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NEW ISSUE

In the opinion of Bond Counsel, interest on the Series 54 Bonds is exempt from (i) Federal income taxes
under the existing statutes, and (ii} personal income taxes imposed by the State of New York or any political
subdivision thereof (including The City of New York), and the Series 54 Bonds are exempt from all taxation
directly imposed thereon by or under authority of said State except for estate or gift taxes and taxes on
transfers.

$201,770,000

MUNICIPAL ASSISTANCE CORPORATION FOR THE CITY OF NEW YORK
(A Public Benefit Corporation of the State of New York)
SERIES 54 BONDS

Dated April 1, 1985 Due July 1, as shown below

Principal of the Series 54 Bonds is payable at the corporate trust office of United States Trust Company of New
York, trustee under the Second General Bond Resolution. Interest on the Series 54 Bonds is payable July 1, 1985 and
semi-annually thereafter on each January 1 and July 1, by check or draft mailed to the registered owner. The Series 54
Bonds will be issued as fully registered bonds in the denomination of $5,000 or any integral multiple of $5,000.

The Series 54 Bonds maturing after July 1, 1995 are subject to optional redemption as more fully described herein.
The Series 54 Bonds maturing on July 1, 2008 are also subject to mandatory redemption as more fully described herein.

Due Amount Rate Price
1994 $ 8,000,000 8 9% 100%
1995 8,000,000 8Y, 100
1996 8,375,000 81/, 100
1997 9,090,000 8.70 100
1998 9,880,000 8.90 100
1999 10,760,000 9 100
2000 11,725,000 9.10 100
2001 12,170,000 91/, 100

$123,770,000 934 % Term Bonds due July }, 2008 @ 99, %

(Plus accrued interest)

The Series 54 Bonds are issued pursuant to the Second General Bond Resolution and are payable from certain per
capita State aid and, to the extent not required for payment of certain other obligations of the Corporation, including
bonds 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 to make the necessary payments of such per capita State aid or the necessary
appropriations of the revenues derived from such taxes. The Corporation has no taxing power. The Series 54 Bonds do
not constitute an enforceable obligation, or a debt, of either 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 54 Bonds.

The Series 54 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.
Certain legal matters 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 54 Bonds in definitive form will be available for delivery on or
about May 9, 1985. At the option of any Underwriter, delivery will be available at The Depository Trust Company, New
York, New York.

Salomon Brothers Inc

Goldman, Sachs & Co. Merrill Lynch Capital Markets

Citicorp Investment Bank Manufacturers Hanover Trust Contpany Morgan Guaranty Trust Company
Citibank, N.A. of New York

Bear, Stearns & Co. L. F, Rothschild, Unterberg, Towbin Shearson Lehman Brothers Inc,

The date of this Official Statement is April 18, 1985
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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 54 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 Official 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 54 BONDS, THE
UNDERWRITERS 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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PART 1—INTRODUCTION

Certain factors and additional information that may affect decisions to invest in the Series 54 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.

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.

TheBonds ............ The Series 54 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 54 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 Trustee, subject to annual
appropriation by the State Legislature, from three sources: Per Capita Aid
and (after satisfying debt service, operating expenses and capital reserve
funding requirements under the Corporation’s First General Bond
Resolution) the Sales Tax and the Stock Transfer Tax. “Per Capita Aid”
consists of amounts that otherwise would have been payable to the City under
the State law that provides for a general revenue sharing program applicable
to localities throughout the State. The “Sales Tax’ consists of a State sales tax
imposed within the City, at the rate of 4%, on most retail and certain other
sales. The “Stock Transfer Tax” consists of the State tax on the transfer of
stocks and certain other securities. The Corporation has no taxing power.

Assuming that amounts available to the Corporation from Per Capita Aid, Sales
Tax and Stock Transfer Tax continue at present levels, Available Revenues
for debt service on all outstanding Second Resolution Bonds, including the
Series 54 Bonds and assuming the issuance of all bonds which the Corporation
is conditionally obligated to issue, would be as follows:

(Dollars in Millions)
$ 1,733 Sales Tax (12 months ended March 31, 1985)

plus 974  Stock Transfer Tax (12 months ended March 31, 1985)
minus 11 Operating expenses of the Corporation
minus 344 Maximum annual debt service payment. on out-

standing First Resolution obligations after giving effect
to the refunding of the Series GG and II Bonds (issu-
ance test limits annual debt service to $425 million)
2,352 Available tax revenues after provision for First Resolu-
tion obligations
plus 398 Available Per Capita Aid (for the Corporation’s 1985
fiscal year), net of $86 million of potential prior claims
(none of which has been asserted since the inception of
the Corporation)
$ 2,750 Available Revenues
divided .
by b 863 Maximum annuval debt service payment on currently
outstanding Second Resolution Bonds (including the
Series 54 Bonds, assuming the issuance of all bonds
which the Corporation is conditionally obligated to
issue and giving effect to the refunding of the Series 34
and 35 Bonds)
3.19 Debt Service Coverage
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Limitations on Bond

Issuance ...
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Appropriation of

Revenues ..

Outstanding Debt of the

Corporation

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; 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 6—PAYMENT OF THE
BonDs” and “PART 7—DEBT SERVICE PAYMENT REQUIREMENTS AND
EsTIMATED COVERAGE RATIOS.”

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 two 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 abligations is $344 million.

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
Legislature 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.

After the issuance of the Series 54 Bonds and the refunding of the Series GG and
II and Series 34 and 35 Bonds and assuming the issuance of all bonds which
the Corporation is conditionally obligated to issue, the Corporation will have
outstanding an aggregate of $8.138 billion of its bonds, $6.456 billion issued
under the Second General Bond Resolution and $1.682 billion issued under
the First General Bond Resolution. Bonds which the Corporation is
conditionally obligated to issue are bonds issuable under certain
circumstances in connection with its Commercial Paper Program. The
Corporation has covenanted with certain parties to treat such conditionally
issuable 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 December 31, 1984, such
funds, valued in accordance with the Act, contained $320.4 million and
$795.6 million, respectively. See “PART 6—PAYMENT OF THE BoNDs.”



Debt Issuance Plan ... .. The Serics 54 Bonds are being offered as part of the Debt Issuance Plan
developed by the Corporation and the City.

Certain institutional investors, some of which are underwriters of this offering,
hold substantial amounts of bonds of the Corporation. Such investors may,
from time to time during and after the time when the Series 54 Bonds are
being offered to the public, offer or sell bonds of the Corporation, which may
have an adverse effect on the market for and the market price of the Series 54
Bonds.

Certain Factors . ..... .. The Corporation believes that the market for and the market price of the Series
54 Bonds and the sources of payment of the Series 54 Bonds may be affected
by certain other factors described elsewhere in this Official Statement.

Subsequent Events ... .. On April 26, 1985, the Mayor is scheduled to submit the executive budget for
the City’s 1986 fiscal year to the City Council and the Board of Estimate. On
or before May 12, 1985, the City is scheduled to submit a proposed financial
plan for its 1986 through 1989 fiscal years to6 the Control Board. See “PART
9—CERTAIN DEVELOPMENTS AFFECTING THE CITY.”

PART 2—BONDS BEING OFFERED

General

The Series 54 Bonds will be issued pursuant to the Second General Bond Resolution and the Series 54
Resolution. The Series 54 Bonds will be dated and bear interest from April 1, 1985 and are to mature as set
forth on the cover of this Official Statement. The Series 54 Bonds will be issued as fully registered bonds in
the denomination of $5,000 or any integral multiple of $5,000. Principal of the Series 54 Bonds is payable at
the corporate trust office of the Trustee, Interest on the Series 54 Bonds is payable on July 1, 1985 and semi-
annually thereafter on each January 1 and July 1 by check or draft mailed to the registered owners at their
addresses, as the same appear on the books of the Corporation kept by the Trustee on the tenth day preceding
an interest payment date. The Series 54 Bonds will be transferable on the ?ooks of the Corporation at the
corporate trust office of the Trustee.

For every exchange or transfer of the Series 54 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 54 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 54 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
NEwW YORK.” '

United States Trust Company of New York is the Trustee under the Second General Bond 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.”



Optional Redemption
The Series 54 Bonds maturing after July 1, 1995 are subject to redemption at the option of the
Corporation on or after July 1, 1995, 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) Price
July 1, 1995 to December 31,1996 . ........oovnnnut 102%
January 1, 1997 toJune 30, 1998. .. ......... ..ot 10114,
July 1, 1998 to December 31,1999 ........... ... 101
January 1,2000to June 30,2001, . ..o ihen e 100,
July 1, 2001 and thereafter.............ccooeeeontn 100

Sinking Fund Redemption
The Series 54 Bonds maturing July 1, 2008 are also 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 Tuly 1 of each year, the principal amount of such
Series 54 Bonds specified for each of the years shown below:

Series 54 Bonds due July 1, 2008

Year Amount Year Amount
2002 ..t $13,300,000 L0 01 $19,030,000
2003 L. e 14,545,000 2007 o s ey 20,815,000
2004 ..., b 15,910,000 2008 .. i 22,770,0600*

2005 .. 17,400,000
* Payment at maturity.

Giving effect to the Sinking Fund Installments set forth above, the average life of the Series 54 Bonds
maturing on July 1, 2008 would be approximately 20.61 years, calculated from April 1, 1985.

The Corporation may from time to time direct the Trustee to purchase, with moneys in the Bond Service
_ Fund, Series 54 Bonds at or below par plus unpaid interest accrued to the date of such purchase, and apply
any Bonds so purchased as a credit, at par, against and in fulfillment of a required Sinking Fund Instaliment
on the Bonds so purchased. See “PART 14—SUMMARY OF CERTAIN PROVISIONS OF THE SECOND GENERAL
BonD REsoLUTION—Bond Service Fund.” To the extent the Corporation fulfills its obligations to make
Sinking Fund Instaliments in a particular year through such purchases of such Bonds, the likelihood of
redemption by lot of any holder’s Series 54 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, but is not obligated to, do so with respect to the Series 54
Bonds.

Additional Bonds and Notes

Pursuant to the Act, until December 31, 1984 the Corporation was authorized to issue 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 issued approximately $9.445 billion, including approximately

$250 million of commercial paper notes. The Corporation continues to be authorized to issue bonds and notes
only to refund outstanding bonds and notes, without limitation as to principal amount.

Additional Second Resolution Bonds may be issued on a parity with the Series 54 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 (it) the amounts estimated by the State Commissioner of Taxation and Finance to be collectible during the
succeeding 12-month period from such sources, plus (b) the estimated or actual amount of Per Capita Aid to
be or theretofore apportioned and paid to the Municipal Assistance State Aid Fund for the fiscal year of the
State during which such additional Bonds are to be issued, less {¢) 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 Second
Resolution Bonds (including the particular series of such additional Bonds then proposed to be issued).

Pursuant to the Series 54 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 $423 million (with certain adjustments with respect to up to $25 million of small denomination
obligations that the Corporation may offer to the public under the First General Bond Resolution).

The Corporation has covenanted with certain banks under the Commercial Paper Program that it will
treat the $250 million Second Resolution Bonds issuable under the terms of the credit agreements executed in
connection with such program as issued and outstanding for purposes of the coverage tests set forth in this
section for the period of time such bonds may be issued, as provided in such credit agreements.

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 14—SUMMARY OF CERTAIN
PROVISIONS OF THE SECOND GENERAL BOND RESOLUTION.”

PART 3—USE OF PROCEEDS AND PLAN OF REFUNDING

The net proceeds of the sale of the Series 54 Bonds will be $196,826,502. Such proceeds will be used to
refund the Corporation’s Series GG and II and Series 34 and 35 Bonds.

The Series GG Bonds are currently outstanding in the aggregate principal amount of $70,200,000 and
are due February 1, 1987. The Series GG Bonds bear interest at the rate of 8% and will be paid at maturity at
par.

The Series I1 Bonds are currently outstanding in the aggregate principal amount of $11,170,000 and are
due Febuary 1, 1987. The Series II Bonds bear interest at the rate of 7%,% and will be paid at maturity at

par.

The Series 34 Bonds are currently outstanding in the aggregate principal amount of $40,495,000 and
consist of: $16,495,000 serial bonds due on July 1, 1985, July 1, 1986 and July 1, 1987, and $24,000,000 term

bonds due July 1, 1989.

| The Series 34 Bonds due serially will be paid at maturity at par, as follows:

Year Amount Rate
5 < $6,940,000 10 %
1986 et 7,520,000 104,
1987 o e e 2,035,000 10%/,



The Series 34 Bonds due July 1, 1989 will be redeemed through mandatory sinking fund installments at
100% of the principal amount thereof, plus accrued interest to the redemption date, or be paid at maturity at

par on each July 1, as follows:

Year Amount Rate
1987 -+ v e e e e $6,065,000 11Y,%
1088 .+ v et et et 8,680,000 1Y,
LT R 9,255,000* 11Y,

* Payment at maturity.

The Series 35 Bonds are currently outstanding in the aggregate principal amount of $59,505,000, bear
interest at the rate of 12%,% and are due July 1, 2008, The Series 35 Bonds will be redeemed through
mandatory sinking fund installments at 100% of the principal amount thereof plus accrued interest to the
redemption date, on July 1 in each of the years 1990 through 1992, as follows:

Year Amount Rate

1L 1T A R R R $4,375,000 12%,%
T ] TP 4,535,000 12,
L1 T R R R 4,690,000 123/,

The balance of $45,905,000 principal amount of the Series 35 Bonds will be redeemed on July 1, 1992 at
a redemption price of 102% of the principal amount thereof, plus accrued interest to the redemption date.

To accomplish the refunding of these bonds, the net proceeds of approximately $196.83 million, will be
used to purchase non-callable direct obligations of the United States of America (the “Government
Obligations™), the principal of and interest on which, when due, will provide moneys sufficient to pay when
due principal at maturity of and sinking fund instaliments and redemption prices, together with interest, on
the Series GG and II and Series 34 and 35 Bonds. At the time of issuance of the Series 54 Bonds, the
Corporation will deposit the Government Obligations in two special trust funds to be held by United States
Trust Company of New York, as trustee under the First General Bond Resolution and the Second General
Bond Resolution. At such time, the Corporation will give such trustee irrevocable instructions to give notice
of the refunding of the Series GG and II and Series 34 and 35 Bonds and to apply the special trust funds
solely for the payment of principal of and sinking fund installments and redemption prices, together with
interest, on each of the series of bonds to be refunded.

Upon the giving of such instructions, the Series GG and II and Series 34 and 35 Bonds will no longer be
outstanding for purposes of the First and Second General Bond Resolutions. Accordingly, all principal of
and sinking fund installments and redemption prices, together with interest, on the Series GG and II and
Series 34 and 35 Bonds will be payable solely from each of the special trust funds, respectively.

The refunding of the Serics GG and II and Series 34 and 35 Bonds is part of the Corporation’s refunding
program. The program is intended to provide present value savings to the Corporation and to reduce the level
of debt service requirements in certain early years where debt service requirements are at disproportionately
high levels through the issuance of refunding bonds which have debt service requirements occurring at higher
levels in later years.

PART 4—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 1975 (as
amended to date, the “Act”), for the purpose of providing financing assistance and fiscal oversight for the
City. To carry out such purpose, the Corporation was given the authority, among other things, to issue and
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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 1975, the Control Board was established to oversee the financial
affairs 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 was 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 through 1984
fiscal years was balanced in accordance with GAAP and is projected to be so balanced for the 1985 fiscal
year, the Debt Issuance Plan was supplemented to give the City additional time to regain full access to the
public credit markets. The City publicly sold $75 million of its bonds during its 1981 fiscal year, $250 million
of its bonds during its 1982 fiscal year, $452 million of its bonds during its 1983 fiscal year, $775 million of its
bonds during its 1984 fiscal year and $1 billion of its bonds to date in its 1985 fiscal year.

To enable the Corporation to assist in financing the City’s capital needs during its 1983 through 1985
fiscal years, the State enacted legislation in June 1980 increasing the amount of obligations which the
Corporation could issue to $10 billion (excluding refunding obligations and certain short-term notes} and
extending through December 31, 1984 the period during which such obligations, other than refunding
obligations, could be issued. The 1980 legislation provided sufficient bond issuance authority to enable the
Corporation to fulfill its role under the Debt Issnance Plan. The Corporation has completed all of the capital
financing which it was scheduled to undertake in the Debt Issuance Plan.

Quistanding Debt of the Corporation

From the period of the Corporation’s inception through December 31, 1984, the Corporation has issued
approximately $9.445 billion aggregate principal amount of bonds and notes for purposes of the $10 billion
statutory issuance limit (which limit excludes all refunding obligations). After issuance of the Series 54
Bonds and the refunding of the Series GG and II and Series 34 and 35 Bonds, the Corporation will have
outstanding (excluding bonds that have been refunded) $6.456 billion aggregate principal amount of bonds
issued under the Second General Bond Resolution and $1.682 billion aggregate principal amount of bonds
issued under the First General Bond Resolution. The Second General Bond Resolution provides that all
outstanding Second Resolution Bonds will be on a parity with each other, regardless of the date of issuance.

First Resolution Obligations have 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.

In addition to First and Second Resolution obligations, the Corporation is issuing commercial paper
under separate resolutions on a continuing refunding basis. The Corporation presently has outstanding
approximately $250 million of such obligations. The commercial paper has no claim on Per Capita Aid, the
Sales Tax or the Stock Transfer Tax prior to or on a parity with First or Second Resolution Bonds. For
further information on the Corporation’s Commercial Paper Program, see “PART 5—DEBT ISSUANCE

PLaN.”

For additional information concerning the financial condition of the Corporation, see the audited
financial statements of the Corporation as at June 30, 1984 and the unaudited financial statements of the
Corporation as at December 31, 1984, annexed hereto as Exhibit A, and “PART 20—FINANCIAL

STATEMENTS.”
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PART 5—DEBT ISSUANCE PLAN

In November 1978, the Corporation in conjunction with the City developed the Debt Issuance Plan to
provide long-term financing for the City during the 1979 through 1982 fiscal years. The Debt Issuance Plan
has been supplemented from time to time to include subsequent fiscal years and to adjust ‘projections
regarding the issuance of long-term obligations to the public and the City’s capital needs

DEBT ISSUANCE PLAN
. (Dollars in Millions)
Sources of Funds :
FY 1985 '~ FY 1986 FY 1987 FY 1988 Total

Sales to the Public of the Corporation’s Bonds{a) ... ... $ 723 % 112§ 250 5 — $1,085
Sales to the Public of City Bonds(b) ... .............. 1,000 1,100 1,275 1,345 . 4,720
Water and Sewer Revenue Financing(c) ........ e 165 . 330 350 375 1,220

Total Sources.......... e e, $1,888  §1,542 - $1,875 $1,720 $7,025

City Capital Improvements ..............covveuunnn. $1,440 $1,615 -$1,735  $1,825 §$6,615

Capital Reserve Fund of the Corporation . ............ 28 — — — 28
Refunding(d) .......ciiiiiirii i e 363 112 250 — 725

Prepayment of Federally Guaranteed City Obliga- - .
HONS(E) .. i e e 227 247 28 — 502
Total Uses(f) . .......covv vt $2,058 31,974 $2,013 81,825 §7,870

(a) Including $521 million of bonds sold to date in fiscal 1985 and the Series 54 Bonds.
(b) Including $1 billion of bonds issued to.date in fiscal 1985.

{c) Contingent upon the financing of water and sewer projccts through the issuance of revenue bonds
pursuant to State legislation enacted in June 1984. '

(d) All proposed refundings are subject to market conditions.
(e) See discussion of Federally guaranteed City bonds in this PART 5.

(f) Differences between Total Sources and Total Uses are a result of the deposit or withdrawal of funds
held by the Corporation from the proceeds of sales of its bonds in prior fiscal years for use in fiscal year 1985
and thereafter or other sources, including primarily debt service savings resulting from the Corporation’s
refundings and advances from the City’s general fund for capital purposes. The Sources of Funds reflects the
principal amount of obligations issued and the Uses of Funds reflects the receipt of such monies without
giving effect to the costs of issuance. ‘ .

The current Debt Issuance Plan is intended to provide financing for the City’s capital needs, which the
City currently projects to be approximately $1.4 billion to $1.8 billion during each of its 1985 through 1988
fiscal years. Substantial portions of the Debt Issuance Plan, including all the Corporation’s financings for
City capital expenses under the Plan, have been completed to date. To complete the Debt Issuance Plan, the
Corporation intends to sell publicly an additional $564 million of its obligations, including the Series 54
Bonds, through June 30, 1987, for refunding purposes, and the City plans to sell publicly an additional $3.720
billion of its bonds through June 30, 1988. The Plan assumes that the Clty will be able to meet, through sales
of its bonds, its full capital needs after its 19835 fiscal year.

The levels of City borrowing currently projected in the Debt Issuance Plan may be modified in
conjunction with the Mayor’s submission of the Executive Capital and Expense Budget for the City’s 1986
fiscal year.




The actual amount of the Corporation’s refunding obligations to be issued during each fiscal year will
depend upon market conditions and other factors.

In connection with the Debt Issuance Plan, the City issued an aggregate of $1.65 billion of Federally
guaranteed bonds from fiscal 1978 through 1982, of which approximately $592.2 million are currently
outstanding. The Agreement to Guarantee providing for such Federal guarantees requires the City under
certain circumstances to prepay such bonds beginning in its 1983 fiscal year according to a prescribed
formula. The Secretary of the Treasury of the United States denied the City’s request to waive this
requirement for the 1983 fiscal vear, and the City utilized certain proceeds of its bond issuances for such
prepayments in fiscal years 1983 and 1984. The Debt Issuance Plan provides $502 million for such use in the
fiscal years 1985 through 1987, after which there would be no Federally guaranteed City bonds outstanding.

Approximately $1.075 billion in additional revenues is to be made available to the City during the period
covered by the Debt Issuance Plan if certain actions, which the Corporation agreed to undertake in a
memorandum of agreement with the Governor and the Mayor dated March 30, 1984, are taken. These
actions include (1) the issuance of $250 million of bonds for capital purposes under the Debt Issuance Plan,
which issuance has been completed; (2) the refundings contained in the Debt Issuance Plan (which are
projected to produce, subject to market conditions, debt service savings to the Corporation during the period
covered by such Plan, resulting in increased revenues to the City of approximately $300 million), which
refundings will be completed with the issuance of the Series 54 Bonds; and (3) the Corporation making
available to the City approximately $525 million out of earnings and releases from its funds. The City has
agreed to utilize the moneys resulting from these actions as follows: approximately $550 million for capital
purposes; approximately $365 million for economic development; and approximately $160 million for
operating purposes. To date, the Corporation has taken those actions necessary to make such additional
revenues available to the City in accordance with the agreed schedule.

In July 1982, the Corporation commenced sales of its commercial paper notes which are currently
outstanding in the approximate amount of $250 million pursuant to the Commercial Paper Program.
Payment of the commercial paper notes is supported by a oredit facility provided by Citibank, N.A. and
Manufacturers Hanover Trust Company. The Corporation developed the Commercial Paper Program in
order to take advantage of the existing differential between short-term and long-term tax-exempt interest
rates so that it could provide the City with capital funds at a lower cost. The Corporation intends to fund the
commercial paper with proceeds of long-term bonds at such time as the markets make such option attractive.

PART 6—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:

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

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

(iii) amounts received from the State to replenish the Capital Reserve Aid Fund, see “Maintenance
of Capital Reserve Aid Fund” in this PART 6; and

9
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(iv) any interest or income earned on investments of amounts deposited into the Bond Service
Fund and Capital Reserve Aid Fund.

The amounts described in (i) and (ii) above are paid to the Corporation from two special funds
established by the Finance Law and held in the custody of the State Comptroller, the Municipal Assistance
State Aid Fund and the 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 needed to meet requirements under the First General Bond Resolution.

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

Payments to the Corporation by the State are required to be made by the State only if and to the extent

. that such amounts have been appropriated by the State L{agislature or that revenues have otherwise been

made available therefor by the State.

The holders of the Second Resolution Bonds do not have any lien on Per Capita Aid, Sales Tax or Stock

* Transfer Tax until the moneys derived therefrom are pald into the Corporation’s Bond Service Fund and
‘Capital Reserve Aid Fund. The Act provides that any provisions of the Second General Bond Resolution and

the Second Resolution Bonds with respect to provision for payment by the State to the Corporation of Per
Capita Aid, the Sales Tax or the Stock Transfer Tax are executory only to the extent of the moneys available
from time to time from such Aid and Tax sources and held by the State, which moneys shall have been
theretofore appropriated to the Corporation, and no liability on 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. Some of such obligations have been pledged for
the benefit of certain banks in connection with the Commercial Paper Program of the Corporation and a
portion of such obligations to be acquired in the future may be so pledged. In certifying its requirements, the
Corporation may not take into account any amounts payable on such City obligations but not yet received by
the Corporation. However, the requirements for any fund may be reduced to the extent that such moneys are
received and deposited into such fund of the Corporation.




The following chart illustrates the flow of money as described above:

STATE OF NEW YORK \I

MUNICIPAL
ASBISTANCE
CORPORATION

THE CITY OF
NEW YORK

(.

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 expenses.

5 After payment of all amounts certified by the Corporation and after payment of rebates
of the Stock Transfer Tax. Amounts paid to the City are paid directly by the State.
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The Corporation is a corporate governmental agency and instrumentality of the State and not of the
City. The Corporation has no taxing power. The Second Resolution Bonds do not constitute an enforceable
obligation, or a debt, of cither 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 be authorized by State law to file a petition under Chapter 9 of the Federal
Bankruptcy Code, and if it were to meet other conditions specified in such Chapter, the Corporation could
file a petition for relief under Chapter 9 pursuant to which the Corporation’s securities could be adjusted or
modified. 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 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 Legislature to make appropriations as expected would
have a serious impact on the ability of the State and its agencies to raise funds in the public credit markets.
See “PART 8—CERTAIN DEVELOPMENTS AFFECTING THE 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 default with respect to the Second Resolution Bonds: (i) the failure of the State to
continue to pay Per Capita Aid, as the laws relating to Per Capita Aid may be amended, or a reduction by the
State of the amount of Per Capita Aid payable during any fiscal year to an amount less than the maximum
annual debt service payable on the outstanding Second Resolution Bonds; (ii) the failure of the State to
continue the imposition of either the Sales Tax or the Stock Transfer Tax, each imposed by the Tax Law, as
such Law may be amended, or a reduction of the rates of such taxes to rates less than those in effect on July 2,
1975; or (iii) the failure of the State Comptroller to pay to the Corporation the amounts certified by the
Corporation.

The Finance Law provides that in no event shall the State Comptroller pay over and distribute to the
City or any other entity other than the Corporation any Sales or Stack 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 the 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.

12



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 each year
since 1946 and has provided some measure of assistance to local 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 6. 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, 1985.

PER CAPITA AID
{Dollars in thousands)

1976 oo oo, $434,311 1981 oo, $484,037(c)
1977 oo 434,311(a) 1982 ................ 484,037(c)
1978 oo 434,324(a) 1983 ................ 484,037(c)
1979 oo 481,569(b) 1984 ................ 484,024(c)
1980 .. 0oovise 484,036(c) 1985 ........... e 484,024(c) (d)

(2) 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.
{d) Amount expected to be paid on or before June 30, 1985.

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 Y, 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 2 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,

13
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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 use taxes imposed by the
City prior to July 1, 1975, and the Sales Tax imposed by the State since July 1, 1975, on a quarterly basis for
the last ten fiscal years of the City, after deductions 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 USE TAXES IN THE CiTY(a)

Y efrl séﬁi‘l ed Three Months Ended:
June 30 September 30 December 31 March 31 June 30 Total
(Dollars in thBusands)

1975(b) ....iiiiiiii i $173,824 $198,990 $212,671 $201,715 § 787,200
1976(C) +.vv it ii i 194,560 193,690 247,203 167,155 802,608
1977 i i i e 215,794 210,383 248,927 183,280 858,384
1978 i i e 221,815 232,291 274,585 190,044 918,735
1979 o i 232,732 239,852 317,400 208,750 998,734
1980 . ..o i 253,974 283,540 357,270 241,764 1,136,548
1981 L. e 293,581 313,990 413,179 273,324 1,294,074
1982 . e 329,950 349,041 433,782 288,566 1,401,339
1983 ... e 338,727 373,836 387,483 388,897 1,488,943
1984 ..o s 377,560 398,725 449,985 426,509 1,652,779
1985 L e 414,663 433,959 458,324

SOURCE: State Department of Taxation and Finance.

(a) Commencing March 1976, quarterly collections were distributed to localities based on historical
collection data. Commencing June 1980, quarterly collections are distributed to localities based on historical
collection and current unverified vendor data. Subsequent 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 $41,255 to $11.1 million to reflect overdistributions
for certain prior pericds and from $116,971 to $12.3 million to reflect underdistributions for other prior
periods. Periods subsequent to September 1984 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 same.

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

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

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

yoriseal Three Months Ended:

June 30 September 30 December 31 March 31 June 30 Total
(Dollars in thousands)

1975 $ 35,756 $ 40,214 $ 51,363 § 58,649  $185,982
1976(a) ..o i 53,045 57,937 90,285 65,376 266,647
1977¢a) ..o 62,220 69,072 79,045 70,759 281,096
1978(a) .. .ot 68,770 82,072 79,188 125,944 355,974
1979 112,478(a) 93,643 86,199 96,987 389,312
1980 . . ..o 107,772 106,211 141,077 106,398 461,458
1981 . 146,066 182,600 144,968 157,216 630,850
1982 . 131,039 140,816 131,887 126,986 530,728
1983 ... 163,745 249,295 252,921 281,920 947,881
1984 ... 247,247 241,706 252,536 224,565 966,054
19BS . 235,580 231,066 282,442

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 equal to 1009 of the tax began on 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, aithough a substantial
portion of such revenues (the rebatable portion of the tax) will be paid in to the Stock Transfer Tax Fund
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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.

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 7—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 resulting reduction in the amounts available for rebate could have an adverse effect upon the

| New York securities industry.

Capital Reserve Aid Fund

The Act requires the Capital Reserve Aid Fundtobe ata level not less than 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. 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 the required level. The amount of any such payment, if required, is to
be in accordance with a certificate of the Corporation stating the sum, if any, required to restore the Capital
Reserve Aid Fund to the required level.

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 6.

As of December 31, 1984, the fund contained $795.6 million and 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 Corporation has not found it necessary to use moneys in
the capital reserve funds to pay debt service on any of its bonds.




PART 7—DEBT SERVICE PAYMENT REQUIREMENTS AND
ESTIMATED COVERAGE RATIOS

In order to estimate coverage ratios for the Second Resolution Bonds that will be outstanding, the
Corporation has assumed certain amounts of Per Capita Aid and Sales Tax and Stock Transfer Tax
collections. There is shown below the basis on which such amounts were calculated. The debt service
payment requirements for the First and Second Resolution Bonds as well as certain coverage ratios are also
shown below.

Adjusted Per Capita Aid

The Corporation has estimated the amounts of the following potential claims and liabilities on Per
Capita Aid that are payable prior to the payment of Per Capita Aid to the Corporation, although since the
inception of the Corporation no such claims have been asserted.

{Dollars in thousands)

Per Capita Aid available to the Corporation during the Corporation’s 1985 fiscal
L) ST R R R P $484,024
Less annual potential claims and liabilities:
(a) City University Construction Fund (“CUCF™). : ,
Amounts equal to 50% of CUCF’s share of certain State Dormitory
Authority debt service and other expenses would be a claim against
Per Capita Aid if not paid by the City to CUCF. The Corporation has
been informed by CUCF that such debt service and other expenses are
approximately $122.85 million during its current fiscal year. State law
permits a maximum claim of $65 million in any fiscal year of the City* $61.424
(b) New York City Housing Development Corporation (“HDC?”).
Amounts required to restore the HDC capital reserve funds to the
amount required to be on deposit in such funds would be a claim
against Per Capita Aid if not otherwise paid. The Corporation has
been informed by HDC that the aggregate capital reserve fund require-
ments on all outstanding bonds of HDC as of this date is approximate-
ly $24.1 million. State law currently permits a maximum claim of $30
million in any fiscal year .. ... .. ... .. R $24,118
(¢c) New York City Police Pension Fund.
Amounts due annually from Per Capita Aid to the Trustees of the City
Police Pension Fund .. ....ovvvrrevieneeanns T, $ 500 $ 86,042

Adjusted Per Capita Aid . ... oot $397,982

* 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 event, all such outstanding bonds of the Dormitory Authority could be due and
payable and could, to the extent of fifty percent of such principal amount, have a prior claim on Per Capita
Aid. The Dormitory Authority has outstanding $1.1 billion 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 increased to 100% in the City’s 1983
fiscal year with respect to debt issued for senior colleges. See “PaRT 8—CERTAIN DEVELOPMENTS
AFFECTING THE STATE—Problems of Authorities and Localities”.
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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
March 31, 1985, see “PART 6—PAYMENT OF THE BonNDs—Sales Tax™ and “Stock Transfer Tax”, and
operating expenses of the Corporation are $10.6 million (the estimate for the 1985 fiscal year), the aggregate
annual amount which would be available from the Sales Tax and the Stock Transfer Tax, if needed (the
“Agpregate Sales and Stock Transfer Taxes™), to pay debt service of the Corporation is shown below:

(Dollars

in thousands)

Sales Tax collections for the 12 mor_lths ended March 31, 1985.......... $1,733,454
Stock Transfer Tax collections for the 12 months

ended March 31,1985 ............. IR R AR PR PRSP R PP 973,653

b33 1o 1) ;1 N ARG $2,707,107

Less: Operating expenses of Corporation. .......ooveviiniii s, 10,600

Aggregate Sales and Stock Transfer Taxes ...............co0oiiiie, $2,696,507

Debt Service Requirements and Estimated Coverage Ratios

As shown above, Adjusted Per Capita Aid is approximately $398 million and Aggregate Sales and Stock
Transfer Taxes are approximately $2,697 million, for a total of $3,095 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 54 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 assuming the issuance of all bonds
which the Corporation is conditionally obligated to issue, after giving effect to the issuance of the Series 54
Bonds and the refunding of the Series GG and II and Series 34 and 35 Bonds. The table also shows the
coverage of aggregate annual debt service on Second Resotution Bonds by all revenues ( Adjusted Per Capita
Aid plus Aggregate Sales and Stock Transfer Taxes) after deducting from such revenues the aggregate
annual debt service requirements with respect to the First Resolution Obligations.

There is no assurance that Adjusted Per Capita Aid, Aggregate Sales and Stock Transfer Taxes or
operating expenses will in fact remain at the levels referred to above in subsequent years. Furthermore, the
Corporation reserves the right to issue additional obligations pursuant to the First and Second General Bond
Resolutions within the limitations contained in such Resolutions, the Series 54 Resolutlon, the credlt
agreements with the banks under the Commercial Paper Program and the Act.




DEBT SERVICE PAYMENT REQUIREMENTS AND ESTIMATED COVERAGE RATIOS

(after issuance of the Series 54 Bonds and assuming the issuance of all bonds which the Corporation is conditionally
obligated to issue and giving effect to the refunding of the Series GG and II and Series 34 and 35 Bonds)

(Dollars in thousands)

T%tal Debt Elsltirr_lated Csovcrac.]ge
ervice : ; atios on Secon
pisment D Second Resolution Bonde _ Rejolution Bonde—

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

1986 .. ..o 142,716 199,595 574,767 774,362 3.81

1987 ... e 124,855 245,525 563,858 809,383 3.67

1988 ... 224 855 323,965 539,230 863,195 3.32

1989 o 292,355 347,115 510,628 857,743 327

1990 ... 289,230 367,160 480,050 847,210 3.31

1991 . oo 300,355 381,260 447,919 829,179 3.37

1992 .. ... 264,605 393,070 414,697 807,767 3.50

1993 .. 255,355 410,325 380,168 790,493 3.59

1994 ... 335,730 268,925 350,414 619,339 4.45

1995 ... 343,718 303,420 324,423 627,843 4.38

1996 ... 329,545 295,490 625,035 4.95

1997 . 268,015 267,973 535,988 5.77
1998 L 166,060 245,868 441,928 7.00

1999 .. 205,485 225,983 431,468 7.17

2000 ... 238,600 204,074 442,674 6.99

2000 .. 209,470 181,631 391,101 (b

2002 ... 201,310 160,634 361,944

2003 ... 199,375 140,729 340,104

2004 ... 208,800 120,968 329,768

2005 ... 209,040 100,781 309,821

2006 ... 219,185 80,144 299,329

2007 .. 231,235 58,487 289,722

2008 ... 244,190 35,758 279,948

2009 ... 255,175 12,069 267,244

(a) Includes Sinking Fund Installments

(b) Coverage ratios for the years 2001 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 1986 through 2000, ranging from a low of 2.69 times in 1989 to a high of 7.17 times in 1999 and

such coverages average approximately 4.12 times.

19



The Corporation anticipates that an aggregate of approximately $564 million, of which the. Series 54
Bonds are a portion (excluding the bonds which the Corporation is conditionally obligated to issue) 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 54 Resolution and certain other resolutions and agreements
of the Corporation, see “PART 2—BONDS BEING OrrERED—Additional Bonds and Notes™, on the basis of
the assumptions described in this PART 7 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 8—CERTAIN DEVELOPMENTS AFFECTING THE STATE

Although bonds of the Corporation are not obligations of the State, financial developments with respect
to the State may affect the market for or market prices of the Corporation’s securities and the sources of
payment for the Corporation’s securities. As described under “PART 6—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
issnance of Federal guarantees of obligations of the City.

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 has historically 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.

Recently, the State has been relatively successful in bringing 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 burden 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, Certain manufacturing facilities have relocated to other states. This trend has been
partially offset by the location of some new manufacturing facilities in the State and by expansion of existing
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facilities in the State. While no sustained reversal of the State’s relative economic position has been projected,
the actions taken to date, in combination with many other causes of regional economic changes, have slowed
this trend. During the years ended December 31, 1982 and 1983, the State’s economy in most respects
performed better than that of the nation. However, in the year ended December 31, 1984, the State's rate of
economic expansion was somewhat slower than that of the nation. The State unemployment rate dipped
below the national rate in the second half of 1981 and has generally remained lower since that time.

Financial Developments—Fiscal Years 1975-1985

During the mid-1970’s, some of the State’s public benefit corporations (the “Authorities”) and
municipalities (in particular, the City) faced extraordinary financial difficulties, which affected the State’s
own financial condition. In response to these financial problems, the State developed and implemented
programs which were largely successful in addressing such problems. The State’s experience has been that if
the Authorities or municipalities suffer serious financial difficulties, both the ability of the State, the
Authorities and municipalities to obtain financing in the public credit markets and the market price of the
State’s outstanding bonds and notes may be adversely affected.

Forits 1981 and 1982 fiscal years, the State achieved balanced budgets with receipts and disbursements
on a cash basis of $15.2 billion and $16.8 billion, respectively.

Although the General Fund in the State’s financial plan for its 1982-83 fiscal year was balanced when
formulated in May 1982, the State incurred a cash basis operating deficit of $561 million in the State’s 1983
fiscal year. The deficit was caused, in part, by a reduection in receipts due to the failure of the national and
State economies to recover from the recent recession at the time assumed in the original budget projections,
the actions of the Legislature in mandating, over the Governor’s veto, certain additional disbursements and
the failure of the Legislature to enact certain proposals designed to prevent diversion of General Fund
receipts to support mass transit. These unfavorable developments were, in part, offset by available reserves in
the original financial plan for such fiscal year, higher than projected lottery receipts, and a series of
expenditure control actions. The State financed this cash basis operating deficit through the issuance of $500
million in tax and revenue anticipation notes issued in January 1983 which were redeemed in December 1983,
and through the use of available General Fund balances. The State completed its 1984 and 1985 fiscal years
with its General Fund Financial Plan balanced on a cash basis.

On July 25, 1984, the Comptroller reported the State’s comprehensive (all funds) financial position as of
March 31, 1984 and operating results, which have been audited by independent certified public accountants,
for the State’s 1984 fiscal year in accordance with GAAP. When reported in accordance with GAAP, the
State’s governmental funds group shows a net operating deficit of $450 million for the 1984 fiscal year. This
net operating deficit reflects an operating deficit in the General Fund of $345 million, and operating deficits in
Special Revenue, Capital Projects and Debt Service Fund types of $37 million, $29 million and $39 million,
respectively.

The State’s combined balance sheet at March 31, 1984, which has been audited by independent certified
public accountants, reflects an accumulated deficit in the State’s governmental funds in the amount of $3.399
billion. This deficit includes accumulated deficits in the General Fund and Capital Projects Fund types of
$4.331 billion and $53 million, respectively, and surpluses of $247 million and $738 million in Special
Revenue and Debt Service Fund types, respectively.

Based on preliminary estimates made in March 1985, which could be materially different from the
audited results, the State Comptroller projects that there will be an operating deficit on a GAAP basis in the
General Fund of approximately $125 million for the State’s 1985 fiscal year, as compared to an audited
GAAP operating deficit of $345 million in the State’s 1984 fiscal year. This GAAP-based operating deficit in
the General Fund for the State’s 1985 fiscal year, compared with the cash-basis balance, is primarily
attributable to the accrual as expenditures for the State’s 1985 fiscal year of school-aid and other local
assistance payables and certain Medicaid and payroll liabilities, offset by the accrual of taxes and other

revenues net of tax refunds payable.
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Program for the 1986 Fiscal Year

The State’s General Fund cash-basis projections for the 1986 fiscal year as formulated on April 7, 1985
following enactment of the budget for such fiscal year show anticipated receipts of $22.732 billion, an
increase of $1.646 billion (89%) over the total receipts in the State’s 1985 fiscal year. Total General Fund
disbursements in the 1986 fiscal year are projected to be $22.681 billion and the year-end balance in the
General Fund is required by law to be increased by $51 million to restore to $133 million the fund balance
depleted in prior years. The projection of disbursements reflects an increase of $1.646 billion (8% ) over the
total amount disbursed in the State’s 1985 fiscal year.

The State’s governmental fund types account for substantially all State nonpension financial operations.
Governmental funds include the General Fund, which receives all income not required by law to be deposited
in another fund, or approximately 65% of total governmental fund receipts exclusive of interfund transfers;
Special Revenue Funds, the use of the income of which is legally restricted to certain purposes, which
account for 28% of total governmental fund receipts; the Capital Projects Funds, used to finance the
acquisition and construction of major capital facilities by the State and to aid in such projects conducted by
local governments or public authorities, which account for 4% of governmental fund receipts and Debt
Service Funds, used as depositories for funds to be used to pay the principal of and interest on long-term debt
and lease purchase and other commitments, which comprise 3% of governmental fund receipts.

Taxes account for 95% of the State’s General Fund receipts which, exclusive of transfers from other
funds, are expected to total $22.598 billion in the State’s 1986 fiscal year, with the balance made up of
miscellaneous receipts and certain Federal grants. Transfers from other funds account for less than 19 of

total General Fund receipts.

Major components of the State’s tax structure include:

(i) The personal income tax, imposed on the income of individuals, estates and trusts at rates
ranging from 2% on the first $1,000 to 14% on amounts in excess of $23,000 on New York taxable
income (determined by making several adjustments to Federal adjusted gross income). The maximum
rate on personal service or earned income, however, is 9.5% on amounts of such income in excess of
$15,000. Legislation enacted in 1985 will reduce the maximum tax rate to 13.5% during calendar year
1985 and to 13% by 1987. The maximum rate on earned income will be reduced to 9% by 1987.
Receipts from this tax accounted for 53% of General Fund tax receipts in the State’s 1985 fiscal year
and are projected to account for 52% of General Fund tax receipts in the State’s 1986 fiscal year.

(ii) User taxes and fees, the largest of which is the State sales and use tax. This tax, imposed at a
statewide rate of 4%, applies to the sale or use within the State of most tangible personal property,
commercial and industrial utility service billings, charges for meals, hotel and motel occupancy and
admissions charges, as well as certain services. Sales and use tax receipts accounted for 209 of General
Fund tax receipts in the State’s 1985 fiscal year and are projected to account for 21% of General Fund
tax receipts in the State’s 1986 fiscal year. Also included in this category are receipts from tax on the
sale, generally for highway use, of gasoline (8 cents per gallon) and diesel fuel (10 cents per gallon); a
tax on the sale of cigarettes (21 cents per pack); a tax, at varying rates, on liquor, beer, wine and other
beverages; two highway use taxes; motor vehicle registration and operators’ license fees; and fees for
permits to manufacture, distribute or sell alcoholic beverages in the State. Receipts from these levies
accounted for 8% of General Fund tax receipts in the State’s 1985 fiscal year and are projected to
account for 7% of total General Fund tax receipts during the State’s 1986 fiscal year.

(iii) Business taxes, which include a general business corporation franchise tax as well as
specialized income taxes on banks and insurance companies and gross receipts taxes on utilities,
transportation and transmission companies, and businesses engaged in the sale or importation for sale of
petroleum products accounted for 15% of General Fund tax receipts in the State’s 1985 fiscal year and
are projected to yield 16% of General Fund tax receipts during the State’s 1986 fiscal year. The general
business tax is imposed at a rate of 10% on an allocated portion of entire net income, determined by
making several adjustments to Federal taxable income, the most significant of which is the disallowance
of the “accelerated” portion of depreciation deductions allowed under the Federal accelerated cost
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recovery program. Receipts from this tax are expected to account for approximately 49% of all business
taxes in the 1986 fiscal year.

(iv) Other taxes, including taxes on pari-mutuel wagering, estate and gift taxes, a special 10% tax
on the gain from the sale of certain real estate where the consideration exceeds $1 million and certain
other minor taxes. Receipts from these sources accounted for 4% of General Fund tax receipts in the
State’s 1985 fiscal year and are projected to total 4% of General Fund tax receipts in the State’s 1986
fiscal year.

Miscellaneous receipts include investment income, a variety of fees and assessments, abandoned
property collections and other varied sources. Transfers from other funds result from the need to move
receipts from funds in which they are originally received to that from which they will be spent. The largest
transfer to the General Fund represents the Federal share of the administrative costs of the State’s
Department of Social Services.

General Fund disbursements for the State’s 1986 fiscal year, including transfers to other funds, are
expected to total $22.681 billion. Grants to local governments, the largest category of General Fund
disbursements, accounted for 58% of General Fund disbursemnents in the State’s 1985 fiscal year and are
projected to account for approximately 61% of total General Fund disbursements in the State’s 1986 fiscal
year. Within this caiegory, aid to elementary, secondary and higher education accounts for 48%. Social
services expenditures, including Medicaid and income maintenance, account for 31%. Other local assistance
programs include State revenue sharing, aid for health and environmental quality, drug abuse control,
transportation and other governmental services.

State operations spending accounted for 26% of General Fund disbursements in the State’s 1985 fiscal
year and is projected to account for 26% of General Fund disbursements during the State’s 1986 fiscal year
and include payment of salaries, operation of the State University system and State courts, maintenance of
State mental hygiene, health and correctional facilities and other general operational costs. Personal service
costs account for approximately two-thirds of projected disbursements in this category.

General State charges accounted for 8% of General Fund disbursements in the State’s 1985 fiscal year
and are projected to account for 7% of total General Fund disbursements in the State’s 1986 fiscal year. They
include contributions to pension systems, the employer’s share of social security contributions, medical and
death benefits for State employees and retirees and other fringe benefits, including employee benefit funds.
They also include payments of judgments against the State and payments in lieu of taxes.

Transfers to other funds, a category of disbursements which accounts for the transfer of money from the
General Fund to other State funds from which it will ultimately be spent, accounted for 7% of General Fund
disbursements in the State’s 1985 fiscal year and are projected to account for 5% of General Fund
disbursements in the State’s 1986 fiscal year. The bulk of these transfers are to Debt Service Funds to meet
the State’s general obligation debt service requirements and certain lease-purchase payments and to Capital
Projects Funds to meet the tax-financed portion of the State’s capital construction program. Transfers to
other funds from the General Fund in the 1986 State Financial Plan reflects payments of $182 million into
the education accumulation revolving account during the State’s 1984 fiscal year. The monies in this account
will be used to meet a portion of the State’s school aid payments in the spring of 1986. Debt service spending
directly from the General Fund accounted for 19 of General Fund disbursements in the State’s 1985 fiscal
year and is projected to account for 1% of General Fund spending in the State’s 1986 fiscal year. These debt
service payments, unlike debt service payments recorded in Debt Service Funds, reflect the payment of
interest on short-term borrowings.

Federal grants are projected to account for 83% of the $9.737 billion in total projected receipts,
exclusive of transfers, in Special Revenue Funds in the State’s 1986 fiscal year. Approximately 85% of the
Federal Funds received in this fund type are on account of Medicaid, income maintenance and associated
social services, education and health programs. The balance represents grants for specific programs primarily
in environmentzal conservation and labor-related functional categories.
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Tax revenues account for 6% of receipts in the Special Revenue Funds, virtually all of which are
dedicated to the support of mass transportation service throughout the State. Miscellaneous receipts, largely
fees and other charges, the proceeds of which are dedicated to the support of specific programs, account for
the balance of receipts in these funds.

Disbursements from Special Revenue Funds, including transfers to other funds of $826 million, are
projected at $11.291 billion for the State’s 1986 fiscal year. Disbursements for grants to local governments
from this fund group, projected at $7.547 billion, are primarily for the Federal share of Medicaid and other
social services programs, school lunch and breakfast programs and assistance for transportation and mass
transportation programs. Disbursements for State operations and general State charges, projected at $2.909
billion, primarily reflect the operating costs of the State University of New York and the: Departments of
Health and Mental Hygiene that are supported by tuition, room rental and other fees and charges for patient
care, :

Federal grants for capital projects, largely highway-related, are projected to account for 47% of the
$1.418 billion in total projected receipts, exclusive of transfers in Capital Projects Funds in the State’s 1986
fiscal year, while miscellancons revenues, mainly repayments from public authorities and localities of
advances made by the State, are projected to account for 31%. General obligation bonds constitute the
balance of receipts in this category. Spending from Capital Projects Funds is also supported by transfers from
other funds the bulk of which comes from the General Fund to finance the tax-supported portion of the
State’s capital program. The projection of miscellaneous receipts in the Capital Projects Funds assumes the
receipt of $350 million in reimbursements from the New York State Urban Development Corporation
(*UDC") and the New York State Thruway Authority (“Thruway Authority”) from the sale of their bonds
and notes. The legislation authorizing UDC to issue bonds and enter into a lease-purchase arrangement with
the State is the subject of pending litigation. \

Total disbursements from Capital Projects Funds are projected at $1.945 billion during the State’s 1986
fiscal year, 67% of which is for various transportation and mass transportation programs, 8% for programs
of the Department of Correctional Services and the Division for Youth, 5% for health and mental hygiene
programs, 7% for environmental and recreational programs and 5% for educational programs. The balance
(89 ) will be disbursed for various housing and economic development programs and maintenance of State
office facilities.

Miscellaneous revenues, largely tuition and charges associated with the State University system and
third-party payments for care of those served in State mental hygiene facilities, are projected to account for
97% of the $1.182 billion in total projected receipts exclusive of transfers, in Debt Service Funds in the
State’s 1986 fiscal year. Pursuant to applicable bond covenants, this revenue is initially pledged to support
bonds issued to finance State University and mental hygiene facilities. These funds also receive minor
amounts of Federal grants and earmarked motor fuel tax receipts also pledged to debt service requirements.
Transfers from other funds to Debt Service Funds include the transfer from the General Fund of amounts to
meet the State’s general obligation debt service and lease purchase requirements, and transfers, from Special
Revenue Funds, of Federal aid for the care of those in State operated health and mental hygiene facilities.

Total disbursements from Debt Service Funds, excluding transfers to other funds of $1.533 billion, are
expected to total $924 million during the State’s 1986 fiscal year. Of this total 50% reflects payment of debt
service on State general obligation debt and the balance reflects lease-purchase and other contractual
obligation payments for State office facilities, State University, Health and Mental Hygiene facilities and
certain other commitments.

In accordance with Chapter 405 of the Laws of 1981 {““Chapter 405”), the Governor presented a
summary financial plan prepared on a GAAP basis together with the Executive Budget for the State’s 1986
fiscal year. That plan was balanced on a GAAP basis. To comply with Chapter 4035, the State is required to
prepare a summary financial plan for the four governmental funds on a GA AP basis for the State’s 1986 fiscal
year as soon as practicable after the formulation of the 1986 State Financial Plan. The State Division of the
Budget expects that this plan will be completed by April 30, 1985. Based upon the appropriations bills and
revenue measures enacted by the Legislature, the State Division of the Budget has made a preliminary
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projection that this Plan will include an operating balance in the General Fund on a GAAP basis for the
State’s 1986 fiscal year.

On November 10, 1982, Standard & Poor’s Corporation reduced its rating on the general obligation
bonds of the State from AA — to A—, citing the State’s continued use of one-time revenues, increased use of
income tax refund deferrals, rising seasonal cash requirements and borrowings and the increase in the size of
the projected deficit for the 1983 fiscal year from the July 1982 projection. At the same time, Standard &
Poor's Corporation also reduced its rating on certain bond issues of various Authorities, not including the
Corporation. On November 12, 1982, Moody’s Investors Service reduced its rating on outstanding State tax
and revenue anticipation notes from MIG-1 to MIG-2. However, since April 9, 1984, Moody’s Investors
Service has rated the State's tax and revenue anticipation notes at MIG-1. Ratings reflect the views of the
respective rating agency and explanations of such ratings may be obtained from each of the individual rating
agencies. Any action by a rating agency to lower the credit rating on any cutstanding indebtedness of the
State may have an adverse impact on the market prices of or on the market for the Corporation’s bonds.

Important Considerations for the 1986 Fiscal Year and Thereafter

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 appropriations to maintain various debt service reserve funds established for such bonds (commonly
referred to as “moral obligation” provisions).

At March 31, 1983, there was outstanding $19.1 billion aggregate principal amount of bonds and notes
issued by Authorities which are either guaranteed by the State or supported by the State through lease-
purchase arrangements, other contractual obligations or moral obligation provisions of which the
Corporation’s bonds totalled approximately $8.1 billion. Debt service on outstanding Authority obligations is
normally paid out of revenues generated by the Authorities projects, but i 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 indebtedness provisions or othetwise.
The 1986 State Financial Plan provides $671.8 million for financial assistance expected to be required by
certain Authorities during the State’s 1986 fiscal year.

Several Authorities have, in the past, experienced financial difficulties. Certain Authorities continue to
experience financial difficulties requiring financial assistance from the State. These Authorities are discussed
below. '

The. Metropolitan Transportation Authority (“MTA”) oversees the operation of the City’s bus and
subway lines by the New York City Transit Authority and the Manhattan and Bronx Surface Transit
Operating Authority (collectively, the “Transit Authority” or the “TA”) and through its subsidiaries, the
Long Istand Rail Road and the Metro-North Commuter Railroad Company and the Metropolitan Suburban
Bus Authority, operates certain commuter rail lines in the New York metropolitan area. Because fare
revenues are not sufficient to finance these operations, the MTA has depended and will continue to depend
for operating support upon a system of Federal, State, local government and TBTA support, including loans,
grants and operating subsidies.

The MTA completed its 1984 fiscal year ended December 31, 1984 with its budgets of approximately
$3.5 billion balanced on a cash basis. The TA ended its fiscal year on December 31, 1984 with a cash balance
available for operations of approximately $7.2 million.

For the MTA’s 1985 fiscal year ending December 31, 1985, the MTA is projecting operating budgets
balanced on a cash basis, but only after receiving substantial assistance from the State. Over the past several
years the State has enacted several taxes—including a surcharge on the profits of banks, insurance
corporations and general business corporations doing business in the 12-county region served by the MTA
and a special one-quarter of 1% regional sales and use tax—that provide additional revenues for mass transit
purposes, including assistance to the MTA. In December 1984, the State legislature approved a two-year
extension through December 1986 of the business tax surcharge in the Metropolitan region. The surcharge is
estimated to yield $295 million in calendar year 1985, increasing to $315 million in 1986. Revenues from the
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surcharge together with other MTA actions are expected to permit current MTA fares to be held through
calendar year 1985. As a result of the extension of the surcharges and other MTA actions, the State projects a
balanced budget for MTA, assuming that the applicable appropriations are made and assuming a contractual
labor settlement providing for wage increases of 29, during MTA’s 1985 fiscal year. There can, however, be
no assurance that the MTA’s labor contracts (which expired on March 31, 1985 for most TA employees, are
scheduled to expire on December 31, 1985 for Metro-North, and which expired on December 31, 1984 for
the LIRR) will be renegotiated so as not to exceed this 2% assumption. Each one percentage point increase
in a labor settlement for the TA is estimated to increase the MTA’s costs by approximately $12 million in the
1985 fiscal year and approximately $17 million on an annual basis thereafter. The new legislation provides
that certain funds advanced to Mass Transportation Operating Assistance Fund due to the unitary reporting
requirement will be repaid to the State’s General Fund on or before October 30, 1985, or in accordance with
a schedule to be established by the Director of the Budget on or before October 15, 1985 which could extend
repayment to [1987. The MTA’s projection that it can repay $73 million in 1985 to the State for funds
previously advanced under the unitary reporting requirement without incurring a deficit is based in part on
the assumptions that (i) certain State funds projected in the State’s 1986 fiscal year cash flow projections as
payable in calendar year 1986 will be paid in calendar year 1985, and (ii) that a portion of Federal 1986
operating assistance, which the President has proposed be eliminated, will be received in 1985. Should any of
the assumptions used by the MTA in arriving at its 1985 projections prove incorrect, the MTA could incur
deficits in calendar year 1985 and would therefore be required to seek addltmnal State assistance or to
increase fares. .

The MTA currently expects substantial budget gaps during cdlendar year 1986. As a result, during the
State’s 1986 fiscal year, most likely by the end of calendar year 1985, the MTA is expected to request
additional State or local assistance, to increase user charges, to reduce service levels, or to seek some
combination thereof, in order to cover additional expenses. Although the total budget gap expected for 1986
has not yet been projected, the potential 1986 budget gap for the TA has been projected. In the TA’s 1985-88
Financial Plan approved by the New York State Financial Control Board (the “Control Board”) on January
25, 1985, the projected budget gap for the TA alone was $206.5 million for calendar year 1986, based on the
assumption of 2% annual wage increases as of April 1, 1985. On the same date, the Office of the Special
Deputy Comptroller for The City of New York (*OSDC") issued a report that projected a slightly smaller
budget gap. OSDC noted, however, that if the wage increases were commensurate with the projected rate of
inflation, the gap would be $239 million for the same period. The State Division of the Budget currently
projects that the MTA’s total budget gap for 1986 will range between $170 million and $250 million.

The Federal Administration has proposed eliminating U.S. mass transit operating assistance, an action
that according to MTA officials would result in a loss to the MTA of $108 million in 1986, including $83
million which is expected by the TA. If the Administration’s proposal is enacted, the pro_]ected budget gaps of
the MTA and the TA would widen in 1986,

In 1981, the Legislature authorized procedures for the adoption and approval of five-year capital
program plans designed to upgrade the performance of the MTA's transportation systems and to supplement,
replace and rehabilitate facilities and equipment, and also granted certain additional bonding authorization
therefor. The current plans contemplate total program expenditures and commitments during the five-year
period ending December 31, 1986 of approximately $8.4 billion. As of December 31, 1984, approximately
$4.6 billion in contracts for the capital program have been awarded by the MTA. This program, which is
expected to be modified or amended from time to time, is expected to be funded from various sources,
including TBTA bonds, MTA special obligation revenue bonds, service contracts between the State and the
MTA and MTA bonds secured by such service contracts, Federal subsidies, financings benefiting from
certain leasing provisions of the Federal tax law, and additional capital funds for buses and ancillary facilities
from the Port Authority of New York and New Jersey. The State has entered into service contracts with the
MTA providing for annual appropriations by the State over a 35-year period of not in excess of $30 million.
The Legislature appropriated $80 million annually to fund these contracts during the State’s 1986 and three
previous fiscal years.
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The President’s proposed Federal budget would reduce or eliminate funding for mass transit capital
projects. If enacted, these proposals would reduce anticipated funding for MTA projects by approximately
$300 million in calendar 1986, $237 million of which is for TA projects. The proposed Federal cutbacks
would amount to approximately 20% of the program commitments planned for calendar 1986 for the MTA’s
current five-year program, and if these funds are not replaced from other sources, including the State, the
program would have to be implemented over a longer period to account for the Federal reduction. If the
program is so delayed, ridership and fare revenues are expected to decline over time as a result of the
deterioration of the mass transit system. A loss of fare revenues could, among other things, adversely affect
the MTA’s ability to meet its operating expenses without additional State assistance.

A report issued by the Office of the Special Deputy State Comptroller on January 25, 1985 noted that the
TA’s capital commitments have lagged significantly since 1983. Continued delay in upgrading the TA’s
facilities could result in further deterioration of transit services which, in turn, could have an adverse impact
on ridership and fare revenues. Such developments could occasion demands for additional State operating
assistance for the TA.

The New York State Housing Finance Authority (“HFA”) and UDC face significant financial
difficulties with some of the projects on which they hold mortgages. Seven HFA housing projects were more
than one month in arrears in their monthly mortgage repayment escrow deposits due as of January 31, 1985.
Five of these mortgagors were current in payments under settlement or workout agreements with HFA for
rescheduling the amounts or timing of these obligations. HFA has commenced foreclosure proceedings
against one mortgagor and expects to take appropriate action regarding the other. The most significant of the
projects in arrears is Co-op City, on which HFA holds a mortgage with an original principal amount of $390
million. Co-op City has been in arrears from time to time in its monthly mortgage payments. As a result of
mortgage payment delinquencies of Co-op City and, to a substantially lesser extent, of certain other projects,
the State has paid approximately $135.9 million, between January 1976 and March 31, 1985, to restore
deficiencies in the debt service reserve funds of HFA. 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, During the State’s 1985 fiscal year, the State appropriated
and paid $22.4 million to the debt service reserve fund securing HFA’s Non-Profit Housing Project Bonds.
The 1986 State Financial Plan projects an amount for payment to HFA that the State expects to be sufficient
to replenish withdrawals from its Non-Profit Housing and General Housing debt service reserve funds during
the State’s 1986 fiscal year.

UDC has experienced, and expects to continue to experience, financial difficulties with the housing
programs it had undertaken prior to 1975, because a substantial number of these housing program
mortgagors are unable to make full payments on their mortgage loans. Mortgage payment arrearages by these
project mortgagors were $18.0, $16.7, and $14.9 million during calendar years 1982, 1983, and 1984,
respectively, and, through a subsidiary, UDC is currently attempting to increase its rate of collection by
accelerating its program of foreclosures and by entering into settlement agreements. Owing to the continuing
problems with its housing programs, UDC has been, and will remain dependent upon the State for
appropriations to meet its expenses. In its 1984 and 1985 fiscal years, the State appropriated $7.9 million and
$6.4 million, respectively, to UDC for corporate operating expenses, and the 1986 State Financial Plan
includes a $6.0 million appropriation to UDC for corporate operating expenses. Failure by the State to make
appropriations to UDC as moneys are required for operating expenses could lead to debt service shortfalls by
UDC and result in UDC’s having to draw upon debt service reserve funds in order to meet its debt service
requirements. This would cause UDC to request the State to replenish such funds in order to avoid a default
on all or a portion of the $878 million of UDC moral obligation bonds outstanding.

In April 1983, legislation was enacted authorizing UDC to issue up to $380 million in obligations to
finance correctional facilities pursuant to lease-purchase financing arrangements with the State. Pending the
issuance of the bonds authorized by the legislation, the State is advancing the amounts necessary to complete
critically needed correctional facilities. Litigation challenging this financing arrangement is pending,
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Through a UDC subsidiary, the Convention Center Development Corporation is managing the

_ construction of a 1.8 million square foot convention center in New York City. .The convention center

= contains 640,000 square feet of prime exhibition space with the potential of up to 900,000 square feet of

E exhibition space and over 100 meeting rooms available. The original financing for the convention center was

= provided by a contractual-obligation financing arrangement involving the issuance of $375 million of TBTA

= bonds. In addition, the City has provided $60 million derived from certain Corporation funds made available

- to the City under a memorandum of agreement executed by the Governor of the State, the Mayor of the City

and the Chairman of the Corporation and $27 million in interest has been earned on- unexpended bond

| proceeds to fund construction of the convention center project. An additional $25 million will be necessary to

7 equip the convention center with the necessary furniture, fixtures and equipment. The total cost of the

- convention center project is anticipated at $487 million. The convention center is currently eighty percent
i complete and scheduled to open for business on April 1, 1986,

Failure 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 New York City could have financial problems leading to requests for

= additional State assistance during the State’s 1986 fiscal year, particularly the counties and other localities on

= Long Island. The anticipated and potential problems stem, in part, from reductions in Federal spending

= contained in the President’s proposed 1986 Federal budget and from litigation and judicial decisions relating

o to property tax assessments and rates and pension contributions by such localities, as well as from longer
range economic trends. ' o

= The reductions in Federal spending contained in the President’s proposed 1986 Federal budget would, if
enacted, materially and adversely affect the financial condition and budget projections of the State's localities.
The aggregate impact of the proposed reductions on localities other than New York City is estimated at
approximately $485 million through September 30, 1986. Although it is not certain that the President’s
proposals will be enacted as pfoposed, it is expected that certain measures proposed by the President will be
adopted that could adversely affect the financial condition of the State’s localities. Particular measures that
may be enacted, however, cannot be identified at this time. Should localities be adversely affected by Federal
cutbacks, they may seek additional assistance from the State not provided for in the 1986 State Financial
Plan.

The Long Island Lighting Company (“LILCO”) is the investor-owned utility which supplies gas service
and substantially all electric service in Nassau and Suffolk counties and a small portion of Queens County in
New York City. In early 1984, LILCO reported that it faced serious cash-flow and other financial difficulties
that were attributable to, among other things, construction problems on its 809-megawatt Shoreham Nuclear
Power Facility, the cash-flow problems of carrying debt service on that facility, certain problems in obtaining
a Federal operating license for the Shoreham facility and pending proceedings before the State Public Service
Commission that would limit LILCO’s ability to recover its investment (currently estimated at $4.2 billion)
in the Shoreham facility. Since that time, LILCO has reported that its cash position has improved, owing to
various actions taken by LILCO, including withholding dividends, reducing its work force, extending its
credit lines, achieving a rate increase and issuing new bonds. LILCO is the largest single real property
taxpayer in both Suffolk and Nassau counties, and it has withheld an aggregate of $83 million due Suffolk
County taxing jurisdictions for 1984 and 1985 on account of the Shoreham facility. The est'imatcd full
valuation of taxable real property owned by LILCO within Suffolk County as shown upon the 1984
assessment rolls is approximately 11.6% of the estimated full valuation of all taxable real property.
Approximately 12.9% of Suffolk County’s adopted 1984 budget estimate of real property tax revenues are
attributable to LILCO. Nonpayment of property taxes by LILCO could result in severe financial difficulties

W 1% |

for the affected locaii_ties, particularly in Suffolk County where the impact of uncollected school, town or
i county taxes is effectively borne by the County. In light of these developments, the State could be requested
= by LILCO or others, including utility ratepayers on Long Island and Nassau and Suffolk counties and their

respective localities where LILCO is a significant local taxpayer to assist LILCO directly or indirectly or

"
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otherwise to participate in resolving LILCOs financial difficulties. There are, however, no legal requirements
under which the State is obligated to participate in alleviating LILCO’s financial difficulties, and the 1986

State Financial Plan does not project any direct or indirect State financial assistance for LILCO.

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:
(1) the validity and fairness of agreements and treaties by which the Oneida and Cayuga Indians transferred
title to the State of approximately 6 million acres of land in central New York; {ii) certain aspects of the
State’s Medicaid rates and regulations, including reimbursements to providers of mandatory and optional
Medicaid services; (iii) the treatment provided at several State mental hygiene facilities; (iv) the care and
housing for individuals released from State mental health facilities; {v) the conduct of the State, HFA, and
the State Commissioner of Housing and Community Renewal in the construction, financing, supervision and
management of Co-op City; (vi) contamination in the Love Canal area of Niagara Falls; (vii) certain aspects
of the State’s plan to construct Westway; (viii) educational accommodations for learning disabled students at
a State University: (ix) alleged employment discrimination by the State of New York and its agencies; (x)
alleged State negligence following polychlorinated biphenyl contamination of the Binghamton State Office
Building; (xi) the constitutionality of certain transfers of certain insurance-related funds to the State’s
General Fund in the State’s 1983 fiscal year; (xii) a challenge to the gains tax on transfers of real property;
(xiii) the validity of a lease-purchase agreement pursuant to which the State is to lease prisons financed by
bonds issued by UDC; (xiv) challenges to the methods by which the State computes its aid to localities and
to school districts; and (xv) a challenge to the methods by which the State reimburses localities for the
administrative costs of food stamp programs.

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 Series 54 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 10—VARIOUS CONTROL PROGRAMS.”

This section describes the City’s actual operating results for the 1982, 1983 and 1984 fiscal years,
projections for the 1985 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 future. It provides only a brief summary of
the complex factors affecting the City’s financial condition. This section is based entirely on information
reported to the Corporation by the City, the staff of the Control Board, and the Office of the Special Deputy
State Comptroller (“OSDC”), 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 1975-1984

During 1975 the City became unable to market its securities and entered a period of extraordinary
financial difficulties. In response to this crisis, the State created the Corporation and enacted the Emergency
Act, which created the Control Board. See “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 development of a three year financial plan (the “Three Year Financial Plan™) to provide for a budget
balanced in accordance with accounting principles then permitted by State law by the 1978 fiscal year.
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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. In 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 all of such notes have either
been paid or exchanged for bonds of the Corporation.

During the 1976 through 1978 fiscal years, the City, among other actions, took steps to reduce the
number of its employees, 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, are
unaudited and may contain substantial errors as well as other deviations from GAAP.

The City subsequently completed four consecutive fiscal years (1981 through 1984) with a General
Fund surplus when reported in accordance with GAAP. In achieving the surplus in the 1981 fiscal year, the
City balanced its budget in a manner consistent with GAAP one year earlier than required under State and
Federal law, in contrast with earlier operating deficits when reported in accordance with GAAP. These
developments have been due in large part to the continued strength of the City’s economy, the effects of
inflation on economically sensitive taxes and expenditure restraints by the City. The City expects that the
1985 fiscal year will produce a fifth consecutive year of balanced operating results. Since the 1978 fiscal year,
as required by the Emergency Act, the City’s annual financial statements, prepared in conformity with
GAAP, have been audited by independent certified public accountants.

Pursuant to 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 must be reviewed quarterly and 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 GAAP for fiscal years 1982 and thereafter, a requirement that the City
has fulfilled for the 1981 through 1984 fiscal years and is expected to fulfill for the 1985 fiscal year.

In March 1981, the City reentered the long-term public credit markets with an issue of $75 million of its
bonds. Subseguently, the City sold $250 million, $452 million and $775 million of its bonds in its 1982, 1983
and 1984 fiscal years, respectively. Public sales of City bonds in each of these fiscal years exceeded projections
of the volume of bonds to be sold publicly by the City in the Debt Issuance Plan. The City has sold $1 billion
of its bonds to date in the 1985 fiscal year. Since March 1981 City bonds have been assigned a BBB
investment grade rating from Standard & Poor’s Corporation. In November, 1983 Moody’s Investors
Service, Inc. raised the rating on City bonds to a Baa investment grade rating from Bal, Moody’s highest
non-investment grade rating, which had been assigned in November 1981. 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, and in the 1981 through 19835 fiscal years, the City obtained all of its seasonal financing requirements
in that manner.
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Fiscal Years 1985-1989

As required by the City Charter, the Mayor submitted the Executive Capital and Expense Budget for the
City’s 1985 fiscal year (the “1985 Executive Budget™) to the City Council and Board of Estimate on April
26, 1984. As required by State law, the 1985 Executive Budget was prepared and balanced in accordance with
GAAP. The 1985 Executive Budget, as compared to fiscal year 1985 projections contained in the 1984 four-
year financial plan (the “1984 Plan™), included additional anticipated revenues which, when coupled with
anticipated expenditure reductions, enable the City to eliminate the gap previously projected for its 1985
fiscal year.

On May 10, 1984 the City submitted a proposed financial plan for its 1985 through 1988 fiscal years (the
“May Submission”) to the Control Board. The May Submission projected a balanced budget for the 1985
fiscal year, budget gaps of $323 million and $232 million for fiscal years 1986 and 1987, respectively, and a
budget surplus of $36 million for fiscal year 1988.

On June 5, 1984 the City Council and Board of Estimate adopted a budget for the City’s 1985 fiscal year
(the *“1985 City Budget”). The 1985 City Budget projects revenues and expenditures of $18.219 billion. The
1985 City Budget refiects $494 million of prepayments of certain subsidies in fiscal year 1984 that would
otherwise be due in fiscal year 1985 and certain debt service adjustments. The 1985 City Budget assumed a
2% annual increase in wage and benefit costs for each of the 1985 and 1986 fiscal years attributable to new
labor contracts to replace contracts which expired on June 30, 1984.

On June 25, 1984, the City withdrew the May Submission, stating that, due to an inability to project the
cost of labor settlements and other uncertainties, it could not prepare a complete four-year financial plan in
conformance with the requirements of the Emergency Act. Pursuant to State law, the Control Board
subsequently formulated and adopted on June 28, 1984 an interim financial plan for the City and certain of
its Covered Organizations for the City’s 1985 fiscal year (the “1985 Interim Plan™). The 1985 Interim Plan
reflected the 1985 City Budget revenues and expenditures of $18.219 billion for fiscal 1985, Subsequently, the
1985 Interim Plan was modified from time to time, through February 7, 1985. The 1985 Interim Plan, as
modified and approved by the Control Board through February 7, 1985 (the “Modified Interim Plan”),
reflected revenues and expenditures of $18.410 billion for fiscal 1985 and assumed a 3% annual increase in
wage and benefit costs attributable to new labor contracts for each of the 1985, 1986 and 1987 fiscal years.

On December 31, 1984, the City published a revised forecast for fiscal 1985 in the November statements
submitted to the Secretary of the Treasury. This forecast, prepared on a basis consistent with GAAP,
projected revenues and expenditures of $18.472 billion for fiscal 1985 and continued the 3% wage and benefit
increase assumption contained in the Modified Interim Plan. On January 9, 1985, the City Council approved
an extension from January 16, 1985 to January 31, 1985 for the Mayor’s submission of the preliminary
budget statements for the 1986 fiscal year.

On January 31, 1985, the City submitted to the Contrel Board a proposed 1985-1988 financial plan
which was amended on March 4, 1985. On March 7, 1985, the Control Board approved the four-year
financial plan as amended, covering the City’s 1985 through 1988 fiscal years (the “1985-1988 Financial
Plan’). The 1985-1988 Financial Plan projects operating results balanced in accordance with GAAP for the
1985 fiscal year, with revenues and expenditures of $18.972 billion. The 1985-1988 Financial Plan also
projects potential budget gaps of $302 million in 1986, $889 million in 1987 and $746 million in 1988, before
the implementation of gap-closing programs.

The 1985-1988 Financial Plan is based on numerous assumptions and is subject to various contingencies
and uncertainties relating to, among other factors, the strength of the local economy, the amount of Federal
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aid to be received by the City, and the cost of labor settlements with City employees. Substantially all of the
City’s labor agreements expired at the end of the 1984 fiscal year. On November 5, 1984, the City, declaring
that its labor negotiations were deadlocked, filed a request with the City Board of Collective Bargaining for
the appointment of an impasse panel. On January 4, 1985, after efforts to mediate the labor negotiations had
proven unsuccessful, the Chairman of the City Board of Collective Bargaining stated that he intended to
recommend that an impasse panel be appointed. On February 15, 1985, the Uniformed Firefighters
Association voted to reject a proposed settlement providing for total wage and benefit increases equivalent to
a 6% wage increase in each year of a new three-year contract. The Mayor has stated that, because of
proposed reductions in Federal aid and other uncertainties, the City would reduce its future offers to all

municipal unions.

Accordingly, the 1985-1988 Financial Plan provides a reserve for increases in wage costs for uniformed
employees of 5.5% in each of the 1985 and 1986 fiscal years and 5.0% for the 1987 fiscal year, a reserve for
increases in wage costs for nonuniformed employees of 4.5% in each of the 1985 and 1986 fiscal years and
4.0% for the 1987 fiscal year, and a reserve for a 2% increase in wage costs for all employees in the 1988
fiscal year. The City estimates that each additional 1% increase in the wage assumption would result in
additional expenditures of $71 million in the first year of the increase and $89 million, including pension

costs, in each year thereafter.

While City officials have stated that they will only agree to a settlement that the City can afford, the
terms of the eventual settlement could be determined through the impasse procedures provided under the
New York City Collective Bargaining Law. On February 26, 1985, the City Board of Collective Bargaining
declared that the labor negotiations between the City and unions representing substantially all of the City’s
employees had reached an impasse and that impasse panels will be appointed to issue recommendations and a
report pursuant to the impasse procedure.

On April 18, 1985, the Mayor announced that a tentative agreement had been reached with the union
representing 100,000 non-uniformed City employees (District Council 37, American Federation of State,
County & Municipal Employees) on the terms of a new three-year collective bargaining agreement covering
such employees for the period July 1, 1984 thru June 30, 1987, subject to approval by the union membership.
The City estimates that the cost of this agreement if applied to the entire City workforce, including both
uniformed and non-uniformed employees, would be $2.96 billion, which represents an increase of
approximately 18.5% over three years. This cost exceeds the provisions for collective bargaining contained in
the City’s 1985-1988 Financial Plan by $78 million in the City’s 1985 fiscal year, $185 million in its 1986
fiscal year and $379 million in its 1987 fiscal year.

The Emergency Act requires Control Board approval of all collective bargaining agreements cntered
into by the City and the Covered Organizations during a control period and provides that the Control Board
shall disapprove any such agreements determined to be inconsistent with that act. See *PART 10—VARIOUS
CoNTROL PrOGRAMS.” In addition, until June 30, 1985, the Emergency Act requires that the City Board of
Collective Bargaining remit to an impasse panel for further consideration any recommended increase in
wages or benefits that it determines not to be within the financial ability of the City and Covered
Organizations to pay, which determination is subject to judicial review. The Emergency Act also authorizes
the Control Board to intervene in any such proceedings. Further, the Emergency Act requires, at any time
during a control period, that any final determination which results in increased labor costs be included in a
modification to the City’s financial plan, which modification is subject to approval by the Control Board in

accordance with the provisions of that act.

On February 4, 1985, the President of the United States introduced to Congress the proposed 1986
Federal Budget. The proposed budget, which would reduce non-defense related domestic spending by $40
billion from current levels, includes many proposals for reduced spending that Congress has previously
rejected as well as some new initiatives such as the elimination of general revenue sharing in 1986 and the
reduction and redistribution of the Community Development Block Grant program. The City’s preliminary
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budget analysis estimates that, if enacted, the reductions would amount to nearly $780 million less in Federal
aid to the City in the 1986 fiscal vear and over $1.2 billion annually thereafter: of this amount, the City would
be required by Federal mandate to spend $341 million and $559 million in the 1986 and 1987 fiscal years,
respectively.

The Senate Budget Committee approved a First Concurrent Budget Resolution on March 14, 1985,
Although the plan reduces the level of defense spending, it adopts many of the President’s spending reduction
proposals which would seriously affect the City’s operating budget. In addition to the Senate Budget
Committee resolution, the President and the Senate Majority Leader have agreed to a deficit reduction plan
which proposes even deeper reductions in domestic programs than the Senate Budget Committee plan,
Significant in the spending reductions of both plans is the phase-out of general revenue sharing, and the
reduction of Community Development Block Grant funds.

In accordance with the City Charter, the Mayor is required fo submit the Executive Capital and Expense
Budget for the City’s 1986 fiscal year (the “1986 Executive Budget”) to the City Council and Board of
Estimate on or before April 26, 1985, and those bodies are required to adopt a budget for the 1986 fiscal year
on or before June 20, 19835. As required by State law, the 1986 Executive Budget is to be prepared and
balanced in accordance with GAAP. On April 11, 1985 the City Council passed a proposed local law which,
among other things, would amend the deadline for mayoral submission of the 1986 Executive Budget to the
City Council and Board of Estimate to May 3, 1985, and would amend the deadline for adoption by the City
Council and Board of Estimate of a GAAP-balanced budget for the 1986 fiscal year to June 27, 1985. It is
expected that the Mayor will sign the local law, and that it will be adopted.

On or before May 12, 1985, the City is required by State law to submit a financial plan for its 1986
through 1989 fiscal years (the “1986 Four Year Plan”} to the Control Board. Within 435 days of submission,
the Control Board is required to consider the 1986 Four Year Plan. It is expected that the staffs of the
Control Board and the OSDC will release their respective reports within 45 days of the submission of the
1986 Four Year Plan, State law requires that the City’s finangial plan include projections of all City revenues,
expenditures and cash flows, along with a schedule of projected capital construction, for each of the fiscal
years covered by the plan. It is expected that the 1986 Four Year Plan will comply with these statutory
requirements. '

Litigation

The notes to the City’s audited financial statements for the 1984 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 fuactions. As of June 30, 1984, claims in
excess of $64 billion were outstanding against the City for which the City estimated its potential future
liability to be $1.989 billion. The 1985-1988 Financial Plan includes a provision for judgments and claims,
other than the real estate tax certiorari proceedings described below, in the amount of $133 million, $160
million, $185 million and $210 million for the 1985 through 1988 fiscal years.

Numerous real estate tax certiorari proceedings are presently pending against the City on grounds of
alleged overvaluation, inequality and illegality of assessment. In response to these actions, State legislation
was enacted in December 1981 which, among other things, authorizes the City to assess real property
according to four classes and makes certain evidentiary changes in real estate tax certiorari proceedings.
Using scttlements negotiated in the past three fiscal years and factoring in an estimated premium for
prospective inequality challenges as a guide, the City estimates its potential future liability for outstanding
certiorari proceedings to be $275 million at June 30, 1984.

Consolidated Edison Company of New York, Inc. (“Con Edison”) has commenced numerous
proceedings in the State Supreme Court, Albany County, against, variously, the City, the State Board of
Equalization and Assessment (“SBEA”) and others. Con Edison’s petitions request that the assessments of
its franchise properties in the City for real property taxation for the 1975-1985 fiscal years be declared and
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