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NOTICE: Thie Suppiemented Official Statement wan prepared in connection with a private
placement to certain institutional investors and is not intended for use, and should not be relied
upon, for any other purpose or fransaction. This document speaks as of December 14, 19790,
At any subsequent date the information coniained herein may be out of date and the Corpora-
tion has no obligation to keep this document up to date,

NEW ISSUE

In the opinion of Bond Counsel, under existing statutes and court decisions, interest on the Series 21 and 22 Bonds is exempi
from Federal income taxes, and shall at all times be free from New York State and New York City personal income taxes.

MUNICIPAL ASSISTANCE CORPORATION FOR THE CITY OF NEW YORK
(A Public Benefit Corporation of the State of New York)
$209,680,000
Series 21 Bonds

(fssued Pursuant to the Second General Bond Resolution)

$150,320,000
Series 22 Bonds

(Issued Pursuant to the Second General Bond Resolution)

Dated December 1, 1979 DPue July 1, 1999

Principal of and interest on the Series 21 Bonds are payable at the corporate trust office of Citibank, N.A., New York,
New York, or at the option of the holder at Bank of America NT & SA, $an Francisco, California, unless registered. Principal
of and interest on the Series 22 Bonds are payabie at the corporate trust office of Chase Manhattan Bank, N.A., New York, New
York, or at the option of the holder at Bank of America NT & SA, San Francisco, California, unless registered. At the option of
any Financial Institution or City Pension Fund, payment of the interest on fully registered Series 21 and 22 Bonds
may be made pursuant to the Financing Agreement by check or wire transfer to such Financial Institution or City
Pension Fund without presentation of such Bonds and without any notation of such payment being required. Inferest
on the Series 21° and 22 Bonds is payable July 1, 1980 and semi-annually thereafter on each January 1 and July 1.
The Series 21 and 22 Bonds will be jssued as coupon bonds in the denomination of $5,000 or $100,000 each, registrable ag to
principal only, or as fully registered bonds in the denomination of $5,000 or any integral multiple of $5,000. Coupon and
registered bonds are interchangeable as more fully described herein.

The Series 21 and 22 Bonds are subject to redemption at the option of the Corporation on and after July 1, 1989 as a
whole on any date, or in part on any interest payment date or dates, at an initial redemption price of 1029, of the principal
amount thereof, and from mandatory sinking fund installments, on each July 1 commencing Fuly 1, 1984 at a redemption
price of 1009, of the principal amount thereof, plus, in each case, accryed interest to the redemption date, all as more fully
described herein.

A portion of the proceeds of the Series 21 and 22 Bonds is to be applied to the partial refunding of the Series A Bonds
of the Corporation.

The Trustee under the Second Greneral Bond Resolution (pursuant to which the Series 21 and 22 Bonds are to be issued)
is United States Trust Company of New York.

Series Due Rato Prico
Series 21 Bonds July 1, 1999 834 % @ 100%
Series 22 Bonds July 1, 1999 834 % @ 100%

{Plus accrued interest)

The Series 21 and 22 Bonds are payable from cerfain per capita State nid and, to the extent not required for payment of
certain obligations of the Corperation, including bonds issued nnder the Corporation’s First General Bond Resolution, revenues
derived from certain sales and compensating use taxes imposed by the State of New Vork within The City of New Yerk and,
under certain conditions, the State stock transfer tax, The State is not hound or obligated to continue fo appropriate such per
capita State aid or to cortinue the imposition of such taxes or to make the necessary payments of such per capita State aid or
the necessary appropriations of the revenues derived from such taxes. ‘The Corporation has no taxing power. The Series 21 and
22 Bonds do not constitute an enforceable obligation, or a debt, of either the State or the City, and nelther the State nor the City
shall be liable thereon, Neither the faith and credit nor the taxing power of the Siate or the City is pledged to the payment of
principal of or interest on the Series 21 and 22 Bonds.

The Series 21 and 22 Bonds are offered when, as and if issued by the Corporation and subject to approval of legality
by Hawkins, Delafield & Wood, New York, New York, Bond Counsel to the Corporation. Certain legal matters will be
passed on for the Corporation by its General Counsel, Paul, Weiss, Rifkind, Wharton & Garrison, New York, New York.
It is expected that the Series 21 and 22 Ronds will be available for delivery on or about December 14, 1979,

The date of this Supplemented Official Staterrent is December 14, 1979
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:
F: : No dealer, broker, salesman or other person has been authorized to give any information or to

L ﬁ make any representations, other than those contained in this Official Statement, and if given or made,
- such other information or representations must not he relied upon as having been authorized. This
] Official Statement does not constitute an offer to sell or the solicitation of an offer to buy, nor shall

there be any sale of the Serics 21 and 22 Bonds or any other securilies of the Municipal Assistance
o Corporation For The City of New York by any person in any jurisdiction in which it is unlawful for
| f such person to make such offer, solicitation or sale. The information set forth herein has been
- provided by such Corporation and by other sources which are believed to be reliable by such Corpo-
' ration, but it is not guaranteed as to its accuracy or completeness, The information herein is subject
to change without notice and neither the delivery of this Official Siatement nor any sale made here-
under shall, under any circumstances, create any implication that there has been no change in the
affairs of such Corporation or of the State of New York or of The City of New York since the date
B hereof. This Official Statement is submitted in connection with the sale of the securities referred to
i herein and may not be reproduced or used, in whole or in part, for any other purpose.
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SUPPLEMENTED OFFICIAL STATEMENT

or

MUNICIPAL ASSISTANCE CORPORATION FOR THE CITY OF NEW YORK

$209,680,000 SERIES 21 BONDS
$150,320,000 SERIES 22 BONDS

PART 1—INTRODUCTION

Certain factors and additional information that may affect decisions to invest in the Series 21 and 22
Bonds are described throughont this Official Statement whick should be read in its entirety. Certain
terms used in this Official Statement are defined in the Appendix beginning on page 46.

The Corporation ...

The Bonds ........

Payment of the Bonds
and Debt Service
Coverage .......

The Municipal Assistance Corporation For The City of New York is a public

benefit corporation of the State created for the purpose of providing financing
assistance and fiscal oversight for the City.

The Series 21 and 22 Bonds will be issued pursvant to the Corporation’s Second

General Bond Resolution, Certain revemues of the Corporation described
below are pledged to the payment of the Series 21 and 22 Bonds, which are
general obligations of the Corporation and are not obligations of either the
State or the City, A portion of the proceeds of the Series 21 and 22 Bonds
will be applied to the partial refunding of the outstanding Serics A Bonds.

The Corporation’s revenues pledged to the payment of Second Resolution Bonds

are derived from moneys that are paid to the Trustee, subject to annual appro-
priation by the State Legislature, from three sources: Per Capita Aid and (io
the extent not needed to meet debt service, operating expenses and capital
reserve funding requirements under the Corporation’s First General Bond
Resolution) the Sales Tax and the Stock Transfer Tax. “Per Capita Aid”
consists of amounts that otherwise would have been payable to the City under
the State law that provides for a general revenue sharing program applicable
to localities throughout the State. The “Sales Tax” consists of a State sales
tax imposed within the City, at the rate of 4%, on most retail and certain other
sales. The “Stock Transfer Tax” consists of the State tax on the transfer of
stocks and certain other securities, The Corporation has no taxing power.

Assuming that amounts available to the Corporation from Per Capita Aid, Sales

Tax and Stock Transfer Tax continue at present levels, Available Revenues
for debt service on all outstanding Second Resolution Bonds, incleding the
Series 21 and 22 Bonds, would be as follows:

(Dollars in millions}

$1,022 Sales Tax (12 months ended October 31, 1979)
plus 389 Stock Transfer Tax (12 months ended October 31,
1979)
minus 6 operating expenses of the Corporation
minus 358 maximum annuwal debt service payments on currently

outstanding First Resolution obligations without
giving effect to the refunding of any Series A Bonds
(issuance test limits annual debt service to $425
million)

$1,047 available tax revenues after provision for First Resolu-
tion obligations

plus 417 available Per Capita Aid (paid in June 1979), net of

$64 million of potential prior claims (nohe of which
has been asserted since the inception of the Cor-

divided

poration)
$1,464 Available Revenues
by $ 433 maximum amnual debt service payments on currently

outstanding Second Resolution Bonds (including the
Series 21 and 22 Bonds)
3.38 Debt Service Coverage
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The authority of the State to impose and collect the Sales Tax and pay the Sales
= Tax and Stock Transfer Tax revenues to the Corporation has been affirmed by
B the State’s highest court, and the United States Supreme Court dismissed the
appeal of the State court’s decision for lack of a substantial Federal question.

For further information with respect to the Corporation’s revenues and debt

%;.—} service, as well as estimated coverage ratios, see “PART 4—PAYMENT OF THE
T BonDs” and “PART 5—DEBT SERVICE PAYMENT REQUIREMENTS AND ESTI-
E« 4 MATED COVERAGE RATIOS.”

; Limitations on

1 Bond Isswance ..., The Corporation has covenanted not to issue additional Second Resolution
Bonds unless available revenues, calculated substantially in the manner out-
lined above, would cover estimated maximum annual debt service payments
on Second Resolution Bonds at least 2 times.

The Corporation has covenanted not to issue additioral First Resolution obliga-
tions if the maximum annual debt service payments on all First Resolution
obligations would exceed $425 million. Maximum annual debt service on
currently outstanding First Resolution obligations without giving effect to the
refunding of any Series A Bonds is $358.1 million.

Appropriation of
Revenues ....... The Legislature has appropriated Per Capita Aid, the Sales Tax and the Stock
Transfer Tax for the benefit of the Corporation for each of the State’s fiscal
years since the inception of the Corporation. ‘The Corporation expects that
B the Legislature will continue to make such appropriations so long as the
S Corporation’s bonds are outstanding. Under the State Constitution, however,
== the Legislature cannot be bound or obligated to appropriate such revenues for
- the benefit of the Corporation,

The -Corporation believes that any failure by the State to make annual appro-
priations as expected would have a serious impact on the ability of the State
and its agencies to raise funds in the public credit markets.

- Outstanding Debt of
the Corporation .. After the issuance of the Series 21 and 22 Bonds and without giving effect to the
refunding of any Series A Bonds, the Corporation will have outstanding an
aggregate of $6.509 billion of its bonds: $3.662 billion issued under the
Second General Bond Resolution and $2.847 billion issued under the First
General Bond Resolution. See “PART 3—PURPOSE Of ISSUE AND PLAN OF
REFUNDING.”

The Corporation’s First and Second Resolution obligations each have the benefit
of a capital reserve fund held by the Trustee. As at September 30, 1979, there
was on deposit in such funds $279.0 million and $314.4 million, respectively.

Debt Issuance Plan.. The Series 21 Bonds are being sold to certain of the Financial Institutions, and
the Series 22 Bonds to the City Pension Funds, as part of the Debt Issuance
Plan developed by the Corporation and the City in November 1978 to pro-
vide necessary long-term financing for the City through June 30, 1982.

The Debt Issnance Plan provides for sales by the Corporation of up to $1.8
billion of its bonds to the Financial Institutions and the City Pension Funds
over the four years of the Plan and up to $1 billion of its bonds to the public
during the first two years of the Plan. The Debt Issuance Plan also provides
for sales by the City of up to $750 million of its bonds, guaranteed by the
Federal government, to various City and State pension funds, and up to
$950 million of additional financing from sales of bonds of the City or the
Corporation.

The successful implementation of the Debt Issuance Plan is subject to numerous
and complex legislative and contractual conditions which may be difficult to
fulfill and many of which are not within the control of the Corporation or
the City. See “PART 9—FOUR YEAR DEBT ISSUANCE PLAN.”




The Corporation intends to sell an aggregate of $500 million of its bonds to the
public during the 1980 fiscal year pursuant to the Debt Issuance Plan, To
date the Corporation has issucd $222 million of such bonds and intends to
issue the remainder in two quarterly issues during the balance of the 1980
fiscal year.

Certain Factors .... The Corporation believes that the murket for, the market price of and the
sources of payment of the Series 21 and 22 Bonds may be affected by certain
other factors described elsewhcre in this Official Statement. See “ParT 7—
CERTAIN DEVELOPMENTS AFFECTING THE STATE”, “PART 8——CERTAIN DE-
VELOPMENTS AFFECTING THE Crry” and “PArRT 9-—-Four YEArR DERT
IsSUANCE PLAN.”

PART 2—THE CORPORATION
Background, Purposes and Powers

The Corporation is a corporate govermental agency and instrumentality of the State constituting
a public benefit corporation, The Carporation was created by State legislation adopted in June 1975
(as amended to date, the “Act”), for the purpose of providing financing assistance and fiscal oversight
for the City. To carry out such purpose, the Corporation was given the authority, among other things,
to issue and sell bonds and notes, to pay or lend funds received from such sales to the City and to
exchange the Corporation’s obligations for those of the City and to issue bonds to refund outstanding
bonds. Between Junc 1975 and June 1978, the Corporation issued its obligations in accordance with
these purposes and the City was provided with seasonal loans by the Federal government and long-term
financing by certain City pension funds and the Corporation. In September 1975, the Control Board
was cstablished to oversee the financial affairs of the City.

By June 1978, the City had brought its operating budget inio balance in accordance with State
law and accomplished other budgetary and accounting objectives. Despite this progress, it became clear
that further actions would be necessary to enable the City to finance itself. As a result, the Debt Issuance
Plan was developed to provide necessary long-term financing to the City over the four fiscal years
ending June 1982, during which time the City expects to follow a plan designed to bring its operating
budget into balance in accordance with generally accepted accounting principles (“GAAP”) by July 1981
and to enable it to regain necessary access to the public credit markets.

To enable the Corporation to fulfill its role in the Debt Issuance Plan, the State enacted legislation
in 1978 that increased the amount of obligations which the Corporation may issue to $8.8 billion (exclud-
ing refunding obligations and short-term notes) and authorized the Corporation to issue its bonds and
notes for several additional purposes and to pay or lend the procecds to the City. Included in the additional
purposes are (i) financing items permitted to be included in the City’s capital budget, (ii) financing
payments to a reserve fund in connection with the Federal guarantee of obligations of the City, and (iii)
assisting in financing the City’s seasonal borrowing requiremenis.

The 1978 legislation extended the duration of the Control Board and modified its powers. In addition,
the legislation required the Corporation to include in ifs bonds a covenant of the State that the State
will not take certain actions, including any action that will substantially impair the authority of the
Control Board to act in specified respects with regard to the City. See “PArRT 10—VARrRIOUS CONTROL
Procrams” and, with respect to the 1978 State Covenant and its enforceability, “PART 11—AGREEMENT
OF THE STATE OF NEW YORK.”

Outstanding Debt of the Corporaiion

After the issuance of the Series 21 and 22 Bonds, the Corporation will have issued $6.797 billion
agpregate principal amount of bonds and notes for purposes of the $8.8 billion statutory issuance limit
(which limit excludes the refunding portion of the Series 21 and 22 Bonds and other refunding obliga-
tions). After such issuance, the Corporation will have outstanding (without giving effect to the refunding
of any Series A Bonds, but excluding other bonds that have been refunded) $3.662 billion aggregate
principal amount of bonds issued under the Second General Bond Resolution and $2.847 billion aggregate
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principal amount of bonds issued under the First General Bond Resolution. The Second General Bond
Resolution provides that all outstanding Second Resolution Bonds will be on a parity with each other,
regardless of the date of issuance.

First Resolution obligations have a claim prior to that of Second Resolution Bonds on all amounts
available to the Corporation from the Sales Tax and the Stock Transfer Tax. First Resolution obligations
have no claim, however, on Per Capita Aid, which is a principal source of payment for the Second

‘Resolution Bonds. The Corporation has covenanted not to issue additional First Resolution obligations if

the maximun annual debt service payments on all First Resolution obligations would exceed $425 million.

For additional information concerning the financial condition of the Corporation, see the audited
financial statements of the Corporation as at June 30, 1979 and the unaudited financial statements of
the Corporation for the three months ended September 30, 1979, annexed hereto as Exhibit A, and
“PART 20-—FINANCIAL STATEMENTS.”

PART 3—PURPOSE OF ISSUE AND PLAN OF REFUNDING

The net proceeds of the sale of the Series 21 and 22 Bonds will be $360 million. Approxi-
mately $32 million will be deposited in the Capital Reserve Aid Fund established under the Second
General Bond Resolution. As a result of such deposit, the Capital Reserve Aid Fund will be maintained
at 100% of the debt service payable in calendar year 1980 on the Second Resolution Bonds. The Cor-
poration intends in connection with any future issuances of its Second Resolution Bonds through the end
of the 1980 calendar year to maintain the Capital Reserve Aid Fund at 100% of the debt service payable
in the year of such issuance. The Act requires that as of calendar year 1981, 100% of the succeeding
calendar year’s debt service be maintained in such Fund. For further information with respect to the
Capital Reserve Aid Fund, see “PART 4-—PAYMENT OF THE BoNDs—Restoration of Capital Reserve
Aid Fund.”

The balance of the net proceeds of the sale of the Series 21 and 22 Bonds, approximately $328
million, will be applied to the partial refunding of the Series A Bonds. An aggregate of $440.175 million
of Series A Bonds are currently outstanding and scheduled to mature as shown below.

Principal

Maturity Date Amonnt Coupon
February 1, 1980 ............. $ 23,205,000 7% %
February 1, 1981 ............. 19,135,000 8
February 1, 1982 ............. 17,890,000 84
February 1, 1985 ............. 123,615,000 )
February 1, 1990 (to be redeemed

August 1, 1985) ............ 256,330,000 914

The Corporation expects to complete the refunding of the Series A Bonds maturing after February 1,
1980 with proceeds from its next public offering which is expected to take place during January 1980.
Under the plan of refunding of the Series A Bonds, the Series A Bonds maturing February 1, 1990 will
be redeemed on August 1, 1985 at a redemption price of 102%, and the balance of the Series A Bonds
maturing after February 1, 1980 will be paid at maturity, The Series A Bonds maturing February 1, 1980
will be paid at maturity out of the revenues of the Corporation.

The Corporation will deposit such $328 milljon in a separate trust fund (the “Escrow Fund”) to be
held by the Trustee and will deliver to the Trustee irrevocable instructions directing such Trustee to invest
the moneys in the Escrow Fund, so that the principal of and interest on such investments, when due, will'
provide moneys sufficient to pay the principal or redemption price of and interest on the Series A Bonds
to be refunded out of the procecds of the Series 21 and 22 Bonds, and from time to time to deposit such
moneys in the Debt Service Fund under the First General Bond Resolution upon which such moneys will




be pledged to the payment of debt service on First Resolution Bopds, The instructions will also provide
that when the Corporation provides sufficient funds to refund the balance of the Series A Bonds to be
refunded, the Trustee shall transfer the investments and moneys in the Escrow Fund and, together with
the additional funds necessary to refund such balance of the Series A Bonds, deposit it in a special trust
fund held by the trustee under the First General Bond Resolution and instruct such trustee to invest or
reinvest such moneys and investments in United States Treasury Obligations—State and Local Government
Series the principat of and interest on which, when due, will provide moneys sufficient to pay the principal
or redemption price of and interest on all of the Scrics A Bonds to be refunded. Upon such deposit and
the giving of irrevocable instructions to pay and redeem all of the Series A Bonds to be refunded, such
Series A Bonds will no longer be outstanding for the purposes of the First General Bond Resolution, and,
accordingly, the obligation to pay such Series A Bonds from revemues, funds and assets pledged under
such Resolution will be discharged and satisfied in accordance with the terms of such Resolution, Such
Series A Bonds will then be payable solely from the special trust fund.

The refunding of the Serics A Bonds is part of the Corporation’s refunding program. This program
is intended to produce more level debt service requircmenis by reducing peak debt service requirements
through the issuance of refunding bonds with longer maturities.

PART 4 —~PAYMENT QF THE BONDS
General

The Second Resolution Bonds are general obligations of the Corporation payable out of certain
pledged revenues as well as any other available revenues of the Corporation. The Second Resolution
Bonds are entitled to a first lien, created by the pledge under the Second General Bond Resolution, on all
moneys and securities paid or deposited into the Corporation’s Bond Service Fund and Capital Reserve
Aid Fund under the Second General Bond Resolution, which are held by United States Trust Company
of New York, as Trustee. Such moneys and securities include the following:

(i) amounts derived from Per Capita Aid, less certain prior statutory claims, none of which
has been asserted since the inception of the Corporation;

(ii) amounts derived from the Sales Tax and Stock Transfer Tax, after satisfying annual
funding requirements for the Corporation’s outstanding First Resolution obligations and operating
expenscs of the Corporation;

(ili) amounts received from the State to replenish the Capital Reserve Aid Fund, see “Restora-
tion of Capital Reserve Aid Fund” in this PART 4; and

(iv) any interest or income earned on investments of amounts deposited into the Bond Service
Fund and Capital Reserve Aid Fund.

The amounts described in (i) and (ii) above are paid to the Corporation from two special funds
established by the Finance Law and held in the custody of the State Comptroller, the Municipal Assistance
State Aid Fund and Municipal Assistance Tax Fund, respectively. The Finance Law provides that
the State Comptroller shall make payments from these special funds to the Corporation’s Bond Service
Fund and Capital Reserve Ald Fund, in accordance with certificates of the Corporation setting
forth the amount and timing of its cash requirements on a quarterly basis in order to deposit these
amounts in advance of interest and principal payment dates and capital reserve funding dates. (Although
quarterly payments of Per Capita Aid are provided for by the Finance Law, substantially all of the
Per Capita Aid payable to the Corporation is paid on an annual basis in June.) Payments of Sales Tax
and Stock Transfer Tax revenues are made to the Corporation o meet requirements under the Second
General Bond Resolution only to the extent such revenues are not needed to meet requirements under
the First General Bond Resolution.

After the Corporation’s certified requirements have been satisfied in full for a particular quarter,
excess moneys in such special funds are paid to the City. Stock Transfer Tax revenues not required by the
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Corporation are paid to a fund established to provide rebates of the tax and then any excess moneys are
paid to the City. Pursuant to the Finance Law, the State Comptroller may not disburse Sales or Stock
Transfer Tax revenues or Per Capita Aid held by him to the City or any other entity so long as an amount
certified by the Corporation as required to be paid by the date of disbursement to the City remains unpaid.

Payments to the Corporation by the State are required to be made by the State only if and to the
extent that such amounts have been appropriated by the State Legislature or that revenues have otherwise
been made available therefor by the State.

The holders of the Second Resolution Bonds do not have any lien on Per Capita Aid, Sales Tax or
Stock Transfer Tax until the moneys derived therefrom are paid into the Corporation’s Bond Service
Fund and Capital Reserve Aid Fund. The Act provides that any provisions of the Second General Bond
Resolution and the Second Resolution Bonds with respect to provision for payment by the State to the
Corporation of Per Capita Aid, the Sales Tax or the Stock Transfer Tax are executory only to the extent
of the moneys available from time to time from such Aid and Tax sources and held by the State, which
moneys shall have been theretofore appropriated to the Corporation, and no liability on actount thereof
shall be incurred by the State beyond the moneys available from such sources.

The Corporation currently holds substantial amounts of bonds and notes of the City. Such obligations
held from time to time by the Corporation are not subject to the lien created by the pledge under the First
or Second General Bond Resolution, In certifying its requirements, the Corporation may not take into
account any amounts payable on such City obligations but not yet received by the Corporation. However,
the requirements for any fund may be reduced to the extent that such moneys are received and deposited
into such fund of the Corporation.



‘he following chart illustrates the flow of moncy as described above:
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The Corporation is a corporate governmental agency and instrumentality of the State and not of
the City. The Corporation has no taxing power. The Second Resolution Bonds do not constitute an
enforceable obligation, or a debt, of either the State or the City, and neither the State nor the City is
liable thereon. Neither the faith and credit nor the taxing power of the State or the City is pledged to
the payment of principal of or interest on the Second Resolution Bonds.

It the Corporation were to become insolvent or unable to meet its debts as they mature, the
Corporation could file a petition for relief under Chapter 9 of the Federal Bankruptcy Code pursuant
to which the Series 21 and 22 Bonds could be adjusted or modified, if the Corporation were to be authorized
by State law to file such a petition and if it were to meet other conditions specified in Chapter 9. The
Corporation is not now authorized by the State to file a Chapter 9 petition and the Corporation does
not anticipate that it will seek such authorization or need the relief provided by Chapter 9.

Appropriation by Legislature

The Finance Law provides that the State Legislature shall appropriate Per Capita Aid, the Sales
Tax and the Stock Transfer Tax for the benefit of the Corporation, and the Legislature has so appro-
priated Per Capita Aid, the Sales Tax and the Stock Transfer Tax for each of the State’s fiscal years
since the inception of the Corporation. The Corporation expects that the Legislature will continue to
make such appropriations so long as the Corporation’s bonds are outstanding. Under the State Constitu-
tion, however, the Legislature cannot be bound er obligated to appropriate such revenues for the
benefit of the Corporation.

The Corporation believes that any failure by the Legislature to make appropriations as expected
would have a serious impact on the ability of the State and its agencies to raise funds in the public credit
markets. See “PART 7—CERTAIN DEVELOPMENTS AFFECTING THE STATB.”

The State is not bound or obligated to continue payment of Per Capita Aid or to impose either the
Sales Tax or the Stock Transfer Tax or to make any appropriations to the Corporation of the revenues
received therefrom. The Second General Bond Resolution, however, provides that each of the following
shall constitute an event of default with respect to the Second Resolution Bonds: (i) the failure of the
State to continue to pay Per Capita Aid, as the laws relating to Per Capita Aid may be amended, or a
reduction by the State of the amount of Per Capita Aid payable during any fiscal year to an amount less
than the maximum annual debt service payable on the outstanding Second Resolution Bonds; (ii) the
failure of the State to continue the imposition of either the Sales Tax or the Stock Transfer Tax, each
imposed by the Tax Law, as such Law may be amended, or a reduction of the rates of such taxes to rates
less than those in effect on July 2, 1975; or (iii) the failure of the State Comptroller to pay to the
Corporation the amounts certified by the Corporation,

The Finance Law provides that in no event shall the State Comptroller pay over and distribute to
the City or any other entity other than the Corporation any Sales or Stock Transfer Tax revenues or
Per Capita Aid held in the special funds (other than for State administrative charges), unless and until
the aggregate of all cash required by the Corporation at the date of such distribution has been appropriated
and has been paid to the Corporation, :

Provisions of the State Constitution and the Finance Law require the setting aside of the first revenues
received that are applicable to the State’s General Fund if the State Legislature fails to make an appro-
priation for the payment of State indebtedness. Although the Sales Tax and Stock Transfer Tax are
revenues of the State, they are applicable to special funds, rather than the State’s General Fund. Conse-
quently, under existing law, the provisions requiring moneys to be set aside to pay State obligations
would not apply to the Sales Tax and Stock Transfer Tax. However, Per Capita Aid is apportioned
and paid from the State’s General Fund and may be subject to being set aside to pay State obligations in
the event the State fails to pay such obligations.




Per Capita Aid

Per Capita Aid consists of revenues that would otherwise be paid to the City as the City's share
of the State’s general revenue sharing program for localitics throughout the State. Beginning with the
State’s current fiscal year, the statutory formula used to determine total aid available for payment to all
localities as general rcvenue sharing has been changed from 18% of personal income tax collections (the
formula in effect since the State’s 1972 fiscal year) to 8% of substantially all State tax veceipts. The State
has informed the Corporation that the changed formula results in approximately the same level of Per
Capita Aid available to the Corporation for the State’s current fiscal year as the previous formula would
have provided; however, of this amount approximately $49.8 million will be paid in April 1980.

The apportionment of general revenue sharing among localities is based on a statutory formula which
takes into account the distribution of the State’s population, the total assessed valuation of real property
taxable within the State, personal income, and other factors. Both the determination of the amount of
statewide general revenue sharing and the apportionment of such revenue sharing among localities are
legislative acts and the Legislature may amend or repeal the statufes relating to statewide general revenue
sharing and the formulas which determine the amount of Per Capita Aid payable to the Corporation.
Such amendments could result in the increase or decrease of the amount of Per Capita Aid available
for the payment of debt service on Second Resolution Bonds. However, certain of such acts by the Legis-
lature would be events of defaunlt under the Second General Bond Resolution, see “Appropriation by
Legislature” in this Part 4. The financial condition of the State may affect the amount of Per Capita
Aid appropriated by the Legislature.

The State has appropriated moneys which have been apportioned among local governmental entities,
including the City, in each year since 1946 and has provided some measure of assistance to local
governments since 1800. The following table, which presents data obtained from the City Office of
Management and Budget, the State Comptroller’s office and the State Division of the Budget, indicates
the aggregate payments of Per Capita Aid apportioned and paid to the City and, since 1976, to the
Corporation for the ten fiscal years ended June 30, 1979:

Per CariTa AlD

{Dollars in thousauds)
1970 .......... $204,800 1975 ... ..., $405,118
1971 ... ... 323,900(a) 1976 ... ... 434,311
1972 ..ol 272,250 1977 covriinnn. 434,311(b)
1973 ... ...... 331,780 1978 ... ..., 434,324(b)
1974 ... ...... 360,870 1979 ... 481,569(c)

(a) Includes a non-recurring increase in Per Capita Aid apportioned because of an acceleration of
payment otherwise to be made in 1972.

(b) Reflects State’s ceiling on Per Capita Aid payments at the 1976 level, with certain minor
modifications applicable to 1978 payments.

(¢) Does not include $49.276 million paid in October 1978 or approximately $49.8 million to be
paid in April 1980.

Sales Tax

In addition to the 4% sales and compensating use taxes levied statewide, the Sales Tax is imposed
within the City at the rate of 4% on receipts from most retail sales of tangible personal property and
certain services. The Sales, Tax is also imposed on receipts from parking, garaging or storing motor
vehicles in the City at the rate of 6%. The Sales Tax is subject to certain limited exceptions, exemptions
and exclusions. Under the Finance Law, the Sales Tax is paid into a special fund held by the State
Comptroller on a monthly basis.



; The Sales Tax is imposed on substantially the same tax base as the sales and compensating use
R taxes previously imposed by the City and collected by the State. A tax on sales of certain tangible
- personal property and services had been imposed by the City since 1934.

|

E?‘ Collections of the Sales Tax and the sales and compensating use taxes previously imposed by the
d City have increased in each of the last ten years, although the primary cause of the growth of Sales Tax
- collections in recent years has been inflation. The level of Sales Tax receipts is necessarily dependent
| ; upon economic and demographic conditions in the City, and there can be no assurance that the historical
data with respect to collections of such Tax are necessarily indicative of future receipts. The City has
experienéed adverse trends in certain economic and demographic factors which contributed in some
years to a slowing of the growth rate of Sales Tax collections.

The following tables set forth State collections of the sales and compensating use taxes imposed
— by the City prior to July 1, 1975, and the Sales Tax imposed by the State since July 1, 1975, on a
:J quarterly basis for the last ten fiscal years of the City, after deductions of the costs of administration,

i collection and distribution. Footnotes to the tables detail changes in law and administrative procedures
affecting the collection and distribution of the Sales Tax which are important to an understanding of the
tables,

QUARTERLY COLLECTIONS OF SALES AND COMPENSATING USE TAXES IN THE CitY(a)

Fiscal Three Months Ended:

; Year Ended
}r_**l June 30 September 30 December 31 March 31 June 30 Total
o (Dollars in thousands)
F— “ 1970 ........ $106,046 $114,756 $105,560 $135,197 $461,559
| ! 1971 ........ 114,093 121,190 129,224 130,138 494,645

| 1972 ........ 121,692 129,452 132,033 135,490 518,667
. _7' 1973 ........ 130,857 129,541 146,528 142,258 549,184
oo 1974 ........ 135,272 141,973 151,575 151,978 580,798
E ) l 1975(b) ..... 173,824 198,990 212,671 201,715 787,200
- 1976(c) ..... 194,560 193,690 247,203 167,155 802,608
[' = | 1977 ........ 215,794 210,383 248,927 183,280 858,384
; { 1978 ........ 221,815 232,291 274,585 190,044 918,735
Sl 1979 ........ 232,732 239,852 317,400 208,750 998,734
| 1980 ........ 253,974

- Source: State Department of Taxation and Finance.

Sy (a) Commencing March 1976, quarterly collections are distributed to localities based on historical
collection data. Subsequent quarterly distributions to localities are adjusted to compensate for overdistri-
Y butions or underdistributions when data on actual collections by locality are available, Such adjustments
L are reflected in the table for the quarter in which the subsequent distributions are made. Since March 1976,
! adjustments have ranged from $784,000 to $11.1 million to reflect overdistributions for certain three-
! month periods and from $1.9 million to $5.6 million to reflect underdistributions for other three-month
periods. Periods subsequent to December 1978 remain subject to the ongoing process of adjustment,

i {b) The amounts of sales and compensating use taxes collected for fiscal 1975 and all subsequent
years reflect the increases in the sales and compensating use taxes from 3% to 4%, effective July 1,
o 1974. The 6% tax on sales of certain parking services has remained the same.

?_ﬁ_ (¢) Commencing March 1976, certain large vendors (those with taxable receipts of $300,000 or
- more in any quarter of the preceding four quarters) are required to prepay in March estimated amounts
o of Sales Tax liability for March in addition to filing their normal quarterly reports for the December-
S February quarter. Any adjustments necessary to reflect actual amounts of Sales Tax liability for the
‘ month of March are reflected in the June collection figures.
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Stock Transfer Tax

The Stock Transfer Tax is imposed at rates ranging from 1% ¢ to 5¢ (based on the selling price per
share) on sales, agreements to sell, memoranda of sale and deliveries or transfers made within the State
of shares or certificates of stock and certain other certificates. The imposition of the Stock Transfer Tax is
subject to certain limited exceptions and is subject to a maximura tax of $350 on any taxable transaction
which involves a sale on a single day of shares or certificates of the same class issued by the same issuer,

The level of Stock Transfer Tax revenues is related to the rate of tax imposed, the price of the
shares traded and the volume of transactions on the securities exchanges located in the City. Such
volume has fluctuated widely so that there can be no assurance that the historical data with respect to
collections of such tax are necessarily indicative of future revenues.

The Corporation believes that it is not possible to predict the effect of developments with respect
to the City’s economic condition or other related economic developments in the City on Stock Transfer
Tax collections. The volume of taxable securities transactions in the State may be adversely affected
by (i) the evolution of a centralized nationwide securities market, (ii) the possible movement out of
the State of the stock exchanges now located in the State, and (iii) other proposals which if implemented
might tend to facilitate the exccution of securities transactions not subject to the Stock Transfer Tax.

The revenues derived from the Stock Transfer Tax, including amounts subject to rebate as discussed
below, after deduction of the costs of administration, collection and distribution of such Tax, are shown
below for the previous ten fiscal years of the City, based upon the various rates prevailing and types of
transactions taxable during the periods shown:

QUARTERLY COLLECTIONS OF STOCk TRANSFER TAX

Fiscal Three Months Ended:
Year Ended
June 30 September 30  December 31 March 31 June 30 Total
(Dollars in thousands)
1970 ... .. ..., $ 56,571 $ 70,509 $ 58,157 $ 54,732 $239,969
1971 ... ... ... 46,563 59,170 78,864 79,769 264,366
1972 ... ... L. 62,573 65,894 85,588 78,767 292,822
1973 ... ... 59,405 68,993 64,658 31,731 244,787
1974 ... ... ... 43,612 59,782 47,521 38,183 189,098
1975 ... ... ... .. 35,756 40,214 51,363 58,649 185,982
1976(a) .......... 53,049 57,937 90,285 65,376 266,647
1977(a) .......... 62,220 69,072 79,045 70,759 281,096
1978(a) .......... 68,770 82,072 79,188 125,944 355,974
1979 ... ... 112,478(a) 93,648 86,199 96,987 389,312
1980 ....... Ceeea 107,772

Source: State Department of Taxation and Finance.

(a) Includes collections of the 25% surcharge imposed upon the Stock Transfer Tax effective as of
August 1, 1975, which surcharge expired July 31, 1978.

In 1977, the State enacted a program of gradually increasing rcbates for all Stock Transfer Tax
payers. Rebates began October 1, 1977 with respect to transactions by non-residents subject to tax and
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began October 1, 1979 with respect to transactions by residents. Rebates are to increase gradually to
equal 100% of the tax beginning October 1, 1981. The legislation provides that taxpayers are to continue
to pay the Stock Transfer Tax at the above-stated rates and that revenues are to continue to be paid into
the Stock Transfer Tax Fund, although a substantial portion of such revenues {the rebatable portion of
the tax) will be paid into the Stock Transfer Tax Fund only at the end of each calendar quarter. To the
extent that the Corporation does not require the use of Stock Transfer Tax revenues for debt service
on its outstanding obligations, such revenues are available on a quarterly basis for payment of rebates.
Any such revenues not used by the Corporation or to pay rebates are to be paid to the City.

To date, the Corporation has not found it necessary to use the Stock Transfer Tax to pay its
debt service. Based on present projections, the Corporation does not anticipate that it will be necessary
1o utilize the Stock Transfer Tax in the future, although no assurance can be given that it will not be so
required. Sec “PART 5—DEBT SERVICE PAYMENT REQUIREMENTS AND EsTIMATED COVERAGE RATIOS.”

Restoration of Capital Reserve Aid Fund

Under the Act, additional payments are to be made by the State, subject to appropriation by the
Legislature, to the Capital Reserve Aid Fund if for any reason (including a payment from such Fund
to the Bond Service Fund to make up a deficiency in the Bond Service Fund) the Capital Reserve Aid
Fund falls below specified levels, The amount of any such payment, if required, is to be in accordance
with a certificate of the Corporation, to be delivered on or before December 1, stating the sum, if any,
required to restore the Capital Reserve Aid Fund to such levels. For calendar years 1979 and 1980, the
specified levels equal 75% and 100%, respectively, of the amount of debt service payable during such
calendar year on all Second Resolution Bonds outstanding on the date of calculation. After 1980, the
required amount of the Capital Reserve Aid Fund will be the amount of debt service payable in the
succeeding calendar year on any Second Resolution Bonds then to be issued and on all other Second
Resolution Bonds outstanding on the date of calculation.

Moneys in the Capital Reserve Aid Fund may not be withdrawn at any time in such amounts as
would reduce the amount of such Fund to less than the amount of debt service payable on the Second
Resolution Bonds in the succeeding calendar year, except for the purpose of paying debt service on such
Bonds if other moneys of the Corporation are not available.

The provision of the Act referred to above does not constitute an enforceable obligation or debt
of the State and no moneys may be paid to the Corporation pursuant thereto absent an appropriation
by the Legislature. See “Appropriation by Legislature” in this PART 4.

PART 5—DEBT SERVICE PAYMENT REQUIREMENTS AND
ESTIMATED COVERAGE RATIOS

In order to estimate coverage ratios for the Second Resolution Bonds that will be outstanding after
the issuance of the Series 21 and 22 Bonds and without giving effect to the refunding of any Series A
Bonds, the Corporation has assumed certain amounts of Per Capita Aid and Sales Tax and Stock
Transfer Tax collections. There is shown below the basis on which such amounts were calculated. The
debt service payment requirements for the First and Second Resolution Bonds as well as certdin coverage
ratios are also shown below.

Adjusted Per Capita Aid

The Corporation has sought to estimate the amounts of the following potential claims and liabilities
on Per Capita Aid that are payable prior to the payment of Per Capita Aid to the Corporation, although
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since the inception of the Corporation no such claims have beet asserted. In making such estimates the
Corporation has relied on information which it believes to be accurate.

{Dollars in thousands)

Per Capita Aid paid to the Corporation in June 1979 .................. $481,569

Less annual potential claims and liabilities:
(a) City University Construction Fund (“CUCF”).

Amounts equal to 50% of CUCE’s share of certain State Dormitory
Authority debt service and other expenses would be a claim
against Per Capita Aid if not paid by the City to CUCF. The
Corporation has been informed by CUCF that such debt service
and other expenses are approximately $76.37 million during its
current fiscal year. State law permits a maximum claim of $65
million in any fiscal year of the City* .......... ... ..o $38,183

(b) New York City Housing Development Corporation { "HDC”).

Amounts requircd to restore the HDC capital resexve fund to the
amount to be on deposit in such fund would be a claim against Per
Capita Aid if not otherwise paid. The Corporation has been
informed by HDC that the maximum capital reserve fund re-
quirement on all outstanding bonds of HDC as of this date is
approximately $19.9 million. HDC has outstanding $36.7 million
in bond anticipation notes which, if funded by the issuance of
bonds, would have the effect of increasing the maximum capital
reserve fund requirement by an amount approximately equivalent
to the annual debt service on the bonds issued therefor. State law
currently permits a maximum claim of $30 million in any fiscal
N Ly S T R R R EEE .. $19,900

(¢) New York City Transit Authority (“NYCTA”).
Amounts required to retire $10.2 million of NYCTA notes through
1982 would be a claim against Per Capita Aid if not paid by the
City to NYCTA ...... e eearoe i e veee..  $ 5916
(&) New York City Police Pension Fund.
Amounts due annually from Per Capita Aid to the Trustees of the
City Police Pension Fund . ...vovvvvinernionniinieanesns $ 500 $ 64,499

Adjusted Per Capita Ald . ... ..ot $417,070

* Although State law purports to limit claims on the Per Capita Aid, such limitation may
not be effective in the event that the then outstanding bonds of the State Dormitory Authority
issued to finance CUCF facilities are accelerated pursuant to the occurrence of an event of default
under the related Dormitory Authority bond resolutions. In such event, all such outstanding bonds
of the Dormitory Authority could be due and payable and could, to the extent of fifty percent
of such principal amount, have a prior claim on the Per Capita Aid. The Dormitory Authority has
outstanding $876.26 million in such bonds.

Aggregate Sales and Stock Transfer Taxes

Assuming that the Sales Tax and Stock Tranpsfer Tax collections (after deduction of costs of
administration, collection and distribution) in each fiscal year remain at the levels for the 12 months
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ended October 31, 1979, sece “PART 4-—~PAYMENT OF THE Bonps—Sales Tax” and “Stock Transfer
Tax”, and operating expenses of the Corporation remain at $6 million (the estimate for the current fiscal
year), the aggregate annual amount which would be available from the Sales Tax and the Stock Transfer
Tax, if necded (the “Aggregate Sales and Stock Transfer Taxes”), to pay debt service of the Corporation
is shown below:

(Dollars
in thousands)

Sales Tax collections for the [2 months

ended October 31, 1979 ............ $1,022,323
Stock Transfer Tax collection for the 12

months ended Qctober 31, 1979 ...... 389,122

Sub-total .............. . $1,411,445

Less: Operating expenses of Corporation . . 6,000

Aggregate Sales and Stock Transfer Taxes $1,405,445

Debt Service Requirements and Estimated Coverage Ratios

As shown above, Adjusted Per Capita Aid is approximately $417.1 million and Aggregate Sales
and Stock Transfer Taxes are approximately $1,405.4 million, for a total of $1,822.5 million.

The following table shows the aggregate annual debt service payment requirements on the First
Resolution obligations (without giving effect to the refunding of any Series A Bonds) which have a prior
claim to that of the Second Resolution Bonds on the Sales and Stock Transfer Taxes. The Series 21 and
22 Resolutions and certain other resolutions include a covenant by the Corporation that it will not issue
any obligations under the First General Bond Resolution, if the aggregate annual debt service in any
fiscal year on all obligations issued and outstanding under the First General Bond Resolution would
exceed $425 million (with certain adjustments with respect to up to $25 million of small denomination
obligations).

In addition, the table shows the annual principal payments, interest payments and the aggregate
debt service payment requirements on all outstanding Second Resolution Bonds after giving effect to
the issuance of the Series 21 and 22 Bonds. The table also shows the coverage of aggregate annual debt
service on Second Resolution Bonds by all revenues (Adjusted Per Capita Aid plus Aggregate Sales and
Stock Transfer Taxes) after deducting from such revenues the aggregate annual debt service requirements
with respect to the First Resolution obligations,

There is no assurance that Adjusted Per Capita Aid, Aggregate Sales and Stock Transfer Taxes
or operating expenses will in fact remain at the levels referred to above in subsequent years. Furthermore,
the Corporation reserves the right to issue additional obligations pursuant to the First and Second
General Bond Resolutions within the limitations contained in such Resolutions and the Series 21 and
22 Resolutjons,
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DEBT SERVICE PAYMENT REQUIREMENTS AND FSTIMATED COVERACE RATION
(after issuance of Series 21 and 22 Bonds and without giving effect to the refunding of any Serics A Bonds)

(Dollars in thousands)

Seg(x?zgl I}’)a‘;?rtlent Debt Service Payment Requirements
12-Month Reggig:ﬂasiuts on Second Resolution Bonds
perod Endea Souen  Rvona et Tolpan
1980 .............. $274,976 $ 36,555 $244,657 $281,212
1981 ... . ... .. 256,242 65,645 303,607 369,252
1982 ... ... 266,716 70,150 293,423 363,573
1983 ... ... .. 349,529 85,815 287,324 373,139
1984 .............. 329,331 126,475 278,759 405,234
1985 ... ... 304,362 154,305 267,156 421,461
1986 .............. 349,212 180,090 253,296 433,386
1987 ....... e 355,220 195,635 237,737 433,372
1988 .............. 352,967 200,140 221,507 421,647
1989 ... 358,065 211,515 204,784 416,299
1990 .............. 354,008 232,265 186,738 419,003
1991 ... ....... 351,531 247,230 167,195 414,425
1992 ... 353,182 266,955 146,212 413,167
1993 .. ... L 351,219 297,230 123,274 420,504
1994 . ... ... L. 347,380 140,705 105,380 246,085
1995 ...l 354,543 151,745 93,211 244,956
1996 .............. 169,935 79,787 249,722
1997 ... ... ... 144,320 66,630 210,950
1998 .. ..., 61,170 58,048 119,218
1999 .. ..., 66,030 52,785 118,815
2000 .............. 90,395 46,314 136,709
2001 ...l 39,020 40,929 79,949
2002 ..., 42,460 37,490 79,950
P20 46,200 33,747 79,947
2004 ..., 50,275 29,675 79,950
2005 ... ...l 54,705 25,242 79,947
2006 .............. 59,530 20,419 79,949
2007 ..., 64,775 15,170 79,945
2008 ..., 70,495 9,457 79,952
2000 ...l 76,710 3,240 79,950

(a) Includes Sinking Fund Installments.

Estimated Coverage
Ratios on Second
Resolution Bonds—
All Revenues after
deducting
Debt Service
on First Resolution
Obligation

5.50
4.24
4.28
3.95
3.68
3.60
3.40
3.39
3.49
3.52
3.50
355
3.56
3.50
5.99
599

(b)

{b) Coverage ratios for the years 1996 to 2009 are not shown because of the relatively small

amount of debt service in such years compared to the amount of revenues.

All revenues (Adjusted Per Capita Aid plus Aggregate Sales and Stock Transfer Taxes) would cover
the agpregate of the debt service on all First and Second Resolution obligations, shown in the table above
for the years 1980 through 1995, ranging from a low of 2.31 times in 1987 to a high of 3.28 times in

1980 and such coverages average approximately 2.60

15

times.



The Corporation anticipates that an aggregate of approximately $1.1 billion of additional First
Resolution obligations and Second Resolution Bonds will be issued pursuant to the Debt Issuance Plan
(after the issuance of the Series 21 and 22 Bonds), and that such issuances can be made within the
issuance coverage tests imposed under the First and Second General Bond Resolutions, the Series 21 and 22
Resolutions and certain other resolutions of the Corporation, see “PART 6—BONDS BeNG OFFERED—
Additional Bonds and Notes”, on the basis of the assumptions described in this PART 5 and reflected in
the above coverage table. The Corporation estimates that if such principal amount of bonds is issued, the
total annual debt service on First and Second Resolution Bonds will increase to approximately $900
million in the late 1980’ and early 1990’s, assuming for the purpose of this calculation that such bonds
are issued at rates comparable to current market rates and that all bonds so issued are Second
Resolution Bonds.

In addition to the aggregate debt service payments with respect to the First Resolution obligations
shown in the above table, the Corporation is required to make deposits into the Capital Reserve ¥und
established pursuant to the First General Bond Resolution. The required deposit into the Capital Reserve
Fuand for calendar 1980 has been provided from the proceeds of the sale of previous issues of the
Corporation’s bonds.

PART 6—BONDS BEING OFFERED

Description of the Bonds
General

The Series.21 and 22 Bonds will be issued pursuant to the Second General Bond Resolution and the
Series 21 and 22 Resolutions. The Series 21 and 22 Bonds will be dated, bear interest and matuse as set
forth on the cover of this Official Statement.

The Series 21 and 22 Bonds will be issued as coupon bonds in the denomination of $5,000 and
$100,000 each, registrable as to principal only, or as fully registered bonds in the denomination of $5,000
or any integral multiple of $5,000. Coupon bonds and fully registered bonds will be interchangeable,
The Series 21 and 22 Bonds will be registrable on the books of the Corporation at the corporate trust
office of the Trustee,

For every exchange or transfer of the Series 21 and 22 Bonds, the Corporation or the Trustee may
make a charge sufficient to reimburse it for any tax, fee or other governmental charge required to be paid
with respect to such exchange or transfer, which sum or sums shall be paid by the person requesting
such exchange or transfer as a condition precedent to the exercise of the privilege of making such
exchange or transfer. The cost of preparing each new Series 21 and 22 Bond issued upon such exchange or
transfer and any other expenses of the Corporation or the Trustee incurred in connection therewith
(except any applicable tax, fee or other governmental charge) will be paid by the Corporation as
operating expenses.

Pursuant to the Act, the Series 21 and 22 Bonds will include the 1978 State Covenant to the effect
that the State will not take certain actions, including any action that will substantially impair the authority
of the Control Board to act in specified respects with regard to the City. See “PART 11—AGREEMENT OF
THE STATE OF NEW YORK.”

Optional Redemption
The Series 21 and 22 Bonds are subject to redemption at the option of the Corporation on and after
July 1, 1989, as a whole on any date, or in part by lot on any interest payment date or dates, at the
following redemption prices (expressed as percentages of the principal amount), plus accrued interest
to the date of redemption:

Redemption Period Redemption

(Dates Inclusive) _l:[;i_gi
July 1, 1989 to June 30, 1900 .0t e e 102 %
July 1, 1990 to June 30, 1901 & veer i e ier e 1014 %
July 1, 1991 to June 30, 1000 .ty 101 %
July 1, 1992 to June 30, 1993 ... .coovvvnrnnnneninnen 100V2 %
Tuly-1, 1993 and thereafter ...........coovrmuenreerns 100 %



The Series 21 and 22 Bonds can be redeemed at the option of the Corporation only if the ratio
of outstanding Series 21 Bonds to Series 22 Bonds immediately prior and immediately after such redemp-

tion remains substantially constant.

Sinking Fund Redemption

The Scries 21 and 22 Bonds are also subject to redemption, in part by lot, on July 1 in each of the
years, and in the respective principal amounts, sct forth below, at 100% of the principal amount thereof,
plus accrued interest to the date of redemption, from mandatory “Sinking Fund Installments” which arc
required to be made in amounts sufficient to redeem on July 1 of each year, the principal amount of such
Series 21 and 22 Bonds specified for each of the years shown below:

SINKING FUND INSTALLMENTS

(Dollars in thousands)

Amounts Amounts
Year Serics 21 Series 22 Year Series 21 Series 22
1984 ......... $ 9,970 $ 7,145 1992 ... ...... $ 4,390 $ 3,150
1985 ......... 10,905 7,820 1993 ......... 29,850 21,400
1986 ......... 8,695 6,235 1994 ... ...... 32,620 23,390
1987 ......... 8,640 6,195 1995 . ....... 35,650 25,560
1988 ......... 750 535 1996 ,........ 38,960 27,930
1989 ......... 3,365 2,410 1997 ... ..... 5,535 3,965
1990 ......... 3,675 2,635 i998 ......... 6,050 4,335
1991 ......... 4,015 2,880 199G ..., 6,610% 4,735%

* Payment at maturity.

Giving effect to the Sinking Fund Installments set forth above, the average life of the Series 21 and
22 Bonds would be approximately 13.47 years calculated from December 14, 1979.

The Corporation may from time to time direct the Trustee to purchase with moneys in the
Bond Service Fund, Series 21 or 22 Bonds at or below par plus unpaid interest accrued to the date of such
purchase, and apply any Bonds so purchased as a credit, at par, against and in fulfillment of a
required Sinking Fund Installment on the particular Series so purchased. See “PART 14—SUMMARY OF
CERTAIN PROVISIONS OF THE SECOND GENERAL BOND REsoLUTION—Bond Service Fund.” To the extent
the Corporation fulfills its obligations to make Sinking Fund Installments in a particular year through
such purchases, the likelihood of redemption by lot of any bondholder’s Series 21 or 22 Bonds through
the operation of the sinking fund will be reduced for such year. The Corporation has in the past made such
purchases with respect to certain series of its Second Resolution Bonds and may in the future do so with
respect to the Series 21 and 22 Bonds, Under the Financing Agreement, no Financial Institution or City
Pension Fund may sell Series 21 or 22 Bonds in a direct placement to the Corporation or the Trustee.

Trustee
United States Trust Company of New York is the Trustee under the Second General Bond Resolu-
tion. Iis corporate trust office is located at 130 John Street, New York, New York 10038. For further
information concerning the Trustee, see “Part 15—TRUSTER.”

Additional Bonds and Notes

Pursuant to the Act, the Corporation is authorized to issue bonds and notes in an aggregate principal
amount not exceeding $8.8 billion (exclusive of the refunding portion of the Series 21 and 22 Bonds
and other bonds and notes issued to refund outstanding bonds and notes, and notes issued to meet the
City’s seasonal borrowing requirements). For purposes of this authorization, the Corporation will have
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issued $6.797 billion after issuance of the Series 21 and 22 Bonds. All bonds, other than refunding
bonds, are required to be issued under the First or Second General Bond Resolutions.

Additional Second Resolution Bonds may be issued on a parity with the Series 21 and 22 Bonds,
provided that (a) the amount equal to the lesser of (i) the most recent collections of the Sales Tax and
Stock Transfer Tax for 12 consecutive calendar months ended not more than two months prior to the date
of such determination or (ii) the amounts estimated by the State Commissioner of Taxation and Finance
to be collectible during the succeeding 12-month period from such sources, plus (b) the estimated or
actual amount of Per Capita Aid to be or theretofore apportioned and paid to the Municipal Assistance
State Aid Fund for the fiscal year of the State during which such additional Bonds are to be issued, less
(c) the maximum annual debt service on outstanding obligations of the Corporation issued pursuant to
the First General Bond Resolution, less (d) estimated operating expenses of the Corporation for its then
current fiscal year, is at least 2 times (e) the maximum annnal debt service on outstanding Second Resolu-
tion Bonds (including the particular series of such additional bonds then proposed to be issued).

Pursuant to the Series 21 and 22 Bond Resolutions and certain other series resolutions of the Corpo-
ration, the Corporation may issue additional obligations under the First General Bond Resolution only
to the extent that the issuance thereof would not cause the maximum annual debt service on outstanding
First Resolution obligations to equal or exceed $425 million (with certain adjustments with respect to
up to $25 million of small denomination obligations that the Corporation may offer to the public under
the First General Bond Resolution).

The Second General Bond Resolution contains further limitations upon the issnance by the Corpora-
tion of additional obligations under the First General Bond Resolution, see “PART 14—SUMMARY OF
CERTAIN PROVISIONS OF THE SECOND GENERAL BOND RESOLUTION.”

PART 7—CERTAIN DEVELOPMENTS AFFECTING THE STATE

Although the Series 21 and 22 Bonds are not obligations of the State, financial developments with
respect to the State may affect the market for, market price of and sources of payment of the Series 21 and
22 Bonds. As described under “PART 4—PAYMENT OrF THE BONDs”, the revenues of the Corporation
that are pledged to payment of debt service on the Second Resolution Bonds derive from Per Capita
Aid and the Sales Tax and, in certain circumstances, the Stock Transfer Tax. The payment of these
revenues to the Corporation is subject to appropriation by the State Legislature. The State Legislature
has made appropriations to the Corporation for each of the State’s fiscal years since the inception of the
Corporation, including appropriations for the State’s current fiscal year, and it is expected, but the Corp-
oration has no assurance, that the State Legislature will make such appropriations for subsequent fiscal
years. It is possible that the willingness of the State Legislature to make such appropriations in the future
may be affected by the financial condition of the State, which may in turn depend upon the financial
condition of the City. Such willingness might also be adversely affected if the Secretary of the Treasury
withheld payments to the State as an offset against any claim the Secretary might have in connection with
the issuance of Federal guarantees of obligations of the City. See “PART 9—FoUR YEAR DEBT ISSUANCE
Pran.”

The factors affecting the State’s financial condition are complex, and the following description
constitutes only a brief summary. This PART 7 is based entirely on information supplied by the State.

Long-Term Trends

The State and the City face serious potential long-term economic problems. The City accounts for
approximately 40% of the State’s population and personal income, and the City’s financial health
affects the State in numerous ways.

The State has long been one of the wealthiest states in the nation. For decades, however, the
State economy has grown more slowly than that of the nation as a whole, resulting in the gradual




erosion of its relative economic affuence. The causes of this relative decline are varled and complex,
in many cases involving national and international developments beyond the State’s control.

Part of the reason for the long-term relative decline in the State economy has been attributed
to the combined state and local tax burden, which is the highest in the 48 contipuous States. The existence
of this tax burden limits the State’s ability to impose higher taxes in the event of future financial
difficulties.

Since the financial difficultics of the mid-1970’s, attempts have been made to bring the rate of growth
in the public sector in the State into line with the slower expansion in the private economy. Prior to those
efforts, annual increases in expenditures at both the State and local levels excesded the increases in
revenues generated by economic growth and were thercfore financed in part through tax jncreases at
both levels of government.

The burdens of State and local taxation, in combination with the many other causes of regional
economic dislocation, may have contributed to the decisions of businesses and individuals to relocate
outside, or not locate, within the Statc. In order to bring about a reversal of these trends, the State has
implemented a series of tax reductions and other programs that are intended both to limit expansion
in the public sector and to encourage expansion in the private sector. No immediate reversal of the erosion
of the State’s economic position relative to the nation as a whole has been projected, but the State
anticipates that actions taken thus far will help to reversc or at least slow this trend over time.

Financial Developments—-Fiscal Years 1975-1979

During the last several years, some of the State’s public benefit corporations (the “Authorities”} and
municipalities (in particular, the City) have faced extraordinary financial difficulties, which have
affected the State’s own financial condition. These events, which included a default on shott-term notes
issued by the New York State Urban Development Corporation (“UDC”) in February 1975, which
default was cured shortly thereafter, and a continuation of the financial difficylties of the City, created
substantial investor resistance to securities issued by the State and by some of its municipalities and
Authorities. For a time, in late 1975 and early 1976, thesc difficulties resulted in a virtual closing of
public credit markets for State and many State-related securities.

The State’s 1976 fiscal year showed a deficit of $447 million, which was financed by transferring
$65 million from reserve funds and by issving $382 million of tax anticipation notes which were paid
carly in the State’s succeeding fiscal year.

In response to the financial problems confronting it, the State developed and implemented programs
for its 1977 fiscal year that included (i) the adoption of a balanced budget (a deficit of $92 million
that actually resulted was financed by issuing notes that were paid on June 14, 1977), (ii) a $4.53
billion borrowing plan, (iii) a plan (the “Authority Build-Out Plan™) to meet the borrowing require-
ments through September 30, 1978 of four Authorities (the “Build-Out Authorities”), including the
New York State Housing Finance Agency (“HFA”), and (iv) provisions for appropriations to certain
Authorities as part of a program to complete projects under construction and to avoid defaults on their
outstanding obligations. In addition, legislation was enacted limiting the incurrence of additional so-called
“moral obligation” and certain other Authority debt, which legislation does not, however, apply to debt
of the Corporation,

The 1978 fiscal year saw an improvement in the financial condition of the State, its Authorities
and municipalities generally, although certain municipalities (including the City) and certain Authorities
continued to face financial difficulties. The State adopted and adhered to a balanced budget, with
receipts and expenditures of approximately $11.18 billion. The State also adopted and implemented
a $4.96 billion borrowing plan. Nearly all of the capital financing and all of the seasonal financing
were made through sales to the public at interest rates substantially lower than those that applied in
the preceding fiscal year.

19



For its 1979 fiscal year, the State achieved a balanced budget with receipts of $11.936 billion and
expenditures of $11.931 billion, after implementation of a tax reduction program and repayment of
$16.2 miltion of the reserve funds used by the State to help meet its fiscal 1976 deficit. The State imple-
mented a $4.14 billion borrowing plan, including $3.79 billion in seasonal borrowings, at interest rates
which reflected the continued improvement in the State’s financial affairs.

Program for the 1980 Fiscal Year

The State’s initial 1980 Financial Plan, which reflected legislative actions through April 6, 1979,
provided for a balanced budget in the 1980 fiscal year, with General Fund expenditures and receipts of
$12.826 billion. The 1980 Financial Plan reflects, among other factors, continuation of cost containment
programs at the State level, continued implementation of the tax reduction program begun in the 1978
fiscal year, modification of certain State aid formulas, increased assistance to local governments and
continuation of capital investment programs for projects intended to stimulate private sector growth and
employment,

In November 1979, the State revised its 1980 Financial Plan (the “Revised Financial Plan™) and
now projects receipts of $13.318 billion and expénditures of $13.015 billion. The receipts and expendi-
tures were estimated without consideration of personal income tax refunds on 1979 incomes which are
to be paid during the last quarter of the State’s 1980 fiscal year. The $303 million excess of receipts
over expenditures are expected to be used to pay personal income tax refunds during such last quarter.

The Revised Financial Plan does not take into account the effect of certain emergy related tax and
spending measures recently enacted by the State Legislature over the Governor’s veto. These measures
are projected to increase expenditures during the State’s 1980 fiscal year and reduce revenues during the
1981 State fiscal year by as much as $165 million.

In the Budget Summary that accompanied the Revised Financial Plan, the State discussed some of
the factors that it expects will affect receipts and expenditures in the 1981 and subsequent fiscal years.
In 1981, these include potential additional expenditure commitments which approach $1 billion, without
consideration of the effect of inflation on the costs of State operations, and potential revenue offsets that
include the continuing impact of the multi-year tax reduction program, estimated to result in taxpayer
savings of an additional $375 million on 1980 income, and the loss of Federal revenue sharing, estimated
to result in the loss of more than $60 million in 1980-81 and approximately $25¢ million annually
thereafter. These factors, coupled with continued weakness in the national and State economies during
at least the initial portion of the 1981 fiscal year, will make achicvement of a balanced State financial
plan in 1981 more difficult than in the two immediately preceding State fiscal years. However, the State
anticipates the presentation of a balanced financial plan for the 1981 fiscal year.

Collective bargaining agreements covering nearly all of the State’s approximately 180,000 full-
time employees have been negotiated for terms ending March 31, 1982 or Junc 30, 1982. The new
agreements provide for an increase of approximately 7% in salaries and certain increases in benefits in the
1980 fiscal year.

Standard & Poor’s Corp. recently reduced the State’s credit rating from double-A to double-A minus

and also reduced the credit ratings of certain other State agencies, other than the Corporation, from
their previous ratings.

Problems of Authorities and Localities

The fiscal stability of the State is related, at least in part, to the fiscal stability of its localities
and Authoritles. Various Authorities have issued bonds secured, in part, by statutory provisions for
non-binding State appropriations to maintain various debt service reserve funds established for such
bonds (commonly referred to as “moral obligation” provisions).

During its 1979 fiscal year, the State developed a new borrowing plan for the Build-Out Authorities
(“Build-Out Plan II") to provide the Build-Out Authorities with commitments for $1.2 billion of financing
assistance, primarily short-term, through September 30, 1980 by sales of notes and bonds to private
and State-related sources. Substantially all of this amount relates to programs that involve State
lease-purchase atrangements or “moral obligation” provisions and may continue to be represented by



bond anticipation notes when Build-Out Plan [I ends on September 30, 1980. If the Build-Out Authorities
are then unable to renew such bond anticipation notes or seil bonds to the public, other actions will
be necessary to meet payments for maturing notes and construction payments.

Several Authorities, cspecially those with State-supported housing programs, still face potentially
serious financial problems. FIFA, in particular, continues to face significant financial difficulties with some
of the projects on which it holds mortgages, which could affect its ability to meet debt service on obligations
issued under one or more of its housing programs. Co-op City, a major project on which the HFA holds a
$390 million mortgage, has defaulted on certain payments due XIFA. As a result in part of such defaults,
HFA was required to withdraw funds from a debt service reserve fund securing Non-Profit Housing
Project bonds to meet debt scrvice payments on its bonds. An interim agreement entered into in 1977
between HFA and Co-op City expired on October 31, 1979, In the event of future difficuities with
Co-op City or other HFA housing projects, withdrawals from HFA’s debt service reserve funds will
probably be required, and the Legislature may be called upon to replenish those funds under the “moral
obligation” provisions of the HFA legislation. To datc, the Legislature has appropriated all amounts
required (approximately $14.6 million) under the “moral obligation” provision of the HFA legislation
to replenish HFA’s debt service reserve funds. On November 1, 1979, HFA withdrew. $6.7 million
from its Non-Profit Housing debt service rescrve fund and on December 1, 1979, certified to the
Governor and the Statc Director of the Budget the amount required to replenish such fund pursuant
to the “moral obligation” provisions. On November 1, 1979, HFA also withdrew $2.1 million from
the debt service reserve fund for its General Housing Program and immedijately reimbursed such fund
out of other moneys available for this purpose. The City has instituted a foreclosure suit against the
mortgagor and owner of Co-op City for non-payment of real property taxes. If the City’s action is
successful and the tax arrcars are not paid, HFA will lose its security interest in the property, subject to
a limited right of redemption.

UDC has approximately $1 billion of obligations outstanding and cannot meet its debt service without
continuation of annual appropriations from the State made pursuant to the “moral obligation” provision
of the UDC legislation or otherwise. UDC has estimated such required appropriations to aggregate
$159 miltion through the State’s 1988 fiscal year. Projections of the State Comptroller, based on assump-
tions that differ from those used by UDC, indicate that the required State appropriations through its 1988
fiscal year could be underestimated by approximately $130 million.

Battery Park City Authority (“BPCA”) has $200 million of outstanding bonds secured in part by the
State’s “moral obligation” and has paid out a major portion of the bond proceeds for site acquisition and
development for its proposed residential and commercial project in the City and for administrative expenses
and debt service. The project is currently being reevaluated by BPCA. No definite financing for the con-
struction of any revenue producing facility sufficient to enable BPCA to meet its obligations on its out-
standing bonds has yet been obtained. BPCA projects that even if the construction of revenue-producing
facilities were to begin immediately, and assuming minimum expenditures for site development to support
such facilities and administrative costs, BPCA’s annual debt service payments of approximately $14.3
million will exhaust its financial resources before it can become self sufficient. In addition, BPCA does not
believedthat it has the power to use bond proceeds to make scheduled principal payments on its bonds, the
first payment of which is due November 1, 1980. The Governor has announced his intention to request
an $8 million appropriation from the Legislature to provide funds to BPCA in the event that BPCA
is unable to make scheduled principal payments from bond proceeds.

The Governor has proposed measures to provide assistance to State housing projects, including
Co-op City and other HFA and UDC projects, financed under the State’s Private Housing Finance Law (the
“Mitchell-Lama projects”). The proposed legislation has passed the Assembly but has not been acted
upon by the Senate. No assurance is given that such legislation, if enacted, will be effective in reducing
the problems of the State-supported housing program.
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A bill has been reported to the United States House of Representatives by the Ways and Means
Committee which could preclude the use of tax-exempt bonds for the financing of owner-occupied
residences and which could substantially restrict the use of such bonds for financing of mortgages on rental
housing, As a result, certain Authorities, including HFA and HDC might find it necessary to issue
obligations which may be subject to Federal taxation. Such obligations may carry interest rates significantly
higher than present interest rates which could in turn adversely affect the ability of such Authorities to
pay debt service. Pursuant to Build-Out Plan II, various financing sources are committed to purchase HFA
obligations in an amount sufficient to provide financing for all of HFA’s outstanding commitments to
housing projects for the duration of the Plan. The State believes that sufficient financing commitments
are available within the Plan to purchase HFA obligations which may be affected by this bill.

The New York State Energy Research and Development Authority (“ERDA™) may be required
to decommission and decontaminate a nuclear service center owned by it and leased to Nuclear Fuel
Systems, Inc., which has advised ERDA that it does not intend to renew its lease upon its expiration on
December 31, 1980. To the extent that ERDA is unable to provide its share of the cost of decommissioning
and decontaminating the site the State may be required to provide funds, possibly substantial in amount.

Another problem faced by Authorities is that future increases in operatifig costs and interest rates
may result in a need for increased rents, fees or user charges in Authority-financed projects, particularly
residential housing projects and medical care facilities. Inability or unwillingness to pass increased
costs on to residents or users of such projects would adversely affect the fiscal stability of the Authorities,
and possibly cause the State to be requested to make appropriations to support such projects. There is
no assurance, however, that the Legislature would make such appropriations,

Failure of the State to appropriate necessary amounts or to take other action to permit the Authori-
ties, especially the Build-Out Authorities, to meet their obligations or the failure of Build-Out Plan II to
meet its objectives could result in a default by one or more of the Authorities, If a default were to occur,
it would likely have a significant adverse effect on the market price of obligations of the State and its
Authorities, including the Corporation.

Certain localitics other than the City may face financial problems during the State’s 1980 fiscal
year and thereafter. The anticipated and potential problems stem in part from litigations and judicial
decisions rclating to property tax assessments and rates and pension contributions by such localities
as well as from longer range economic trends. Such factors may result in the inability of certain
localities to achieve balanced budgets during the State’s 1980 fiscal year. Legislation has been enacted
to provide additional State aid to such localities during the State’s 1980 fiscal year.

Litigation

Various litigations are pending that may, if decided adversely to the State or the localities involved,
adversely affect the State. Among the more significant of these litigations are those that challenge:
(i) the authority of the Director of the Budget to withhold or impound local assistance funds to control
or avoid deficits; (ii) the validity and fairness of agreements and treaties by which the Oneida Indians
transferred title to the State of approximately six million acres of land in central New York; (iil) the
adequacy of supervision by certain State agencies over the construction of Co-op City, which failure will
allegedly result in the expenditure of large sums of money for remedial construction and has resulted in
claims of $200 million in damages by the tenant-owned corporation that manages Co-op City; (iv) the
conduct of the State, HFA and others in the construction, financing and management of Co-op City,
which allegedly resulted in damages in excess of $233 million to present and former Co-op City residents;
(v) the State’s conduct in suppressing the 1971 Attica uprising; (vi) the valuation of a major utility
company’s franchises in 43 municipalitics and the taxes based on such valuations; (vii) the fulfillment
by the State of various obligations arising out of contracts entered into by the State’s Department of
Transportation; (viii) the methods and rates the State uses to make reimbursement for Medicaid services;
(ix) the State’s action in conveying title to certain parcels of real property in the Love Canal area of



Niagara Falls without serving notice that such parcels were contaminated; and (x) the validity of State
recoupment practices with respect to Aid to Dependent Children programs in the City.

The present system of levying taxes and applying tunds for public school purposes was ruled uncon-
stitutional by the State Supreme Court (trial court) in 1978, The State has appealed the decision.
It is extremely unlikely that this decision will have an cffect on the State’s tax structure, budget or economy
during the 1980 fiscal year. Howcver, unless the effects of the decision are modified by legislation, the
decision, if uphcld on appeal, could entail substantial additional State cxpenditures.

In 1978, the State Court of Appeals held unconstitutional State legislation that authorized certain
cities and city school districts to impose a special incrcase of real property tax rates in order to raise
funds for pension contributions and for certain other uses. Over $100 million annually was collected
pursuant to rates in cxcess of the State constitutional Timits in reliance on this legislation. State loans
ageregating up to $52 million were authorized to be made in the 1980 fiscal year for certain school
districts; approximately $20 million of such loans were made in April 1979. Such loans have also been
authorized for the 1981 fiscal year for certain school districts. These measures are expected to enable the
affected citics and school districts to balance their budgets for the 1979 and 1980 fiscal years.

PART 8—CERTAIN DEVELOPMENTS AFFECTING THE CITY

Although bonds of the Corporation are not obligations of the City, financial developments with
respect to the City may affect the market for or market prices of the Second Resolution Bonds, including
the Series 21 and 22 Bonds. The Corporation belicves that its ability to repay the Second Resolution
Bonds is not dependent upon the financial condition of the City. However, economic and demographic
conditions in the City may affect the levels of Sales Tax receipts and Per Capita Aid. During the time
the Series 21 and 22 Bonds are outstanding, financial developments and other matters concerning the
City will be the subject of reviews and reports by various agencies of Federal and State Governments,
see “Part 10—Various CONTROL PROGRAMS.”

This section describes the City’s projections for its 198G to 1983 fiscal years, major assumptions
and uncertainties with respect to those years, and some of the financial difficulties the City is expected
to face in the future. It provides only a brief summary of the complex factors affecting the City's
financial condition. This section is based entirely on information reported to the Corporation by the
City and the Control Board, presented in the City’s four year financial plans or the Official Statements
preparcd by the City in connection with the issuance of its securitics, or contained in other reports and
statements referred to hercin.

Recent Financial History: Fiscal Years 1975-1978

During 1975 the City became unable to market its securities and entered a period of extraordinary
financial difficulties. In response to this crisis, the State in June 1975 created the Corporation (1) to issue
long-term bonds and other obligations to provide funds to pay maturing City short-term notes and to meet
certain operating expenses of the City, and (2) to monitor the City’s compliance with various financial
reforms. In response to the City’s continuing financial difficultics and upon recommendation of the Corpo-
ration, the State Legislature, in September 1975, adopted the Emergency Act, which created the Control
Board. See “PArT 10-—Various CoNTROL PROGRAMS.” Among other State actions was an advance to the
City at the end of the City’s 1975 fiscal year of $800 million of State assistance moneys due the City
in the succeeding fiscal year (an action repeated in each of the next three fiscal years).

After it lost access to the public credit markets, the City took a number of steps which were intended
to cnable it to balance its budget and to regain access to the public credit markets. As required by the
Emergency Act, these included accounting reforms and development of a three-year financial plan (the
“Three Year Financial Plan™) to provide for a budget balanced in accordance with accounting principles
permitted by State law by the 1978 fiscal year. State law permits two major deviations from GAAP:
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(1) accounting for contributions to employee retirement systems and recipients of supplemental benefits
on a cash basis rather than on an accrual basis, and (2) inclusion of certain expense items in the City’s
Capital Budget in decreasing amounts during a phasc-out period.

To provide seasonal and long-term financing for the City, the City and the Federal government
entered into an agreement which provided the City with seasonal financing for three years and certain
City pension funds agreed to provide the City with long-term financing through June 30, 1978, by pur-
chasing City bonds and the City’s sinking funds exchanged City notes for City bonds. In addition, certain
commercial banks and City pension funds purchased bonds of the Corporation, and the Corporation sold
bonds to the public and paid the proceeds to the City, and exchanged its bonds for outstanding City notes.
In addition, in November 1975, the State Legislature enacted the New York State Emergency Moratorium
Act, which suspended the rights of holders of short-term notes of the City to bring suit to enforce payment
of such notes. The State Court of Appeals subsequently held the Moratorium Act unconstitutional; all
the notes affected by this decision were subsequently provided for.

During the 1976 through 1978 fiscal years, the City, among other actions, took steps to reduce
the number of its cmployees, entcred into labor contracts consistent with the assumptions contained in
the Three Year Financial Plan and with the wage guidelines adopted by the Control Board, increased the
transit fare, began charging general tuition at the City University of New York, and received additional
State and Fedcral aid. Under the Three Year Financial Plan, the results reported by the City Comptroller
in accordance with the accounting principles permitted by State law for the 1976 and 1977 fiscal years
were operating deficits of $268 and $329 million, respectively. The City Comptroller has estimated that
without the two major deviations from GAAP permitted by State law the reported deficits for the 1976
and 1977 fiscal years would have been approximately $1.870 billion and $1.039 billion, respectively. The
financial statements for those two years arc unaudited and may contain substantial errors as well as other
deviations from GAAP.

As required by the Act, the City’s 1978 financial statements were audited by a consortium of
independent accounting firms headed by Peat, Marwick, Mitchell & Co. The statements report results
both in accordance with the accounting principles permitted by State law and in accordance with GAAP.
Under the accounting principles permitted by State law, the General Fund showed a surplus of $32
million; when reported in accordance with GAAP, the General Fund showed a deficit of $712 million,

Fiscal Years 1979-1983

Although the City accomplished the budgetary and accounting objectives of the Three Year Finan-
cial Plan, it did not regain access to the public credit markets during its 1978 fiscal year. The agreements
providing for Federal scasonal loans and for the sale of bonds of the City to certain City pension funds
were to expire on June 30, 1978, the Control Board was to terminate within a few months of that date if
it determined that the City's fiscal 1978 budget had been balanced as required, and the Corporation had|
almost reached the limit of its issuance authority. The City, the Corporation, the Control Board and others,:
therefore, proposed a combination of actions intended to provide for the City’s long-term financing through:
the 1982 fiscal year and to enable the City to reenter the public credit markets. These proposals resulted
in the development of the Debt Issuance Plan and a financial plan for the 1979 through the 1982 fiscal
years, extension of the Control Board, an increase in the Corporation’s debt issuance authority, elimination
of the State advance and reduction of the City’s seasonal financing requirements. The State and Federal
legislation necessary to undertake this program was enacted, and in November 1978 the Agreements
implementing the Debt Issuance Plan were signed. For a description of some of the conditions which must
be satisfied for successful implementation of the Debt Issuance Plan, see “PART 9—FOUR YEAR DEBT
ISSUANCE PLAN.” '

Pursuant to the Act and the Emergeney Act, the City is required to submit to the Control Board by
May 11 of each year a financial plan for the next four fiscal years, covering the City and the non-mayoral
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agencics subject to Control Roard review under the Emergency Act (the “covered organizations™).
As required by the Act, the City’s 1979 financial statements were again audited by a consortium of inde-
pendent accounting firms headed by Peat, Marwick, Mitchell & Clo. The City’s andited year end figures for
the 1979 fiscal year indicate that the operating results for the 1979 fiscal year are $216 million better than
forecast in the City’s projections for 1979 contained in ifs financial plan, as approved by the Control
Board in June, 1979 in which the City projected a balanced budget when reported in accordance with State
law. However, the 1979 operating results show a deficit of $422 miflion when reported in accordance with
GAAP. The audited statement also reports the actiarially computed value of vested benefits for all
pension plans exceeded the assets of the plans and accrued pension costs by approximately $2.7 billion.

The opinion of the consortium siated that the City does not maintain complete records of its
general fixed assets and that therefore a Statement of General Fized Assets was not presented as
required by GAAP. The opinion stated that the City’s ability fo obtain financing and balance its budget
in accordance with GAAP by the 1982 fiscal year depends on assumptions and events which cannot be
assured. The opinion also states that pending real estate tax certiorari proceedings the outcome of
which is not currently predictable, if decided adversely to the City, could have a substantial financial
impact on the City for which no provision had been made. Sce “Litigation” in this Part 8, The opinion
concluded that “subject to the effects of such adjustments, if any, as might have been required had the
ultimate resolution of the real estate tax issue . . . been known” the financial statements present fairly the
financial position and results of operations for the City’s various funds in accordance with GAAP.

The Control Board has approved a four year financial plan for the 1980 through 1983 fiscal years
and subsequent modifications to the approved plan {as approved and modified, the “1980C Four Year
Plan™). For the 1980 fiscal year, the City projects an operating budget of $13.015 billion, with total
revenues equal to total expenditures, under the accounting principles permitted by State law, The most
recent 1980 Four Year Plan modification, approved by the Control Board on December 12, 1979, incor-
porates various City actions through which the 1980 projected deficits in the budgets of the Board of Edu-
cation and the New York City Health and Hospitals Corporation {“HHC”) will be closed. With regard
to the Board of Education, these actions include a net increase in State and Federal revenues, increased
City funding and a program to reduce the expenditures of the Board of Education. The recently approved
modification anticipates that the projected budget deficit in HHC will be eliminated by an increased
allocation from the City’s general reserve amd increased City funding, The City is closely monitoring
the financial position of these agencies; however, no assurance can be given that additional assistance will
not be required. For fiscal years 1981 through 1983, the City projects potential operating budget deficits
or budget gaps. The City has proposed a combination of State, City and Federal actions to close these gaps.
The City is required to submit to the Control Board further modifications to the 1980 Four Year Plan
during each fiscal quarter. These modifications are expected to more fully delineate the actions to be
taken to eliminate future projected budget gaps. The next such modification is to be submitted by
January 15, 1980.

The budget gaps projected in the 1980 Four Year Plan for the 1981, 1982 and 1983 fiscal years
are $464 million, $830 million and $854 million, respectively.  The budget gap for fiscal 1981 is calculated
in accordance with accounting principles permitted by State law, which authorizes the two major
deviations from GAAP discussed above. The budget gaps for fiscal 1982 and 1983 are calculated in
accordance with GAAP, Except for the provision of $81 million in the 1980 fiscal year for future wage
rate increases, the 1980 Four Year Plan does not provide for the cost of salary increases which may
result from new collective bargaining agreements to be negotiated to supersede existing contracts,
many of which expire during the 1980 and 1982 fiscal years. The 1980 Four Year Plan projects that labor
settlements in 1980 and 1982 comparable to the seftlement negotiated in 1978 (approximately 4%
annually) could add approximately $45 million, $350 million and $550 million to the projected
1981, 1982 and 1983 budget gaps, respectively. The amounts in 1982 and 1983 include projected increases
in pension costs resulting from such wage rate increases. The projections of budget gaps in the 1980 Four
Year Plan do not include substantial budget gaps which have been projected for HHC, the New York City
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Transit Authority (“NYCTA™), and the Manhattan and Bronx Surfact Transit Operating Authority.
To prevent greater than projected HHC deficits, the City has proposed a program to reduce the cost
of HHC administered health care system, The program for HHC, in addition to its other components,
depends upon increased State and Federal financial assistance under the Medicaid Program and upon
the closing of certain hospitals and the reduction of services which can not be implemented until public
hearings have been held and various approvals have been obtained. Aspects of the HHC program
have also been subjected to legal challenge. The City is currently considering the need for revisions
to its budget-gap closing programs as a result of the continuing operating and financial problems of HHC,
and increascs in Board of Education expenditures.

The 1980 Four Year Plan is based on numerous assumptions that could, if not realized, result
in material increases in the projected levels of expenditure or material decreases in the projected
levels of revenue, Unless offset by other changes, any such adverse effects could increase the projected
budget gaps, which would require the development or implementation of appropriate actions in order
to achieve operating budgets balanced in accordance with applicable standards,

One of the City’s assumptions is that State and Federal aid will increase to offset a portion of the
projected budget gaps. The requirement that the City prepare four year financial plans causes it to do
detailed advance financial planning. The City must project its revenues from the State and Federal
governments before those governments have planned their expenditures for future years. Historically,
the City has received more revenues from these levels of government than it can project several years
in advance, but such additional receipts are not assured. With respect to the 1980 fiscal year, in
February 1979 the City projected a budget gap of $431 million, determined in accordance with accounting
principles permitted by State law, to be closed by a combination of City actions and State and Federal
assistance. The 1980 Four Year Plan projects an operating budget for the 1980 fiscal year which is
balanced under the accounting principles permitted by State law.

For fiscal years 1980 through 1983, the City projects constant or decreasing City subsidies for
certain covered organizations, including the HHC and the NYCTA. Although the City is not legally
mandated to fund the deficits of the covered organizations, as it has in the past, substantial pressures
could develop to increase the City’s funding. Other uncertainties regarding the 1980 Four Year Plan
include the level of future medicaid and public assistance costs, future Board of Education expen-
ditures and the eventual scttlement of funding issues with respect to the City’s Fire Department Pension
Fund (Article 1-B). In addition, the 1980 Four Year Plan assumes that the amounts required to settle
pending real property tax claims will not exceed the amounts provided in the Plan, See “Litigation” in
this PART 8.

The City’s ability to achieve a balanced budget in any fiscal year is further affected by national and
regional economic conditions and by policies established by the State and Federal governments, such
as eligibility requirements for CETA, welfare and Medicaid, continuation of the Federal revenue sharing
program, civil rights and environmental protection regulations and other mandated costs and practices.
Further, even if estimated budget gaps do not increase above the levels currently projected by the City
for 1981 through 1983, many of the City’s proposals to close the estimated budget gaps require Federal
or State legislation or administrative action. Timely adoption and implementation of any particular
proposals, or of any combination of proposals or alternatives that have the necessary cumulative effect,
must be considered uncertain. To the extent that these measures prove to be unavailable or do not
provide increased revenues, the City may be required to tighten controls on expenditures to an extent
greater than anticipated. Such reductions may be difficult to accomplish and may lead to further
reductions in services.

The Control Board, the Office of the Special Deputy State Comptroller For The City of New
York and the Corporation have all issued reports reviewing the City’s 1980 Four Year Plan. Each of
these reports, while pointing out some uncertainties, concluded that the City’s operating budget for the



1090 fiscal year was balanced as required but noted with concern the difficulty the City may have in
balancing its operating budget in the future years of the Plan and in financing its capital program after
fiscal year 1982. The Corporation’s report concluded that the success of the City’s 1980 Four Year
Plan depends upon a pattern of events which cannot be assured, particularly since the City has decided
to defer work force reductions. The report observed that the success of the City’s program depends upon
moderate wage scttlements, increasing levels of Federal and State aid, avoidance of a prolonged and serious
recession, and costs and revenues consistent with the 1980 Four Year Plan levels and that if more than one
of these assumptions proves incorrect, Severe service cutbacks and personnel reductions could be required.
The report criticized the City’s reliance on increases in revenue projections rather than planned expendi-
ture reductions as the primary means of closing the 1980 budget gap because expenditure reductions
would have reduced budget gaps for future fiscal years.

Litigation

The notes to the City’s audited financial statements for the 1979 fiscal year report that the City is
a defendant in a significant number of lawsuits pertaining to material matters including those claims
asserted which are incidental to performing routine governmental and other functions. As of June 30,
1979, claims in excess of $22 billion were outstanding against the City for which the City estimated its
aggregate potential future liability to be $670 million. The City provides in its 1980 Four Year Plan
for the amount of claims anticipated to be settled during each year.

Numerous real estate tax certiorari proceedings are presently pending against the City on grounds
of alleged overvatuation or inequality of assessment. Similar litigation has been commenced in other
localities in the State, and in certain such localities, court decisions have been adverse to the taxing
authority. An adverse decision to the City involving this issue could have a substantial adverse impact
on the City. The City has reported that as of June 30, 1979, the estimated potential exposure to the City
in these cases could amount to approximately $1.7 billion. Provision has been made in the City’s 1980
Four Year Plan for cstimated adjustments for overpayments of real estate taxes in amounts of $75 million
to $80 million annually in the 1980 through 1983 fiscal years. Remedial legislation has been enacted
by the State to limit and reduce such liability; however, this lcgislation is also being challenged and has
been held to be unconstitutional in certain lower court decisions.

In an action currently pending, a retired City teacher secks, among other relief, to enjoin further
investments by the Teacher’s Retirement System of The City of New York (the “TRS”) in obliga-
tions of the City and to rescind previous purchases of obligations of the City and of the Corporation.
On November 30, 1978, the United States Court of Appeals for the Second Circuit, without discussing
the merits of the plaintiff’s claim, reversed, in part, a lower court’s dismissal of the suit and held that a
retired teacher, as a beneficiary of the TRS, has standing to assert his claim that the TRS trustees violated
the anti-fraud provisions of the Federal securities laws in connection with such purchases. On May 29,
1979, the United States Supreme Court denied a petition for a writ of certiorari with respect to certain of
plaintif’s other claims. On July 19, 1979, the Second Circuit denied the TRS trustees’ petition for a
rehearing. The United States Supreme Court denied the request of the TRS for a writ of certiorari.
An adverse deciston in this action could deprive the City of funds under the Debt Issuance Plan.

For a description of additional litigation which relates to provisions of legislation enacted in 1978
intended to enable the City to limit the costs of labor settlements, see “PART 13—LITIGATION.”

Expiration of Plan

The City currently projects its revenues and expenditures through the 1983 fiscal year. Pursuant
to the Emergency Act, before cach fiscal year, the City is required to develop a four year financial plan
projecting a balanced operating budget in accordance with GAAP for such year (except for fiscal years
through 1981) and projecting the City’s budgetary and financing needs for the three succeeding fiscal
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years. It is anticipated that such financial plans for the succeeding fiscal years will show budget gaps for
which additional Federal, State and City gap-closing actions may be necessary.

In the past decade, the City’s population has decrcased, and the number of jobs in the City has
declined. In addition, the City’s unemployment lcvel is higher than the national average. As a result
of these and other factors, the City may continue to face economic and budgetary difficulties similar
to those faced in recent years.

For fiscal year 1983 and thereafter, the City has no commitments for neccssary financing, The City
plans to mect such financing needs in the public credit markets. However, certain officers of the City
and the Corporation recently expressed concern that, despite compliance by the City with the 1980
Four Year Plan, the City may not achieve full reentry into the long-term public credit markets by the
1983 fiscal year. In responsc to these concerns, a working proup comprised of City and Corporation
officials has been organized to evaluate future accessibility by the City to public credit markets beyond the
1982 fiscal year and to formulate proposals to facilitate full reentry into such markets and, if full reentry
cannot be achieved at such time, to provide alternative methods to meet the City’s financial needs. If it is
not possible for the City to scll its notes and bonds, on reasonable terms and in sufficient amounts, there
is no assurance that cither the Federal government or the State would continue programs of financing
assistance similar to those currently being relied on.

Federal Bankruptcy Legislation

The City projects meeting its cash needs through the 1982 fiscal year from its own revenues,
Federal and State aid, seasonal borrowings, and the sale of the City’s and the Corporation’s bonds pursuant
to the Debt Issuance Plan. If the City’s cash sources are insufficient to meet its obligations, Federal
and State statutes provide for certain remedies,

Chapter 9 of the Federal Bankruptcy Code permits any State political subdivision or agency to file
a petition for relief under its provisions if the subdivision or agency is authorized to do so by State law.
Both the City and the Control Board (on behalf of the City) are so authorized, and either could file such
a petition if the City were (a) insolvent or unable to meet its debts as they mature, (b) desirous of
effecting a plan to adjust its debts, and (c) able to meet the other prerequisites for filing a Chapter 9
petition with respect to negotiations between the City and its creditors and other matters. Any plan to
adjust the City’s debts would become effective only upon Court approval, after the requisite approval by
creditors of the City had been obtained.

If a Chapter 9 petition were filed, certain financial institutions and City pension funds would not be
required to purchase bonds of the Corporation; and the Secretary of the Treasury could refuse to
guarantee any additional City bonds,
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Although the filing of such petition might have a general adverse effect on the economic
health of the City, the Corporation believes_that such a filing would not have a materially adverse cffect
on the Corporation’s ability to repay its obligations, including the Series 21 and 22 Bonds. The filing of such
a petition, as with other financial developments with respect to the City, might affect the market for and
market prices of the Series 21 and 22 Bonds.
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; PART 9—FOUR YEAR DEBT ISSUANCE PLAN

- The Corporation, in conjunction with the City, has developed the Debt Issuance Plan to provide
R approximately $4.5 biltion of long-term financing for the City during the 1979 through 1982 fiscal years,
' For & description of the City’s financial plan for such fiscal years, see “PART 8—CERTAIN DEVELOPMENTS
éﬂw AFFECTING THE Crry—Fiscal Years 1979-1983.” The funds to be provided by the Debt Issuance
3 Plan are expected to be used to fund the following items: approximately $2.3 billion for the City's

- | capital needs; approximately $900 million for certain expense items permitted to be included in the
City’s capital budget under State law during the period of the phase-out of such items from the capital

budget, but not permitted to be included under GAAP; approximately $600 million to refund prior to their




maturity certain outstanding bonds of the Corporation; approximately $300 million o fund the Corpora-
tion’s capital reserve funds and the Guaraniee Fund; and $400 million to reducc the need for an advance
from the State to the City of State assistance moneys, an advance made by the State in cach of the City’s
1975 through 1978 fiscal years in the amount of $800 million. The City has stated that it is considering
using $100 million of available cash instead of $100 million it would receive from the future sales of the
Corporation’s boads during the 1980 fiscal year to fund expense items in the capital budget. In such
event the Corporation would use an additional $100 million of bond proceeds to refund outstanding
bonds or for other corporate purposes,

The Debt fssuance Plan includes four Jong-term financing components: {bracketed figures indicate
the amount of issuance to date, including the Serics 21 and 22 Bonds) (1) the sale of up to $1.8 billion of
the Corporation’s Sccond Resolution Bonds [$938 million] to various New York City commercial banks,
savings banks and insurance companies (the “Financial Institutions”) and four City employee pension
funds (the “City Pension Funds™); (2) the sale of up to $750 million of federaily guaranteed City bonds
[$500 million] to the City Pension Funds and two State employec pension funds (the “State Pension
Funds™); (3) sales to the public of up to $1 billion of the Corporation’s bonds [$722 million]; and (4)
sales to the public of up to $950 million of City bonds [nonc] that are not federally guaranteed (or, if
neither the City nor the Corporation is able to scll its bonds to the public in sufficient amounts on
reasonable terms to fulfili this clement of the Plan, the City and State Pension Funds have agreed to
purchase up to $900 miliion of federally guaranteed City bonds).

Bonds of the Corporation to be purchased by the Financial Institutions and City Pension Funds wiil
bear interest at a rate computed in accordance with a formula specified in the Financing Agrecment.
The formula takes into account various market factors and will vesult in a rate equal to or somewhat higher
than the rate at which such bonds would be successfully distributed in the public credit markets.

The year-by-year sources of funds under the Debt Issuance Plan are set forth on the following
schedule:
DEBT ISSUANCE PILAN
Sources of Funds
Fiscal Years Ending June 30, 197¢-1982

Source _1979* 198Q* _12_8_1 1982 To__tal

. {Dollars in thousands)
Private Placements of the Corpo-
ration’s Bonds

City Pension Funds ...... $ 60,375 § 224225  $224.275 $116,125 $ 625,000
Commercial Banks ..., .., 60,375 224,225 224,275 116,125 625,000
Savings Banks .......... 75,000 75,000 75,000 75,000 300,000
Insurance Companies ... .. 205,250 13,550 13,450 17,450 249,700
Subtotals ............ 401,000 537,000 537,000 324,700 1,799,700
Sales to the Public of the Corpo- T
ration’s Bonds ............ 500,000 500,000 e — 1,000,000
Private Placements of Guaranteed ‘
City Bonds
City Pension Funds ...... 150,000%% 225,000%* —_ — 375,000
State Pension Funds . .. ... 250,000 125,000 — — 375,000
Subfotals ............ 400,000 350,000 — — 750,000
Sales to the Public of City Bonds — —_ 300,000 650,000 950,000
Total Sources . ........ $1,301,000  $1,387,000  $837,000 $974,700  $4,499,700

* Including amounts previously issued as set forth in the brackets above.
#* Reflects the deferral of $100 million of sales initially scheduled in 1979 to 1980.
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The sale of the Series 21 and 22 Bonds completes the sale of the Corporation’s bonds to the Financial
Institutions and City Pension Funds under the Financing Agrecment scheduled to be made during the
1980 fiscal year. It is the present intention of the Corporation to issue to the public an aggregate of $500
million of its bonds during the 1980 fiscal year under the Debt Issuance Plan, To date the Corporation
has issued $222 million of such bonds and intends to issue the remainder in two guarterly issues.

The City met its seasonal financing needs for the 1979 fiscal year through the sale of $375 million
of short-term notes to commercial banks and City Pension Funds and the sale of $275 million of notes
to the public. These were the first sales of City notes to the public since 1975,

The City projects its seasonal financing needs for the 1980 fiscal year to be approximately $600
million and projects such needs to range from $700 to $900 million for each of the 1981 through 1983
fiscal years. The City has met in part its seasonal needs for the 1980 fiscal year through the sale to the
public in September 1979 of $200 million of short term revenue anticipation notes and expects to meet
the balance of these needs through sales to the public or through a back-up loan agreement which the
City has entered into with private ienders.

The Corporation believes that the Debt Issuance Plan can be successfully implemented; however,
the obligations of cach of the purchasers to make further purchases under the Plan, and the obligation
of the United States to issue guarantees, are subject to numerous and complex conditions imposed by
Federal and State legislation or contained in the agreements pursuant to which such purchases are to be
made and such guarantees are to be issucd (the “Agreements™). Certain of such conditions may be
difficult to fulfill, and many conditions are not within the control of the Corporation or the City or both.
If the Debt Issuance Plan does not continue to be fulfilled as planned and an alternative financing plan
were not developed, the market for and market prices of the Corporation’s bonds would be likely
to be adversely affected.

The obligations of the parties under the Agreements are conditioned on the completion of sub-
stantially all the purchases and gnarantce issuances previously scheduled under the Agreements. There-
fore, the failure to satisfy any condition under any Agreement could jeopardize the entire Debt Issuance
Plan, Among the other conditions which must be satisfied for successful implementation of the Debt
Issuance Plan are the following: the City is required to submit a budget balanced in accordance with
GAAP for the 1982 fiscal year and thereafter, must make substantial progress in its 1980 and
1981 fiscal years toward that goal, and must not have seasonal borrowing requirements in excess of
specified limits. In the 1980 and 1981 fiscal years, the State must provide the Secretary of the Treasury
with assurance that State financial aid to the City will not be less than the amount of aid provided in
fiscal 1979. There must be no change in the Corporation’s affairs that would materially adversely affect
the prospects for payment when due of principal of or interest on the Corporation’s bonds. No default
shall have occurred and be continuing with respect to the payment of any bond or note of the State, the
Corporation or the City or with respect to the payment of any general obligation of any agency or
authority of the State or City whose bonds contain a “moral obligation” provision.

In addition, specified State and Federal legislation, including the 1978 State Covenant and portions
of the Emergency Act and legislation regarding past and future purchases of City and Corporation bonds
by the City and State Pension Funds, must not have been repealed or determined to be invalid or
unenforceable in whole or in material part-by any action of the State or by judicial decision. There must
be no litigation pending (other than certain actions pending at the time the Agreements were executed)
that seriously challenges the powers, duties or duration of the Control Board, the obligations of the City
under the Emergency Act, the 1978 State Covenant or the validity of an agreement by the City to
comply with the provisions of the Emergency Act. The obligation of the Financial Institutions to make
the purchases called for by the Financing Agreement is conditioned upon the absence of certain specified
threats to the continued status of the bonds as tax exempt securities. The City and State Pension Funds
may not purchase obligations of the Corporation or the City in excess of certain statutory percentage
limitations. Furthermore, neither the United States House of Representatives nor the Senate shall have
disapproved issuance of Federal guarantees in cither the 1980 or 1981 fiscal years. The Secretary



of the Treasury is authorized to withhold payments of Federal assistance from the State and the City
as an offset against any claim the Secretary might have in conncction with the issuance of Federal

guaraniees.

Before the Secretary of the Treasury can issue guarantces, he must determine that the City is
effectively unable to obtain sufficient credit on reasonable terms in the public credit markets or elsewhere
to meet its borrowing needs. Failure of the Secretary of the Treasury to issue guarantees for this reason
will not prevent future purchases under the Financing Agreement. In a letter to the Secretary of the
Treasury dated August 20, 1979 and prior to the sale of $100 million of federally guaranteed City bonds
which occurred on August 30, 1979, Senator William Proxmire, chairman of the United States Senate
Committee on Banking, Housing, and Urban Affairs, urged the Sccretary to address the guestion whether
the amount of City bonds proposed to be guaranteed should be reduced by $100 million as a result of
the then estimated $200 million available as a result of the actual operating budget deficit under GAAP for
the City’s 1979 fiscal year being lower than had been previously projected for such year, rather than
permitting, as proposed by the City, that $100 million of such available funds be used to reduce the
capitalized expenses to be financed during its 1980 fiscal year by the Corporation and permitting more
Corporation indebtedness to be refunded than had been anticipated. The Mayor advised the Secretary
by letter dated August 30, 1979, that the fedcral guarantees continued to be an important part of the
financing program, that the total $4.5 billion financing program, including the gnarantees, is still
necessary, and that the reduction in Corporation-financed capitalized expenses and coiresponding increase
in refunding is expected to improve the City’s financial condition. The Mayor also stated that further
federal guarantees scheduled to be issued during the 1980 fiscal year will not be requested unless the
Mayor believes they arc warranted by the City’s capital spending rate and, therefore, are-truly necessary
to meet the City’s financing needs and to achieve the goal of long-term financial stability and independence
for the City. 'The City has indicated that there will be a material reduction in projected capital expenditures
for fiscal ycar 1980 to a level in cxcess of the $350 million of federal guarantees to be requested during
the year. The City has scheduled a salc of $150 million of federally guaranteed City bonds during
January 1980.

PART 10—VARIOUS CONTROL PROGRAMS

This PART describes the powers of the Corporation to aid the City, the requirements imposed upon
the City by the Act and the Emergency Act, and the powers of the Corporation and the Control Board
to review and take action with respect to the City’s compliance with such requirements,

The Corporation

The Act authorizes the Corporation to make direct payments to or purchase obligations of the City.
At the time of any payment to the City, the City is required to agree to observe and perform a number of
statutory conditions which the Corporation may modify from time to time, but may not waive. The
Act provides that the statutory conditions, as modified by the Corporation and agreed to by the City,
shall cease to apply when all bonds and notes of the Corporation have been repaid or such repayment
is provided for as specified in the Act.

The statutory conditions are designed to (i) reform and unify the City’s system of accounting,
(it) provide independent review of the City’s expenditures, and (iii) establish limits and controls over
the City’s debt-incurring power. These conditions, and the City’s compliance therewith to date, may
be briefly summarized as follows;

(i) The City has adopted as its method of accounting the accounting principles permitted
by State law. The City’s audited financial statements provided to the Corporation for the City’s
1978 fiscal year were preparced and those to be prepared for each subsequent fiscal year are to be
prepared in accordance with GAAP, with the adjustments necessary to show results in accordance
with the accounting principles permitted by State law for fiscal vears through 1981,

(ii) The Act requires the City to comply with various provisions of the Emergency Act relating
to balanced budgets, provisions for debt service and other financial requirements. The City is
required to submit its proposed operating budgets (and any subsequent increases in expenditures
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