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The Honerable William E, Simon

Secretary of the Treasury

15ih Street and Pennsylvania Avenue, N.W,
Washingteon, D, O, 20220

Dear Mr, Secretary;

On December 12, 1979, we were retained to advise the
Department of the Treas ury on various financial and accounting
matters related to Publie Law 94-143, the "New York City Seasonal
Financing Act of 1975", This law reflects the findings of the
Congress that it is necessary for the City to obtain seasonal
financing because the City's revenues and expenditures, even 1f
in balance on an annual basis, are not received and disbursed
evenly throughout the year, The Congress also found that the
ity is or may be unable to obtain such seascnal financing from
its customary socurces and authorizes through June: 30, 1978, loans
of up to $2.3 billion for such purposes, Such loans may be made
provided that the Secretary "determines that there is a
reasonable pTOopeCL of repayment of the lean in accordance with
ite terms and conditlions”

The State of New York has enacted the New York State
Financial Emergency Act for the City of New York creating the
Emergency Financial Control Board, This Act requires that the
Board, in conjunction with the City, develop a City Financial
Plan for the three years ending June 30, 1978, and that such
plan for fiscal 1978 provide for a ba?anced budget determined in
accordance with the accounting principles set forth in the State
Comptroller’ﬂ Uniform System of Accounts for Municipalities, as
the same may be modified by the 3tate Comptroller in consultation
with the City Comptroller. At this time such accounting
principles have not been agreed upon and, therefore, the City
Financial Plan on which the present fJnaHCan is based may
require significant and substantial adjustment,

A summary of the City Financial Plan for the three
vears ending June 30, 1978, together with the City's key
agssumptions, is presented in Appendix 1. This plan with a few
modifications was approved by fThe Pmexgency Financial Control
Board on Cctober 20, 1975,



. Sinece the City's financial reporting system does not
presently provide adeguate information for the Department of the

"Treasury lto monitor the City's compliance with the Financdial Plan,

we have prepared a f[linancial reporting package which could be
used for such a purpose. This reporting package is Included
herein as Appendix 2, and was included as a part of the Credit
Agreement,

_ Qur comments on the City Financial Plan set forth in
this report are based upon (inancial and other information
Cfurnished to us by wvarious City officials, We have not made an
audit of the information included in this report, and we are not
giving an opinion as to the compleleness or the accuracy of the
histerical information ov the forecasted information,

With respect to our comments, four general areas of
concern . are paramount,

First, the City's crisis ds cash flow, and
therefore, although a balanced operating budget is
important, the availability of funds to meet the combined
total of all cash requirements 1s esgential, To the
extent that total cash flow requirements are understated,
additional permanent financing might be necessary to repay
the seasonal financing. Thus, certain basic assumptions
in the three year plan become critical to the determinaticn
of whether the seasonal financing can be repaid, Some of
these are listed below:

No contingency plan has been developed to obtain
funds that may be reguired in excess of those
projected in the plan, Thie may be of immediate
importance gince the City staff has already
developed staff papers reflecting potential
revenue reductions totaling 3571 million over
the three year period, In addition, to meet
the cash reguivements for fiscal 1976, ihe
City must find additional sources cf over $400
million, '

Budgeted expenditures were to be reduced by $110
million in fiscal 1976, but only about $12
million of projected savings have been achieved
to date., Additional reductions are planned for
fisecal 1977 and 1978, Such reductions must
accumulate to over $800 million annually by
1978 and are planned to aggregate $1.5 billion
during the three year period. The need to
specifically identify these savings immediately
ig critical unless contingency sources for
long~-term funde are available,



‘The $800 million of State aid to be prepaid in
the spring of 1276 uand each year thereafter,
when congidered in cornjunceticn with the
seasonal firancial reguirement, makes that
amount, in effect, permanent, The fact that
State funds to meet this commitment, as we
understand 11, may require new financimng by
the State should also be ncted,

These and other conecerns regarding the assumplions
used in developing the City Financial Plan are
~get forth in Part 1.

Second, we have been informed by various .City
officials that ' the (ity's Tinercial systems and controls were
and continus to be inadequate to provide complete and
reliable financial data., We agree with these observations,
Indicative of this condition are the facts that follow:

No report is yel available, as requested by
the ¥mergency Firndncial Control Board, f{rom
which the deficit since July 1, 197%, can be
determined and compared to the City Financial
Plan, Significant deviations could have
occurred already without having been identified.

Summary balance sheet information republished for
June 30, 1975, and issued by the City Comptroller
as recently as December 26, 1975, is known to
require adjustments of at least 31 billion for
write-offs of certain uncellectible assets
included in the balance sheet at that date,

The use of {inancial data without adeguate
control over its completeness and reliability
creales concern that other data furnished may
not have the degree of credibility reguired
considering the crisis gituation which now
exists,

Adequate discipline over the accounting system
hag been lacking. This lack of diseipline
includes (1) inadequate controls over vouchers
entering the disbursement system, (2) control
weaknesses over the timing of overtime payroll
charges, and (3} inadequate controls over the
distribution of charges to budget line items,

These and -other concerps with regard to the
credibility and reliability of the data are
summarized in Part II, We must caution that
any analysis of the City Financial Plan must’
take inlo consideration the limitations
impeced by such concerns,






