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Office of the Mayor

New York, N.Y. 10007

April 25, 2001

To the Citizens of the City of New Y ork
Members of the City Council
Members of the Financial Control Board

Ladies and Gentlemen:

Since emerging from the 1990-91 recession, economic growth in the U.S. has
averaged 3.8 percent ayear, even accelerating in the past year to five percent. This year,
however, the projected increase could be as little as one percent and we are seeing a
slowdown in the growth of jobs.

The City is not immune to these national forces. Although in the near term the
economy is holding up well, with employment still growing and tax receipts till on plan, we
must now be cautious in the outlook for next year, for both the local economy and our
expectations for revenue growth.

Fortunately, the City is in better shape going into this economic slowdown than
was the case back in 1990. The choices we have made over the last seven years to reduce
growth in government spending, cut taxes, improve core City services, reduce dependency and
lower crime, will not only provide afoundation for economic growth long-term, but will help
the City weather economic weakness in the short-term.



The strides we have made are significant. Since 1993 private sector employment has
increased by 481,000 and we have regained all the jobslost in the 1990-91 recession. The
resurgence in employment has helped thousands of New Yorkers avoid reliance on
government subsidies, and today the public assistance caseload is lower by more than 50
percent. Whole new areas of the City have been developed as sources of economic growth,
with new developmentsin such areas as 125th Street in Harlem and 42nd Street in mid-town
Manhattan. Lower Manhattan has been turned around as well, a result of the Commercial
Revitalization Program's targeted tax incentives. Vacancy rates downtown have fallen from
20 percent in 1993 to three percent today, and lower Manhattan now contains a vibrant
residential community which virtually did not exist in 1994. The future of New Y ork City's
status as the world's financia center is also assured because of our successful efforts to retain
the New Y ork Stock Exchange and NYMEX, and by bringing the Nasdag headquarters here.
Additionally, we canlook to our historic investments in the City's cultura institutions as
catalysts for new economic development, as well as the development which will accompany
the Staten Island and Coney Island stadiums.

Tax cuts were an important contributor to the City's economic recovery. Our first
reduction--the hotel tax cut--was crucial in providing evidence that targeted tax reductions
can actually spur economic growth. The hotel occupancy rate, which stood at 70 percent
before the imposition of the hotel tax cut, rose to 85 percent last year and visitor spending in
the City is up over 40 percent. Today the tax burden is lower for both individuals and
businesses; tax reductions already enacted have saved New York City's residents and
businesses a cumulative $8 billion.

Finaly, the City is markedly safer. Since 1993 the number of murdersisdown 65
percent, vehicle theft is down 68 percent and overall crime is down 52 percent.

These changes--decreasing the taxes paid by residents and businesses and increasing
the quality of New Y ork City as a business and residentia location--will do much to mitigate
the impacts of the weakening U.S. economy.

Despite all these successes, however, now is the time when we must be especially
vigilant in maintaining the City's hard won fiscal discipline. Thisyear, our fiscal strategy of
maintaining disciplinein spending has hel ped generate a $2.8 billion surplus. Next year, the
proposed budget actually lowers spending 2.8 percent while maintaining investmentsin core
services and funding a collective bargaining agreement with an historic provision for merit
pay. The budget also continues to make tax cuts a priority and lowers the cost of government
for residents and businesses by making further reductions in the personal income tax
surcharge and by continuing the reductions in the commercial rent tax which we began in
1995.



Our efforts over the last seven years to reduce the municipal bureaucracy, lower taxes
and improve City services have made this City a better place to live and work. The choices
we make with this budget can mean continuing that progress.

incerely

Rudolph W. Giuliani
Mayor
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The City of New York

April 25, 2001

Statement Pursuant to Section 243 of the City Charter
regarding the Operating Budget of the New York City Council

Section 243 of the City Charter providesthat the City Council:

shdl approve and submit to the mayor detailed itemized estimates of the
financia needs of the council for the ensuing fiscal year. Such estimates
ghall be comprised of at least one personal service unit of appropriation
and at least one other than persond service unit of appropriation for each
ganding committee of the council and for each organizational unit
established [by the council]. Themayor shal include such estimatesinthe
executive budget without revision, but with such recommendationsasthe

mayor may deem proper.

The City Council approved and submitted its operating budget, and pursuant to the City Charter, it has
beenincluded inthe Executive Budget. Set forth herein are my recommendationsregarding the Council’s
operating budget.

The Council has proposed a three-percent increase in its operating budget. Despite my
efforts to reduce the City’s budget, the Council’ s submission this year continues its historic practice of
increasing its own expenditures while fewer resources are provided to other Elected Officias and City
agencies. Since 1994, the City Council’ s operating budget has grown by over 51 percent, including a32
percent increase since 1999.

Thevast increasesthe City Council annually providesfor itself sandinstark contrast tothe
budgetary discipline exercised by other Elected Officials over the same time period. Since 1994, the
Mayor’ s Office budget wasreduced by 38 percent. Smilarly, over the same period of time, nearly al other
Elected Officidsreduced their budgetsby 4 percent or more. The effortsthese officids havemadeto carry
out their respongibilities in ways characterized by fisca discipline collectively saved the City over $27
million. 1f the City Council had made smilar budgetary decisions, the City would have benefited fromover
$7 million in additiona savings.

The Council should conformiits budget to the requirements set forth inthe Charter. The
Charter requires separate unitsof appropriation for each sanding committee so that boththegenerd public
and the Mayor have a meaningful opportunity to review components of the Council’ sbudget. However,
the Council has refused to comply with Section 243 of the Charter by continuing its past practice of
submitting a budget in which virtually the entire Council appropriation fals under the broad units of
appropriation of “Council Members’, “Committee Staffing” and “Council Services” Each standing



committee is appropriated only $1 for each PS unit of appropriation and $1 for each OTPS unit of
appropriation. To ensure accountahility, the Council budget should abide by the Charter’ srequirements
and gpportion its expenses among its committees.
| reserve theright, pursuant to Section 255 (@) of the Charter, to disapprove any
item included in the Council’ s operating budget.
Accordingly, pursuant to Section 243 of the City Charter | recommend that the City
Council reduce its proposed budget to reflect spending moreinlinewiththerate of inflation -- anincrease

of approximately two percent -- and restructure its units of appropriation to adhere to the Charter's
requirements.
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Where the 2002 Dollar Comes From

FEDERAL AID 11¢

Other Taxes and
Local Revenues

STATE AID: 22¢ Property Tax

Categorical

Unrestrlcted

Where the 2002 Dollar Goes To

City Services

5¢ Health
E—— E— 23¢ Human Resources
Miscellaneous 10¢
Budget )
Pensions * 2¢ 3¢ Fire
Debt Service! 3¢
EE—— — 12¢ Administration

of Justice

4¢ Environmental
Protection

31¢  Education®

1¢  Higher Education

6¢  All Other Agencies

1 . . . . . .
Debt Service and Pension costs related to the Board of Education have been included in Education.

1
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REVIEW OF REVENUE AND EXPENSE BUDGETS

The 2002 Executive Budget is $39.5 hillion, adecrease of $ 1.0 billion from the forecasted results for 2001.
Thisisthe twenty-second consecutive budget which is balanced under generally accepted accounting principles.

Financial Summary—21996-2002

($in Millions)
Fiscal Years Ending June 30
1996 1997+ 1998 1999 2000* 2001%*  2002%**
Revenues
Taxes:
General Property Tax ... ... $6,954 $7,291 $7239 $7631  $7,850 $8,136 $8,643
Other Taxes ............. 10,198 11,266 12,528 13,123 13,993 14,661 13,885
Tax Audit Revenues . ... ... 657 651 458 536 416 399 487
Criminal Justice Fund .. ... 331 90 185 — — — —
Tax Reduction Program . . .. — — — — — — (494)
Miscellaneous Revenues . . . .. ... 3379 3,732 3541 3,473 4,239 4,794 4,600
Unrestricted Intergovernmental Aid 621 654 621 652 631 593 706
Other Categorical Grants......... 343 379 412 367 431 439 392
Less: Intra-City Revenue . . ... ... (644)  (683) (705) (780)  (1,150) (1,381) (1,343)
Disallowances ........... (40) (36) (15) (39 (5) (15 (15)
Sub-Total City Funds .......... $21,799 $23,344 $24,264 $24,963 $26,405 $27,626 26,861
Inter-Fund Revenues ........... 244 245 252 249 240 296 301
Total City & Inter-Fund
Revenues .................. $22,043 $23,589 $24,516 $25,212 $26,645 $27,922 $27,162
Federal Categorical Grants . ... .. 4,194 4133 4,292 4,262 4,417 4,737 4,457
State Categorical Grants ........ 6,078 6,264 6,372 6,639 7,062 7,824 7,913
Total Revenues . .............. $32,315 $33,986 $35,180 $36,113 $38,124 $40,483 $39,532
Expenditures
Personal Service .............. $16,176 $16,495 $17,642 $18535 $19,178 $21,176 $21,865
Other Than Personal Service. . . .. 14,016 13,701 14,393 14,469 16,165 17,624 17,541
Debt Service . .............. .. 2,406 2,842 1,460 1,269 739 261 924
MAC Debt Service Funding . . ... 132 264 304 — — — —
Budget Stabilization and
Prepayments:
Budget Stabilization . ... ... — — 1357 2,001 2,509 2,097 345
Debt Service . ............ 106 1,342 119 20 20 38 —
MAC Debt Service . ....... — — 468 386 451 488 —
Other................... 118 20 137 138 137 138 —
$224 $1,362 $2,081 $2,615  $3,187 $2,761 $345
General Reserve .............. — — — — — 42 200
$32,954 $34,664 $35,880 $36,888 $39,269 $41,864 $40,875
Less: Intra-City Expenditures . . .. (644) (683) (705) (780) (1,150) (1,381) (1,343
Total Expenditures. ............ $32,310 $33,981 $35,175 $36,108 $38,119 $40,483 $39,532
Surplus/(Deficit) GAAPBasis ... $5 $5 $5 $5 $5 $— $—

*  Actual, Comptroller's Report as of the audit of the respective fiscal year excluding subsequent restatements.
**  Forecast
*** Executive Budget



For fiscal year 2001 an operating surplus of $2.8 billion is projected. The 2001 budget forecast provides for
a budget stahilization account of $2.1 billion and prepayments of $664 million of MAC Debt Service, Lease
Debt and certain Transit Authority subsidies. The 2001 forecast also providesfor ageneral reserve of $42 million
to offset any adverse changes, which may surface during the remainder of the fiscal year or during the audit of
the operating results.

The following table details changes to the 2001 budget since adoption, indicating sources and uses of funds
and the allocation of the operating surplus.

FY 2001 Changes Since Adoption
($in millions)

Additional Sources of Funds

¢ Revenues $1,519
e Agency Programs 527
» Tax Reductions Not Enacted 331
* Prior Payables 264
» Genera Reserve 158
Total Sources $2,799
Additional Uses of Funds
« Collective Bargaining $(389)
» Pension Costs (79)
e Medicaid (140)
» Police (166)
» All Other Spending (169)
Total Uses $(943)
Adopted Budget Stabilization Account $ 905
Operating Surplus $2,761

Allocation of Operating Surplus

« FY 2001 Budget Stabilization Account $2,097
* Prepaymentsof MAC Debt, Lease Debt &
Transit Authority Subsidies 664
Total Operating Surplus $2,761




The 2002 budget provides for a budget stabilization account of $345 million and a general reserve of $200
million, which is double the $100 million that is mandated by the Financial Emergency Act at the beginning of
afiscal year. A new tax reduction program in 2002 valued at $494 million, growing to $1.3 billion by 2005, has
been designed to continue to provide economic stimulus and to improve the City’s long-term economic
competitiveness. The following table details changes to the 2002 budget since the 2001 budget was adopted.

FY 2002 Changes Since Adoption
($in millions)

Additional Sources of Funds

« FY 2001 Budget Stabilization Account $2,761
e Agency Programs 846
* Revenue Forecast 285
e Debt Service 150
e OTB Privatization 250
» Reimbursement for Landfill Closure Costs 225
o State and Federa Actions 150
Total Additional Sources of Funds $ 4,667
Additional Uses of Funds

e FY 2002 Gap Reduction $(2,652)
» Collective Bargaining (505)
» Targeted Spending (671)

e Public Safety (197)

e Hedth & Welfare (186)

*  Energy (59

e Campaign Finance Board (58)

»  Environmental Protection 3D

e City Council (12)

e All Other (net) (129)
» Additional Tax Reduction Program (494)
* Fund FY 2002 Budget Stabilization Account (345)
Total Uses of Additional Funds $ (4,667)

Summary of Financial Plan

The City’s financial plan sets forth projected operations on a GAAP basis for the 2002 through 2005 fiscal
years. |In accordance with the City Charter afour-year financial plan isto be included in the Executive Budget
submission. The financial plan will also be submitted to the Financial Control Board in accordance with the
Financial Emergency Act. The assumptions, upon which the four-year plan revenue and expenditure estimates
are based, are summarized in the Appendix section of this Mayor’s Message.

Asindicated, abudget stabilization account of $345 millionisincluded in 2002 and ageneral reserve of $200
millionisincluded for every year of the plan. Thetax reduction program isvalued at $494 millionin 2002, $719
million in 2003, $ 1.0 hillion in 2004 and $1.3 hillion in 2005.



Four-Year Financial Plan

($in Millions)

2002 2003 2004 2005

Revenues

Taxes:
Genera Property Tax .................. $8,643 $9,100 $9,536 $9,970
Other TaXes . . .o v v i ii i 13,885 14,584 15,282 16,071
TaxAuditRevenues ................... 487 426 427 427
Tax ReductionProgram ................ (494) (719) (1,041) (1,264)
MiscellaneousRevenues . .................. 4,600 3,979 4,046 4,032
Unrestricted Intergovernmental Aid .......... 706 632 632 632
Other Categorical Grants . .. ................ 392 360 352 344
Less. Intra-City Revenues ................. (1,343) (1,301) (1,256) (1,256)
Disallowances Against Categorical Grants (15) (15) (15) (15)
Sub-Total City Funds. .. ................... $26,861 $27,046 $27,963 $28,941
Inter-Fund Revenues ...................... 301 297 297 297
Total City & Inter-Fund Revenues ........... $27,162 $27,343 $28,260 $29,238
Federal Categorical Grants ................. 4,457 4,131 4,105 4,104
State Categorical Grants .. ................. 7,913 8,012 8,101 8,179
Total Revenues ................ccovvunnn. $39,532 $39,486 $40,466 $41,521

Expenditures

Personal Service ............. ... i $21,865 $22,375 $22,693 $23,129
Other Than Personal Service ................ 17,391 17,389 17,687 17,976
Pay-As-You-Go Capital . ................... 150 150 150 120
DebtService ......... ... i 924 2,964 3,401 3,583
Budget Stabilization Account . .............. 345 0 0 0
MACDebt Service ...........ccovvin.. 0 490 489 490
Gengral Reserve ... 200 200 200 200
$40,875 $43,568 $44,620 $45,498
Less: IntraCity Expenses.................. (1,343) (1,301) (1,256) (1,256)
Total Expenditures........................ $39,532 $42,267 $43,364 $44,242
GapToBeClosed ...............ccoviinn... $0 $(2,781) $(2,898) $(2,721)

A comparison of the gapsin this financial plan to the gaps that existed when the 2001 budget was adopted
and arevised out-year gap closing program for 2003 through 2005 follow.



FINANCIAL PLAN UPDATE

($in Millions)
2001 2002 2003 2004 2005

FY 2001 Adopted Budget

(Gap)/Surplus- Restated ................. $1,236  $(2652) $(2,374) $(1,752) $(1,752)
Revenue Changes
Tax Revenue Forecast .. .......couuvuenn... $1,367 $676 $811 $985 $2,207
Delay of Airport Arbitration .................. — (3503 (353 175 210
Other REVENUES . . . ..« eeeeee e 152 (41 (106 (103) (150)
Total RevenueChanges . .. ..............o..... $1,519 $285 $670 $1,057 $2,267
CollectiveBargaining ..............cooo.... $(389) $(505) $(744) $(802) $(902)
Expenditure Changes
Pension FundingChanges . ................... $(79 $(287 $(463 $(630 $(825
Police.......cco o (166 176 246 E59 56
Debt Service ...l (20 150 80 39 (224
Campaign FinanceBoard .................... — (58; — — —
Other Spending . ..............cccooeenn.... (289) (150 72 (168) (498)
PriorPayables ............................. 264 — — — —
Generd Reserve ........ .. ... .l 158 — — — —
Total Other ExpenditureChanges .............. $(132) $(521) $(517) $(896)  $(1,603)
Buci(get Sabilization Account & Prepayments

FY 2001 . 0ot $(2,761)  $2,761 — $— $—

FY 2002 ..o — (345) 345 — —
Total Budget Sabilization & Prepayments. . . .. $(2,761)  $2,416 $345 $— $—
Gap to Be Closed - Executive Budget ......... $(527) $(977) $(2,620) $(2,393)  $(1,990)
Gap Closing Program
Agency Programs . ... $527 $846 $408 $386 $383
Privatizationof OTB . ........ ... ..o, — 250 — — —
Reimbursement of Landfill Closure Costs .. ... .. — 225 — — —
State and Federal Actions . ................... — 150 150 150 150
Total Gap ClosingProgram ................. $527 $1,471 $558 $536 $533
Surplus/(Gap) Prior to New Tax Reduction Plan $— $494  $(2,062) $(1,857) $(1,457)
Tax Reduction Program .................... — $(494) $(719)  $(1,041) $(1,264)
Remaining (Gap) ........coovvvieeeeennnn. $— $— $(2,781) $(2,898) $(2,721)
Out-Year Gap Closing Actions
Agency Programs . ... $— $— $1,681 $1,798 $1,621
SAEACHONS ... — — 450 450 450
Federal Actions ............. ..., — — 550 550 550
Roll General Reserve . ..., — — 100 100 100
Total Out-Year Gap ClosingPlan ............ $— $— $2,781 $2,898 $2,721
Remaining Surplus Out-Year (Gap)/Surplus ... $— $— $— $— $—




Employment Levels

Between 1993 and 2001 city funded staffing levels have been significantly reduced, while during the same
time City resources were redirected to significantly increase staffing in vital areas. By June 2001 over 13,000

new City funded employees will have been added to Education and Police, while City funded staff levels will

have been reduced by over 20,000 in other aress.

The 2002 Executive Budget continues these staffing priorities. Education and Police staffing levels are

maintained, while staffing levelsin other areas will be further reduced.

Thefollowing table illustrates the changesin City planned staffing levels from 1993 through 2002.

Changesin City Funded Saffing Levels

Education (ped).
& Police (unif.)
December 31, 1993 Actual (Restated*) ................. 105,342
Projected Staffing June 30,2002 ...................... 118,702
Projected Change December 1993 to June2002 ........... 13,360
Qo Change . ...t 12.7%

All Other
Employees
117,494
96,643
(20,851)
(17.7)%

Tota

222,836
215,345
(7,491)
(3.4)%

* Includes adjustments for HAPD and TAPD merger of 7,555, EMS transfer of 3,459 and a reclassification of

Water and Sewer revenue funded positions of (4,419).



FEDERAL AND STATE AGENDA
OVERVIEW

The Federal and State agenda for 2002-05 is designed to control the growth of costly mandated programs and
produce savings for the City and State governments. In total, this program saves the City $150 million annually
for 2002-05. In addition, the City expects to receive $75 million of 1996 State Clean Water/Clean Air Bond Act
fundsin 2002 as reimbursement for costs associated with the closure of the Fresh Kills landfill in Staten Island.

FEDERAL OVERVIEW

New York City continues to send more tax dollars to Washington than it receives in Federal spending.
According to “The Federa Budget and the States,” areport released annually by the John F. Kennedy School of
Government at Harvard University, in 1999 New York State's balance of payments deficit with Washington was
estimated to be approximately $16 billion, with New York City the source of half of that deficit. With the Federal
budget surplus expected to grow to almost $900 billion by Federal Fiscal Year 2011, the Federal government must
address this imbalance.

The City’srequest for fairnessin Federal spending focuses on three main proposals: full reimbursement for
the protection of government officialsand foreign dignitaries, anincreased Federal share of Medicaid for children
and funding for emerging public health crises.

Full Reimbursement for the Protection of Government Officials and Foreign Dignitaries

The City takesextraordinary security measuresfor the protection of foreign missionsand officialsyear-round,
including such events as the 55" General Assembly of the United Nations and the Millenium Summit of Heads
of State and Heads of Government, which were both held in New York City in September 2000. Thousands of
heads of state and dignitaries from around the world were in New York City for these events, costing the City an
estimated $26 million for added security and logistical support. Although the State Department reimburses the
City aminimal amount for police overtime, there are numerous other costs associated with these security activities
for which the City should be reimbursed. For example, the State Department fails to reimburse the City for
Emergency Medical Services personnel and equipment, even when they are requested by the Secret Service.
Furthermore, the City bearsadditional costsfor security measures provided by the Fire Department, the Department
of Transportation and the Department of Sanitation that are not reimbursed by the Federal government. The
distinctions made by the State Department when denying reimbursement do not reflect the actual cost to New
York City of providing extraordinary security in connection with international events.

Increase in Medicaid Funding for Children

New York City, which has 67 percent of the statewide population of children who are on Medicaid, will spend
morethan $500 million on this program to cover childrenthisyear. Inaddition, the City hasundertaken HeathStat,
which isacomprehensive outreach and education program to enroll children and familiesin health careinsurance
plans. The City isseeking fiscal relief from the Federal government in the form of an increased Federal Medical
Assistance Percentage (FMAP) for children. The City urges Congress to increase the FMAP rate for children in
New York City from 50 percent, the statutory floor under Federal law, to 55 percent. City savingsin 2002 are
estimated at $48 million, assuming an effective date of October 1, 2001. Full annual savings rise to $66 million
in 2003. This initiative would complement the extremely successful Child Health Plus program in New York
State and would help to rectify the City’srelatively low matching percentage compared to other states where the
FMAP averages 61 percent.



This proposal is based on the findings of a General Accounting Office study that examinesthe fairness of the
FMAPformula. A major recommendation of the study is to substitute the FM AP per-capita income calculation
with the total taxable resources (TTR) assessment. TTR measures a state's ability to finance program services
from the total income produced or received within astate. Per-capitaincome often fails to capture the extent of
poverty within a state, asis the situation in New York.

Funding for Emerging Public Health Crises

Immunization: New York City seekstherestoration of immunization funding to the 1997 level of $10 million,
a$5 million increase above the current level of funding. Two years ago, the Centers for Disease Control (CDC)
imposed an across-the-board cut to immunization grants and reprogrammed certain funds. The reprogramming
resulted in a 50 percent reduction in Federal funding for immunization programs in New York City. Increased
Federal support is needed for the New York City Department of Health to continue its aggressive work in
immunization service delivery, education, and outreach, all of which have greatly increased the number of children
who are up-to-date on their immunizations.

Tuberculosis: Since 1999, Federal funding for tuberculosis (TB) programs has decreased by $8 million.
Moreover, the proposed budget for Federal Fiscal Year 2002 called for areduction in TB spending of $45 million,
which could result in an additional loss of $2 million for New York City. The grant awarded to the New York
City Department of Health in 2000 was $18 million, $8 million less than the 1999 award. While the funding for
TB programs in New York City has declined, the national appropriation has risen by more than $9 million.
According to the CDC, the available funds are being reprogrammed to other state and local governments, even
though the need for maintaining the current level of service has not diminished in New York City. The City isa
major entry point for visitors and immigrants from countries with exploding rates of drug-resistant TB.

Since the TB epidemic’s height in 1992, when the case rate was five times the national average, the City has
reduced TB deaths by over 59 percent. The current case rate of 23.6 per 100,000 people, however, is still more
than three times the national average. Completion of treatment is the key to both the successful control of TB
and to the prevention of drug-resistant TB. The City’s program of Directly Observed Therapy has been largely
responsible for a 91 percent reduction in drug-resistant cases since 1992. The restoration of the 1999 level of TB
funding to New York City remains critical in order to provide adequate support for the City’s TB programs.

Asthma Funding: The New York City Department of Health receives little Federal aid to support asthma-
control activities. Current funding consists of only one small grant that supports surveillance studieswhich enable
the Department of Health to evaluate the prevalence of asthma in school-age children. While no other Federal
aid is made available to the City directly, the CDC has reported that the death rates from asthma among 25 to 45
year old adults are much higher in New York City than in other major urban areas in the nation. New York City
is requesting that Congress appropriate funding for asthma detection and prevention and that the CDC allocate
at least $8 million to New York City.

Mosquito-Borne Disease Control Program: Last year, the City mounted a rapid emergency response to the
West Nile virus, a mosguito-borne disease that previously had not been recognized in the Western Hemisphere.
In order to prevent future infectious disease outbreaks, the New York City Department of Health developed a
comprehensive surveillance and control plan that will detect and combat mosquito-borne diseases before they
spread to humans. This plan should help prevent the virus from spreading to other areas of the country. In support
of these activities, the City spent $15 million in calendar year 2000. In 2002, the City is requesting at least $5
million of Federal reimbursement for costs associated with control of the West Nile virus.
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STATE OVERVIEW

The State agenda for 2002 is centered around a number of initiatives requesting equitable relief for the City.
For example, inlast year's State budget, all local governmentswere provided an increase in revenue sharing, with
the exception of New York City. The City deserves the same benefits that other local governments receive.

Currently, the New York State L egislature and Executive are engaged in a contentious budget debate. The
Supreme Court decision in the case of Campaign for Fiscal Equity v. The Sate of New York, mandating that the
State overhaul its education financing system, affects a major component of Albany’s support to localities.
Although the Governor has announced his intention to appeal this decision, an education debate will be in the
forefront during budget negotiations and thisis likely to further delay a State budget.

Increase in Revenue Sharing

The State Revenue Sharing program began in 1970 and was enacted to provide a predictable funding stream
to municipalitiesthat was adequate and equitable. Theoriginal program based the allocation to local governments
on State personal income tax revenue. The law has been amended several times since 1970 and the amount
available declined significantly from 1987 to 1992. In State Fiscal Year (SFY) 1994-95, the State implemented
itsfirst revenue sharing increasein nearly 10 years. However, in SFY 2000-01, for the first time ever, New York
City was excluded from an increase in the revenue sharing allocation. The budget included a 5 percent across-
the-board increasein General Purpose State Aid for the State’ s cities, towns and villages, but specifically excluded
New York City. Inthisyear’s State Budget, the City requestsinclusion in any revenue sharing program increase,
for atotal savings of $30 million to New York City.

E-911 Wireless Surcharge for Local Emergency Expenditures

E-911 monthly surcharges on cellular telephone bills throughout the State are given directly to the New York
State Police, which does not perform functionsin New York City. The City generates approximately 50 percent
of thetotal wireless E-911 revenues. Intheir budget resolution for thisyear, the State Senate proposed the creation
of aWireless Telephone E-911 Surcharge Program. This proposal would create a fund using the revenues from
the wireless communi cations surchargeto provide localitieswith resourcesto fund emergency response and public
safety equipment improvements. This program would alow New York City to directly benefit from the fees
generated from the E-911 charges. The City is requesting the creation of an E-911 surcharge assistance fund of
which $5 million would be the City’s equitable share in 2002, growing to $10 million in 2003-05.

Medicaid Fraud Prevention Initiatives

The State’'s Medicaid costs related to pharmacy services have grown roughly 20 percent ayear since 1995.
Whileaportion of the spiraling costsis attributable to the introduction of more efficacious drugsto combat AIDS,
aportion of the growth is due to pharmaceutical fraud. The City proposes working with the State to implement
several measures to reduce pharmaceutical fraud. The City could save at least $16 million through the
implementation of these reformsin 2002 and full annual savings would grow to $36 million.

These initiatives include redesigned prescription forms printed on non-reproducible paper, as well as the

imposition of more stringent criminal penalties for Medicaid recipients who allow others to use their cards. In
addition, the City supports tougher criminal penalties for pharmacists who commit prescription fraud.
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Reimbursement for Fresh Kills Landfill Closure Costs

When New York State enacted the 1996 Clean Water/Clean Air Bond Act, $75 million was authorized to New
York City for the closure of the Fresh Kills landfill. State law mandated the landfill to close by December 31,
2001. To date, $45 million has been appropriated by the State, but no funds have been committed. This year’'s
Executive Budget, aswell as the Senate and Assembly budget resolutions, appropriate the remaining $30 million.
The City has spent hundreds of millionsof dollars on Fresh Kills closure and the landfill was closed in March 2001.
The City requests that the State fulfill its commitment and reimburse the City $75 million for Fresh Kills closure.

Bond Act Funds for Municipal Recycling

Within the Solid Waste title of the 1996 Clean Water/Clean Air (CWCA) Bond Act, there was $50 million
authorized for municipal recycling statewide. The State specifically promised New York City at |east $25 million
of this authorization. The Executive's 30-day amendments to the SFY 2001-02 budget proposal authorize the
payment of this$25 million for municipal recycling to New York City. Thisproposal putsthe State’scommitment
into law so that New York City can receiveitsfair share. The City isreflecting this payment in 2002.

Funding for PINS Mandate

Parents, guardians and schools may petition the Family Court to determine if ateen is a Person in Need of
Supervision (PINS) whichisdefined as* aperson lessthan 18 years of agewhoistruant, incorrigible, ungovernable
or habitually disobedient and beyond the lawful control of a parent.” During the course of a PINS case, youths
may be placed in the 24-hour custody of afoster care agency. While PINS cases are open, the costs for foster
care are not reimbursable by the Federal government. As aresult, localities and the State pay the entire cost of
foster care for youths during PINS cases. Because the Family and Children’s Services Block Grant caps State
foster care funding, localities bear the burden of paying for any increase in the number of youthsin PINS cases.
Although youths in PINS cases are considered foster children, their cases are unique to the foster care system,
and as a result, PINS youths tend to require a more expensive, higher-level of care than the traditional foster
boarding home. PINS youths are not placed in foster care due to abuse or neglect by a parent or guardian, but
instead are displaying behavior problems that might include failure to attend school or the commission of low-
level criminal offenses.

Last year, State law was changed, raising the age for PINS cases from 16 to 18. The City estimates that 370
additional PINS youths will enter the City’s foster care in 2002 as a result of thislaw. Due to the high cost for
their care and their uniqueness to the foster care system, PINS cases should be funded separately from the block
grant and be open-ended. The State and localities should share the costsfor this population in an equitable manner.
Since the block grant may be superceded in the coming fiscal year, any changes (including a form of the block
grant for foster care) must include at least a $10 million State reimbursement for PINS expenses, which would
be $7 million in thefirst year.

Reduction in Personal Income Tax Administrative Costs

Over the past four years, the State has raised the City’s charge for administration of its personal income tax
(PIT) by over $20 million. Since SFY 1997-98, thetotal budget for the NY S Department of Taxation and Finance
has increased by 15.7 percent. In contrast, during this same time period, the State’s charge to the City for PIT
administration hasincreased by 65 percent. In SFY 2000-01 the City paid over $30 millionin PIT administrative
charges. Given the repeal of the commuter tax, the PIT administrative charges should be reduced. New York
City non-residents formerly made up 21 percent of City filers, therefore the administrative charges should be
decreased by 21 percent, or $7 million annually. |n addition, the State should reduceits charges by an additional
$13 million, which would reflect areasonable cost for these services and save the City $20 million annually. The
City should not pay an increase in administrative costs when in fact the volume of filers has decreased.
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CONTRACT BUDGET

The Contract Budget is presented as part of the 2002 Executive Budget submission. The Contract Budget
includes all projected expenditures for contracts as defined in Section 104 of the City Charter, including those of
small dollar value that do not require registration by the Comptroller’s Office. These include purchase orders
and open market orders as well as contracts.

As defined in Section 104, the Contract Budget includes contracts that are personal service, technical or
consulting in nature. Contracts for the purchase of supplies, materials and equipment are not included.

The 2002 Executive Contract Budget contains approximately 19,000 contracts totaling over $5.8 hillion.
Approximately two-thirds of the total contract budget dollars will be entered into by the Department of Social
Services, the Administration for Children’s Services, the Department of Homeless Services and the Board of
Education. The Administration for Children’s Services has over $1.4 billion in contracts, 77 percent of which
represents contracts allocated for Children’s Charitable Institutions ($622 million) and Day Care ($492 million).
Of the over $1.2 billion in Board of Education contracts, approximately 41 percent are allocated for pupil
transportation contracts ($518 million).

Agencies in preparing their contract budgets were requested to categorize their contracts into 50 specific
contract objects. The distribution of these contracts is summarized as follows:

Est. # of Dollars % Total
Contracts (Millions) Dollars

SOC|aI Service Related and Health Services . ... ... 4,404 $3,377 57.7%
Home Care, Child Welfare, Employment
Services, Public Assistance, Day Care,
Family Services, Homeless Programs,
AIDS, Senior Citizen Programs, Health,
Mental Hygiene, & Prison Health, etc.

Youth and Student Related Services . ............ 1,425 1,021 175
 (including Transportation of Pupils and
Payments to Contract Schools)

Other Services . .. ...