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l. Overview

The November Modification to the FYs 2010-13 Financial Plan was technical in
nature and reflects changes that have occurred since the June adoption of the budget.
The city’s focus was on the current fiscal year with few adjustments made to the outyear
forecast.

Encouraged by signs of a less severe local downtumn, the city has begun the
process of augmenting its revenue plan, and was able to put $539 million into the
Budget Stabilization Account to start to deal with the previously projected $4.2 billion
FY 2011 budget gap. While most sectors of the local economy are still in decline, a
stronger stock market and a recovering financial sector have enabled the city to raise its
tax forecast by 5525 million in FY 2010. Despite this improved revenue outlook, total FY
2010 tax revenue remains stagnant at the depressed level achieved in FY 2009, down
seven percent from FY 2008.

The strongest projected gains in taxes are from the personal income tax, bank tax,
and unincorporated business tax. These taxes greatly benefitted from the recovery of the
securifies and banking sectors. We expect that there is an upside potential for these
taxes in FY 2010 mamlv due fo extremely high securities industry profits in 2009. The
city 1s wise to wait until later in the fiscal vear to determine the exact size of this
potentlal upside. There are still many uncertainties on how the fiscal year will play out.
While we expect high bonus payments in the securities industry, it is still difficult to
determine what impact federal pressure to control compensation will have on tax
collecions. Our assessment, at this time, is that nonproperty tax collections could be
higher by 5400 million in FY 2010.

While FY 2010 seems to be balanced, the city still faces large budget gaps in FY
2011 and beyond without the over 55 billion of prior-year surpluses used to balance past
budgets. The financial plan shows remaining budget deficits totaling $4.1 billion in FY
2011, $4.9 billion in FY 2012, and $5.6 billion in FY 2013. Qur evaluation indicates that
the gaps could be higher by $716 million in FY 2011, $844 million in FY 2012, and $969
million in FY 2013. The current year could have an additional surplus of 5324 million.
While we see the potential for additional nonproperty tax revenue in each year of the
financial plan, we caution that even as the nonproperty taxes gain strength in the
unfolding economic recovery, the property tax could lag behind and drag down revenue
growth. This will become clearer when the preliminary tax roll is released in January.
Our other risks mainly center on the need to reach agreements with labor unions on
savings in healthcare and pension costs.

While unable to quantify at this time, the city’s FY 2011 budget will probably be
impacted by whatever actions the State takes to close its large budget deficit. The
impact on the city will remain uncertain until the Governor submits the Executive
Budget and the legislature acts. Given the risks and uncertainties, the city was prudent
to request that agencies start to prepare plans to reduce expenditures starting in FY 2010
by $550 million and growing to $1.2 billion annually in the outyears. We expect that
these proposals will be included in the January modification and Preliminary Budget for
FY 2011.



NOVEMBER MODIFICATION:
THE CITY'S OPERATING PROJECTIONS FOR
FISCAL YEARS 2010-2013

TABLE1 (S in miilions}

| EY 2010 FY 2011 FY 2012 FY 2013
Revenues
Taxes:
Generat Property $16,016 $17.100 $17,690 $18,078
Other Taxes 16,183 20,316 21.791 23,091
Ciscretionary Transfers 0 - - —
Debt Defeasance 6] - o -
Tax Audit Revenue 746 586 595 584
Anticipated Tax Program 0 0 0 0
Sale of Property Tax Liens 48 40 40 40
Miscelanesous Revenues 7,298 8,793 5,833 6,572
Unrestricted Intergovemmental Aid 340 340 340 340
interfund Revenues 486 453 443 443
Less: Intracity Revenues {1.768) {1,565) (1,568) (1,572)
Dizallowances (15} {15} {15) (15)
Total City, Capital [FA & Other Cat. Funds $42,334 $44.058 $48,149 $47,871
Federal Categorical Grants 7.256 6,454 5,382 £,370
State Categerical Grants 11,518 11.926 12,386 13,059
- Total Revenues $61.108 562,438 $63.917 $£66.300
Expendifures
Persanal Service $36,634 $37,049 535,980 $32.011
Other Than Personal Service 25,709 25,7680 28,883 27,577
General Obligation, Lease & TFA Debt Service 5,233 5,576 6,225 6,541
General Obligation & TFA Debt Defeasances (2.726) - - i
Budget Stabiiization & Prepayments (2.274) {539} - -
General Reserve 300 300 300 300
Subtotal $62.876 368,148 §70,388 $73,429
Less; Intracity Expenditures {1,768} {1.565) {1.568) {1572}
Total Expenditures $61.108 $68.531 S68.820 $71.857
Gap To Be Closed 80 ($4.143) ($4.903)  [55.857)
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TABLE 2

CHANGES TO THE CITY'S OPERATING PROJECTIONS FOR

FISCAL YEARS 2010-2013
JUNE FINANCIAL PLAN COMPARED TO NOVEMBER MODIFICATION

{S in millions})
|__FY 2010 FY 2011 Fy 2012 FY 2013
Revenues
Taxes;
General Property ($8) ($8) 37) (57)
COther Taxes 2,348 833 850 983
Qiscrationary Transfers (546) 0 -- -
Debt Defeasance (382) 0 - -
Tax Audit Revenue 150 0 0 0
Anticipated Tax Program (879) (877) (943) (976)
Sale of Property Tax Liens g 0 0 o
Miscellaneous Revenues 272 49 50 49
Unrestricted Intergovernmental Aid 0 0 0 ]
Interfund Revenues 0 0 0 0
Less: Intracity Revenues (9%} 18 18 18
Disallowances 0 __0 _ 0 _a
Total City, Capital IFA & Other Cat. Funds $856 $87 $68 367
Federal Categorical Grants 656 83 27 28
State Categorical Grants 8 {49) 8 25
Total Revenues 51.518 $83 $101 $118
Expenditures
Personal Service $450 $35 34 (318)
Other Than Persanal Service 644 (14) 14 31
General Obligation, Lease & TFA Debt Service 836 (129} {28) 1
General Cbligation & TFA Debt Defzasances {413} - - -
Budget Stabifization & Prepayments {10} (539) s -
Seneral Reserve 0 0 _0 _Ga
Subtotal $1.617 (5717) {$8) 524
Less: Intracity Expenditures {99} 18 _18 g
Total Expenditures $1.518 {$639) 810 842
Gap To Be Closed s0 §782 g1 578




RISKS TO THE FINANCIAL PLAN

TABLE 3 {8 in millions, positive numbers are cffsets to risks)
{ FY 2010 EY 2011 FY 2012 FY 2013
Stated Financial Plan Gap $0 {$4,143) ($4,903) ($5,557)
Estimation
Nonpropetty Taxes $400 $300 $300 $300
Property Tax 0 (300} {400} (500)
Miscellansous Revenue 50 125 125 125
Uniformed Services Overtime {112) (1286) (124) (124)
Subtotal 331 (51} ($99) ($199)
Implementation
Pollution Remediation $0 (3176) (§178) ($178)
Subtotal $¢ ($176) {$176) ($176)
Not in Mayor's Control
10% Premium Contribution 30 (8357) ($388) {$418)
Tier V Pension Legislation 16 (182) {183) {179}
Aid and Incentives to Municipaiities (286) 0 0 0
Subtotal {$7) ($539) ($569) ($594)
Risk Total 5324 {87186) {$544) ($969)
Total FCB Estimated Surplusi{Gap) $324 ($4,859) ($5,747) ($6,526)
Noter The city has set agide $300 millian in 2 general resarve in sach of FYs 2010-2013




[I. Review of the Modification

Encouraged by signs of a less severe local downturn, the city has begun the
process of augmenting its revenue plan. While most sectors of the local economy are
still in dec]me, a stronger stock market and a recovering financjal sector have enabled
the city to raise its tax forecast by $525 million. Despite the improved revenue outlook,
total IY 2010 tax revenue remains stagnant at the depressed collection level achieved in
FY 2009. Because of the improved cutlook for taxes and other revenues, the city
increased FY 2010 revenues by $1.5 billion, but has not yet made any substantive
changes to its outyear revenue forecast.

With the additional $1.5 billion of revenues, the city funded $979 million of new
operating needs and started fo build the Budget Stabilization Account (BSA) with the
remaining $339 million. The BSA will be fully depleted with the prepayment of $539
million of FY 2011 debt service costs. The financial plan shows remaining budget gaps
totaling $4.1 billion in FY 2011, $4.9 billion in FY 2012 and $5.6 billion in FY 2013. Qur
evaluation indicates that the gaps could be larger by $716 million in FY 2011, $844
millien in FY 2012 and $969 million in FY 2013, while the current-year budget could
improve further by $324 million.

Approximately $600 million of the annual budgetary risks we identified relate to
labor savings, which have not yet been achieved. Specifically, the city is seeking long-
term recurring savings in healthcare by asking for a 10 percent employee contribution,
which no union has agreed to. Additionally, the city is requesting a Tier V in the
pension systems for newly hired employees, for which only the United Federation of
Teachers union has agreed. Since release of the financial plan, the state legislature
passed a pension reform bill that implements the Tier V for newly hired teachers.

lo begin to address the multi-billion dollar budget gaps, the city has asked
agency heads to identify spending reductions and revenue enhancements to gencrate
$550 million in budget savings in FY 2010 and $1.2 billion annually thereafter. A
detailed plan will be presented in the January modification and Preliminary Budget for
Fy 2011.

The city has not called for reductions in its capital program to generate savings to
the sizeable and growing debt service expense. However, to address the budget deficits,
the city and New York City Transitional Finance Authority have seized opportunities to
undertake bond refundings and have incorporated $200 million of savings for FY 2011
that are generated from refinancings. We believe that the city may be able to achieve
additional annual savings, while marginal in nature, by exercising some financing
options.

REVENUES

The city increased its revenue estimate by 51.5 billion to $61.1 billion, since June
when the FY 2010 budget was adopted. City-funded revenues increase by $746 million
to $40.7 billion, largely due to strengthening tax collections. A stronger stock market
and a recovering financial sector have enabled the city to increase its tax estimate by
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6525 million. This improvement brings total FY 2010 tax collections to $36 billion, which
approximately equals the amount collected in FY 2009. All of the gains in tax collections
are due to the nonproperty taxes, particularly the business and personal income taxes.
For the outyears, the gains in the nonproperty taxes will be linked to the staying power
of the recovery in the securities and banking industries.

The FY 2010 revenue changes, which were Wall Street Recovery Lifts
presented in the November modification, are FY 2010 Revenues

ized in the figure to the right Tax ———
summarized in the fig got. €8 I'Taxes $525
improve by 5525 million, largely due to stronger | Audit Revenue 150
business and personal income tax collections. | Miscellaneous Revenue 683
Additionally, an ongoing audit collections effort EEFE: 1’:‘:;3 —$—ﬁ~§
will yield an extra S150 million. Miscellaneous Categorical Aid wre
revenue increased by $63 million, largely due to | Total Change in Revenues  $1,518
higher fees. The cdity added $8 million by

reestimating the state-funded School Tax Relief (STAR) program. This aid category is
offset by an equivalent reduction in city property taxes, benefitting city homeowners.
Categorical grants, which are funded by state, federal and private sources, increased by
nearly $772 million. These grant increases account for about half of the $1.5 billion
improvement in total city revenue.

Wall Street Recbvery Mitigates the Local Recession

A stronger stock market and the economic stimulus program have sparked a
nascent recovery in the city’s financial services industry. However, despite the upturn
in this sector, local employment and the city’s real estate industry are stll in decline.
The upturn on Wall Street and the resumption of national economic growth have
enabled the city to formulate a less severe economic plan. The city added $533 million to
its plan for FY 2010 nonproperty tax collections. But despite the added revenue, the
nonproperty taxes are still down 6.5 percent in FY 2010.

The city’s economic plan indicates a less severe downturn than had been
previously projected. In the dity’s plan, national output, as measured by gross domestic
product (GDY), bottoms out with a decline of 2.5 percent in 2009. This represents a one
percentage point improvement compared, with the steeper 3.5 percent slide in the city’s
earlier forecast. The city projects a sluggish recovery, with GDP growth of two percent
i 2010, three percent in 2011 and 3.8 percent in 2012. The city does not see any
employment growth until 2011, late into the recovery phase. The national job count falls
by 3.8 percent in 2009, and continues to fall by an additional 0.7 percent in 2010, even
while GDP is staging a recovery.

For the local economy, the city projects job losses of 81,000 {a decline of 2.1
percent) in 2009, followed by 103,000 additional lost jobs (a drop of 2.8 percent) in 2010.
Weak projected job growth remains below 50,000 jobs per year throughout the city’s
plan. As grnm as this forecast is, it is far less severe than the city’s previous forecast,
which had projected that local job losses would reach 328,000.

The local economic slide is less severe primarily because of the recovery of the
city’s financial services industry. The major banks, which had absorbed punishing
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losses in mortgage-backed securities and other failed investments, were rescued by
federal intervention. The federal intervention sparked a rally on Wall Street, which has
produced nearly S50 billion in profits, in the first three quarters of 2009, for the city-
centered securities industry. Dependent as it is on the volatile stock market, the local
recovery is narrowly focused and fragile.

The city’s labor market is a grave concern. Local employment fell by 110,000 jobs
(a decline of 2.9 percent), as of QOctober compared with the previous year. Also as of
October, the local unemployment rate increased to 10.3 percent from 6.3 percent in the
previous year. Securifies jobs are down by about 30,000 since the peak of August 2007;
however, the securities industry job count appears to be stabilizing at about 160,000.
The leisure and hospitality industry, which had produced jobs at a rate exceeding 10,000
jobs per year in 2007 and 2008, is starting to shed jobs. Despite the downturn in other
sectors, jobs are being added in the education and health services industry at the rate of
about 16,000 per year.

The real estate industry is another major concern, both nationally and locally.
The National Association of Realtors reports that a big sales gain in October, for the
nation, marks a continuation of an uptrend established over the past seven months. The
real estate recovery is strongly linked to the federal homebuyer tax credit program,
which was recently extended until April 2010. Rising mortgage delingquencies, however,
threaten to undermine any emerging recovery in both the real estate sector and the
banking sector.  The Mortzage Bankers Association reports that residential
delinquencies increased to a record 9.6 percent in the third quarter of 2009, up from
seven percent in the previous year.

Closer to home, the Manhattan Office Rent Sinks Below $70
office market is undergoing a stressful As Vacancy Rate Climbs to 12%
i ; . G 25% $80
period with vacancies cdimbing and Asking Rent
rents falline. As shown in the figure t
=4 gure to it fight sca]e%i 585

the right, the office vacancy rate
increased to an estimated 12 percent in
2009 from seven percent in 2008. The
glut of available space forced down
asking rents to about $66 in 2009 from
$83 in the previous year. These
disturbing trends indicate that property
assessments could fall and weaken the

Vacancy Rate
left scaie

iy T
4 it B
g ] i
] ) (58

] ] i . s

0% :

- s g _ X el ke it [ 840
city’s property tax growth plan in FY 00 D1 02 03 D4 05 06 OF 08 OO
2011 and be}rond- Sourge: Cushman & Waxefield's Manhatten primary office survey.

* OMB Forecast

The local economic downtwm is
discussed in a recent paper published by the Federal Reserve Bank of New York. The
authors find that the slide in local economic activity may have leveled off in July,
following a precipitous fall of 4.9 percent in the 12 months ending June 2009. Despite
this hopeful conclusion, the authors express concern that a “downsizing of the area’s
critical finance sector could pose a major risk to the economic cutlock going forward—
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