.

         20  All discussions take out.

         21                 I am sorry, sir, go ahead.

         22                 COMPTROLLER HEVESI: This testimony on

         23  the report that I am issuing today indicates that

         24  while the City's financial condition remains strong,

         25  very strong, there are several serious issues that
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          2  could threaten the City's financial well-being in

          3  the outyear.

          4                 They include the repeal of the

          5  commuter tax, a large class action suit against the

          6  City for alleged constitutional violation by the

          7  Department of Correction personnel, the continuing

          8  imbalance between expenditure and revenue growth,

          9  the City's growing debt and the perceived threat of

         10  renewed inflation.

         11                 The City's economy remains robust in

         12  1999, barring any major changes the fiscal year

         13  surplus of $2.143 billion projected in the plan

         14  would be the largest ever. We believe that the

         15  Fiscal Year surplus may be $94 million higher than

         16  projected. Our analysis has identified resources of

         17  $169 million partly offset by risks of $75 million

         18  which were not included in the Financial Plan.

         19                 The City's economy continues to be

         20  strong as indicated by the annualized employment

         21  gain of 2.6 percent for the first four months of

         22  this year, which is ahead of the nation's 1.9

         23  percent. If that continues, the surplus could be

         24  higher.

         25                 Including the repeal of the commuter
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          2  tax and the serious negative impact this repeal will

          3  have on outyear budgets, my office anticipates that

          4  the fiscal year 2000 budget surplus could be as high

          5  as $211 million above the surplus of $429 million

          6  expected in the Executive Budget. This $429 million

          7  comprises the budget stabilization account. This is

          8  over and above $200 million in the general reserve.

          9  In case of unforeseen contingencies these resources

         10  can be used in Fiscal 2000.

         11                 However, major uncertaintees cloud

         12  the City's financial outlook. Let's start with the

         13  proposed repeal of the commuter tax. The state

         14  legislature has passed legislation to eliminate the

         15  City's non-resident earnings. I don't have to go

         16  through this, this is going to cost us $360 million

         17  a year, there is no expert who believes that if we

         18  repeal the commuter tax for New York State residents

         19  that it will not ultimately, after some court

         20  action, apply to out-of-state commuters as well. So,

         21  Connecticut and Jersey people will ultimately

         22  benefit from the repeal as well. There is Supreme

         23  Court case law, there is the privileges and

         24  annuities section of the Constitution, there is the

         25  Interstate Commerce clause, so this will be a $360
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          2  million hit, and if you do projections over ten

          3  years that will be close to $4 billion will cost us.

          4                 Another serious issue facing the

          5  City's current negotiation of a class action lawsuit

          6  filed in Fiscal '97 challenging the Department of

          7  Correction's policy of strip searching detainees

          8  arrested for non-felony offenses. The Department of

          9  Correctional personnel stripped searched about

         10  63,000 persons who are alleging that their

         11  constitutional rights were violated over a 10-month

         12  period between '96 and '97. Its policy which was

         13  eliminated in May '97 may have exposed the City to

         14  substantial costs in the settlement of this

         15  litigation in future fiscal years. The settlement

         16  negotiations with representatives of the class are

         17  ongoing, therefore estimates of the cost of this

         18  lawsuit cannot be determined at this time.

         19                 Also, the growth of expenditures

         20  remains a major concern. Between Fiscal Year '98 and

         21  2000 operating expenditures are growing by 5.1

         22  percent a year ahead of the local inflation rate of

         23  about two percent a year.

         24                 As a result, the Financial Plan

         25  projects budget gaps of 1.679 billion in Fiscal
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          2  2001, 1.744 billion in Fiscal 2002 and 1.682 billion

          3  in Fiscal 2003. These budget gaps could be twice as

          4  large if:

          5                 One, the City Council and the State

          6  Legislature felt to extend the 14 percent personal

          7  income tax surcharge scheduled to expire in December

          8  of '99.

          9                 Two, the City fails to collect the

         10  greater share of rental revenue from the Port

         11  Authority.

         12                 Three, the City and labor unions

         13  negotiate an agreement that is different than the

         14  wage freeze anticipated in the financial plan. Which

         15  I don't believe is realistic.

         16                 Four, City proposals for additional

         17  aid from the state and federal government do not

         18  materialize.

         19                 Other factors that will widen the

         20  out-year budget gaps include overtime expenditures,

         21  the write-off of prior year's education aid

         22  receivables owed by the state dating back to Fiscal

         23  '92 and the repeal of the commuter tax.

         24                 If the worst case scenario

         25  materializes our office projects gaps of $3.021
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          2  billion in Fiscal Year 2001, $3.074 billion in

          3  Fiscal Year 2002, and $3.578 billion in Fiscal 2003.

          4  Clearly these projected gaps could be larger if

          5  because of the perceived threat of inflation the

          6  federal reserve raises interest rates to cool off

          7  the economy.

          8                 Thus, the fact that the fed's bias

          9  has shifted toward higher rates is an immediate

         10  warning, remember New York City's economy is

         11  desperately interest rate sensitive. I remember back

         12  in the fourth quarter of 1994 when the national

         13  economy was growing at a 5.1 percent rate and New

         14  York City was reduced by 0.8. We were losing ground

         15  when the rest of the nation was booming and that was

         16  because of the series of interest rate increases by

         17  the feds. So it is a caution for us.

         18                 The City's rising debt continues to

         19  be of concern as the City invests in the

         20  construction, reconstruction, refurbishment of its

         21  aging infrastructure attempting to bring it to a

         22  state of good repair.

         23                 The City's debt service right now

         24  consumes 16 percent of local tax revenues for Fiscal

         25  '99. By Fiscal 2001, debt service will consume 19
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          2  cents of every local tax dollar and will grow to

          3  19.7 cents by the Fiscal Year 2004. The academic

          4  threshold for warnings is 15 percent, we are at 16

          5  going close to 20 percent in five years.

          6                 I encourage the City to use the

          7  opportunity offered by this budget's surplus to

          8  implement the pay-as-you-go financing of a part of

          9  its capital program or to retire debt. This was in

         10  the budget a year ago, and it was taken out in

         11  negotiations. You had $165 million to pay down debt.

         12  It is a terrific idea. We have been recommending

         13  $200 million a year, if you do that for 20 years you

         14  would save $6 billion or more.

         15                 Another issue I want to bring to your

         16  attention is the long-term financial well-being of

         17  the Health and Hospitals Corporation. Although HHC

         18  is financially healthy in Fiscal '99, it faces a

         19  number of uncertaintees that if left unaddressed may

         20  have a negative impact on its long-term viability.

         21                 These uncertaintees include proposed

         22  state and federal reductions to both Medicaid and

         23  Medicare, and a significant decline in patient

         24  utilization that started in Fiscal Year 1994.

         25                 Without going into detail, there is a
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          2  full page of detail, the bottom line here is that

          3  HHC is losing Medicaid patients which are fully

          4  reimbursed by government in competition to the

          5  private hospitals and the percentage of indigent

          6  patients, those on bad debt and charity pool for

          7  which the City gets, or the Corporation gets 55

          8  cents on the dollar, that is where it is a losing

          9  financial deal, so that percentage is growing. So,

         10  HHC has to be competitive with the private hospitals

         11  on a number of fronts.

         12                 Rising water rates have also been of

         13  concern to City residents. In recent years, mandates

         14  such as the federal Safe Drinking Water Act and the

         15  federal Surface Water Treatment Rule have imposed a

         16  considerable financial burden on the water system.

         17                 Although the goal of these laws is

         18  laudable, the cost of mandates is borne by

         19  taxpayers.

         20                 Between 1986 and 1998, water and

         21  sewer rates increased 281 percent. For Fiscal Year

         22  2000 the Water Board has adopted a four percent rate

         23  increase. I recommend that you look at the rest of

         24  that paragraph, there are some details that they

         25  have overestimated information so the rate is a
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          2  little higher than it needs to be, and the increase

          3  could be reduced.

          4                 Another issue facing the City is

          5  reduced revenue from the Port Authority. For several

          6  years the City has been trying to negotiate new

          7  rental leases with the Port Authority and collect

          8  rental claims from previous years.

          9                 The City hopes to collect base rent

         10  of about $50 million a year in each of Fiscal Years

         11  2001 to 2003. This issue, together with the City's

         12  claim for revenue from prior years is before an

         13  arbitration panel. There is no indication that a

         14  decision will be reached within the next few years.

         15                 If the arbitration rules in favor of

         16  the Port Authority, the City may find it difficult

         17  to collect base rent above 10 million for the

         18  airports and back rental claims during the Fiscal

         19  Year as indicated.

         20                 This is of concern, because while the

         21  Authority pays minimal rent to the City for the

         22  airports, the net income from the City's airport is

         23  used to subsidize operations at the Port Authority

         24  that lose money each year, such as the Port

         25  Authority Bus Terminal and the Path Trains, which
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          2  primarily serve New Jersey.

          3                 The two City airports accounted for

          4  81.5 percent of the Port Authority's net income in

          5  1997. In '95 and '96 the financial status of the

          6  Port Authority was even worse. Operations without

          7  LaGuardia and Kennedy at the Port Authority would

          8  have run at a loss, so we are subsidizing Jersey

          9  activity and the idea that we are going to get these

         10  arbitrated revenues is a large questionmark.

         11                 The financial plan shows a projected

         12  surplus of $185 million for the Board of Ed. Among

         13  the factors driving the current year surplus is

         14  lower than expected enrollment growth in the City's

         15  schools.

         16                 Excluding enrollment in pre-K, the

         17  Board began the current school year with a projected

         18  enrollment of 1,066,492 students. Final register

         19  results were 17,376 students short of that estimate

         20  and that is an actual drop of 2,071 students from

         21  the prior fiscal year.

         22                 In all likelihood the Board will end

         23  Fiscal 1999 with a greater surplus than $185

         24  million. I caution that it was at $300 million the

         25  prior year.
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          2                 This surplus should be used by the

          3  City, by the Board to address issues that have gone

          4  unresolved for some time. I encourage the City to

          5  use some of the surplus on one time expenditures,

          6  such as the maintenance of school buildings.

          7                 However, there still remains a

          8  potential risk for the Board in Fiscal '99 from the

          9  write-off of prior year state education aid

         10  receivables. The state's failure to provide timely

         11  payment or any payment of prior year education aid

         12  has prompted me as Comptroller to institute a policy

         13  to write off education aid receivables that have

         14  been outstanding on the City's books for ten years

         15  or more. This year that would directly impact about

         16  $39 million in uncollected state education aid from

         17  Fiscal Year 1999, we are going to write it off

         18  because it doesn't exist, it is a fiction.

         19                 We have already documented that the

         20  state owes us education aid in amounts over $700

         21  million for prior years and the number really is

         22  over a billion-one, we just have not itemized the

         23  remainder.

         24                 I would also like to reiterate my

         25  opposition to the school voucher program. Funding
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          2  for the administrative and start-up costs are

          3  estimated at $12 million over two years, and

          4  interestingly, in the debate over vouchers, that is

          5  the number that has been used.

          6                 The 12 million over two years is

          7  administrative costs.

          8                 Under the Mayor's proposal, a maximum

          9  of 20 percent of the lowest income students in the

         10  volunteer school district is eligible to take part

         11  of the voucher program.

         12                 The City has indicated that the value

         13  of a school voucher will likely be based on a per

         14  pupil cost estimated at $8,000. Assuming a district

         15  with an enrollment of 25,000 students, the cost of

         16  the voucher program for a maximum of 50,000 students

         17  could total up to $40 million annually for the

         18  district.

         19                 Now, maybe if it is at $7,000 for

         20  3,000 kids, that is $21 million. That is $21 million

         21  each year, so over two years that is $42 million,

         22  plus the $12 million administrative, you are talking

         23  $54 million, which is a different number that is in

         24  the public debate.

         25                 In the unlikely event that a voucher
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          2  program does become reality, we must be careful

          3  about the setting of the value of the voucher. This

          4  is very important, no one has discussed it.

          5                 That $7,000 or $8,000 figure is the

          6  gross amount of money spent on the schools divided

          7  by the number of kids in the school, but if you use

          8  that as a voucher, a portion of that money is

          9  already used for fixed administrative costs that

         10  don't change. And if you send the money to the

         11  private schools, you are taking it out of the

         12  administrative costs, but more significantly it also

         13  includes a substantial amount of money that the City

         14  gives, that the Board of Ed gives to private and

         15  parochial schools.

         16                 We now subsidize the private for a

         17  variety of issues, including transportation and

         18  textbook aid, but also administrative costs of other

         19  mandates. And that is part of the $7,000 or $8,000,

         20  that ought to be deducted if we were to do this, and

         21  I don't believe we ought to do this so maybe the

         22  issue will be moot.

         23                 The other reason I oppose the program

         24  is on the substance that the program is being sold

         25  as a parental choice program. If you give out a
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          2  million vouchers to the parents of a million kids in

          3  the schools, theoretically they all have a choice,

          4  they can send their kid to any school. Since there

          5  are probably no more than 3,000 seats in the private

          6  schools as we speak, and even if it was 5,000 or

          7  some other number, the parents don't have the

          8  choice. The principals of the private schools would

          9  have the choice, they will decide which kids to

         10  take. But even if you limit a voucher program to

         11  four kids, which kids would those principals accept

         12  as fiduciaries? They are not going to accept the

         13  kids who cost $25,000 a year because they are

         14  autistic, or in a program in Bayside, kids who are

         15  special ed, physically disabled, they are going to

         16  take the kids who are A students or who are six foot

         17  seven and are a sophomore for their basketball team

         18  or the tremendously talented musician. They are

         19  going to take the best kids.

         20                 So, what a voucher program means to

         21  me is you take several thousand of our best students

         22  out of the public schools with, under this program,

         23  call it $54 million a year, and no one has explained

         24  to me why that has done any -- provided any single

         25  benefit whatsoever to the public schools or to the
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          2  1,950,000 kids who remain.

          3                 The improved quality of life of New

          4  York City that has spurred economic growth through

          5  increased business and tourism owes an enormous debt

          6  to the arts and culture industry. The Executive

          7  Budget, if implemented, would damage the 34 major

          8  institutions that make up the cultural institution

          9  group and the over 450 not-for-profit organizations

         10  throughout the five boroughs that receive modest

         11  program support.

         12                 And here I am going to have a

         13  disagreement with the proposal in the Council. I am

         14  strongly opposed to the City Council budget proposal

         15  to create a sports and arts authority that would

         16  replace the Department of Cultural Affairs.

         17                 Funding for this new authority would

         18  be provided by a dedicated revenue source, the hotel

         19  occupancy tax. First, there is no mutual link

         20  between sports and culture and the merging of the

         21  two will only create tension between them because

         22  their funding would be divided based on the whims of

         23  whoever was appointed to the authority board.

         24                 Second, this proposal presumes and

         25  supposes that a dedicated revenue source will
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          2  stabilize funding and end the traditional hassle of

          3  Mayoral budget cuts and City Council restoration.

          4  Putting aside the fact that if you earmark funds

          5  from a revenue source that already exists, and that

          6  presumption is being spent for something else,

          7  hospital occupancy is not new revenue, it is

          8  revenues that are spent for cops or firefighters or

          9  teachers, and if you earmark it for arts, culture

         10  and sports, that means you have to find other

         11  revenues for police, fire, whatever other the

         12  programs are.

         13                 So, I never bought into this notion

         14  of earmarking funds for any specific service,

         15  particularly since whatever is earmarked in one

         16  fiscal year can be unearmarked by the same Council

         17  action the following fiscal year.

         18                 Further, though, the hotel occupancy

         19  tax is not necessarily a stable source of dedicated

         20  revenue. Although currently forecast to be $212

         21  million in Fiscal 2000, 219 in 2001, 227 in Fiscal

         22  Year '02, there have been years that receipts have

         23  declined. This is based on a prediction of what our

         24  tourism will be like. During economic downturns as

         25  well, when the hotel occupancy tax drops, we might
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          2  want to increase spending on culture which

          3  stimulates tourism.

          4                 This need will not be as great when

          5  the economy is doing well.

          6                 Finally, the $37.7 million budget cut

          7  to the libraries as proposed in the Executive Budget

          8  substantially reduces their ability to improve

          9  educational and professional opportunity for the

         10  public at large.

         11                 Important programs that link

         12  libraries to schools provide after school programs,

         13  and programs geared to develop business skills and

         14  they are all placed in jeopardy with these cuts.

         15                 So, you and the Council have many

         16  difficult decisions to consider, as you deal with

         17  the Fiscal 2000 budget. We still need to do more to

         18  impose fiscal prudence, adopt new technology,

         19  increase productivity. We are in good shape now, the

         20  trick for us is to institutionalize what the

         21  successes are for the long term.

         22                 My staff and I are available to help

         23  you in any way, and I thank you for the opportunity

         24  to make this presentation.

         25                 ACTING CHAIRPERSON ROBLES: Thank you
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          2  very much, Mr. Comptroller.

          3                 Let me begin perhaps and then turn to

          4  my colleagues. Mr. Comptroller, with respect to the

          5  tobacco settlement funds, in your view, what are the

          6  major problems associated with using proceeds from

          7  the tobacco settlement to finance a portion of the

          8  City's capital program?

          9                 COMPTROLLER HEVESI: I don't see a

         10  problem. I believe that money ought to be provided

         11  in some appropriate way between education programs

         12  for help to encourage kids not to smoke and to

         13  provide a variety of services to reduce the number

         14  of kids who smoke and adults who smoke and all of

         15  the health problems that cost us a lot of money, and

         16  also use a portion of those new revenues for a

         17  capital construction, particularly with repair of

         18  the schools.

         19                 ACTING CHAIRPERSON ROBLES: And with

         20  respect to the surplus that you mentioned, what is

         21  your position regarding the best use of this revenue

         22  surplus for the Fiscal Year 2000?

         23                 COMPTROLLER HEVESI: Well, the Council

         24  and the Mayor were on the right track with the mix

         25  of proposals that were made that now have to be
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          2  modified because of the repeal of the commuter tax,

          3  and that includes some targeted tax cuts that create

          4  jobs, that included some service enhancements,

          5  particularly making up for some of the cuts that

          6  were made five and six years ago. But I also believe

          7  very strongly that a portion of that revenue, as my

          8  testimony indicated, ought to go to paying down

          9  debt, pay-as-you-go capital or paying down future

         10  debt. If we started a program of doing that, it

         11  would ease the burden, the borrowing burden that we

         12  have.

         13                 Let me make a comment about the

         14  commuter tax that I haven't made. I think this is

         15  important. In fact, it is two observations, bear

         16  with me, this will take more than 30 seconds.

         17                 Observation number one: Forgetting

         18  the politics of who is helped and hurt, the suburbs

         19  are delighted, the City gets hurt to the tune of

         20  $360 million a year. This is long-term damage, not

         21  only to the City but to the state.

         22                 Why does it hurt the City? Tax cuts

         23  are valuable on their face but particularly valuable

         24  if they stimulate business activity that create

         25  jobs. There will be not one extra job created by the
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          2  repeal of the commuter tax in New York City. Not

          3  one. And it is not fair because the average income

          4  of the commuters is probably close to $90,000 a

          5  year, and we have some very rough estimates, 36

          6  percent of our income goes out to the suburbs. And

          7  now the idea that they are not going to contribute a

          8  penny towards the social services that support them

          9  as the commuters make substantial incomes is unfair.

         10                 But also, the commuter tax doesn't

         11  create a single job in New York. Now, what does?

         12  Reduction, repeal of the commercial rent tax, the

         13  UBT reduction, the subchapter S, the clothing tax, a

         14  mix of packages that tell business we want you here,

         15  we are making it a lot easier for you, come back to

         16  New York, create jobs, those are the kinds of tax

         17  cuts that are appropriate. And now we will have $360

         18  million less of them.

         19                 What is ironic is, I believe 90

         20  percent or some other number of the state's surplus,

         21  of New York State's surplus comes from New York City

         22  activity. I don't know if it is 90 percent or 85 or

         23  93, but the overwhelming portion of the state's

         24  surplus comes from New York City economic activity.

         25                 If you took New York State north of
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          2  the Rockland County line or the Westchester County

          3  line, I believe that that state without the City and

          4  the suburbs would rank last in America in economic

          5  development. So, the $3 billion state surplus comes

          6  from us, and so this short-term benefit to

          7  commuters, which they didn't ask for, there were no

          8  citizens lobbying for the commuter tax, the repeal

          9  of the commuter tax, it was just burst on the scene,

         10  is bad in the long run, not only for the City, but

         11  for the state as well.

         12                 The second point, technical issue

         13  that I want to put on the record here, which we are

         14  privately and quietly in a discussion with lawyers

         15  in the legislature, the Governor's Office and the

         16  Mayor's Office and you guys, in the repeal of the

         17  commuter tax, and I want to put in context my

         18  comment now that I wish I was wrong. If I am proven

         19  wrong, that would be great. Because I believe that

         20  if I am not wrong and we are not wrong, that this

         21  repeal was constructed in a way that may jeopardize

         22  New York City income tax.

         23                 I don't want to be dramatic, it is

         24  something that is easily corrected, but we have got

         25  to convince people to correct, why is that? Both the
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          2  income tax and the commuter tax exists in two

          3  separate sections of law. One was the general City

          4  law that created the first commuter tax and income

          5  tax back in 1965, to go into effect I believe in

          6  '66, and ten years later that section of law was

          7  revised in this state tax law where the income tax

          8  and the commuter tax were both described. And I

          9  guess the idea was that the tax law would replace

         10  the general City law because a lot of the provisions

         11  are the same.

         12                 There is one provision that was in

         13  the old City tax law and in the old city law and the

         14  tax law that says the same thing. Here is what it

         15  says: It says you cannot have a New York City income

         16  tax if you do not impose a commuter tax. The

         17  existence of the income tax in law in 1966 and 1975

         18  was contingent on a commuter tax.

         19                 The legislation that repealed the

         20  commuter tax in Albany this past week, repealed the

         21  authorization for a commuter tax in both laws. But

         22  it only repealed the linkage between the commuter

         23  tax and the income tax in one of the laws, the tax

         24  law. It remains on the books under this general City

         25  law in the original tax law, it is still there.
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          2                 Now, some of the staff, not my staff,

          3  have indicated, there is language in the tax law,

          4  75, that says notwithstanding any other provision of

          5  law; therefore, that would negate whatever was left

          6  over in the City law; do you follow me? I am getting

          7  technical here. But it doesn't say notwithstanding

          8  any provision of law. It says notwithstanding any

          9  provision of law to the contrary.

         10                 And the section of law that links the

         11  commuter tax and the income tax that remains on the

         12  books after this repeal in Albany is not contrary,

         13  it is exactly the same language. Therefore, it is

         14  still operative, I believe.

         15                 And some have then argued to us,

         16  well, since it was repealed, we repealed the

         17  commuter tax, now it is contrary -- it is not

         18  contrary, it is a modifier. If you repeal the

         19  commuter tax and the tax law and leave the linkage

         20  in the City law, what you are saying is there is no

         21  commuter tax but the context is as long as you have

         22  no commuter tax you can't have an income tax.

         23                 CHAIRPERSON BERMAN: But minimally it

         24  certainly makes available that argument to anybody

         25  who may seek to challenge the imposition of the
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          2  personal income tax.

          3                 COMPTROLLER HEVESI: That's right. So,

          4  I am recommending that all of us think about, and

          5  maybe ultimately if you are convinced that there is

          6  some merit what we are arguing, which is either we

          7  are right or there is enough confusion, that you

          8  have a home rule message that asks the legislature

          9  in three weeks or a month just to repeal the

         10  existing law, because their best argument is it is

         11  null and void now and a repealer would do nothing to

         12  change the law. That is the best case from those who

         13  disagree with us. But if we are right, this

         14  jeopardizes the income tax.

         15                 Now, we will provide you with a

         16  relevant memorandum. We talked to the Governor, I

         17  sent a copy to the Speaker. This is a technical --

         18                 CHAIRPERSON BERMAN: Have you received

         19  any response yet from anybody?

         20                 COMPTROLLER HEVESI: Orally we have.

         21  The response was we don't think you are right.

         22                 CHAIRPERSON BERMAN: You don't think.

         23                 COMPTROLLER HEVESI: Yes.

         24                 CHAIRPERSON BERMAN: But there is no

         25  reasonable degree of certainty expressed?
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          2                 COMPTROLLER HEVESI: We reviewed it

          3  over and over and I wish to be wrong. I am

          4  soliciting somebody with expertise to tell me and my

          5  staff we are wrong. Because if I am wrong, that is

          6  great, the income tax is not jeopardized. But if

          7  there is any chance that we are right, we ought to

          8  request a repeal from the legislature.

          9                 CHAIRPERSON BERMAN: I think it is an

         10  ominous potential. Very ominous.

         11                 I am sorry. Please continue.

         12                 COMPTROLLER HEVESI: No, that's all

         13  right. Ominous is correct.

         14                 ACTING CHAIRPERSON ROBLES: I turn

         15  back the chair to the Chair of the Finance

         16  Committee, Council Member Berman.

         17                 CHAIRPERSON BERMAN: My apologies. I

         18  was at a meeting with the Speaker downstairs, and I

         19  have to go back to another one, so my apologies for

         20  being late.

         21                 ACTING CHAIRPERSON ROBLES: Council

         22  Member Clarke.

         23                 COUNCIL MEMBER CLARKE: Thank you, Mr.

         24  Chairman.

         25                 Comptroller, good morning.
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          2                 COMPTROLLER HEVESI: Good morning.

          3                 COUNCIL MEMBER CLARKE: There are two

          4  questions that I would like to ask. The first one

          5  is, on page three you talked about the reduced

          6  revenue from the Port Authority and what that means

          7  to us.

          8                 I would just want to hazard a guess

          9  about the fact that the Port Authority is now doing

         10  some business with the City Council that has to do

         11  with the Air Train and whether that gives us an

         12  opportunity to negotiate some of the money they owe

         13  us? Would that be appropriate?

         14                 COMPTROLLER HEVESI: Sure.

         15                 COUNCIL MEMBER CLARKE: Would that be

         16  a good way in which to say if you want something, we

         17  want something, especially in light of what just

         18  happened in Albany? Does that give the Speaker and

         19  the Council a negotiating position on the money owed

         20  to us?

         21                 COMPTROLLER HEVESI: I think it might.

         22                 I think there are some problems with

         23  the Rail Link that you are talking about on the face

         24  that ought to be fixed and cleaned up. But I spent

         25  22 years as a legislator often asking people to do
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          2  something and if it wasn't out of goodwill, it was

          3  in exchange for something they wanted me to do. I

          4  don't think that is inappropriate.

          5                 COUNCIL MEMBER CLARKE: Okay. And

          6  secondly, you talked about Medicaid revenue, and the

          7  revenues to HHC; can you give us in some more detail

          8  what you see in the future for HHC if this

          9  continues? Because as you know, both the Chair of

         10  Health is here, like myself, and I am very much

         11  concerned about indigent persons who are uninsured,

         12  underinsured, or who will probably never get

         13  insurance who rely on public hospitals for their

         14  total health care. Can you give us a scenario if

         15  this continues what we might expect and what we

         16  should be doing?

         17                 COMPTROLLER HEVESI: The worst case

         18  scenario is the following. I have heard for many

         19  years the Health and Hospitals Corporation served a

         20  particular client, lots of poor people, and the

         21  reimbursement for them came from two sources, one

         22  was Medicaid, which was pretty full reimbursement,

         23  and in fact they figured into reimbursement

         24  hospitals some amount of money that would help

         25  subsidize those who are working poor who have no
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          2  insurance, they are not Medicaid eligible, they

          3  don't have any private insurance, and the state

          4  provided some reimbursements, a little over 50

          5  percent, in what is called the bad debt and charity

          6  pool, whatever its modern equivalent is.

          7                 What has happened now is because the

          8  private institutions, the voluntaries and

          9  proprietaries hospitals now see poor patients as

         10  lucrative because the Medicaid money follows them,

         11  they are becoming very attractive to poor people,

         12  and from the point of view of the patient that is

         13  healthy. That is the kind of competition we ought to

         14  be encouraging. So, people want to go to the

         15  hospital where they feel more comfortable and they

         16  can now go to a private, as well as a public

         17  hospital.

         18                 So, the public hospitals need to fix

         19  up their facilities, their plant, provide services,

         20  provide better doctors, medical care and so on, the

         21  problem is it costs money. And as they lose their

         22  Medicaid patients, the percentage of their patients

         23  who are working poor without insurance increases,

         24  and every one of those reimbursement is at a loss to

         25  the hospital and there will come a point, a
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          2  threshold, where the hospitals cannot function

          3  without dramatically reducing services which is the

          4  reverse of what we want to do.

          5                 How that gets resolved? Partly it

          6  will be resolved by negotiations between the

          7  legislature and the Governor in the context of this

          8  budget where they have to deal with their health

          9  care formulas, and the Governor has a very draconian

         10  proposal that has been the subject not only of

         11  debate but demonstration -- Dennis Rivera, 1199 and

         12  SCIU in the Union movement, very, very anxious about

         13  this -- and part of it by recommendations you might

         14  wish to make to the Legislature as well.

         15                 COUNCIL MEMBER CLARKE: My final

         16  question is on education and the voucher system that

         17  you were just explaining and if you see a nexus

         18  between health care reform and this education reform

         19  where the poorest of the poor and those families who

         20  don't really understand what these systems are about

         21  will end up being some kind of victims in the

         22  long-run, because those are the children who need

         23  education most to change life situations that will

         24  end up in a system that does not respond to them if

         25  all of the resources are taken out, rather I also
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          2  want to explore if you have thought of once given a

          3  voucher, whether it is a voucher for all of the

          4  education of that child and what a parent

          5  responsibility might be in the long run if a voucher

          6  is worth 3,000 and that institution is worth 7,000,

          7  whether in fact that parent is going to be able to

          8  pick up the difference once you have told them it is

          9  their choice and certainly they take a choice that

         10  they can't afford; have we explored all of that?

         11  Have you looked at that?

         12                 COMPTROLLER HEVESI: Well, the logic

         13  is quite clear, that if you give out lots of

         14  vouchers but there aren't empty seats, whichever

         15  parents, children will not be accepted in a private

         16  school don't have choice.

         17                 As to the remaining parents, if the

         18  voucher provides a grant of funds that is lower than

         19  the actual expenditures or the tuition requirement

         20  of the private school, that obviously the parents

         21  will have to decide whether to make that up.

         22                 I know there was a voluntary voucher

         23  program that was provided, subsidized by private

         24  funds, in which about 35 or 40 percent of the

         25  students who were selected actually did not end up
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          2  in the private schools, now that has got to be for a

          3  variety of reasons, but some of it is because the

          4  amount of money in the vouchers was not sufficient

          5  to make up the tuition differential and the parents

          6  couldn't afford it.

          7                 COUNCIL MEMBER CLARKE: Have you

          8  thought of the exploring of any institution

          9  accepting a child can't return them to the public

         10  school system? You know, how do we protect a child

         11  who goes and is not the "ideal" that that

         12  institution thought the child would have been and

         13  then say we don't want you anymore?

         14                 COMPTROLLER HEVESI: The private

         15  school is entitled to do that. The private school is

         16  entitled to say for whatever reason, this child is

         17  not doing well or is acting up or has some medical

         18  problem that we no longer want to retain that --

         19  unless, if in the context of a voucher program you

         20  have a series of conditions that are contractual,

         21  which I have not heard proposed, by the school by

         22  law is entitled to decide which students they will

         23  accept or not accept.

         24                 Now, what I do know in the secular

         25  private schools, the Daltons, there are no empty
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          2  seats. The Yeshivas have some empty seats. My

          3  understanding is that the orthodox religious schools

          4  will take only Jewish students. I presume that is

          5  true.

          6                 The Catholic schools will take

          7  students who are not necessarily Catholic and there

          8  are some empty seats there, but I don't think today

          9  they number more than 3,000 or 4,000. I am not sure

         10  that number is any higher.

         11                 Some will argue that, well, we can

         12  create an industry of private schools of people

         13  coming into the business, and I am sure that is

         14  true. My problem is the Comptroller is then, we are

         15  going to lay aside, put aside money, hand it to

         16  parents to go purchase an education from vendors who

         17  we don't know anything about, some of whom will be

         18  excellent and some of whom will not. So there are a

         19  series of questions that have not yet been answered

         20  by this proposal.

         21                 COUNCIL MEMBER CLARKE: I think that

         22  the debate has to go on before anything happens and

         23  I am glad that you raised those issues, and I thank

         24  you very much for your answers.

         25                 CHAIRPERSON BERMAN: Actually, Mr.
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          2  Comptroller, this may become academic because I

          3  think we are having some kind of flood, the rain

          4  that is pouring down may just end our problems in

          5  any regard.

          6                 One question.

          7                 COMPTROLLER HEVESI: Noah had a beard,

          8  Herb. You are not eligible.

          9                 CHAIRPERSON BERMAN: Apparently.

         10                 Your opposition to the proposal of

         11  the -- I am catching up on your statement -- the

         12  Sports and Arts Authority, are you opposed to

         13  dedicated funding or just dedicated funding for this

         14  purpose?

         15                 COMPTROLLER HEVESI: No, just as a

         16  general principle. I mean, this hasn't rised to the

         17  level of moral opposition, this is not that kind of

         18  issue. But if you are dedicating existing resources

         19  of a revenue that already is in place for a specific

         20  purpose, it means the revenue is not available to

         21  whatever other purposes it was being utilized for,

         22  as part of the larger mix. That is my problem with

         23  it.

         24                 CHAIRPERSON BERMAN: Okay, thank you.

         25                 Next is Mr. Golden.
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          2                 COUNCIL MEMBER GOLDEN: Thank you, Mr.

          3  Chair.

          4                 Good morning, Mr. Comptroller. How

          5  are you?

          6                 COMPTROLLER HEVESI: Good morning.

          7  Fine. How are you?

          8                 COUNCIL MEMBER GOLDEN: It is

          9  basically the same debate, the vouchers, but it is

         10  only for debate purpose.

         11                 I understand you said there was maybe

         12  three or five-thousand available, I understand in

         13  the parochial institution there is close to 35,000,

         14  40,000 available in the Catholic Diocese just in

         15  Brooklyn and Queens. But my question --

         16                 COMPTROLLER HEVESI: You must be right

         17  because God is speaking as we --

         18                 COUNCIL MEMBER GOLDEN: If the private

         19  schools, the parochial schools, could take say 100,

         20  150,000, and if it was the bottom 20 percent, not

         21  only economically but scholastically, and since the

         22  new school budget does not significantly deal with

         23  the overcrowding that we seem to be heading for a

         24  serious situation in the next few years, by reducing

         25  this headcount by ten to 15 percent relieves the
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          2  system of some of its underachievers, and its

          3  overcrowding, and it forces competition; isn't that

          4  worth a debate to try to move that force?

          5                 COMPTROLLER HEVESI: I have no problem

          6  with the debate, and what we have talked about is

          7  the practicality of a program, because I raised

          8  those issues about how it would work, once you get

          9  passed the philosophical declarations that cover it,

         10  now what happens, how does it work. So, you have a

         11  different set of presumptions that changes the

         12  character of the debate. But I should put on the

         13  record, because I didn't before, there is a

         14  philosophical question whether to use public money

         15  for private purposes, is there an issue of

         16  separation of church and state, is this all moot

         17  because the legislature isn't going to do this

         18  anyway, according to the assembly, and are there

         19  constitutional issues such as the Blain amendment.

         20                 But even if you put them aside, I

         21  think you do change the character of debate if what

         22  you do is have a voucher system for the kids who are

         23  most academic, the academic underachievers, that

         24  would change it, or are disabled, or present a

         25  burden in financial terms, although every one of
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          2  them has to have our love, affection, care and

          3  education, we have to provide that for them, I think

          4  you would change the character of the debate. But I

          5  just don't believe a private school is going to

          6  accept the $7,000 voucher for an autistic kid whose

          7  cost is 25,000 and go back to the board of that

          8  school and say this is what we are doing. I don't

          9  think as fiduciaries they are allowed to do that, so

         10  I am not sure it is practical.

         11                 COUNCIL MEMBER GOLDEN: As long as we

         12  can move the debate forward.

         13                 Thank you very much.

         14                 ACTING CHAIRPERSON ROBLES: Council

         15  Member Rodriguez.

         16                 COUNCIL MEMBER RODRIGUEZ: Thank you,

         17  Mr. Chair.

         18                 I just have -- well, Herbie is not

         19  here anymore but he used the word "ominous", and so

         20  I will use it again.

         21                 As I looked at your projections for

         22  2001, 2002 and 2003, that is the word that came up

         23  in my mind, and you mention that we should use this

         24  opportunity for repairs, capital, or to repay some

         25  of the debt. Do you have any more details? Can you
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          2  be a little more specific, because that is something

          3  I have been saying all along, that all projections

          4  show that in a couple of years the rosy picture that

          5  we are seeing today isn't going to be here.

          6                 COMPTROLLER HEVESI: Yes, here again,

          7  and I don't mean to belabor the commuter tax. The

          8  commuter tax is forever, once we repeal it, it is

          9  gone. It will never be back. The surplus is not

         10  forever. The surplus is temporary. It is based on a

         11  huge amount of activity by Wall Street, which is

         12  five percent of our jobs and 17 percent now, maybe

         13  higher, of our revenues, and it is booming and Wall

         14  Street paid out nearly $11 billion in bonuses to

         15  workers last year and we taxed that, that is where

         16  our surplus is, plus software industry is growing,

         17  the tourism set all kinds of records, lots of good

         18  things are happening. But you can't base your budget

         19  on that being permanent, it is not. These are golden

         20  days and golden years, ten years from now we are

         21  going to be looking back and saying, boy, it was a

         22  great time back in the last decade of the 1900s. So,

         23  we have to be prudent.

         24                 What does that mean? Part of what it

         25  is is we have rolled over surpluses and we have done
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          2  them in short years. We haven't looked at the long

          3  term, and what you have recommended and what I

          4  support is taking our numbers, $200 million a year,

          5  out of that surplus, pay off debt, long term debt

          6  and reduce it. And if you do that every year, make

          7  that one of your expenditures, and/or a portion of

          8  pay-as-you-go capital, pay cash for school repairs

          9  and maintenance and so on, and you do that, the 200

         10  million over 20 years becomes a huge amount of money

         11  that will release other borrowing authority for us

         12  so we can fix our subways and the roadways and the

         13  bridges and so on.

         14                 I think that is a prudent thing to

         15  do, and I was delighted a year ago when the Council

         16  proposed this when it had an alternative budget to

         17  what the Mayor was proposing in the amount not of

         18  200 but of 165 million, it didn't make it into the

         19  final version, it ought to make it now.

         20                 COUNCIL MEMBER RODRIGUEZ: Thank you.

         21                 ACTING CHAIRPERSON ROBLES: Council

         22  Member Eristoff.

         23                 COUNCIL MEMBER ERISTOFF: Thank you.

         24                 Comptroller, two things. First a

         25  compliment and then a question. The compliment is
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          2  that without much fanfare over the last couple of

          3  years your office has issued dozens of reports of

          4  audits of the agencies' Year 2000 preparedness. You

          5  know, and instead of riding this issue for its

          6  publicity value, instead the audits have reflected a

          7  constructive, results oriented mission and I really

          8  believe that they have played a very, very important

          9  role in moving the City along in its preparedness.

         10                 COMPTROLLER HEVESI: Thank you.

         11                 COUNCIL MEMBER ERISTOFF:  This is the

         12  largest, collectively the largest project of its

         13  kind ever undertaken by this City and I just think

         14  that somebody ought to say publicly what you have

         15  been doing and that it has been a good and

         16  constructive thing.

         17                 COMPTROLLER HEVESI: I appreciate

         18  that. And I want to just say, the theme of our

         19  office is to make both expertise and dullness a high

         20  art, I think we succeeded on both counts.

         21                 COUNCIL MEMBER ERISTOFF: But again,

         22  kudos to you and your staff for that.

         23                 COMPTROLLER HEVESI: Thank you.

         24                 COUNCIL MEMBER ERISTOFF: Secondly,

         25  concerning the commuter tax, I agree with you that
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          2  this is a disaster for us over the long run, and I

          3  think it fairly begs for some sort of retaliation,

          4  and I haven't been able to answer this question, but

          5  I know that you are an expert and I know that --

          6                 COMPTROLLER HEVESI: In retaliation?

          7                 COUNCIL MEMBER ERISTOFF: Tax policy.

          8                 COMPTROLLER HEVESI: It is not true,

          9  but I want everybody to believe it.

         10                 COUNCIL MEMBER ERISTOFF: Okay.

         11                 You know, I guess there are two

         12  avenues that we could use as a city. One is we could

         13  use our ability as a local jurisdiction under home

         14  rule to impose non-discriminatory administrative

         15  fees somehow, and in an effort to recruit some of

         16  the expenses associated with servicing the commuters

         17  that use our streets and other public

         18  infrastructure.

         19                 And secondly, we could of course

         20  withdraw or reduce the City's commitments to

         21  regional governmental structures, like the MTA. Have

         22  you or your staff looked into any of those

         23  possibilities? Again, I don't have the answer and I

         24  don't even have a suggestion, but it seems to me

         25  that we ought to spend a little bit of time thinking
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          2  about the alternatives in this respect.

          3                 COMPTROLLER HEVESI: The answer is we

          4  have not been thinking in retaliatory mode. It is

          5  not in the Charter mandate. I am not sure it works.

          6  First, you are retaliating not only against the

          7  suburbs but against the institution that last week

          8  represented them quite effectively, the New York

          9  State Legislature. The Legislature is bigger than

         10  us. And our constitutional localities, including New

         11  York City, are a creature of the state and I would

         12  be very cautious about retaliatory measures or

         13  declarations of war; one, because from their point

         14  of view there is merit on some level to what they

         15  are doing. We are a victim of this one.

         16                 Two, we benefitted sometimes by the

         17  power structure.

         18                 Three, we don't have the resources to

         19  hurt the legislature. We don't have a constitutional

         20  right to exist. If the Legislature wanted to pass a

         21  law tomorrow and the Governor signed it breaking the

         22  City of New York into 30 component villages, they

         23  can do that. So I would be very cautious.

         24                 Second, the larger theme about our

         25  role with the MTA or other regional construct, the
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          2  reality is we ought to be thinking regionally. We

          3  are the center of a huge important expert wondrous

          4  region, which sometimes disadvantages us, but to

          5  separate ourselves out hurts us in the long run.

          6                 So, for example, we sometimes have,

          7  we rail about the discrimination against LaGuardia

          8  and Kennedy Airport, look at all of the things they

          9  are doing in Newark. Except with the improvement of

         10  Newark Airport, 40 percent of the people who get off

         11  of a plane in Newark head for New York City. So, the

         12  improvements help us, we really ought to be thinking

         13  regionally.

         14                 So, I would be arguing a sense of

         15  fairness, that if the Legislature is going to cost

         16  us $360 million a year, that ought to be compensated

         17  for by increased state aid or at least by fairness

         18  in the education 8 formulas, I mean it is still 38

         19  percent of the students and 35 percent of the money

         20  and we should be getting 42 percent of the money

         21  because we have more disabled kids and immigrant

         22  kids who don't speak English and so on.

         23                 But in a combat mode we lose. We

         24  constitutionally and legally do not have the

         25  resources to enter into that kind of combat. And I
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          2  would, particularly, in the construct of the

          3  commuter tax, remember this was an alliance of

          4  suburban and rural and City leadership to repeal

          5  this tax. So, I am as disappointed as anyone, but I

          6  think we have to now recoup by going back to the

          7  suburban legislators for whom this action was taken

          8  and saying, okay, we now need compensation in form

          9  A, B or C.

         10                 COUNCIL MEMBER ERISTOFF: Okay. Thank

         11  you.

         12                 ACTING CHAIRPERSON ROBLES: Seeing no

         13  other questions, Mr. Comptroller, thank you very

         14  much.

         15                 COMPTROLLER HEVESI: Thank you very

         16  much. I appreciate it.

         17                 (Hearing concluded at 11:49 a.m.)
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          5     STATE OF NEW YORK   )

          6     COUNTY OF NEW YORK  )

          7
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          9                 I, CINDY MILLELOT, a Certified

         10  Shorthand Reporter and Notary Public in and for the

         11  State of New York, do hereby certify that the

         12  foregoing is a true and accurate transcript of the

         13  within proceeding.

         14                 I further certify that I am not

         15  related to any of the parties to this action by

         16  blood or marriage, and that I am in no way

         17  interested in the outcome of this matter.

         18                 IN WITNESS WHEREOF, I have hereunto

         19  set my hand this 24th day of May 1999.
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