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In the opinion of Bond Counsel, under existing statutes and court decisions, interest on the Series 31 Bonds is exempit
from Federal income taxes, and shall at ull times be free from New York Siate and New York City personal income raxes.
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Series 31 Bonds is payable January 1, 1982 and July 1, 1982 and semi-annually thereafter on cach January | and July I. The Series
31 Bonds will be issued as coupon bonds in the denomination of $5,000 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 and registercd bonds are interchangeable as more
fully described herein.

The Series 31 Bonds maturing on or prior to July 1, 1986 are not subject to redemption prior to maturity. The Series 31 Bonds
maturing on July 1, 1988 are not subject to redemption at the optior of the Corporation prior to maturity, The Series 31 Bonds
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accrued interest to the redemption date, all as more fully described hercin, The Series 34 Bonds maturing on July 1, 1988 and
July 1, 2008, are subject to redemption from mandatory sinking fund installments on each July 1, commencing on July 1, 1986
for the Series 31 Bonds maturing on July 1, 1988 and on July I, 2001 for the Series 31 Bonds maturing on July 1, 2008, in cach
case at a redemption price of 100% of the principal amount thereof, plus acerued interest to the redemption date, all as more fully
described herein.

The Trustee under the Second General Bond Resolution is United States 'Trust Company of New York.
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The Series 31 Bonds are payable from certain per capita State aid and, to the extent not required for payment of certain
other obligations of the Corporation, including bends issued under the Corporation’s First General Bond Resolution,
revenues derived from certain sales and compensating use taxes imposed by the State of New York within The City of New
York and, under certain conditions, the State stock transfer tax. The State is not bound or obligated to continue to
appropriate such per capita State aid or to continue the imposition of such taxes or 16 make the necessary payments of such
per capita State aid or the necessary appropriations of the revenues derived from such taxes. The Corporation has ne taxing
povier. The Series 31 Bonds do not constitute an enforceable obligation, or a debt, of cither the State or the City, and neither
the State nor the City shall be 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 Series 31 Bonds.

The Series 31 Bonds are offered when, as and if issued by the Corporation and received by the Underwriters and subject to
approval of legality by Hawkins, Delafield & Wood. New York, New York, Bond Counsel to the Corporation. Certam legal matiers
will be passed on for the Corporation by its General Counsel, Paul, Weiss, Rifkind, Wharton & Garrison, New York, New York.
Certain legal matters will be passed on for the Underwriters by their counsel. White & Case, New York, New York. It is expected
that the Series 31 Bonds in definitive form will be available for delivery on or about October 8, 1981. At the aption of any
Underwriter, delivery will be available at The Depository Trust Company. New York, New York.
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The date of this Official Statement is September 23, 1981



No dealer, broker, salesman or other person has been authorized to give any information or to make
any representations, other than those contained in this Official Statement, and if given or made, such other
information or representations must not be 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
Series 31 Bonds or any other securities of the Municipal Assistance Corporation For The City of New York
by any person in any jurisdiction in which it is unlawful for 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 Corporation, but it is not guaranteed as to its accuracy or completeness
and is not to be construed as a representation by the Underwriters. The information herein is subject to
change without notice and neither the delivery of this Official Statement nor any sale made hereunder 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 hereof. This Qfficial
Statement is submitted in connection with the sale of the securities referred to herein and may not be
reproduced or used, in whole or in part, for any other purpose.

IN CONNECTION WITH THE OFFERING OF THE SERIES 31 BONDS, THE UNDER-
WRITERS MAY OVERALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN
THE MARKET PRICE OF SUCH BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE
PREVAIL IN THE OPEN MARKET. SUCH STABILIZATION, IF COMMENCED, MAY BE
DISCONTINUED AT ANY TIME.
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OFFICIAL STATEMENT
of
MUNICIPAL ASSISTANCE CORPORATION FOR THE CITY OF NEW YORK
$100,000,000 SERIES 31 BONDS

PART |—INTRODUCTION

Certain factors and additional information that may affect decisions to invest in the Series 31 Bonds are
described throughout this Official Statement which should be read in its entirety. Certain terms used in this Official
Statement are defined in the Appendix hereto.

The Corporation ....... 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 Bonds ............ The Scries 31 Bonds will be issued pursuant to the Corporation’s Second General
Bond Resolution. Certain revenues of the Corporation described below are
pledged to the payment of the Series 31 Bonds, which are general obligations of
the Corporation and are not obligations of either the State or the City.

Payment of the Bonds

and Debt Service
Coverage ........... The Corporation’s revenues pledged to the payment of Second Resolution Bonds are

derived from moneys that are paid to the Trustec, subject to annual appropriation
by the State Legislature, from three sources: Per Capita Aid and {after satisfying
debt service, operating cxpenses 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 securitics. The Corporation has no
taxing powecr.

Assuming that amounts available o the Corporation from Per Capita Aid, Sales Tax
and Stock Transfer Tax coptinue at present levels, Available Revenues for debt
service on all outstanding Second Resolution Bonds, including the Series 31
Bonds, would be as follows:

(Dollars in Millions)
$1,323 Sales Tax {12 months ended August 31, 1981)

plus 600 Stock Transfer Tax {12 months ended August 31, 1981)
minus 8 Operating expenses of the Corporation
minus 358 Maximum annual debt service payment on currently out-

standing First Resolution obligations (issuance test limits an-
nual debt service to $425 million)

$1.557  Available tax revenues after provision for First Resolution

obligations

plus 420 Available Per Capita Aid (for the Corporation’s 1981 fiscal
year), net of $64 million of potential prior claims (none of
which has been asserted since the inception of the
Corporation)

51,977 Available Revenues

divided
by % 388  Maximum anoual debt service payment on currently out-
o standing Second Resolution Bonds (including the Series 3!
Bonds)

3.36 Debt Service Coverage




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 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 5—PAYMENT OF THE BONDS™
and “‘PART 6—DEBT SERVICE PAYMENT REQUIREMENTS AND ESTIMATED COV-
ERAGE RaTIOS,”’

Limitations on .

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

The Corporation has covenanted not to issue additional First Resolution obligations
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 is $358 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 the Legis-
lature will continue to make such appropriations so long as the 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 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.

QOutstanding Debt of

the Corporation ., .. .. After the issuance of the Series 31 Bonds, the Corporation will have outstanding an
aggregate of $6.970 billion of its bonds; $4.588 billion issued under the Second
General Bond Resolution and $2.382 billion issued under the First General Bond
Resolution. These amounts assume the issuance of $100 million of Series 28
Bonds which may be issued pursuant to warrants exercisable through January 18,
1983. The Corporation has covenanted with holders of its warrants that it will treat
the aggregate authorized amount of Series 28 Bonds as issued and outstanding
and, accordingly, unless otherwise indicated, the issuance and coverage figures
set forth in this Official Statement are presented on the basis of such an
assumption.

The Corporation’s First and Second Resolution obligations each have the benefit of
a capital reserve fund held by the Trustee. At June 30, 1981, there was on deposit
in such funds securities valued at $323.9 million and $496.4 million, respectively.

Debt Issuance Plan .. ... The Series 31 Bonds are being offered as part of the Debt Issuance Plan developed
by the Corporation and the City. The Debt Issuance Plan is intended to provide
necessary long-term financing for the City to enable the City to finance its capital
needs through June 30, 1985,

The Debt Issuance Plan provides for completion of public sales of $1.65 billion of
the Corporation’s bonds through December 31, 1984, and completion of the sales
to the Financial Institutions and the City Pension Funds of $324.7 million of the
Corporation’s bonds during the 1982 fiscal year. It also provides for completion
of public sales of $1.6 billion of City bonds through fiscal year 1985, of which
$100 million were sold in July 1981, and private sales of $600 million of federally
guaranteed City bonds during the 1982 fiscal year.

The Corporation intends to issue $500 million of its obligations during its 1982 fiscal
year, of which the Series 31 Bonds is the initial portion.

The 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. Such conditions




include the consent of the Secretary of the Treasury to the issuance of federally
guaranteed City bonds in the 1982 fiscal year. See “"PArT 4—IJEBRT ISSUANCE
PLAN.”

Certain institutional investors, some of which are underwriters of this offering, hold
substantial amounts of bonds of the Corporation and have agrecd under the Debt
Issuance Plan to purchase significant additional amounts of the Corporation’s
bonds in the 1982 fiscal ycar of the Corporation. Such investors may, from time
to time during and after the time when the Series 31 Bonds are being offered to
the public, offer or sell bonds of the Corporation, which may have an adverse
effect on the market price of the Series 3] Bands.

Certain Factors ........ The Corporation belicves that the market for, the market price of, and the sources
of payment of the Series 31 Bonds may be affected by certain other factors
described elsewhere in this Official Statement. See “‘PART 4—DEBT ISSUANCE
PiAN", “PART 8—CERTAIN DEVELOPMENTS AFFECTING THE STaTE’” and “*PART
9 CERTAIN DEVELOPMENTS AFFECTING THE CITY.”

PART 2-—THE CORPORATION

Background, Purposes and Powers

The Corporation is a corporate governmental agency and instrumentality of the State constituting a public
benefit corporation. The Corporation was created by State legislation adopted in June 1973 (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 June 1975 and June 1978, the Corporation issued
its obligations in accordance with this purpose 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 1973, the
Control Board was established to oversee the financial afiairs of the City.

By June 1978, the City had brought its operating budget into 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 long-term financing to the City over the four fiscal years ending June 1982, during which time the City
is required to follow a plan designed to bring its operating budget into balance in accordance with generally
accepted accounting principles (‘GAAP’’) by the 1982 fiscal year and to enable it to regain access to the public
credit markets. Although the City’s operating budget for the 1981 fiscal year was balanced in accordance with
GAAP one year earlier than required and its operating budget for its 1982 fiscal year is similarly balanced, the
Debt Isstance Plan was supplemented to give the City additional time to regain full access to the public credit
markets. The City publicty sold $75 million of its bonds in March 1981 and $100 million of its bonds in July 1981,

To enable the Corporation to fulfill its role in the Debt Issuance Plan, the Statc enacted legislation in 1978
that increased the amount of obligations which the Corporation may issue to $8.8 billion (excluding 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 proceeds 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 & reserve fund in connection with
the Federal guarantee of obligations of the City, and (iii) assisting in financing the City’s seasonal borrowing
requirements,

To enable the Corporation to assist in financing the City’s capital needs during its 1983 and 1984 fiscal years,
the State enacted legislation in June 1980 increasing the amount of obligations which the Corporation may issue
to $10 billion {excluding refunding obligations and short-term notes) and extending through December 31, 1984
the period during which such obligations, other than refunding obligations, may be issued. The additional $1.2
billion of issuance authority provided by the 1980 legislation is limited to funding City capital needs and the
Corporation’s required reserve funds. The 1980 legislation provides sufficient bond issuance authority to enable
the Corporation to fulfill its role through December 31, 1984 under the Debt Issuance Plan.
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Qutstanding Debt of the Corporation

After issuance of the Series 31 Bonds, the Corporation will have issued approximately $7.746 billion
aggregate principal amount of bonds and notes for purposes of the $10 billion statutory issuance limit (which limit
excludes refunding obligations). After such issuance, the Corporation will have outstanding (excluding bonds that
have been refunded) $4.588 billion aggregate principal amount of bonds issued under the Second General Bond
Resolution and $2.382 billion aggregate principal amount of bonds issued under the First Generat Bond Resolu-
tion. 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 no claim on Per Capita Aid, which is a principal source of payment for the
Second Resolution Bonds. 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. The Corporation has
covenanted not to issue additional First Resolution obligations if the maximum annual debt service payments on
all First Resolution obligations would exceed $425 million.

For additional information cencerning the financial condition of the Corporation, see the audited financial
statements of the Corporation as at June 30, 1981, annexed hereto as Exhibit A, and ““PART 20—FINANCIAL
STATEMENTS."’

PART 3—USE OF PROCEEDS

The net proceeds of the sale of the Series 31 Bonds will be approximately $97.7 million. Of the net proceeds,
%50 million will be used to provide funds to the City for capital improvemenis includable in the City’s capital
budget. Funds used for such capital improvements will be made available to the City through the subsequent
purchase by the Corporation of bonds issued by the City to finance such improvements and will be paid to the City
upon certification by the Mayor that the amount is required by the City to pay for items permitted by law to be
included in the City’s capital budget during the fiscal year in which the funds are paid to the City. Neither the City
bonds acquired by the Corporation with the proceeds of this offering nor the payments of principal and interest
with respect to such bonds will be subject to the lien created by the pledge under the First or Second General Bond
Resolution, except to the extent such payments are actually paid into one of the Corporation’s accounts to which
such lien applies.

Approximately $29 million of the net proceeds will be deposited in the Capital Reserve Aid Fund established
under the Second General Bond Resolution. The balance of the net proceeds, approximately $18.7 million, will
be held for deposit into the Capital Reserve Aid Fund on or before June 30, 1982, unless such proceeds are
deposited before that date into the Guaranty Fund created in connection with the guaranty of City bonds by the
Federal Government. For further information with respect to the Capital Reserve Aid Fund, see ‘‘PART
5—PAYMENT OF THE BONDs-——Maintenance of Capital Reserve Aid Fund’’,

PART 4—DEBT ISSUANCE PLAN

In November 1978, the Corporation in conjunction with the City developed the Debt Issuance Plan to provide
up to $4.5 billion of long-term financing for the City during the 1979 through 1982 fiscal years. For a description
of the City's financial plan for such fiscal years, see **PART 9—CERTAIN DEVELOPMENTS AFFECTING THE CITY—
Fiscal Years 1975-1981". The Debt Issuance Plan assumed that the City would be able (i) to sell to the public
$300 million and $650 million of its bonds during its 1981 and 1982 fiscal years, respectively, in order to meet
a portion of its capital needs in those years, while the balance of those needs would be met from financing
commitments under the Debt Issuance Plan, and (ii) to meet [ully its capital needs through the public sale of its
bonds after the 1982 fiscal year.

Despite the progress made by the City as reflected in its adoption of and adherence to an operating budget
for the 1981 fiscal year balanced in accordance with GAAP, the adoption of a GAAP balanced budget for its 1982
fiscal year, and the implementation of other budgetary and accounting reforms, it became apparent that the City
would not be able to issue long-term bonds to the public in the full amount or at the times projected in the Debt
Issuance Plan, as adopted in 1978, to meet its capital needs. Accordingly, the Debt [ssuance Plan was supple-
mented during the Corporation’s 1981 fiscal year.




The City currently projects its capital needs to be approximately $821 million during its 1982 fiscal vear, and
approximately $1 billion during each of its 1983 through 1985 fiscal years. The Plan is intended to enable the
Corporation to assist the City in financing these needs. The City’s capital needs would be principally met through
the following sources: (bracketed figures indicate the amount issued to date, including the Series 31 Bonds but
excluding the unissued Series 28 Bonds) (i) completion of the previously scheduied sales of $324.7 million of the
Corporation’s bonds to the Financial Institutions and the City Pension Funds during the 1982 fiscal year, (i) sales
to the public of $1.65 billion of the Corporation’s bonds, [$100 mitlion] through December 31, 1984, (iii) sales
of $600 million of federally guaranteed City bonds to the City and State Pension Funds during the 1982 fiscal year.
and (iv) public sales of $1.625 biition of City bonds, [$100 million| through its 1985 fiscal year. The Plan requirces
that a portion of the proceeds from the sales of the Corporation’s bonds during the City's 1981 and 1982 fiscal
years be retained by the Corporation to provide for the City’s 1983 and 1984 capital needs. The table set out below
shows the sources and amounts of [unds to be provided during cach remaining fiscal year through 1985 under the
Plan. The Plan assumes that the City will be able to meet, through sales of its bonds, its full capital needs after

its 1985 fiscal year.

DEBT ISSUANCE PLAN

Sources of Funds

(Doitars in thousands)

Source IY 1982 EY 1943 FY 1984 EY 1985 Total
Private Placements of the
Corporation’s Bonds
City Pension Funds ... ... .. % 116,125 — - — $ 116,125
Commetrcial Banks ........ 116,125 — - 116,125
Savings Banks ............ 75,000 — — 75.000
Insurance Companies . ... .. L 17,450 — — _ — 17,450
Subtotals .............. 324, 700(a) — = ~ — 324, 7({(b)
Sales to the Public of the
Corporation’s Bonds ......... 500,000 $500,000 $350,000 $ 300,000 1,650.000(b)
Private Placements of
Guaranteed City Bonds
City Pension Funds .. ... ... 300,000 —_ e 300,000
State Pension Funds . ... ... 364,000 e ~ — 300,000
Subtotals ................ 600,000¢a)(c)y — 600,000
Sales to the Public of City
Bonds ................... .. 225,000 300,000 400,000 704,000 1,625,000
Water and Sewer Revenue
Financing(d) . ............... - - 150,000 315,000 465.000
Total Sources ............. $1,649,700(¢) $800,000 $600,000 $1,315,000 $4,664,700

(a) Pursuant to agrcements entered into in November 1978.

(b) In addition to City capital purposes, certain of these amounts will be used for capital reserve and guaranty
funds, refunding by the Corporation and costs of issuance.

{c) Subiject to the consent of the Sccretary of the Treasury.

(d) Contingent upon the City developing a program for the financing ol water and sewer projects through

the issuance of revenue bonds.
(¢} Approximately $530 million of this amount, together with approximately $220 millien from sales of the
Corporation’s bonds during its 1981 fiscal year, to be retained by the Corporation for the City’s fiscal 1983 and

1984 capital needs.

The actual amount of the Corporation’s bonds to be issued during each fiscal year will depend upon the City’s
actual capital requirements, the amount which can be raised through public sales of City bonds on reasonable
terms, the Corporation’s requirements and other factors.
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Among other factors, successful implementation of the Debt Issuance Plan is dependent upon the issuance
during fiscal 1982 of the Federal guarantees in the amounts proposed. Under the agreement among the City, the
Corporation and the United States of America relating to the issuance of Federal guarantees, such guarantees are
to be available only to the extent that neither the City nor the Corporation is able to sell bonds to the public on
reasonable terms in amounts sufficient to meet the City’s capital needs for the City’s 1981 and 1982 fiscal years,
Because the Plan calls for a portion of the City’s capital needs during the 1983 and 1984 fiscal years to be financed
through public sales of the Corporation’s bonds in the 1981 and 1982 fiscal years, the City and the Corporation
asked the Secretary of the Treasury pursuant to the authority given him under the Federal legislation to waive the
provision of such agreement requiring the amount of the Federal guarantees in any year to be reduced by the
amount of the Corporation’s bonds sold publicly in such year. The Secretary waived this provision with respect
to the issuance on October 2, 1980 of $300 million of federally guaranteed City bonds. Waiver of this provision
will also be required in connection with the issuance of $600 million of federally guaranteed City bonds scheduled
for the 1982 fiscal year.

If the Secretary is unwilling or unable to issue such guarantees, sales to the public of the Corporation’s bonds
may be required to replace the proposed sales of guaranteed bonds. In such event, substantially all of the proceeds
of the sales of the Corporation’s and the City’s bonds during the City’s 1982 fiscal year would be required to meet
the City’s capital needs during such year. Accordingly, an uncertainty would be created as to the ability of the
City to obtain necessary capital financing for fiscal year 1983 and thereafter. If it is not possible for the City or
the Corporation to sell their bonds on reasonable terms and in sufficient amounts, there is no assurance that either
the Federal government or the State would continue programs of financing assistance similar to those currently
being relied upon, or that the City would be able to finance its projected capital requirements. If alternative
tinancing is not available, the City may be required to reduce its capital programs.

The obligations of each of the purchasers to make further purchases under the agreements entered into in
November 1978 pursuant to the Debt Issuance Plan, and any 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 pursuart to which such purchases are to be made and such guarantees are to be issued. Certain of such
conditions may be difficult to fulfill, and many conditions are not within the countrol of the Corporation or the City.
If the Debt Issuance Plan does not continue to be fulfilled and an alternative financing plan is not developed, the
market for and market prices of the Corporation’s securitics would be likely to be adversely affected.

The Corporation is currently developing a program pursuant to which it may fulfill a portion of its par-
ticipation in the Debt Issuance Plan by the issuance and refunding of short-term obligations in the commercial
paper market secured by a credit arrangement with one or more commercial banks. Under the proposal, if the credit
arrangement is used to pay the short-term obligations, the Corporation’s obligation to the banks providing the
credit will be repayable over a longer period of time through the issuance of bonds or otherwise. At present, the
Corporation is considering the issuance of up to $100 million of such short-term obligations in the 1982 fiscal year
as an alternative to selling bonds publicly in such amount.

PART 5—PAYMENT OF 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:

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

(i) 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 expenses of the
Corporation,




(iil) amounts received from the State to replenish the Capital Reserve Aid Fund, see ‘‘Maintenance of
Capital Reserve Aid Fund’’ in this PART 5; and

(iv) any intercst 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 Aid 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 to meet requirements under the Second
General Bond Resolution only to the extent such revenues are not necded 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 Corporation
ate paid to a fund established to provide rebates of such Tax and then any cxcess moneys are paid to the City.
Pursuant to the Finance Law, the Statc 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 Statc are required to be made by the State only if and to the extent that
such amounts have been appropriated by the State Legistature or that revenucs have otherwise been madc available
therefor by the State.

The holders of the Second Resclution 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 arc cxecutory 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 account thereof shall be incurred by the State beyond the moneys available from
such sources.

The Corporation currently holds substantial amounts of bonds of the City and will, as required by the Act,
acquire substantial additional amounts of bonds in connection with providing capital financing for 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 requircments, 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.



The following chart illustrates the flow of money as described above:
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1 Subject to appropriation by the State Legislature.
2 Upon certification by the Corporation.
3 And operating expenses of the Corporation,

4 After deduction of the amounts needed for First Resolution debt service and capital
reserve funding and operating expanses.

5 After payment of all amounts cerlified by the Corporation and after payment of rebates
of the Stock Transfer Tax. Amounts patd to the City are paid directly by the State.




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.

if the Corporation were to becotne 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 Corporation’s
securities could be adjusted or moditied, 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 appropriated 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 Cor-
poration’s bonds are outstanding. Under the State Constitution. however, the Legislature cannot be bound or
obligated to appropriate such revenucs 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 agencics to raise funds in the public credit markets. See “"Part
8- CERTAIN DEVELOPMENTS AVFECTING THLE STATE.”

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
detault 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 appropriation 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. Consequently, 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 localities throughout the State. The State has appropriated moneys which have
been apportioned among local governmental entities, including the City, in cach year since 1946 and has provided
some measure of assistance to Jocal governments since 1800.



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 statutes 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 Legislature would be events of default under the Second General Bond Resolution, see
“*Appropriation by Legislature™ in this PART 5. The financial condition of the State may affect the amount of Per
Capita Aid appropriated by the Legislature.

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, 1981,

PEr CaPiTA AID

(Dollars in thousands)

1972 ... $272,250 1977 oo, $434,311(a)
1973 ... ..., 331,780 1978 ..., 434,324(a)
1974 ... ... .. 360,870 1979 ..., 481,569(b)
1975 ........... 405,118 I 484,036(c)
1976 ... .. 434,311 1981 ..ooovi .l 484.037(0)

{a) Reflects State’s ceiling on Per Capita Aid payments at the 1976 level, with certain minor modifications

applicable to 1978 payments.
(b) Does not include $49.276 million paid in October 1978.

(c) Reflects State’s ceiling on aid to localities.

Sales Tax

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 and at the rate of 6% on receipts from parking, garaging or storing motor
vehicles in the City. The Sales Tax is in addition to the 4% sales and compensating use taxes levied statewide and
the 4 of 1% sales and compensating use tax levied in the regions served by the Metropolitan Transportation
Authority. 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 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,

Collections of the Sales Tax and the sales and compensating use taxes previously imposed by the 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 experienced 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 table sets forth State collections of the sales and compensating usc taxes imposed by the City
prior to July 1, 1975, and the Sales Tax imposed by the State since July [, 1975, on a quarterly basis for the last
ten fiscal vears of the City, after deduction of the costs of administration, 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 Usk TAaxgs IN THE CrTy(a)

Fiscal Three Months Ended:
Year Ended
June 30 September 30 December 31 March 31 June 30 Totul
(Dollars in thousands)

1972 ... ..., $121,692 $129,452 $132,033 $135,490 $ 518,667
1973 ......... 130,857 129,541 146,528 142,258 549,184
1974 ... .. 135,272 141,973 151,575 151,978 580,798
1975(by . ... ... 173,824 198,990 212,671 201,715 787,200
1976(c)y ....... 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
1979 ... ... 232,732 239,852 317,400 208,750 998,734
1980 ......... 253,974 283,540 357,270 241,764 1,136,548
1981 ......... 293,581 313,990 413,179 273,324 1,294,074

SOURCE: State Department of Taxation and Finance.

(a) Commencing March 1976, quarterly collections were distributed to localities based on historical col-
lection data. Commencing June 1980, quarterly collections arc distributed to localities based on historical
collection and current unverified vendor data. Subsequenmt quarterly distributions to localities are adjusted to
compensate for overdistributions or underdistributions when data on actual collections by locality are available.
Such adjustments are reflected in the table for the quarter in which the subsequent distributions are made. Since
March 1976, adjustments have ranged from $493,000 to $11.1 million to reflect overdistributions for certain
three-month periods and from $753,000 to $7.2 million to reflect underdistributions for other threc-month periods.
Periods subsequent to September 1980 remain subject to the ongoing process of adjustment.

(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, 1974, The 6% tax on sales
of certain parking services has remained the samc.

(¢) 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 of Sales Tax liability
for March in addition to filing their normal quarterly reports for the December-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.

Stock Transfer Tax

The Stock Transfer Tax is imposed at rates ranging from 1Vi¢ 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 maximum tax of $350 on any taxable transaction which involves a sale on
a single day of shares or certificates of the same class issucd 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 cxchanges located in the City. Such volume has fluctuated widely
$0 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, (i) 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 execution 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 TRANSKFER Tax

Fiscal Three Months Ended:
Ycar Ended
June 30 September 30 December 31 March 31 June 30 Total
{Dollars in thousands)

1972 ... ... ... $ 62,573 $ 65,894 $ 85,588 $ 78,767 $292,822
1973 ... ... ... 59,405 68,993 64,658 51,731 244,787
1974 ... ... ... ... 43,612 59,782 47,521 38,183 189,098
1975 ... e 35,756 40,214 51,363 58,649 185,982
1976(a) ............ 53,049 57,937 90,285 65,376 266,647
1977(a)y ............ 62,220 69,072 79,045 70,759 281,096
1978(a) ............ 68,770 §2,072 79,188 125,944 355,974
1979 .. ... . ... 112,478(a) 93,648 86,199 96,987 389,312
1980 .............. 107,772 106,211 141,077 106,398 461,458
1981 ........... ... 146,066 182,600 144,968 157,216 630,850

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 rebates for all Stock Transfer Tax payers.
Rebates began October 1, 1977 with respect to transactions by non-residents subject to tax and began October 1,
1979 with respect to transactions by residents. Rebates will 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 revenues derived from the Stock Transfer Tax
to pay its debt service. Based on present projections, the Corporation does not anticipate that it will be necessary
to utilize these revenues in the future, although no assurance can be given that they will not be so required. See
“PART 6—DEBT SERVICE PAYMENT REQUIREMENTS AND ESTIMATED COVERAGE RATIOS.” If the Corporation were
to require a substantial portion of the Stock Transfer Tax revenues otherwise subject to rebate, the resuiting
reduction in the amounts available for rebate could have an adverse effect upon the New York securities industry.

Maintenance 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
the required level. The specified level equals 100% of 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, Such Fund is currently funded at an amount not less than the required level,
with securities valued in accordance with the requirements of the Act (which may differ from the market value
of such securities). See Notes 2 and 4 to the financial statements of the Corporation contained in Exhibit A.

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 5,

PART 6—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 31 Bonds, the Corporation has assumned 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 certain 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 payabie prior to the payment of Per Capita Aid to the Corporation, although since the inception

of the Corporation no such claims have becn asserted.
(Doilars in thousands)
Per Capita Aid available to the Corporation during the Corporation’s 1981 fiscal year $484.,037
Less annual potential claims and liabilities:
(a) City University Construction Fund ("CUCF"’).

Amounts egual to 50% of CUCF’s share of certain Statc Dormitory Author-
ity 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
$88.86 million during its current fiscal year. State law permits a max-
imum claim of $65 million in any fiscal year of the City* ......... $44.,429

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

Amounts required to restore the HDC capital reserve fund to the amount to
be on deposit in such fund would be a claim against Per Capita Aid if not
otherwise patd. The Corporation has been informed by HDC that the
maximum capital reserve fund requirement on all outstanding bonds of
HDC as of this date is approximately $19.3 million. HDC has out-
standing $35.7 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 cur-
rently permits a maximum claim of $30 million in any fiscal year . .. $19,338

(¢) New York City Police Pension Fund.
Amounts duc annually from Per Capita Ald to the Trustees of the City
Police Pension Fund . ... ... . . $ 500 % 64267

Adjusted Per Capita Ald . ... ... $419,770

* Although State law purports to limit claims on 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 cvent, 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 Per Capita Aid. The Dormitory
Authority has outstanding $905 million in such bonds. The State has, however, enacted legislation under which
it commits, subject to annual appropriation, to reimburse the City for a portion of the CUCF share of the Dormitory
Authority’s debt service. The portion will increase to 100% in the City’s 1983 fiscal year with respect to debt

issued for senior colleges.
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Aggregate Sales and Stock Transfer Taxes

Assuming that the Sales Tax and Stock Transfer Tax collections (after deduction of costs of administration,
collection and distribution) in each fiscal year remain at the levels for the 12 months ended August 31, 1981, see
“PART 5—PAYMENT OF THE Bonps—Sales Tax™ and ‘‘Stock Transfer Tax’', and operating expenses of the
Corporation are $7.8 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 needed (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 12 months ended

August 31, 1981 ... ... ... $1,323,211
Stock Transfer Tax collections for the 12 months

ended August 31, 1981 .................. 600,060

Sub-total ................ $1,923,271

Less: Operating expenses of the Corporation .. 7,800

Aggregate Sales and Stock Transfer Taxes ... .. $1,915,471

Debt Service Requirements and Estimated Coverage Ratios

As shown above, Adjusted Per Capita Aid is approximately $420 million and Aggregate Sales and Stock
Transfer Taxes are approximately $1,915 million, for a total of $2,335 million.

The following table shows the aggregate annual debt service payment requirements on the First Resolution
obligations which have a prior claim to that of the Second Resolution Bonds on the Sales and Stock Transfer Taxes.
The Series 31 Resolution 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
31 Bonds. The table also shows the coverage of aggregate annual debt service on Second Resolutions 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
rescrves 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 31 Resolution.
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DEBT SErvicE PAYMENT REQUIREMENTS AND ESTIMATED COVERAGE RATIOS
(after issuance of Serics 31 Bonds and assuming issuance of $100 million of Serics 28 Bonds)

(Dollars in thousands)

Tatal Debt Estimated Coverage
Service Ratios on Secend
Payment Debt Service Payment Requirements Resolution Bonds—
Requirements on Second Resolution Bonds All Revenues after
12-Month on First - Deducting Debt Service
Period Ended Resolution Principal Interest Total Debt on First Resolution
June 30 Obligations(a) Payments(a} Payments Service Obligations
1982 ... ... $212,514 $ 70,150 $379,831 $449,981 4.72
1983 ............. 251,058 97,245 400,153 497,398 4.19
1984 ... ... ...... 240,243 149,415 389,937 539,352 3.88
1985 ... ....... .. 280,652 203,340 374,600 577,940 3.56
1986 ............. 243,111 232,375 355,393 587,768 3.56
1987 ... 249,121 251,275 334,082 585,357 3.56
1988 ... ... 261,213 252,990 311,985 564,975 3.67
1989 ... ... ... ... 358,065 256,470 289,898 546,368 3.62
199G ............. 354,008 263,675 267,670 531,345 3.73
1991 ... 351,531 279,515 244,676 524,191 3.78
1992 ... 353,182 300,115 220,148 520,263 3.81
1993 ...l 351,219 328,285 163,719 522,004 3.80
1994 ... .. ... 347,380 167,915 172,644 340,559 5.84
1995 ... ... 354,543 197,740 156,491 354,231 5.59
1996 ... ... 216,770 138,021 354,791 (b)
1997 ..o 186,850 120,001 306,851
1998 ... ... 103,080 106,821 209,901
1999 ... 107,915 96,990 204,905
2000 ... 133,830 85,869 219,699
2000 ...l 93,445 75,235 168,680
2002 ...l 72,665 67,326 139,991
2003 ... 78,865 60,279 139,144
2004 ..l 85,000 52,670 137,670
2005 ...l 91,635 44,483 136,118
2006 ... 98,835 35,671 134,506
2007 ... 106,645 26,183 132,828
2008 ... 115,130 15,962 131,092
2009 ...l 117,105 5,330 (22,435

(a) Includes Sinking Fund Installments.
(b) Coverage ratios for the yecars 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
aggregate of the debt service on all First and Second Resolution obligations, shown in the table above for the fiscal
years 1982 through 1995, ranging from a low of 2.58 times in 1989 to a high of 3.52 times in 1982 and such
coverages average approximately-2.91 times.
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The Corporation anticipates that after issuance of the Series 31 Bonds (but excluding the unissued Series 28
Bonds) an aggregate of approximately $1.875 billion of additional First Resolution obligations and Second
Resolution Bonds will be issued pursuant to the Debt Issuance Plan and that such issuance can be made within
the issuance coverage tests imposed under the First and Second General Bond Resolutions, the Series 31
Resolution, and certain other resolutions of the Corporation, see ‘‘PART 7—BONDS BEING OrreERED—Additional
Bonds and Notes’’, on the basis of the assumptions described in this PART 6 and reflected in the above coverage
table.

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 Fund established pursuant
to the First General Bond Resolution, which Fund is currently funded at not less than the required level.

PART 7—BONDS BEING OFFERED
Description of the Bonds

General

The Series 31 Bonds will be issued pursuant to the Second General Bond Resolution and the Series 31
Resolution. The Series 31 Bonds will be dated, bear interest and mature as set forth on the cover of this Official
Statement.

The Series 31 Bonds will be issued as coupon bonds in the denomination of $5,000 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 31 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 31 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 31 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 31 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 31 Bonds maturing on or prior to July 1, 1988 are not subject to redemption at the option of the
Corporation prior to maturity. The Series 31 Bonds maturing on July 1, 2008 are subject to redemption at the
option of the Corporation on or after July 1, 1992, 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) m
July 1, 1992 to December 31, 1993 .. ... o 102%
January 1, 1994 to June 30, 1995 ... ... 10144
July 1, 1995 to December 31, 1996 . ... ... .. i 101
January 1, 1997 to June 30, 1998 ... .. ... .. 10012
July 1, 1998 and thereafter .. ...... ...ttt i 100

Sinking Fund Redemption

The Series 31 Bonds maturing on July 1, 1988 and July 1, 2008 are subject to redemption, in part by lot,
on July 1 in each of the years and in the respective principal amounts set forth below, at 100% of the principal
amount thereof, plus accrued interest to the date of redemption, from mandatory ““Sinking Fund Installments™
which are required to be made in amounts sufficient to redeem on July 1 of each year, the principal amount of
Series 31 Bonds specified for each of the years shown below:
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SinkING FUND INSTALLMENTS

Series 31 Bonds Due Scries 31 Bonds Duc
July 1, 1988 July 1, 2008

Year Amount Year - Amount

1986 ......... .. $ 2,000,000 2000 ... $5,000,000

1987 ........... 11,000,000 202 ..., 5,355,000

1988 ... ... ... 12,000,000* 2003 ... 5,715,000
2004 L. 6,070,000
2005 ..., 6,430,000
2000 ... 6,785,000
2007 ... 7,145,000
2008 ... o 7,500,000*

* Payment at maturity.

Giving effect to the Sinking Fund Installments sct forth above, the average lives of the Series 31 Bonds
maturing on July 1, 1988 and on July 1, 2008 would be approximately 6.2 years and 23.6 years, respectively,
calculated from October 1, 1981.

The Corporation may from time to time direct the Trustee to purchase Series 31 Bonds with moneys in the
Bond Service Fund, 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 Serics
31 Bonds. 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
particutar year through such purchases of Scries 31 Bonds, the likelihood of redemption by lot of any bondhoider’s
Series 31 Bonds of such maturity 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 31 Bonds.

Trustee

United States Trust Company of New York is the Trustee under the Second General Boad Resolution. Its
corporate trust office is located at 45 Wall Street, New York, New York 10005. For further information concerning
the Trustee, see “‘PART 15-- TRUSTEE.”’

Additional Bonds and Notes

Pursuant to the Act, the Corporation is authorized to issuc bonds and notes in an aggregate principal amount
not exceeding $10 billion (exclusive of 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 issued approximately $7.746 billion after issuance of the Series 31 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 Serics 31 Bonds, provided that (a)
an 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 Commission of Taxation and Finance to be collectible during the succeeding
12-month period from such sources, pius (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 (¢} the maximum annual debt service on outstanding First Resolution
obligations, less (d) estimated operating expenses of the Corporation for its then current fiscal year, is at least 2
times {e) the maximum annual debt service on outstanding Sccond Resolution Bonds (including the particular
series of such additional Bonds then proposed to be issued).

Pursuant to the Series 31 Resolution and certain other series resolutions of the Corporation, the Corporation
may issue additional First Resolution obligations 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).
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The Second General Bond Resolution contains further limitations upon the issuance by the Corporation of
additional obligations under the First General Bond Resolution. See “*PART {4—SUMMARY OF CERTAIN PROVISIONS
OF THE SECOND GENERAL BOND RESOLUTION.”’

PART 8—CERTAIN DEVELOPMENTS AFFECTING THE STATE

Although the Series 31 Bonds are not obligations of the State, financial developments with respect to the State
may affect the market for, market price of, and the sources of payment of the Series 31 Bonds. As described under
“PART 5-—PAYMENT OF 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 Corporation 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 4—DEBT ISSUANCE PLAN.”’

The factors affecting the State’s financial condition are complex, and the following description constitutes
only a brief summary. This PART 8 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 approxi-
mately 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
affluence. The causes of this relative decline are varied 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 among the highest in the
nation. 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 difficulties 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 exceeded the increases in revenues generated by
economic growth and were therefore financed in part through tax increases 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 State. 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. The State has commenced a new long-range tax reduction program designed to
reduce taxes on businesses and individuals, While no immediate reversal of the erosion of the State’s economic
position relative to the nation as a whole has been projected, the State anticipates that actions taken thus far will
help to reverse or slow this trend over time.

Financial Developments—Fiscal Years 1975-1981

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, including a default on short-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 difficulties of the City, created subsiantial 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, these
difficulties resulted in a virtual closing of public credit markets for State and many State-related securities.

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 during the first quarter of the State’s 1978 fiscal year), (i) a $4.53
billion borrowing plan, (iii) a plan (the ** Authority Build-Out Plan’’) to meet the borrowing requirements 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 1o
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.

For its 1979 and 1980 fiscal years, the State achicved balanced budgets with receipts and expenditures of
$11.9 billion and $13.1 billion, respectively.

For its 1981 fiscal year, the State achieved a balanced budget with receipts and cxpenditures of $15.182
billion. During the 1981 fiscal year, the State also implemented a $3.01 billion borrowing plan including $2.8
billion in seasonal borrowings, with full access to the public credit markets.

Program for the 1982 Fiscal Year

The State’s financial plan for its 1982 fiscal year (the ** 1982 Financial Plan’") provides for a balanced budget
(on a cash basis) in such fiscal ycar with projected General Fund receipts and expenditures of $16.582 billion, an
increase of 9.2% over the 1981 expenditure total.

The 1982 Financial Plan reflects the following major increases in projected expenditures: (i) $898 million in
increased aid to local governments and school districts reflecting a $340 million increase in State support for
elementary, secondary, and higher education, a $333 million increase in public assistance and medical assistance
funding, including a 15% increase in public assistance grants with the State assuming the local share of such
increase, and $79 million to fund a new local aid program for certain towns, villages and upstate cities; (i) $379
million in increased spending on State operations; (iii) $65 million in increased capital spending, primarily for
transportation, mental hygicne and correctional facilities; (iv) $28 million in increased general State charges; and
{v) $30 million in additional debt service and Jease-purchase payments. Appropriations totalling approximately
%53 million have been cnacted to finance certain collective bargaining agreements with certain employees of the
State judicial system. Provision for these costs was not made in the 1982 Financial Plan. Enactment of such
appropriations increases the difficulty of maintaining a balanced 1982 Financial Plan.

Projected revenues in the 1982 Financial Plan reflect: (i) payment during the final quarter of the State’s 1982
fiscal year of $100 miltion in personal income tax refunds on [981 income; (ii) $283 million in increased receipts
reflecting legislation which conforms personal and business tax payinent dates more closely to Federal practice.
increases miscellaneous fees and interest charges on late tax payments, and transfers excess balances from the Staic
Insurance Fund and the State of New York Mortgage Agency to the General Fund; (iii) the loss of approximately
$75 million in revenue resulting from tax reductions; (iv) timely reimbursement by the Federal government of State
expenditures made on behalf of the mentally disabled which is estimated to amount to $183 million in increased
revenues to the State in the State’s 1982 fiscal year; and (v) the loss of Federal revenue sharing which in the 1981

fiscal year amounted to $186.2 million.

The State anticipates an aggregate borrowing of approximately $300 million for capital purposes during its
1982 fiscal year, as compared with aggregate capital borrowing of $210 million in its 1981 fiscal year. Much of
the increase from its 1981 fiscal year is accounted for by local assistance expenditures under the safe streets and
highways portion of the Energy Conservation through Improved Transportation Bond Act. If, during its 1982 fiscal
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year, the State incurs an unanticipated deficit, it could issue, toward the end of its fiscal year, short-term notes
to be repaid in the following fiscal year.

The Federal government has enacted major changes in Federal spending authorizations for the 1982 Federal
fiscal year and major reductions in Federal personal and corporate taxes. Such changes will result in reduced
Federal funding of programs conducted by State and local governments in the State and reduced State revenues
from taxes which conform to those of the Federal government. The impact of such reductions on the 1982 Financial
Plan is yet to be determined. In addition, the State has recently concluded an agreement with the U. S. Department
of Health and Human Services which, while resolving certain outstanding issues with respect to reimbursement
by the Federal government of ongoing State expenditures, will also result in accelerated resolution of several other
outstanding issues, aggregating in excess of $100 million, with respect to items for which the State had previously
drawn down and spent the moneys without final Federal approval. It is likely that at least some of the issues will
be resolved adversely to the State thus entitling the Federal government to reclaim the disputed amounts. These
developments will increase the difficulty of maintaining a balanced 1982 Financial Plan.

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 Authorities.
Various Authorities have issued bonds secured, in part, by non-binding statutory provisions for State appropri-
ations to maintain various debt service reserve funds established for such bonds (commonly referred to as *‘moral
obligation™ provisions).

At June 30, 1981, there was outstanding $15.9 billion aggregate principal amount of bonds and notes issucd
by Authorities which are either guaranteed by the State or supported by the State through lease-purchase arrange-
ments or moral obligation provisions. Debt service on outstanding Authority obligations is normally paid out of
revenues generated by the Authorities™ projects, but in recent years the State has provided special financial
assistance, in some cases of a recurring nature, to certain Authorities for operating and other expenses and for debt
service pursuant to moral obligation provisions or otherwise. The State’s 1982 Financial Plan provides $346
million for further financial assistance for certain Authorities. Additional assistance is expected to be required in
future years.

Certain Authorities continue to experience financial difficulties, especially those Authorities conducting
housing programs. Rising operating costs and interest rates require increased rents for fees on projects financed
by various Authorities. The inability or unwillingness of the residents or users of such projects to pay such
increases has led to increasingly serious financial difficulties at a number of such projects; these difficulties could
adversely affect the fiscal stability of certain of the programs of the Authorities involved and have increased the
likelihood that the State will be requested to make appropriations to such Authorities pursuant to moral obligation
provisions or otherwise.

HFA and UDC face significant financial difficulties with some of the projects on which they hold mortgages.
It is likely that during the State’s 1982 fiscal year HFA will be unable to meet fully the debt service on certain
housing project bonds without making withdrawals from the debt service reserve funds securing such bonds,
creating the need for State appropriations to replenish such funds pursuant to the moral obligation provisions
pertaining to such bonds.

Seven HFA housing projects were more than one month in arrears in their monthly mortgage repayment
escrow deposits due as of June 30, 1981, The most significant of the projects in arrears is Co-op City, on which
HFA holds a mortgage which was in the original principal amount of $390 million. Co-op City has been in arrears
from time to time in its monthly mortgage payments and, since August 1980, has made no cash payments. As a
result of mortgage payment delinquencies of Co-op City and, to a substantially lesser extent, of certain other
projects, HFA has been required to withdraw a total of $67.6 million between November 1975 and March 31,1981
from the debt service reserve fund securing the Non-Profit Housing project bonds to make debt service payments
on such bonds. Approximately $28 million of such withdrawals were made during the State’s 1981 fiscal year.
At the end of each of the State’s fiscal years, HFA's Non-Profit Housing debt service reserve fund must contain
an amount equal to the maximum debt service on such bonds due in any succeeding calendar year. Such reserve
fund has been replenished for all withdrawals made through March 31, 1981 by payments from the State of
approximately $44.3 million pursuant to the moral obligation provisions of the statutes authorizing HFA’s



Non-Profit Housing project bonds and from funds otherwise legally available to HFA for such purposes. In
addition, between November 1979 and March 31, 1981, HFA was required to withdraw $5.5 million from the debi
service reserve fund securing its General Housing bonds to make a debt service payment on such bonds. Such
reserve fund was replenished by payments of approximately $1.1 million from the State and from funds otherwise
legally available to HFA for such purposes. On May 1, 1981, HFA withdrew $13.5 million from its Non-Profit
Housing debt service reserve fund and $1.0 million from the debt service reserve fund for its General Housing
bonds. The amount of such withdrawals will be certified to the Governor and the Director of the Budget as required
by law by December 1, 1981 if such reserve funds are not replenished prior to that date from funds legally available
to HEA for such purpose. The 1982 Financial Plan provides an amount believed to be sufficient to replenish such
reserve funds for all withdrawals expected to be made during the State’s 1982 fiscal year.

UDC has approximately $944 million of long-term general purpose bonds outstanding. Of the $1.14 billion
principal amount of mortgages held or made by UDC, mortgages having an aggregate principal amount of $1.03
billion were in default at March 31, 1981, At that date the debt service arrears on such mortgages aggregated
approximately $106 million. UDC is, and for an extended period of time is expected to be, dependent upon the
State for appropriations of a substantial amount to enable it to meet its financial requirements including debt service
on its general purpose bonds. In carly 1979, the State Comptroller made projections that indicated that UDC could
require State appropriations through 1988 aggregating more than $300 million. Assuming a successful refinancing
by UDC of a $12 million principal payment on its bonds coming due during the State’s 1982 fiscal year, UDC
expects that it will require no State appropriations for debt service during such year.

In 1972, the Battery Park City Authority (““BPCA"") issued $200 million of moral obligation bonds for the
development of a residential and commercial project in New York City, of which $198 million remain outstanding.
Construction commenced at the BPCA site in early 1980. BPCA has been paying interest on the bonds, in part,
out of the original bond proceeds. In the opinion of its counsel, BPCA does not have the power to use bond
proceeds, except those held in BPCA’s debt scrvice reserve fund securing such bonds, to make principal payments
on such bonds. To enablc it to make its first principal pavment which came due in November 1980, the State paid
$1.85 million to BPCA. The annuval debt service of approximately $14.2 million on its bonds could exhaust
BPCA’s financial resources available to pay debt service (other than amounts in such debt service reserve fund)
prior to 1984 without significantly reducing its outstanding indebtedness. Unless the Legislature provides addi-
tional appropriations to BPCA or additionat sources of revenue for BPCA are obtained, BPCA will be compelled
to withdraw money from such debt service reserve fund to make future payments and the State would then be called
upon to replenish the fund pursuant to the moral obligation provision of the bonds. The Legislature has appropri-
ated and the 1982 Financial Plan provides for the payment of $1.95 miliion to BPCA to enable it to meet its
November 1981 principal payment.

In May 1980, BPCA issued $97.3 million in construction loan bonds (the **CLB’s’’) and $95.3 million in
housing revenue bonds backed by mortgages insured by the United States Department of Housing and Urban
Development, to finance residential construction at the site. A ruling of the Internal Revenue Service (*‘IRS™)
issued November 7, 1980 may represent a determination by the IRS that interest on the CLB's is not exempt from
Federal income tax. This ruling could have an adverse effect on BPCA and thus on the State. Even if such a
determination of taxability were not ultimately sustained, litigation resulting therefrom could generate publicity
which could have an unfavorable effect on the market for securities of the State and its Authorities and localities.
The 1RS has announced its willingness to enter into agreements with the issuer of a contémporaneous issuance of
bonds and notes that such notes would remain tax exempt if the issuer agreed to climinate the impermissible
arbitrage profit from the transaction. BPCA is discussing with representatives of the IRS and the Department of
the Treasury the possibility of entering into an agreement with the IRS pursuant to which the IRS would agree
that interest on the CLB’s would not be taxable under the [980 ruiing. The ultimate outcome of this matter is not

presently determinable.

Another problem faced by certain Authorities is that future increases in operating costs and interest ratcs may
result in a need for increased rents, fees or user charges in Authority-financed projects, particularly residential
housing projects and medical care facilitics. 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 Statc
to be requested to make appropriations to support such projects. There is no assurance, however, that the
Legislature would make such appropriations.
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Failute of the State to appropriate necessary amounts or to take other action to permit the Authorities to meet
their obligations 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 localities other than the City may face financial problems during the State’s 1982 fiscal year and
thereafter. The anticipated and potential problems stem, in part, from the litigations and judicial decisions relating
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 1982 fiscal year. Legislation has been enacted to provide additional State aid to certain localities during
the State’s 1982 fiscal year. In addition, the State’s 1982 Financial Plan contains an appropriated reserve of $79
million that will be distributed to certain localities, based upon a formula yet to be enacted, during the State’s 1982
fiscal year.

New York City’s metropolitan area is heavily dependent on the subway and bus lines within the City operated
by the New York City Transit Authority and the Manhattan and Bronx Surface Transit Operating Authority
(collectively, the ““TA’’) and on the rail lines operated by the Metropolitan Transportation Authority (**“MTA’),
which include the Long Island Railroad and rail lines serving suburban New York and Connecticut. Service levels
on all such lines have been declining. MTA attributes this decline in part to policies of equipment maintenance
deferral and to the need to keep aging equipment and other assets in service as a result of low capital expenditure
levels in recent years. In addition, the TA continues to sustain substantial operating deficits.

In July 1981, the State legislature adopted, and the Governor signed, a series of bills imposing additional
taxes, which are to flow into accounts dedicated for public transportation assistance. The tax legislation included
appropriations from such accounts of $168 million for the TA and $47 million for the MTA to be made available
during the period July 1, 1981 through June 30, 1982 from the anticipated receipts of these taxes. Five specific
tax measures were enacted: (i) a ¥ of 1% sales and compensating use tax in the 12 counties of the MTA region;
(ii) a tax of ¥ of 1% on oil company gross veceipts in the State; (iii) a 10% tax on gains on certain property transfers
within the City; (iv) a revision in the basis of taxation of receipts of interstate businesses to cover an allocated share
of their activity within the State; and (v) a revision of the basis for taxation of oil company income to include the
carnings of subsidiaries and affiliates. The five taxes are estimated to produce $793 million in revenues over a
two-year period through June 30, 1983, of which $215 million has been, and $426 million is expected to be,
appropriated for the MTA and the TA. Certain affected taxpayers have indicated their intention to test the
constitutionality of these levies in the courts. Fotty-five percent of the proceeds of the ¥ of 1% tax on oil company
gross receipts in the State is dedicated by legislation for upstate transit needs. The tax legislation also includes an
appropriation of $18 million as operating assistance for cligible transit systems outside the MTA system. These
receipts are in addition to a special appropriation enacted in June 1981, providing a total of $105 million during
the State’s 1983 fiscal year for public transportation operating assistance, of which $100 million is for the MTA
and TA, :

The legislation, which recognizes and expressly does not relieve the City of its obligation to provide for the
capital needs of the TA, also recognizes that the capital needs of the MTA and TA are far in excess of the funding
sources authorized in the legislation. The legislature expressed its intentions therefore to follow the progress of
the projects financed from the sources therein authorized and to review the limitations therein contained as
necessary.

Litigation

Certain litigations pending against the State or its officers or employees could have a substantial or long-term,
adverse effect on State finances. Among the more significant of these litigations are those that involve: (i) the
constitutionality of the present system of apportioning state assistance among public school districts; (ii)
the validity and fairness of agreements and treaties by which the Oneida and Cayuga Indians transferred title to
the State to approximately 6 million acres of land in central New York; (iii) certain aspects of the State’s Medicaid
rates and regulations, including standards for determining medical assistance eligibility and reimbursements to
providers of Medicaid services; (iv} the level of public assistance grants; (v) the treatment provided at several State
Mental Hygiene facilities and the alleged differentiation between institutionalized and non-institutionalized re-
tarded children in the State’s provision of assistance for at-home care by family members; (vi) the conduct of the
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State, HFA, and the State Commissioner of Housing and Community Renewal in the construction, financing,
supervision and management of Co-op City; (vii) the State’s action in recouping certain Social Services aid from
New York City and recoupment of additional amounts of such aid from the City; (viii) contamination in the Love
Canal area of Niagara Falls; (ix) the State’s method of determining the fevel of learning disability which is required
before children become eligible for educational assistance for handicapped children; (x) certain actions of the
Commissioner of Motor Vehicles under the Federal Clean Air Act; (xi) the State’s plan to construct Westway; (xii)
educational accommodations for learning disabled students at a State university; (xiii) alleged employment
discrimination by the State University of New York; (xiv) alleged Statc ncgligence following polychlorinated
biphenyl contamination of the Binghamton State Office Building; {xv) alleged negligence of the State causing
deaths in the Stouffer Hotel fire in 1980; (xvi) claims on behall of State employees injured in the Attica prisen
uprising; (xvii) alleged civil rights violations against a purported minister of a church; (xviii) the constitutionality
of State legislation providing for a gross receipts tax on oil company revenues; and (xix) the constitutionality of
the imposition of an additional sales tax in the MTA region.

in 1978, the State Court of Appeals held unconstitutional State legislation that authorized certain cities and
school districts to impose a speciul increase 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 fo rates in excess of
the State constitutional limits in reliance on this legislation. State loans aggregating up to $52 million were
authorized to be made in the 1980 fiscal year to certain school districts; approximately $20 million of such loans
were made in April 1979, Such loans were also made during the 1981 and 1982 fiscal years to certain school

districts.

PART 9—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 Corporation’s securities. The Corporation believes 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 Serics 31 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 Government, see *'PART

F0—VARIOUS CONTROL PROGRAMS.”’

This section describes the City’s anticipated operating results for the 1981 fiscal year, projections for the 1982
fiscal year, major assumptions and uncertainties with respect to such projections, and some of the financial
difficulties the City is expected to face in the futurc. 1t 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, the Control Board, and the Office of the Special Deputy Comptroller, or as presented in the City’s
four year financial plans or the Official Statements prepared by the City in connection with the issuance of its
securities, or contained in other reports and statements referred to herein,

Fiscal Years 1975-1981

During 1975 the City became unable to market its securities and entered a period of extraordinary financial
difficulties. In responsc to this crisis, the State created the Corporation and enacted the Emergency Act, which
created the Control Board. Sec “PART 10—V arious 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).

The City took a number of steps which were intended to enable 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 devel-
opment of a three-year financial plan (the “*Threc Year Financial Plan’") to provide for a budget balanced in
accordance with accounting principles permitted by State faw by the 1978 fiscal year. State law permitted two
major deviations from GAAP for City fiscal years through 1981: (1) accounting for contributions to employec
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 annually decreasing amounts.
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In order to provide both seasonal and long-term financing for the City for fiscal years 1976 through 1978,
a number of actions were taken. The City and the Federal Government entered into an agreement which provided
the City with seasonal financing for the period. Certain City pension funds agreed to provide the City with
long-term financing by purchasing City bonds and the City's sinking funds exchanged City notes for City bonds.
1n addition, bonds of the Corporation were: (1) purchased by certain commercial banks and City pension funds,
(2) sold to the public, and (3) exchanged for outstanding City notes. 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 and provision was made for the payment of such notes.

During the 1976 through 1978 fiscal years, the City, among other actions, took steps to reduce the number
of its employces, entered into labor contracts consistent with the assumptions contained in the Three Year Financial
Plan and with the wage guidelines adopted by the Control Board, began charging general tuition at the City
University of New York, and received additional State and Federal aid. Under the Three Year Financial Plan, the
City Comptroller reported, in accordance with the accounting principles permitted by State law, operating deficits
of $968 million and $329 million, for the 1976 and 1977 fiscal years, 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, however, arc unaudited and may contain substantial errors as well as other
deviations from GAAP.

As required by the Act, the City’s financial statements for 1978, 1979 and 1980 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 pernitted by State law, the General Fund balances for fiscal 1978, 1979, and 1980 showed
surpluses of $32 million, $216 million and $145 million, respectively; when reported in accordance with GAAP,
the General Fund showed a deficit of $712 million, $422 million, and $356 million, respectively. The opinion of
the consortium for the 1980 audit was subject to pending real estate tax certiorari proceedings, which, if decided
adversely to the City, could have a substantial financial impact on the City. See **Litigation™ in this PART 9. The
report of the City’s independent accountants further stated that the City’s ability to obtain financing and balance
its budget in accordance with GAAP depends on assumptions and events which cannot be assured.

Although the City accomplished the budgetary and accounting objectives of the Three Year Financial Plan,
it did not regain access to the public credit markets during its 1978 fiscal year, 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: (1) the development of the Debt Issuance Plan and a financial plan for the 1979 through 1982
fiscal years, (2) an extension of the Control Board, (3) an increase in the Corporation’s debt issuance authority,
{4) authorization for the Federal guarantee of certain City bonds, (5) elimination of the State advance and {6}
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, sec ‘*PART 4—DEBT ISSUANCE PLAN."

1n March 1981, the City reentered the long-term public credit markets with an issue of $75 million of its bonds
and in July 1981, the City sold another $100 million of its bonds. These bond issues received an investment grade
rating from Standard & Poor’s, Inc. However, Moody’s Investors Service, Inc. declined to raise its rating on the
bonds to investment grade. Since 1979, the City has been able to obtain an increasing portion of its seasonal
financing needs through the sale of short-term notes to the public. In the 1981 fiscal year, the City obtained all
of its seasonal financing requirements through the sale of short-term notes to the public and expects to so satisfy
its 1982 fiscal year scasonal needs, estimated to be $650 mitlion.

In each fiscal year since 1979 the City has entered into a loan agreement with various banks and other
institutions to assure the availability of sufficient short-term borrowings for its seasonal financing needs. The City
again entered info a loan agreement in September 1981 with both domestic and foreign banks which will act as
a backup facility for seasonal financing during the year.
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The City’s audited vear-end figures for the 1981 fiscal year will not be reported until October 198 1. However,
the financial plan for fiscal years 1981 through 1984 approved by the Control Board, as last modified on June 29,

1981 (the ‘1981 Four Year Plan’*), forecasts the anticipated operating results for the fiscal year ended June 30,
1981. The 1981 Four Year Plan projects that the budget will have a surplus under GAAP of $40 million after the
allocation of $147 million to the City’s Capital Projects Fund and $137 million to the City’s Debt Service Fund
to fund future debt service costs, which amounts would have increased the potential surplus if they had not been
so allocated.

Pursuant to the Act and the Emergency Act, the City is required to submit by May 12 of each year for review
and approval by the Control Board a financial plan for the next four fiscal years, covering the City and certain
agencies subject to the provisions of the Emergency Act (the *‘Covered Organizations”’). The four year financial
plan may be modified from time to time during the fiscal year upon request of the City and approval of the Control
Board. The Emergency Act requires that the City provide for a budget balanced in accordance with State law
through fiscal year 1981 and in accordance with GAAP thereafter. The City’s budget for the 1981 fiscal year was.
however, balanced in accordance with GAAP, which is one year earlier than required.

Fiscal Years 1982-1985

The fiscal year 1982 budget adopted June 18, 1981 projects a GAAP-balanced budget with revenues and
expenditures of $14.749 billion, an increase of $586 million over the amount forecast for fiscal 1981 in the 1981
Four Year Plan. Such budget includes an increase of $299 million in reai estate taxes anticipated to come from
higher real estate assessments, increased State education and other unrestricted aid of $202 million, including $57
million representing the initial step of the proposed Medicaid take-over by the State, and increases in local tax and
miscellaneous revenues of $212 million. The adopted budget also provides funds for service improvements for
certain programs and agencies, such as criminal justice, education, fire, sanitation and police, assumes an overall
increase in the City-funded workforce of approximately 12,000 positions over the actual workforce on June 30,
1981, includes a total of $193 million in City funds to offset $297 million of reductions in Federal aid for CETA
and other programs, and provides approximately $250 millton to cover increased energy costs and medical
assistance payments as well as higher fringe benefit costs due to inflation. The adopted budget also projects debt
setvice costs during fiscal 1982 to be $223 million lower than previously projected. This reduction is largely
attributable to the availability of $178 million of real estate taxes collected during fiscal years 1980 and 1981
available for payment of debt service in 1982, including $137 million of real estate taxes collected in fiscal 1981
to redeem certain City bonds held by the Corporation, the redemption of which has been deferred by the City until
fiscal year 1982,

On May 12, 1981, prior to adoption of its budget for the 1982 fiscal year, the City submitted to the Control
Board a proposed financial plan for fiscal years 1982 through 1985. The proposcd plan projected local tax revenues
which were significantly higher than such projections in the 1981 Four Year Plan for fiscal years 1983 and 1984,
and also included expenditurc increases to maintain the proposed staffing Jevels and other service enhancements
contained in the Executive Budget for fiscal 1982, Neither the adopted budget nor the proposed financial plan
included provision for significant deficits which were projected for the TA for the 1982 through 1985 fiscal years.

On June 25, 1981, subsequent to adoption of its 1982 fiscal year budget, the City submitted to the Control
Board a revised financial plan for fiscal years 1982 through 1985 which. however, included a plan for the TA
covering only the first six months of the 1982 fiscal year. The revised plan projects the revenues and expenditures
for fiscal year 1982 to be as contained in the adopted budget, with the exception that Federal categortcal grants
are $50 million lower than projected in the adopted budget. The revised plan for fiscal year 1982 projects revenues
and expenditures totalling $14.699 billion. For fiscal years 1983 through 1985 the revised plan projects budget
gaps of $783 million, $977 million and $998 million, respectively. The revised plan includes gap-closing programs
sufficient to close the projected budget gaps, including various City, State and Federal actions, such as the
proposed takeover of local Medicaid costs by the State and the gradual elimination of the City's budgeted general
reserve to be replaced by a cash reserve commencing in fiscal year 1983, Because the revised plan did not resoive
certain issues concerning the financing of the TA, the revised plan was not adopted prior to commencement of
the City’s 1982 fiscal year. However, the Control Board formulated and adopted on June 30, 1981 a financial plan
that, in effect, extended the 1981 Four Year Plan for a period of two days.

The Board of Directors of the MTA on July 2, 1981 approved an increase of 15 cents for bus and subway
fares, effective July 3, 1981, At that time, the MTA Board aiso authorized a further increase in the fare of 25 cents

25



to take cffect July 18, 1981, unless the State Legislature approved actions which would provide sufficient revenues
to allow the TA to operate within a balanced budget. Later the same day, the Governor announced that the
leadership of the Legislature had reached agreement on a package of tax proposals which would provide, according
to preliminary estimates, sufficient revenues to the TA to bring its financial plan into balance for fiscal years 1982
and 1983 without the imposition of the 25 cent fare increase.

As a result of these developments the Control Board on July 2, 1981 approved a financial plan for fiscal ycars
1982 through 1985 (as approved, the **1982 Four Year Plan’') substantially as proposed on Junc 25, but which
included a four year plan for the TA. The 1982 Four Year Plan, after taking into consideration the revenues from
the 15 cent fare increase, projects budget gaps for the TA for fiscal years 1982 through 1985, respectively, of 5151
million, $299 million, $415 million and $555 million. The projected revenues from the proposed taxes are
expected to be sufficient to close fully the 1982 and 1983 gaps. However, additional revenue measures or
expenditure reductions are expected to be necessary to eliminate fully the 1984 and 1985 gaps. The financial plan
for the TA will require modification to reflect the revenues estimated to be derived from the taxes, which were
enacted in July 1981, See *‘PART 8—CERTAIN DEVELOPMENTS AFFECTING THE STATE"' for a description of the
various taxes and appropriation measures enacted to aid MTA operations,

The staff of the Control Board, in a report dated July 1, 1981, reviewed the revised financial plan submitted
on June 25, 1981, concluding that despite some significant uncertainties, the City could achieve a potential
budgetary surplus of $289% million in fiscal year 1982. The report observes, however, that local revenue growth
has slowed in recent quarters, and that the heavy reliance on nonrecurring revenues in fiscal year 1982 does not
provide a sound basis for recurring balanced budgets. The report states that the City may find it difficult from an
administrative standpoint to implement all of the program enhancements provided for in fiscal year 1982, and as
a result, some of the fiscal stress on the later years of the plan may be alleviated. Other concerns cited in the report
include the possibility of (i) further Federal budget reductions beyond those anticipated by the City, (ii) a national
economic downturn accompanied by lower inflation, (iii) collective bargaining agreements which may exceed
current projections for the City and the Covered Organizations, (iv) a delay in the proposcd State takeover of local
Medicaid costs, and (v) additional City subsidies to reduce the deficits then projected for the TA. The Office of
the Special Deputy Comptroller (**OSDC™") had issued a report on June 10, 1981 analyzing the financial plan
submission dated May 12, 1981 which cites similar concerns, Both the OSDC and the Control Board staff reports
express concern that although the City has been able to close significant gaps which had been projected in recent
years, the gap-closing measures previously utilized by the City may not be available in the future. It is anticipated
that the City will develop a more detailed gap-closing program for fiscal years 1983 through 1985 for the financial
plan modification to be submitted in January 1982,

Litigation

The notes to the City’s audited financial statements for the 1980 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, 1980, claims in excess of $22
billion were outstanding against the City for which the City estimated its aggregate potential future liability to be
$590 million. The 1982 Four Year Plan contains provisions for the settlement of judgments and claims, other than
the real estate tax certiorari proceedings described below, in the amount of $80 million for the 1982 fiscal year
and $70 million in each of the 1983 through 1985 fiscal years,

Numerous real estate tax certiorari proceedings are presently pending against the City on grounds of alleged
overvaluation of assessed property, inequality of assessments and illegality of assessments. Similar litigation has
been commenced in other localities in the State, and in certain localities court decisions have been adverse to the
taxing authority. An adverse decision to the City involving these issues could have a substantial adverse impact
on the City. The City has reported that as of June 30, 1980, the estimated potential exposure to the City in these
cases could amount to approximately $1.6 billion. Provision was made in the City’s 1982 Four Year Plan for
estimated refunds for overpayments of real estate taxes in amounts of approximately $45 million annualty in the
1982 through 1985 fiscal years. Remedial legislation has been enacted by the State to limit and reduce such
liability; however, this legislation is being challenged and has been held to be unconstitutional in one Appellate
Division case and in certain lower court decisions. On May 14, 1981, the Appellate Division, First Department
affirmed a lower court holding that the City’s classified system of taxation was authorized by special legislation,
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In view of this special legislation governing special assessments, and challenges thereto. the court stated that the
1978 and 1979 remedial legisiation is not relevant in proceedings involving City assessments. An appeal has been
filed in this proceeding. On July 6, 1981, the Appellate Division, Second Department ruled that the method of
proving inequality required by the First Department was invatid. The 1978 and 1979 remedial legislation expires
Qctober 30, 1981,

On February 10, 1977, Alfred Kirshner, a retired City tcacher, commenced an action in the United States
District Court for the Southern District of New York against the trustees of the Teacher’s Retirement System of
The City of New York (“"TRS"") and certain other defendants. The complaint, as subsequently amended on March
31, 1980, alleges that: (i) the TRS defendants have breached their fiduciary duties and violated the Federal
securities laws and the United States Constitution in connection with certain TRS transactions in City securitics
and (ii) the City has failed to provide for its unfunded accrued liabsiity to active members of the TRS in violation
of the State Constitution. Plaintifl sceks: (1) damages from the allegedly improper TRS transactions; {ii} a ruling
requiring the defendants to fund fully and segregate from other assets of the City certain reserve funds; and (iii)
a judgment restoring certain investment standards with regard to such reserve funds. On January 15, 1981, the
District Court granted the City’s motion to dismiss with regard to the Federal constitutional allegations. An adverse
decision in this action could deprive the City of funds under the Debt Issuance Plan.

On October 31, 1979, a suit was filed in the United States District Court for the Eastern District of New York
challenging the Statc Department of Education’s implementation of Federal regulations regarding the public
education of children with Jearning disabilitics. Among other things, plaintiffs alleged that the State Department
of Education’s interpretation of the term *‘severe,’” which appeurs in a Federal regulation relating to the required
level of learning disability in children, is too narrow as applied to the qualification of children in the State for
educational assistance for handicapped children. The City is presently not a party to this action. On June 30, 1980,
the court found for plaintiffs. The State appealed this decision fo the United States Second Circuit Court of
Appeals. On May 19, 1981, the Sccond Circuit reversed the lower court decision. On July 31, 1981, a motion
for rehcaring was denied by the Second Circuit. Because a final decision adverse to the Department of Education
in this case could result in many more children so qualifying and a concomitant mandatory substantial increase
in expenditures by the City’s Board of Education, the City filed a brief as amicus curiae.

On August 1, 1975, Women in City Government United, purporting to represent all female employees of the
City and certain Covered Organizations, commenced an alleged class action in the United States District Court
for the Southern District of New York against the City, the City Employces” Retirement System and its officers
and trustees and others. Plaintiffs allege that certain retirement plans discriminate against female employees in
violation of the United States Constitution, certain Federal statutes and regulations and the State Human Rights
Law. The complaint sccks 2 declaratory judgment that the alleged discriminatory practices are illegal and
unconstitutional and injunctive relief. On April 24, 1981, the District Court granted plaintiffs’ motion for summary
judgment on the merits of their Federal statutory claim, but deferred judgment as to the appropriate reliet. The
City has estimated that an adverse decision applicable to the relevant actaarial pension systems could result in a
Hability of up to $950 million over ten years. If the refunding of excess contributions were required, an additional
annual pension cost of approximately $235 million would be incurred. On April 25, 1978, in a case involving a
similar issue, the United States Supreme Coust held, on a prospective basis, that mandatory contributory pension
plans cannot provide for different rates of member contributions on the basis of sex (City of Los Angeles v.

Manhart).

Federal Bankruptcy Legisiation

The City projects meeting its cash needs through the 1985 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 arc insufficient to meet its obligations, Federal and State statutes provide for certain
remedies under Chapter 9 of the Federal Bankruptcy Code.

Chapter 9 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 cither could file such a petition if the City were (a) insoivent or unable to mect
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 ptan to adjust the City’s debts would become effective only upon Court approval, after the requisite
approval by creditors of the City has been obtained.
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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.

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 effect on the Corporation’s ability
to repay its obligations, including the Series 31 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 Corporation’s
securities.

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, (i) 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, 1979 and 1980 fiscal
years were prepared 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 years 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 therein) and operations reports
for each fiscal year and each quarter to the Corporation for review to determine whether the City is adhering
to an operating budget in which revenues equal or exceed expenditures under the accounting principles
permitted by State law.

(iii) The Act sets forth limitations for the issuance by the City of its short-term notes. The Corporation
is required to police these limitations by making an advance determination as to whether a proposed issuance
of short-term obligations by the City violates these limitations and by reporting any adverse determination
to the City Comptroller, who is then prohibited from issuing such obligations. The Corporation anticipates
that these limitations will not prevent the City from issuing any short-term obligations to meet its seasonal
needs.

If the Board of Directors of the Corporation determines, after review of the City’s books and records and
consultation with the Mayor, that the City’s operating budget will not be balanced in accordance with State law,
or that any of the conditions summarized above have not been fulfilled or should be modified, the Corporation
must notify the Governor, the Mayor and certain other State and City officials and must disclose such deter-
minations to the public.

Control Board

The Control Board, created pursuant to the Emergency Act in 1975, is composed of the Governor and the
Comptroller of the State, the Mayor and the Comptroller of the City and three appointees of the Governor: G. G.




Michelson, Stanley S. Shuman and Lee P. Oberst. Comer S. Coppie is the Executive Director of the Control
Board. Sidney Schwartz is Special Deputy State Comptroller and assisis the Control Board and the Corporation

in carrying out their functions.

The most significant powers of the Control Board are exercisable during a *‘control period,’” defined in the
Emergency Act to mean the period ending when (i) there is no longer effective or outstanding any Federal
guarantee (see *‘PART 4—DEBT ISSUANCE PLAN"’), (ii) the Control Board has determined that the City has adopted
and adhered to an operating budget balanced in accordance with GAAP for each of the three immediately preceding
fiscal years, and (iii) the State and City Comptrollers have jointly certified that securiiies sold by or for the benefit
of the City during the preceding and current fiscal year in the public market satisfied the capital and seasonal
financing requirements of the City during such period and that there is a substantial likelihood that such securities
can be sold in the public credit markets through the end of the next succeeding fiscal year in amounts that will
satisfy substantially all of the capital and seasonal financing requirements of the City during such period.
Thereafter, a control period is to be reimposed by the Control Board at such times and for such durations as are
made necessary by the actual (or substantially likely and imminent} occurrence of certain events relating to the
City’s ability to pay debt service on its bonds and notes when due or its ability to adopt or adhere to a balanced
operating budget or to satisfy its capital and seasonal financing needs in the public credit markets. After the
termination of a control period, the Control Board is required to consider annually whether, in its judgment, any
of the specified events has occurred. No control period may extend beyond the earlier of (i) July 1, 2008 or (ii)
such date as no bonds or notes containing the 1978 State Covenant remain outstanding and there is no longer
effective or outstanding any Federal guarantee.

During a control period, the four year financial plans for the City and the Covered Organizations, including
modifications thereof, are subject to review and approval by the Control Board. In addition, the Control Board
must formulate and adopt a financial plan, in the event a plan shall not have been approved prior to the beginning
of the first fiscal year covered by such plan, and may modify a plan, in the event a modification required pursuant
to the Emergency Act shall not have been approved within the time period specified by such Act. The Control
Board is required to disapprove & financial plan or financial plan modification if the plan or modification is
incomplete or fails to comply with the applicable standards specified in the Emergency Act, except that the Control
Board may authorize a method of phasing into the operating budgets the requirements of any changes in GAAP
over a reasonable period if immediate compliance would cause a substantial adverse impact on the delivery of
essential services. The Control Board may also approve modifications to a financial plan that would cause the
financial plan to no longer be in compliance with the applicable standards if compliance would result in a material
adverse impact upon the delivery of essential services because of unforescen events during the fiscal year.
Beginning with the 1983 fiscal year, any deficit in the results of the City’s operations must be provided for in the
foliowing fiscal year.

The Control Board’s cutrent program for determining the City’s compliance with its financial plan includes
monitoring the City’s system of monthly expenditure projections and quarterly atlocations for each agency, review
of cost reduction programs, and review of revenue by category on an ongoing basis.

For the duration of a control period all revenues, funds and accounts of the City and any Covered Organization
are revenues, funds and accounts of a fund established pursuant to the Emergency Act (the **Board Fund’”) and
are held for the account of the City or the appropriate Covered Organization except to the extent prohibited by
law or previous agreement relating to outstanding securities and except for moncys deposited into the City general
debt service fund or repayment accounts for tax or revenue anticipation notes. Responsibility for disbursements
from and day-to-day management of the Board Fund is in the hands of the City, although the Control Board has
established procedures through which it may assume immediate controf of such fund, subject to certain conditions.
The Control Board has the power to exempt revenues, funds or accounts from these requirements.

In addition to its respoensibilities with respect to the four year {inancial plans, during a controf period the
Control Board is also charged with responsibility for the review and approval of proposed contracts and certain
obligations of the City and the Covered Organizations, and, in coordination with the Corporation, the approval
of long-term or short-term borrowing by the City or any Covered Organization.
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PART 11—AGREEMENT OF THE STATE OF NEW YORK

In the legislation which established the Corporation in 1975, the State pledged to and agreed with the holders
of the Corporation’s bonds, that the State will not limit or alter the rights vested by the Act in the Corporation
to fulfill the terms of any agreements made with holders of any such bonds, or in any way impair the rights and
remedics of such holders, until any such bonds, together with the interest thercon, with interest on any unpaid
installments of interest, and all costs and expenses in connection with any action or proceedings by or en behalf
of such holders, are fully met and discharged. The Corporation has included such pledge in the Second General
Bond Resolution.

In addition, pursuant to legislation enacted in 1978, the City is authorized and the Corporation is required
to include the 1978 State Covenant in any agreement with holders or guarantors of their notes or bonds. By the
terms of the 1978 State Covenant, the State agrees not to take any action that will (a) substantially impair the
authority of the Control Board during a control period to approve, disapprove or modity any financial plan or
modification, to disapprove contracts of the City or Covered Organizations, to approve or disapprove proposed
borrowings of the City or-Covered Organizations, and to establish procedures for deposits to and disbursements
from the Board Fund; (b) substantially impair the authcrity of the Control Board to review financial pians and
modifications, contracts and proposed borrowings of the City or Covered Organizations; (c) substantially impair
the independent maintenance of a separate fund for the payment of debt service on bonds and notes of the City;
{d) alter the Control Board so that a majority of the voting members are not clected State officials or appointees
of the Governor; (e) terminate the existence of the Control Board before the eartier of July 1, 2008 or the date
when all notes or bonds containing the 1978 State Covenant are no longer outstanding and there is no longer
effective or outstanding any Federal guarantee; (f) substantially modify the requirement that the City’s financial
statements be independently audited; or {g) alter the definition of control period or substantially alter the authority
of the Control Board to reimposc or terminate a control period. The Emergency Act provides that the pledge and
agreement of the State shall cease to be effective when notes and bonds subject to the pledge are no longer
outstanding or when sufficient moneys have been set aside for their payment.

Enactment of the 1978 State Covenant was considered by the Financial Institutions to be an essential condition
to their participation in the Debt Issuance Plan. In the opinion of Bond Counsel, given to the Financial institutions
and City Pension Funds pursuant to the Financing Agreement, while the matter is not Irce from doubt, the 1978
State Covenant is enforccable, provided a court would hold that the pledge is an *‘important security provision®’
of the bonds, *‘subject at all times to the proper exercise of the State’s reserved police power.”” The enforceability
of the 1978 State Covenant is subject to various factual requirements and legal uncertainties and there can be no
assurance that any purchaser seeking to enforce the 1978 State Covenant will be able to meet such factual
requirements or that such legal uncertaintics will be resolved in favor of such enforcement.

PART 12—MANAGEMENT

Under the Act, the Corporation is administered by a Board of Directors (the ‘‘Board’’), consisting of nine
directors. All of the directors are appointed by the Governor with the advice and consent of the State Senate; four
of the dircctors are appointed upon written recommendation of the Mayor. The Act also provides for the
appointment of representatives to the Board (the **Representatives™) by certain State or City officials or bodies
politic. The Representatives are entitled to receive notice of and to attend all meetings of the Board but are not
entitled to vote. In addition, the State Comptroller or his representative is entitled to attend and participate in the
meetings of the Board but is not entitled to vote.

The Act provides that no director (and no Representative) may be an officer or employee of the Federal
Government or of the State or of any political subdivision thereof.




The present members of the Board and the Representatives of the Corporation, and the expiration dates of
their respective termms of office are as follows:

Directors Expiration of Term

Felix G. Rohatyn, Chairman ... ... ... ... ... ... .. ... December 31, 1983
Edward M. Kresky, Vice Chairman(ly ... ... .. .. ... December 31, 1981
Francis J. Barrv(2) ... December 31, 1983
Kenneth J, Bialkin{I)}2) ... ... ... . . ... . ... . . ... .. . .... December 31, 1982
George M. Brooker(Z¥3) ... .. ... . December 31, 1977
Bugene J. Keilin ............ . ... . . December 31, 1982
Dick NCtZCT December 31, 1983
Andrew P. Steffan(D)(2X3) . ... ... .. December 31, 1980
Robert C. Weaver(3) ... ... December 31, 1980

Representatives(4)

Jerome Belson ........ Appointed by the Vice-Chairman of the City Couneil
John P. Holmes ....... Appointed by the Minority Leader of the State Assembly
Leonard Nadei ........  Appointed by the Speaker of the State Assembly
Richard D. Parsons . ...  Appointed by the President Pro-Tem of the State Senate
Bradford J, Race. Jr. ...  Designated representative of the State Comptroller
Robert W. Seavey .. ... Appointed by the Minority leader of the State Senate

Heather [.. Ruth is the Exccutive Director of the Corporation.(3)

(1) Wertheim & Co., Inc., Smith Barncy, Harris Upham & Co. Incorporated, and Shearson Loeb Rhoades
Inc., with which Messrs. Kresky, Steffan and Biatkin, respectively, are affiliated as described in their biographies,
may act as underwriters in connection with the sale of the Scries 31 Bonds.

{2) Appointed upon the written recommendation of the Mayor.

(3) Messrs. Brooker, Steffan and Weaver are continuing to scrve as directors until reappointed or until their
successors have been appointed and qualified,

(4) Each Representative serves at the pleasure of the appointing otficial or body, is eligible for reappointment
and holds office until his successor has been appointed.

(5) Merrill Lynch, Pierce, Fenner & Smith Incorporated, of which Ms. Ruth’s husband is a Managing
Director, is acting as a managing underwriter in connection with the sale of the Series 31 Bonds.

Frrex G. RouaTyn, Chairman. Mr. Rohatyn is a General Partner ol Lazard Fréres & Co., investment
bankers. He is a former Governor of the New York Stock Exchange, Inc., and is a director of Schlumberger, Lid. .
Owens-Illinois, Inc., Pfizer Inc., Pechiney Ugine Kuhimann Corporation, MCA Corporation, American Motors
Corporation and Minerals and Resources Corp., Ltd. He is also a director of the New York Heart Association and
the New York Philharmonic. Mr. Rohatyn is a resident of New York City.

Epwarp M. Krisky, Vice-Chairman. Mr. Kresky is a General Partner of Wertheim & Co., investment
bankers. He has been with Werthein since 1971. From 1965 through 1971, he served as Secretary to the
Metropolitan Transportation Authority of New York State. He is a member of the Boards of Security Mutual Life
Insurance Company of New York, the New York State Council on the Arts and the New York City Ballet. Mr.
Kresky served the Corporation as a Representative from June [975 to January 1979. He also served as an observer
to the Control Board from 1976 (o January 1979. Mr. Kresky is a resident of New York City.

FrANCIS J. BARRY, Mr. Barry is President of Circle Line-Sightseeing Yachts, Inc. and other of its affiliated
companies. From 1967 to date, he has served as an arbitrator for the United Marine Division of Local 333 [LL.A.
of the AFL-CIQ. He is a member of the Board of Directors of the New York Convention Center Operating
Corporation. e is a director and a member of the Executive Committee of the New York Convention and Visitors
Bureau. He is a former member of the Control Board. Mr. Barry is a resident of New York City.

KeENNETH T, BIALKIN, My, Bialkin is a member of the law firm of Wiilkie Farr & Gallagher, New York, New
York, and is an Adjunct Professor of Law at the New York University School of Law. He is Chairman of the
Section of Corporation, Banking and Business Law of the American Bar Association, and is a former Chairman
of the Committee on Federal Regulation of Sccurities of that Scction. He is also a Vice President and a former
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