
VETO MESSAGE - No. 6805
 
TO THE ASSEMBLY:
 
I am returning herewith, without my approval, the following bill:
 
Assembly Bill Number 9950, entitled:
 
    "AN  ACT  to amend the local finance law, in relation to authorizing
      and empowering the city  of  Kingston  to  amortize  the  cost  of
      payments to employees upon separation of service from the city"
 
    NOT APPROVED
 
  In  August  2009  and December 2009, the City of Kingston ("Kingston")
offered its retirement-eligible employees a $10,000 incentive  to  sepa-
rate  from  service  (the "2009 retirement incentive") between January 1
and March 31, 2010. Of the 25 employees eligible for the 2009 retirement
incentive, 14 applied, representing about 4%  of  Kingston's  workforce.
The total cost of the 2009 retirement incentive was $451,803, reflecting
$140,000  for  the  incentive payments, $279,696 for accrued leave time,
and $32,107 for the FICA tax on each. Kingston has eliminated 12 of  the
14  positions,  for  an estimated annual savings of $785,423, or 2.4% of
the city's 2009 General Fund expenditures of $33.4 million.
 
  This bill would authorize Kingston to finance the  cost  of  the  2009
retirement  incentive.  Specifically,  it  would amend Local Finance Law
(LFL) section 11.00(a) to establish a 10-year period of probable useful-
ness ("PPU") for payments by Kingston to employees upon their separation
from service, including but not limited to retirement incentives and the
monetary value of unused leave time. By establishing a 10-year  PPU  for
such  purpose, Kingston could finance such payments through the issuance
of bonds with a maximum stated maturity equal to such PPU. Under current
law, Kingston has no authority to issue bonds to  finance  a  retirement
incentive  and  the  monetary value of unused leave time because the LFL
does not establish a PPU for the purpose.
 
  Kingston's 2010 budget assumes the City will issue  bonds  to  finance
the cost of the retirement incentive. Without this legislation, I under-
stand  that Kingston could face a $451,803 shortfall in its 2010 General
Fund budget of $34.6 million, representing approximately 1.3% of budget-
ed appropriations, and Kingston would have to address this gap by enact-
ing midyear spending cuts or using reserves, or both.  Kingston's  unre-
served General Fund balance as of December 31, 2009, was $1.72 million -
just over 5% of its 2009 General Fund revenues of $34.2 million.
 
  Kingston,  like all governments operating in these economically diffi-
cult times, is subject to significant budgetary constraints.  But  I  do
not  believe  that  there is any advantage to be gained by the imprudent
use of debt to avoid harsh fiscal realities. Indeed,  my  administration
has  continually  cautioned and decided against improvident borrowing to
fund state government operations. In my view, this thinking should  also
inform the policy choices that affect local government finances.
 
  Kingston should not have made the dubious assumption in its 2010 budg-
et  that  it  would  receive  authorization  to finance the costs of its
retirement incentive with bond proceeds. Separation incentives represent
a one-time operating expense that should  not  be  financed  by  issuing



 
long-term  bonds.  Rather,  employers  generally finance such incentives
with a portion of the associated current-year benefit and salary savings
- which the State did last year (2009-10), for example, when it  offered
a  $20,000  separation  incentive that was funded as a 2009-10 operating
expense - an option that Kingston has  precluded  by  booking  the  full
savings in its budget.
 
  If  a  local government nonetheless wishes to fund an early retirement
incentive with debt, such financing should conform to guidance issued by
the Government Finance Officers Association, which recommends that bonds
used to finance an early retirement incentive should mature in  no  more
than  three  to  five  years.  Thus, for example, the State prescribed a
five-year PPU for the incentive  programs  of  Suffolk  County  and  the
Middletown  School  District.  And  while  the State last year permitted
Nassau County and Rockland County to finance using a 10-year PPU,  those
exceptional  cases  were  justified  by unique circumstances not present
with respect to Kingston. Both counties  were  facing  severe  budgetary
problems as a result of the significant decline in sales tax collections
that occurred in 2009. Rockland County experienced an $11 million Gener-
al  Fund  deficit in 2009 even after borrowing $11.4 million to fund its
retirement incentive program.  Nassau  County  reported  a  modest  $1.2
million  budgetary  surplus  in its primary operating funds in 2009, but
only after borrowing $80 million to  finance  its  retirement  incentive
program  and  $64.5  million  to  finance  tax  certiorari  payments. In
Nassau's case, the longer term was also justified by the  high  cost  of
the  incentive,  which accelerated the retirement of County police offi-
cers whose collective bargaining agreement provided for many such  offi-
cers  to receive termination pay of more than double their annual salary
upon retirement. Kingston, in contrast, is not reporting  a  substantial
operating  deficit  in  its  current year and, if necessary, can pay the
$451,803 cost of the 2009 retirement incentive by using a portion of its
unreserved fund balance, which totaled around $1.7 million in 2009.
 
  I am also troubled by the bill's open-ended  authorization.  The  bill
does  not  specify a period of time or particular event during which the
bonds may be used. Insofar as the bill in theory would permit  Kingston,
in  future years, to issue bonds to finance additional retirement incen-
tives or even routine separation costs, it may encourage unsound  fiscal
practices  in subsequent difficult budget years. This concern, moreover,
is not merely theoretical. Indeed, it is my  understanding  that  Nassau
County,  using  the  similar,  open-ended authorization it received last
year, plans to issue bonds again this year to finance another retirement
incentive.
 
  I empathize with Kingston concerning the  tough  governmental  choices
that  will  be  required in the absence of this legislation. I am confi-
dent, however, that in the long run, the fiscal condition  of  Kingston,
and  ultimately  the State, will be stronger if we do not look to impru-
dent borrowing as a quick fix to  the  current  predicament.  This  bill
would  establish  the  wrong  precedent, and I am therefore compelled to
veto it.
 
  The bill is disapproved.                  (signed) DAVID A. PATERSON


