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INTRODUCTION

On May 1, 2003 the Committee on Transportation, chaired by Council Member John Liu, will hold an oversight hearing on the Metropolitan Transportation Authority’s budgetary justification for the recent approval of a transit fare increase.  

BACKGROUND


On October 10, 2002 the Committee on Transportation passed Resolution No. 496 calling upon the Governor of the State of New York to direct the Metropolitan Transportation Authority-New York City Transit to disclose and make available to the public and other government entities financial documents and analyses that might indicate whether a fare increase is necessary or justified.  On October 23, 2003 the full Council adopted this resolution.  Resolution No. 496 was timely in that it was adopted prior to the 2002 New York State Gubernatorial election which incumbent Governor George Pataki ultimately won.  The Council’s call for the Governor to direct the MTA to disclosure relevant financial documents that the agency, at the time, still claimed were unavailable was timely in that it drew attention to the fact that Governor Pataki, through his appointments to its Board of Directors, essentially controls the Metropolitan Transportation Authority (MTA) and is ultimately responsible for the lack of information needed to ascertain whether the MTA’s financial condition warranted a transit fare increase in 2003.     

On January 17, 2003, the Committee on Transportation held another oversight hearing entitled: “Management and Accountability Issues Pertaining to MTA-New York City Transit”.  The MTA had just announced
 that it felt itself forced to implement a transit fare increase in order to close a projected $2.8 billion budget deficit for 2003 and 2004.  The goal of the hearing was to provide a public forum at which the requisite levels of transparency and understanding were made apparent with relation to MTA finances bearing on the agency’s announcement that a fare increase needed to be implemented.     

 
At the hearing, MTA Executive Director and Chief Operating Officer Katherine N. Lapp testified together with Director of Budgets and Financial Management Gary G. Caplan.  During the course of their discourse with Council Members it became apparent that the budget deficit faced by the MTA for 2003 and 2004 was actually $951 million rather than the $2.8 billion the agency had espoused.  Executive Director Lapp stated that the $2.8 billion figure, which was prominently posted in the MTA’s public notices announcing public hearings on the fare increase, was a “gross gap”, while the $951 million was a “net gap”.  Pressed for further explanation, the Executive Director indicated that the $2.8 billion figure was the total two-year deficit before debt restructuring and other “internal actions” were taken advantage of resulting in significant savings.  Unfortunately, despite its best efforts, the Committee was never able to ascertain what those “internal actions” were.  What was made clear at the hearing however, was that the MTA was actually facing a $951 million two-year deficit, not a $2.8 billion two-year deficit as it had repeatedly told the public in order to justify the need to raise the rate of transit fare.


In mid-February of 2003, speculation made its way around the City that the MTA was contemplating calling a special board meeting in the first week of March specifically for the purpose of voting to increase the transit fare.  At that point in time the latest financial data made available by the MTA was for 2001.  In an effort to dissuade the MTA from convening this special meeting and voting for an increase in the transit fare, City Council Speaker Gifford Miller held a press conference with Council Member and Transportation Committee Chair John Liu on February 14, 2003.  The Speaker specifically noted that the most recent MTA financial information available was well over a year old and pointedly called upon the MTA, on behalf of the Council, to wait until financial information from 2002 was made available before voting on the fare increase.  According to MTA officials, preliminary 2002 financial data was scheduled to be released in mid-to-late March of 2003.  On March 6, 2003, The MTA Board of Directors called a special meeting at which it unanimously voted in favor of a fare increase.  On March 27, 2003, the MTA Board approved the release of the new financial data.        

EXAMINATION OF MTA FINANCES BY STATE COMPTROLLER


On February 19, 2003, State Comptroller Alan G. Hevesi took the unusual step of issuing a subpoena for MTA documents and testimony relevant to the MTA financial plan approved by its Board of Directors on December 18, 2002.  After reviewing the documents, the Comptroller’s Office concluded that there were two versions of the financial plan approved by the MTA that December – one for public consumption and one for internal use.  The Comptroller’s Office, after reviewing the internal version of the financial plan approved in December, found previously undisclosed transactions that moved resources off-budget and from one year to another.  According to the Comptroller’s Office, these “secret transactions”
 had the effect of drastically reducing the projected size of the 2002 surplus from $537.1 million to a mere $24.6 million.  The other $512.5 million was shifted to later years - $248 million to 2003 and $264 million to 2004.  These transfers allowed the MTA to deceptively illustrate its argument to the public that a fare increase was necessary in light of the small $24.6 million 2002 surplus and $951 million combined budget deficit projected for 2003 and 2004.  The 2002 surplus was artificially deflated to give the public appearance of a more dire immediate financial situation that necessitated a transit fare increase.  The State Comptroller concluded that the MTA possessed enough financial resources at its disposal at the end of 2002 to forestall a fare increase in 2003, but also indicated that if the agency had applied all available funds to 2003, the budget deficit would have been far greater in 2004.  The State Comptroller, in his findings, points out that the MTA was not completely forthright in its presentation of its financial picture when announcing that it needed to raise the fares and that the agency had enough flexibility in terms of its undisclosed financial resources to avoid a transit fare increase in 2003.
     

NEW YORK CITY TRANSIT AUDIT ORDERED BY CITY COMPTROLLER


On December 18, 2002, New York City Comptroller William Thompson ordered a financial audit of New York City Transit (NYCT) which began on January 15, 2003.   Comptroller Thompson cited “glaring deficiencies” in the MTA’s budget figures for NYCT, released on December 9, 2002, as the impetus behind launching his audit. 


The City Comptroller’s Audit Report on the Financial Practices of the New York City Transit Authority
 was released on April 23, 2003.  By way of overview, the City Comptroller stated that:

The Transit Authority overstated its operating expenses on its financial statements for 2001 and on its draft financial statements for 2002, and its Fiscal Year 2003 Operating Budget Proposal lacked essential information.  The errors in the Transit Authority’s financial statements combined with the shortcomings of the Operating Budget make it impossible for all concerned parties to assess the financial position of the Transit Authority and make an informed judgment about the necessity for a fare increase.

In short, after a thorough review of the NYCT’s relevant financial documents, the City Comptroller concluded that the public was not given adequate information by NYCT to make a reasonable and informed judgment as to whether the financial condition of NYCT justified a transit fare increase
.


In particular, the City Comptroller found that NYCT improperly included capital costs and interest expense on long-term debt as operating expenses on its financial statements
.  This had the effect of overstating NYCT’s operating expenses on its financial statements for 2001 and on its draft financial statements for 2002.  The overstatement of operating expenses for 2001 were found by the City Comptroller to be $859 million.
  Total operating expenses in NYCT’s draft 2002 financial statements were overstated, according to the City Comptroller, by approximately $852 million.
  Based upon these overstatements
, the City Comptroller concluded that such misstatements give the impression that NYCT’s current operating deficit is larger than it actually is and that, as a result, a transit fare increase is necessary.  


The City Comptroller also found problems with NYCT’s Fiscal Year 2003 Operating Budget Proposal
.  Specifically, the City Comptroller’s review of the Proposal found that it did not provide sufficient details of its debt service, savings from debt restructuring, costs related to the recent collective bargaining agreement or reserves set aside to cover these costs, and projected revenues and expenses
.   Additionally, the City Comptroller uncovered a significant inconsistency in the Proposal in that two different operating deficits were reported in different sections of the Proposal.  In one section, the deficit was reported as $1.632 billion, while in another section, the deficit was reported as $2.009 billion.
  This inconsistency was only reconciled in a revised budget released by the MTA entitled “Revised MTA-Wide Financial Plan for 2003-2004 and Revised Year 2003 Agency Budgets”.  This document was released on March 27, 2003, roughly three weeks after the MTA board voted in favor of a transit fare increase.
  Again, the incomplete nature of relevant financial documents and the timing of the release of more complete financial information seriously calls into question the fair opportunity of the public to discern the actual financial condition of the MTA and NYCT at a time when it was being asked to make a judgment about whether a fare increase was necessary.


Finally, the City Comptroller reported that draft financial statements indicated that NYCT ended calendar year 2002 with approximately $300 million in the “MTA investment pool”.
  However, because of the limited information made available by the MTA, according to the City Comptroller, his office was not able to determine whether these funds were included in the budget plans and whether they were considered when the MTA board voted in favor of a transit fare increase on March 6, 2003.
 

� The announcement regarding the fare increase was made at the MTA’s Board meeting on November 21, 2002.  


� An Examination of the Finances of the Metropolitan Transportation Authority, Alan G. Hevesi, New York State Comptroller, Executive Summary, p. 1 (Office of the State Deputy Comptroller for the City of New York, Report 4-2004)


� “The failure to disclose the availability of these resources to the public foreclosed consideration of fare options other than those proffered by the MTA, which made the public hearing process a sham.” Id, p.2. 


� FN03-141A.


� “[T]he Transit Authority did not provide the public with complete, clear, and accurate information about its current and future financial position.” Audit Report on the Financial Practices of the New York City Transit Authority, William C. Thompson, Jr., New York City Comptroller (FN03-141A, April 23, 2003).


� Generally Accepted Accounting Principles (GAAP) require that a capital cost be expensed over the life of an asset (“depreciated”) rather than charging it to the period in which the item was purchased.  Id., p.9.


� The total 2001 operating expenses were overstated by approximately $859,149,000, or 16.1 percent of reported expenses. Id., p.10.


� Id., p.10.


� The City Comptroller added that that after his office brought this information to NYCT’s attention, officials of NYCT consulted with independent auditors and revised the 2002 draft financial statements accordingly.  Id,p.10 The City Comptroller  added that that after his office brought this information to NYCT’s attention, officials of NYCT consulted with independent auditors and revised the 2002 draft financial statements accordingly..


� This document is given great weight by the MTA board of directors in determining whether the transit fare should be increased.


� Supra at 5, p.11.


� Id.


� This revised budget also included more comprehensive information with relation to expenses and revenues than was made available in the earlier NYCT Fiscal Year 2003 Operating Budget Proposal.


� According to the notes accompanying the financial statements, “the MTA, on behalf of the [Transit] Authority, invests funds which are not immediately required for the Authority’s operations in securities permitted by the State’s Public Authorities Law. . . Funds held therein, including interest earned, shall be expended per MTA Board approval to stabilize the Authority’s cash flow requirements as needed.”


� Supra at 5, p.13
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