OFFICE OF THE SECRETARY OF THE TREASURY
WASHINGTON, D.C. 20220

November 20, 1978

Mr. Fugene Keilin

#2 World Trade Center
Room 4540

New York, New York 10047

Dear Gene:

Now that the New York City Four-~Year Financing Plan
has finally closed, I can now catch my breath and thank
you for attending the luncheon for Don Haider and myself

hosted by Jac Friedgut in early September.

T enclose for your information a copy of a report
to Congress produced by my office.

Cordially,

) .
John J. McLaughlin

Enclosure



THE SECRETARY OF THE TREASURY
WASHINGTON 20220

NOV 91978

Dear Mr. Chairman:

On August 8, 1978, President Carter signed the
New York City Loan Guarantee Act of 1978 (Public Law
95-339). Section 108 of the Guarantee Act entitled
"Reports to Congress” requires that "within three months
after the date of enactment of this title, ... the
Secretary shall transmit to the Committee on Banking,
Housing and Urban Affairs of the Senate and the Committee
on Banking, Finance, and Urban Affairs of the House of
Representatives a report containing a detailed statement
of his activities under this title."

I welcome this opportunity to relate the efforts of
the Department of the Treasury in connection with the
Guarantee Act over the past three months.

Background

In the spring of 1978 the Administration requested
Congressional authority, subsequently granted in the
form of the Guarantee Act, to provide Federal guarantees
for New York City indebtedness based on the following
principles:

-- Preserving New York City's Solvency: We were
convinced that the effects of a bankruptcy would be
extremely serious for the residents of the City and
State, the market for all municipal securities, and for
foreign confidence in the United States. A concerted
effort in the form of the City's $4.5 billion Pour-Year
Financial Plan, the cornerstone of which was the avail-
ability of Federal guarantees up to $1.65 billion of City
indebtedness, was generated to prevent bankruptcy and to
allow the City to achieve financial self sufficiency
within a reasonable time.

-~ Maximum Budget and Financing Efforts by the
Local Parties: Primary responsibility for New York City's
financing rests with the local elected officials and the
relevant private parties at the City level. Beyond that,
the City is the responsibility of New York State. The
Federal financing assistance in the form of guarantees
was provided only under extraordinary circumstances and
was limited to issuance over a four-year period.




-- A Truly Balanced City Budget is a Prereguisite
to Ending this Crisis: New York City lost access to conven-
tional borrowing sources because it incurred large budget
deficits, financed operating expenses with capital bor-
rowings, could not control its chaotic record keeping
systems and otherwise lost control of its finances. In the
past three years, these deficits have been reduced sig-
nificantly. The City has also installed an integrated, data-
based financial reporting and record keeping system. We
believe that achievement of true budget balance is the key
to restoring the City's access to the credit markets. The
financing plan is conditioned upon achievement of a budget
balanced in accordance with Generally Accepted Accounting
Principles ("GAAP") by 1982.

-~ The New York City Financing Crisis Should be
Resolved Once and For All: The only acceptable plan for
future financing of the City is one which will restore
permanently the ability of New York City to finance itself.

Four-Year Plan - Financing

The overall objective of the Four-Year Pinancing Plan
is to enable the City to return fully to the credit markets
for seasonal and long-term needs after Guarantee Act authority
expires on June 30, 1982. 1In order for this to occur, it was
necessary for the City to take several fundamental steps to
reform its finances. These include:

-= An accelerated phase-out of the "capitalized
expense items™ over a period of three years instead of the
eight permitted under State law. This would enable the City
to return to the capital markets that much earlier by reducing
the time the City would be operating at a deficit, according
to GAAP. This is one of the key factors restricting market
access.

== Elimination of the need for the State to advance
$800 million in aid in the last quarter of each City fiscal
year (which, in fact, was the rolling over of prior years'
deficits). This action would also reduce to below $1 billion
annually the amount of City seasonal borrowing. The
exceedingly high level of short-term borrowing is another
element blocking market access.

In addition to these basic reforms, the City needed
sufficient long-term funds during the Plan period in order
to maintain its physical plant and to make needed investments
for future economic development. FPunds were also needed by
MAC in order to issue refunding bonds so as to lower MAC debt
service in the later years of the Plan and, thus, reduce the
City's overall debt service burden during FY 1979-1982.



The Four-Year Financing Plan, covering FY 1979-1982,
has evolved to include the following elements:

Amount
Purpose ($ in millions)
City expenditures for bricks
and mortar $2,300
Phase-out of capitalized
expense items 900
MAC Refunding bonds 600
Bonding out the State advance 400
Bonding the MAC capital reserve
fund 300
Total City Financing Plan $4,500

Most significantly, the participants reflect the over-
whelming involvement of local parties. 1In fact, over 80
percent of the $4.5 billion will be privately placed with
or underwritten by New York institutions. The components
of the $4.5 billion in financing will be supplied in the
following approximate amounts:

Amount
Spurces ($ in millions)
MAC Bonds
New York Financial Institutions:
City & State Pension Funds $625
Clearinghouse Banks 625
Savings Banks 300
Insurance Companies 250
1,800
Public 1Issues 1,000
City Bonds
Public Issues 950

Guarantee Bonds purchased by City
and State Pension Punds 75

Total §4,500

o
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Last week, agreement was reached on the remaining
major open issues in the Four-Year Financing Plan. All
parties are proceeding to complete the formal documen-
tation as soon as possible and the first closing is
expected during the next two weeks. Copies of all the
final documents will be forwarded to you when available.

Finally, a discussion of the City's short-term,
seasonal financing is appropriate. The City's seasonal
financing is no longer of the large dimension ($3 billion)
it was in the recent past. The reduced seasonal needs of
the City are now estimated to peak at $800 million for
FY 1979.

Pour-Year Plan - Budget

The Treasury's Office of New York Finance commenced
its review of the City's FY 1979 Budget and Budget Plan
for the subseqguent three years with the submission of the
initial Plan to me on January 20, 1978. My staff and our
consultants, Arthur Andersen & Co., reviewed both the
assumptions underlying the projections of baseline esti~
mates and the estimates, themselves. Reports prepared by
the New York State Financial Control Board and by the
Special Deputy State Comptroller for New York City were
also analyzed. Similar studies have been conducted of the
Executive Budget and Budget Plan, issued by the City on
April 25, 1978, as well as the major updates to that Plan
issued on August 24, September 25 and on October 6, 1978.

The latter two modifications were in response to
my requests for the formulation of detailed, recurring
programs for City initiated actions to close projected
budget gaps instead of reliance on third party actions,
such as Federal or State aid. The FPinancial Control Board
has scheduled a meeting for November 9, 1978 to review the
last two plan revisions.

In conducting budget reviews our staff assesses the
reasonableness of the budget gaps presented and the City's
plans to close those gaps. Our consultants have confirmed
to us that the plans and modifications were developed on
a consistent basis especially as related to assumptions
made by the City and methodologies used.

Our staff has participated in many meetings with
key City internal accountants, staff of the City's
independent auditors and staff from the various other
monitoring agencies to discuss and resolve accounting



issues raised relative to the City's budget and treat-
ment of items therein. Most of these issues have been
resolved and are reflected either in the City's Audited
Financial Statements for its fiscal year ended June 30,
1978 (appended hereto) or in the revised Plans.

Current General Activities

ment the City's Four-Year Financing Plan in conformity
with the requirements of the Guarantee Act.

The Deputy Secretary, the General Counsel and the
Assistant Secretary for Domestic Finance have been actively
involved in the negotiating process. Indeed, this $4.5 bil-
lion massive undertaking with over one hundred participants
has required and will continue to require coordination by
many of the most seniorTreasury officials.

A Special Assistant to the General Counsel has
devoted all of his time to the drafting, preparation and
review of the various financing documents, Certifications,
legal opinions and other corrollary instruments. He also
participated on numerous occasions in key stages of negoti-
ation, tracked the enactment of relevant local, State ang
Federal legislation and had discussions with members of the
underwriting industry and the rating agencies. Among the
Parties to this negotiation are the following:

[

New York City

Municipal Assistance Corporation

11 Commercial Banks

36 Savings Banks

10 Insurance Companies

6 Pension Systems

Financial Control Board

New York State

Advisors and counsel to all parties

LR~ Ud N
L]

The Acting Assistant General Counsel for Domestic Finance
is now working full time on final arrangements for the
closing of the financial agreements,

The professional staff of the Office of New York
Finance also has been actively monitoring the progress

own market access, economic or budgetary analysis was
required. It is performing the following tasks on a



continuing basis, all of which involve responsibilities
of the Treasury under the Guarantee Act:

(a)
(b)

(c)

(d)

(e)

(£)

(9)

(h}

liaison with committees of the Congress;

review and analysis of the City financial
Statements and related reports;

assistance in completion of the City's audited
financials for FY 1978 and review of relevant
municipal accounting issues for the FY 1979
audit;

compliance determinations concerning the
conditions of eligibility under the Guarantee
Act;

contact with (1) credit rating services with
respect to investment grade rating of City
securities and (2) the financial community
and the City's financial advisor with respect
to accessibility of the City's debt instru-
ments to the public markets;

liaison with New York State officials with
regard to the State's commitment of continued
support for New York City, along with other
cash flow and budgetary matters;

study the impact of urban legislation enacted
by the 95th Congress; and

tracking the City's daily cash flow require-
ments and assessing the time schedule and
amounts required for seasonal financing.

The Director of the Office of New York Finance, and
other senior members of my staff will be delighted to
meet with your staff at their mutual convenience to
amplify information contained in this report.

Sincerely,

W. Michael Blumenthal

The Honorable

William Proxmire

Chairman, Committee on Banking,
Housing and Urban Affairs

United States Senate

Washington, D. C. 20510

Attachment



WILLIAM 8. MOORHEAD, PA., CHAIRMAN

JAMES J, BLANCHARD, MICH,
STANLEY N. LUNDINE, N.v.
BRUCE F. VENTO, MINN,
DOUG BARNARD, GA,

WES WATKINS, OKLA.
THOMAS L. ASHLEY, OHIO
WALTER E. FAUNTROY, D.C,
CARROLI. HUBBARD, Jr, KY,
JOHN J. LAFALCE, N.Y.
EDWARD W, PATTISON, N,v.

U.S. HOUSE OF REPRESENTATIVES

SUBCOMMITTEE ON ECONOMIC STABILIZATION
OF THE
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS

STEWART B, McKINNEY, CONN.
J. WILLIAM STANTON, GHIO
RICHARD KELLY, FLA.

BRUCE F. CAPUTO, N.Y.
NEWTON |. STEERS, Jr,, MD.

EDWIN W. WEBBER
STAFF DIRECTOR

(202) 225-7145

NINETY-FIFTH CONGRESS
2128 RAYBURN HOUSE OFFIGE BUILDING
WASHINGTON, D.C. 20515

September 22, 1978

Mr. Eugene Keilin

Municipal Assistance Corporation
2 World Trade Center

32nd Floor
New York, NY 10047
Dear Gene:

With the New York loan guarantee legislation enacted, the
Subcommittee on Economic Stabilization has a responsibility to
maintain close and continuous oversight of City, State ang
Federal performance under the terms of the Act. This is
particularly true in light of the one-House veto and annual
dollar restriction provisions of P.I,. 95-339.

You and vyour
staff have been most accommodating when we have requested
materials or information, but if we could receive documents on
a routine basis it would greatly expedite our work.

With best regards,

Since;gly,

'\ ‘. peps LE s ap
T !
Z -»Hf : CO Ly
y/ \_J.,,.’J [ ::}’

Ruth M. Wallick
Counsel
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Calendar No. 1116

9511t Coxcnress SENATE Rreronr
Zd Session . No. 95-1192

NEW YORK CITY LOAN GUARANTEES

SErTEMBFR 14 (legislative day, AvausT 16}, 1978, —O0rdered to be printed

Mr. Proxarme, from the Committee on Approprintions,
submitted the following

REPORT

[To accompany H.J. Rea. 1088]

The Committee on Appropriations, to which was refeired FHouse
Joint Resolution 1088, providing authority for the Secretary of the
Treasury to guarantee loans for the ussistance of the city of New. York,
reports the same to the Sennte without amendment and presents herve-
with an explanation of the conients of the resolution.

SUMMARY OF THE RESOLUTION

~ The Committee concurs with the House in recommending authority
to enable the Secretary of the Treasury to guarantee the payment
ol principal and interest on loans in amounts not to exceed $1,650,-
000,000 in principal outstanding nt any time, in accordance with the
provisions of the !New York City Loan Guarantee Act of 1978 (Public
Law 95-339). At the same time, the Committee recommaends the ap-
propriation of such sums as are necessary to make payments of
principal and interest on guaranteed bonds (up to the date on which
such payments are made) in the event of n defanlt. This indefinite
appropriation would not be available until the fiscal year beginning

20-0140
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October 1, 1978. As requested by the administration, the appropriated
sums would remain available through. September 30, 1898, No guar-
antees may be provided after June 30, 1982, and the maximum length
 of any guarantee is limited to 15 years. -

The New York City Loan Guarantee Act ol 1978 was signed into
Jaw on August 8, 1978, which was 7 days alter the administration
submitted its request lor the appropriation of the loan guarantee
authority for New York City.

REASONS FOR ADDITIONAL FINANCIAL ASSISTANCE

Under the New York City Seasonal Winancing Act of 1975 (Public
Law 94-143), the Secretary of the Treasury was authorized to provide
up to $2,300,000,000 annually in short-term loans to New York City
to cover cash flow imbalances occuiring within the city’s fiscal year
(running from July 1 through June 30). Pursuant to this Act, New
York City borrowed $1,260,000,000 in fiscal year 1976, $2,100,000,000
in fiscal year 1977, and $1,875,000,000 in fiscal year 1978. The Com-
mittee has been informed that all of these loans were paid back in
full with interest either on time or ahend of schedule.

The Act expired on June 30, 1978, The Department of the Treasury
estimates that the aggregate net surplus accruing from interest paid on
the seasonynl loans is about $30,000,000.

New York City has made substantial progress toward balaneing
its budget and restoring fiscal responsibility in the past three years
under the seasonal loan program. However, administration officials
and representntives of New York City, New York State, and the
financial community stated that the city would not be able to meet
all of its financing needs in the public credit markets after the sensonal
loan program ended on June 30, 1978, and thus would face insolvency
in the absence of additional financial assistance f{rom the Federal
Government. This was due in 1|mrt to continued investor skepticism
arising {rom the city’s past fiscal problems, and in part to the fact that
the city still does not have a budget which is fully balanced in sccord-
ance with generally nccepted accounting principles. Therefore, the
administration requested, and Congress approved, legislation to
provide long-term Federal guarantees to New York City over the
4-year period ending June 30, 1982, in order to give the city time to
bring its budget into full balance and to regain access to t{le public
credit markets. : : : .

FINANCING .‘\lil‘u\.\'(i.]'ll\[l-l)q"l‘s

~ According Lo officials of the Department of the Treasury, New York

City will need approximately $4.5 billion in long-term financing over
the 4-year period and approximately $800 million annually in seasonal
financing. They presented the following long-term financing plan for
city fiscal years 1679-1982, which was developed jointly by officials
of the city and of the Municipal Assistance Corporation (MAC),
o State agency established for the purpose of borrowing on behalf of
the city. .

L1102
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New York City Long-term Financing Plan, Fiscal Years 1979-82

{In miliions)

Source of funds 1970 1950 1931 1982 .. Total

Private placement of MAC bonds..  $401 $537 $537 $325  $t, 800
Public offerings: )

MAC bonds. - .o ____ e 500 50O 1, 000
City bonds. _ . ... 0 R 1300 LG50 950
Federal guarantees, eity bonds__ __ 500 250 0 0 750

Total . . .. 1,401 1,287 837 975 4, 500

t Backed up by stand-by puatantes authority up to $300,000,000.

Under the plan as presented, the Department of the Treasury
would provide $500,000,000 in guarantces of city bonds in fiscal year
1979 and $250,000,000 in fiscal year 1980. The remainder of the
cuarantee authority is to be kept on a standby basis and used only in
the event that the city is unable to obtain tl{e necessary financing
from other sources. Under the authorizing legislution, the guaranteed
bonds may be sold only to New York City and State pension funds,
and the guarantee lapses when sueh bonds are sold or otherwise
disposed of by these pension funds. :

The plan calls for approximately 82 percent of the 4-yenr long-term
finanecing needs to be raised on an unguaranieed basis. Specifically,
$1,800,000,000 of MAC bonds will be sold privately to financial
institutions and city pension funds, and $1,950,0600,000 in MAC and
city bonds is expected to be sold to the public,

The Comimittes concurs with the Flouse in providing the entire
$1,650,000,000 in loan guarsntes authority for the full 4-year period,
as authorized. While the Committee generally insists on annual
appropriations in order to retain congressional control of the budget,
if believes in this case that the “one-house veto’ provisions contained
in the authorizing legislation (Public Law 95-339) should allow suffi-
cient opportunity for ecentinuing congressional oversight of the
guarantee program to ensure that all conditions are met and com-
mitments kept by the parties involved. Furthermore, the Department
of the Treasury has inJicamd that in the absence of a 4-year appropri-
ation, it would be difficult to assemble a sound financing plan. The
Committee was told that the financial institutions have specifically
- stated that they will lend only on the condition that there has been
vrior enactment of legislation appropriating the full amount of the
federal guarantees authorized on » one.time basis. Finally, the pension
funid representatives have informed the Department that in their
capacity as trastees, they also expect to make such-an appropriation
a condition of lending by the Tunds on an unguaranteed basis to the
city or MAC. Therefore, the Committee agrees to provide the full
amount requested. -

The Committee notes, however, that the authorizing legislation
places aggregate annual limitations on the amount of guarantees
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which may be provided, as follows: $750,000,000 in fiscal year 1979
(not more than $500,000,000 of which may be used for long-term
guarantees in that year); $250,000,000 moro in fiscal year 1980;
$325,000,000 more in fiscal year 1981; and $325,000,000 more in fiscal
year 1982 only if the city has » budget which is balanced in accordance
with generally accepted nccounting principles.

The Commiitee directs that the remaining $900,000,000 in guarantee
authority, over and above the $750,000,000 intended to be provided
in fiscal years 1979 and 1880, be available on a standby basis only.
This means that primary reliance should be placed on sales of MAC
bonds as a backup to anticipated sales of city bonds in fiscal years
1981 and 1982, and guarantees should be provided only to the extent
that the MAC backup is not sufficient to meet the city’s financing
needs. In general, the Department of the Trensury should seek to
minimize the extent of Federal involvement in New York City's
financing arrangements. ‘

The Committeo directs that no Federal guarantecs be provided
until the Department of the Treasury is satisfied that there is a firm
financing plan in place with binding legal commitments on all of the
parties involved. In the event that any party fails to comply with
such commitments, there should he mechanisms built into the financing
arrangements to enforce compliance, and the Department should make
strong efforts to hold the plan together. Otherwise, the Federal Gov-
ernment’s investient will not be adequately protected.

The Committee understands that the finanecinl institutions are
demanding that the city pay all of their legal fees connected with the
financing arrangements, as o condition for their participation, These
costs could run as high as $1,000,000 or more, and obviously there will
be no incentive for the financinl institutions to hold down cxpenses if
they are not directly responsible for paying them. The objective of
the Federal puarantee legislation is to assist New York City toward
financial recovery. Tmposing additional financial burdens on the city
would not be consistent with this objective. Regardless of whatever
conventional practice may be, these are unususl—indeed unprec-
edented—financing arrangements, from which the financial institu-
tions stand to gain cnnsi(lcél'ably, and conventionnl norms should not
apply. Therefore, the Committee directs the Department ol the
Treasury to refuse to agree to any financing arvangements which
include o requirement that the city pay unlimited legal expenses on
behall of the financinl institutions or any other party to the
arrangements,

CONDITIONS FOR-PROVIDING GUARANTEES

The Committee believes it is important to note that there are various
conditions which must be met before guarantees can be provided under
the New York City Loan Guarantee Act of 1978, The Department
is put on notice that the Committes intends to monitor closely its
implementation of the guarantee program. The Secretary of the
Treasury is required to determine that all of the conditions have been
met and are being met on an ongoing basis belore he enters into any
commitmaent to guarantee or provides any guarantees under the Act,

ML 1IN
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Among the key conditions contained in Public Law 95-330 are the
following:

{g) Theo Secretary must determine that the city is effectively unable
to obtain credit in the public credit markets or elsewhere in amounts
and terms suflicient to meet the city’s financing needs.

(b) There must be a reasonable prospect of repayment of the
guaranteed city indebtedness.

(¢) The Secretary must determine that the remainder of the city's
long-term and seasonal borrowing needs (other than those to be
assisted under the act) will be met through commitments from the
State, an agency of the State, private sources, or through public credit
markets, in amounts which wih be sufficient to enable the city to meet
all of its long-term and seasonal borrowing needs through the public
credit markets after the guarantee program expires on June 30, 1982.

(d) There must be an imlependent 1%5(::11 monitor in place with the
authority to require the city to adopt and adhere to budgets balanced
in accordance with generally accepted accounting principles by fiscal
year 1982 and thereafter, and to make substantial progress toward
such balanced budgets under the provisions of State law in the inter-
vening three fiscal years. The city must submit annual four-year plans
for achieving and maintaining such balanced budgets.

(¢) There must be annual independent audits, and an audit com-
mittee established, to monitor compliance with this balanced budget
requirement,. :

(f) In the case of guarantees issued after June 30, 1979, the State
of New York must furnish to the Secretary satisfactory assurances
that the amount of financial assistance to be provided to the cit
during the city fiscal year in which the guarantee is to be issued will
not be any less than the amount of State assistance provided to the
city during the city’s 1979 fiscal year.

(9) A veserve fund must be established in which will be deposited
amounts equal to not less than & percent of the principal of and of 1
year's interest on the guaranteed city indebtedness then outstanding,.
In the event that the city defaults on the {)&yment of interes{ or
principal on any guarnnteed indebtedness, the money in this fund
must be used to make payments or to reimburse the Treasury for
payments made due to the delault.

(&) The city must agree to make public sales of its short-term notes
in fisenl years 1980, 1981 and 1982, and of its long-term bonds in fiscal
years 1981 and 1982, .

(3) The city must agree to devote 15 percent of the net proceeds of
city indebtedness issued in public credit markets after June 30, 1982,
to refunding the guaranteed indebtedness outstanding, unless the Sec-
retary determines that this would substantially impair the city's
ability to meet its essential capital-needs or would overburden the
market for ¢ily securities. Furthermore, the city must agree to imple-
ment o program of refunding the guaranteed indebtedness outstanding
as-soon as practicable after the city is [ully baek in the eredit markets.

“/The Committee understands that the Department of the Treasury
intends to adheve strictly to the “no credit elsewhere” requirement.
This means that if the city’s borrowing needs decrease, then the
amount of guarantees provided should be reduced first, before any
other changes are made in the financing arrangements.

8., 1102




Rl

6

The Committee is concerned that there be adequate contmitments

obtained to ensuye that all of the City’s seasonal borrowing needs ng
well as itg long-term borrowing needs will be met over the full foyr
years of the guarantes brogram. It woul( he reasonable for the Depart-
ment to assume that gyt Some point in the latte. years of the progran
the City will be able to meet all of its seasona] borrowing needs in the
public credit markets, However, up to that point, theye must be sufli-
cient commitments in place from private sources to cover the amount
of seasonal borrowing needs in any fiseal year not likely to be met
through public sales of City notes.
.. The Committes believes it ig nbsolutely cryciql that the city comply
with the balanced budges requirements Therefore, the Department
13 directed to monitor closely the city’s progress under its financig]
Plan and to Tequire modifications ag incf‘i,cnted to meet the requirements
of the Act. The success of the punrantee Program in restoring Nesy
York city to fu1 market access ig dependent on the city’s ability to
achieve 5 budget which ig balanced in accordance with generally
accepted accounting principles no later than fiscal Year 1982,

The -ommittee urges the D@pnrtm_ent of the Trea-sug‘y to require the

iven the volume of city bond sples anticipated in figey years 1981
and 1982 ynder the current long-term financing plan, it would be
advisable for the Department to have he city attempt some bond
sales In fiseq] year 1080, if market conditiong appear favoryble,

The Committee takes very serionsly the Yequirement that the et
be directed to refund the guaranteed indebtedness gg rapidly as poss;-

le after tho guaranice program ends op June 30, 1942, Vhile this
egislation provides that the appropriated sumg remain available
through September 30, 1098, it would be most desirable for all
concerned to end the Federal Governinent’s mnvolvement in N ew York
City’s financing arrangements well befope that date.

COST IMPACT OF HOUSE JOINT RESOLUTION 1083

Aside from the administrative costs associated with this loan guaran-
tee program, no budgat authority will he utilized for the implementg-
tion of New York City loan legislation, wnless and until there ig a
default which requires Focdera] bayments in fulfiliment of uarantee
commitments, Spch payments would be made only after the money
deposited in the State reserve fund ig exhausted. Tn the absence of
default, receipts from lonn‘gua.rant-ee fee collections should exceed

administrative expenses for the New York City program m fiscal
Year 1979 are funded through the HUD-Independent. Agencies Ap-
Propriation Bill (fI. R, 12936) and total $1,050,000.

ROLLCALY, VOTES IN COMMITTER

On a2 motion to report the bill the vote wag 8to 6.

O
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MUNICIPAL ASSISTANCE CORPORATION
For The City of New York

MEMORANDUM
Date: 14 September 1978
To: Ms's., 8. Altman, J. Coon, J. Griffith, K. Eigsenstadt

Messrs. J. Bender, J. Bigel, M. Lawton, M. Nadel,
M. Page, R. Pyle, B. Scott, H. Langlitz

From: Marilyn F., Friedman

Re: Federal Guarantee

Enclosed for review and comment are drafts of the following
documents:

1. Agreement among the federal government, the state,
the city and MAC pursuant to which the federal
government agrees to guarantee city bonds, including
form of guarantee.

2. Term sheet for guaranteed bonds.

A meeting has been scheduled for Tuesday, September 19, at

10 A.M. at Paul, Weiss, Rifkind, Wharton & Garrison, 345

Park Avenue, Room 2811 to review the terms of these documents,
preparatory to meetings later in the week by the pension

fund boards. We respectfully request your attendance at

this meeting, with your comments (and proposed language
changes, if any}.



RECEIVED
: PUNIETEAL ASSISTANGE CORPGHATICE

!

STATE OF NEW YORK

DEPARTMENT OF AuDIT AND CONTROL

SEP - 578

ALBANY

ARTHUR LEVITT

SraATE COMPTRUGLLER HAD [ - ")“
JOHN R.THOMPSON LTy AM
FirsT DeERruTY COMPIROLLER UE = o

e
J!LI{ _____ P.M
BJX
. Wat, -
MEMORANDUM TO: Mr. Luke D. Lynch FOR MAT
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These comments are necessarily hasty and may be incomplete. While
dated August 25, your Revised Preliminary Draft (the Draft) became available
in Albany for staff review only yesterday., You asked for comient by tomorrow.

1.  The Draft still does not explicitly say what the guarantees
would obligate the Federal Government to do (assuming all pre-conditions are
met). It does now say in I, F. that "payment! will be made in Federal funds at
the Federal Reserve Bank of New York, It does not say when or in what amount.
This is a critical concern of Arthur lLevitt who, as trustee of the State's Common
Retirement IM'und (the CRF) will be asked te buy some 60% of the guaranteed bonds
allocated to the State-operated pension funds.

2. InI.G. a pension fund would still remain obligated under certain
circumstances to purchase unguaranteed City bonds, Mr, Levitt has made it
ahsolutely clear to all concerned, including the Secretary, that under no cireum-
stances will he cornmit the CRE to invest in unguaranteed City bonds, He siimply
will not make any conunitment to purchase guaranteed bonds if the obligation
expressed in the last sentence of I, G, remains a term of the arrangement.

3. The interest rate on guaranteed bhonds is still described as
being in accordance with 2 "formula to come'. The formula will be important
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ta Mr, Levitt in deciding whether any commitment by him is prudent.
We must be advised of it in the immediate future.

Please convey to the CRF's Chief Investment Officer, Frank Grady
(518/474-6398) your response to these comments and your reasons {or not
incorporating in the Draft some of the points made in his memorandum of
August 14 to you,

cc: Alan G. Schwartz
Michael Nadel
John Bender
Marilyn Friedman /
Harold N, Tanglitz
Frank Grady
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Covenants in Bond Ordinance

1. Annual audits by independent accountants
2. Establishment and maintenance of deb: service fund

3. Compliance with Act, including particularly the budget
procedures and limitations on short term debt

4. Appointment, rights, powers and dutirs of Fiscal Agent
5. Pledge of faith and credit

6. Maintenance of proper books and records

Events of Default

1. Failure to comply with provisions of Act

2. Default in performance of agreements with holders of
bonds or other obligations

3. Default in payment on the bonds or other obligations

4., Institution of bankruptcy or insolvency proceedings

Remedies

1. Mandamus, including with respect to levy and collection
of taxes

2. Injunction
3. Suit for principal and interest

4. Suit to require City to account as if trustee of an
express trust

Fiscal agent will be authorized to enforce remedies upon
instructions of specified percentage of bondholders.
Individual bondholders may bring suit for amounts payvable
on bonds, and if the fiscal agent refuses, may enforce
remedies listéd above.




NEW YORK CITY LEGISLATION: WHY FEDERAL GUARANTEES

WILL BE MORE EFFECTIVE THAN SEASONAL FINANCING

Guarantees will assure New York City of adequate funds
to finance capital improvements in the next four years;
seasonal financing probably will not.

—-— The City's physical plant is falling apaxt. The
Westside highway collapsed, the water system has
been judged near collapse, etc.

- The City has been spending $400 million per year

- in its own funds for true capital. This compares
to a $13.8 billion budget, 7.5 million people, and
is woefully inadequate. #

o e The City's plan calls for an increase to approxi-
mately $600 million per year of true capital
spending over 1979-1982 ($2.3 billion in total).
This represents about 60% of its $4.5 billion
total long~term borrowing needs.

- The only prudent way to finance long-term capital
improvements is with long-term bonds. If the City
cannot regain access to the long-term capital
market, it will have to reduce capital expendi-
tures.

- Use of guarantees on long~term City or MAC securi-
ties would ensure that the City could raise the
full amount necessary to arrest the deterioration
in its physical plant. Seasonal financing will
not.

Guarantees are the best technique for ensuring that the
City will be able to sell long-térm bonds in the public
markets.

- There is no market for City bonds today and only
a limited market for MAC. Last December's small
$250 million MAC bond offering went poorly.

- Purchasers of long-term bonds need to be assured
that there is a long~term plan for restoring the
financial health of the City -- not just a short-

term plan to avoid imminent bankruptcy.

-= Cuarantees of City bonds with maturities of up to
15 years will provide the necessary assurance that
a credible long-term plan has been devised and
will stay in place. Seasonal loans ~~-which by
definition are for a year or less --cannot provide
that assurance.




its tax base, whereas seasonal loans will result in a
gracdually deteriorating tax base and lower revenue

receipts.

- Treasury estimates that with cuarantees it will be
able to make at least $1.0 billion more in capital
improvements over the next four years than it
would be able to do if there were only an exten-
sion of the seasonal loan prograrm. This is so
because guarantees will enable New York to borrow
that much more in the long-term markets. The City
estimates that the lower level of capital spending
during the four years of the plan would result in
a loss of approximately $220 million in revenue
receipts. That number would grow in subsequent
years.

Guarantees will produce lower debt service for the City
and related strengthening of budget and cash flow
trends.

—— A guarantee program will permit the City to
borrow on longer average maturities and at lower
interest rates than would a seasonal loan program.
This means that, on equal amounts of borrowing,
the City's annual debt service will be lower with
guarantees and its cash flow substantially
strengthened. Refunding also will be easier to
handle and, because lenders will have more con-
fidence when guarantees are issued, interest costs
will also be lower.

Guarantees will permit the City to "bond out" the $800
million advance now made by the State each yvear and
thus reduce the City's seasonal borrowing needs to
levels which it can finance on its own.

-- Today, the State advances $800 million each
year and the City borrows seasonally to repay it.
This increases the City's annual seasonal needs by
$800 millicn, from approximately $1.2 billion to
approximately $2 billion.

vz ot
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- A guarantee program will permit the City to
replace this annual short-term borrowing of $800
million with long-term bonds; a seasonal plan will
not.

- This means the City will Le able much earlier to
handle its own short-term borrowing without aid.

6. Guarantees are neccessary to meximize commitments by
private financial institutions and City pension funds,

- Whether a guarantee program or a seasonal loan
program is authorized, Treasury does not believe
that the financial institutions and the City
pension funds will purchase all the long-term
bonds ($4.5 billion) that the City and MAC must
sell in the next four years to maintain its
capital base.

o 1m However, like the public markets, financial
institutions and City pension funds will be more
likely to agree to buy long-term City or MAC bonds
if they know a long-term plan is in place. That
can be assured through the use of guarantees much
more credibly than through seasonal loans.

7. Guarantees will avoid requiring City pension funds to
make unguaranteed loans to the City which are so large
as to pose serious risks for the workers and retirees
who have assets in the funds.

- By June 30, 1978 the City employee pension funds
are obliged to have loans of $3.5 billion out-
standing to the City and MAC, which would repre-
sent 35% of the funds':.assets.

- Maintaining this 35% ratio over the next four
years would require these funds to lend another
$2.7 billion, and, after maturities, they would
have $5 billion of loans outstanding.

o By passing ERISA, and in recent deliberations over
P.L. 94-236, Congress has shown deep concern
over the risks to individuals, whose assets are in
pension funds, posed by investing more than 10% of
funds assets in a single security.

N e A 5 v e T AT
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- Treasury believes it would be more equitable to
reduce holdings of City pension funds from 35% to
around 26% and that can only be done through a
guarantee programn.

Guarantees will not require the Federal qovernment to

make any direct loans to the City and will relieve

pressure on the market for City bonds.

— By the use of guarantees the Federal government
will not have to borrow money and relend it to the
City but instead will simply agree to pay the
vurchaser in the unlikely event the City should
default.

e The use of guarantees will also permit the Treasury
to negotiate to be sure that City bonds guaranteed
by the Treasury are held and not resold on the
public markets by the pension funds which would
purchase them. This will relieve pressure on the
markets in the next few years. Seasonal Financing
cannot do so.

It will be possible to ensure discipline over the City
as easily through the use of quarantees as throuch
seasonal financing.

- Both the guarantee plan and the seasonal lending
plan can include requirements that will ensure
fiscally responsible behavior by New York City;
e.g., continuation of the Emergency Financial
Control Board, covenants limiting issuance of
short~term debt and a requirement that the City's
budget be balanced. HKowever, the guarantee plan
will ensure that these controls will remain
effective longer than through a seasonal plan.

- The Administration bill can achieve these results
because it requires that while the guarantees are
outstanding the City agrees to some or all of the
following:




10.

1l.

A Pay back upon the demand of the Secretary of
the Treasury all or any portion of bonds that
are guaranteed if the City should violate any
of the controls provided for.

B. Permit the Treasury to withhold Federal
transfer payments in the event of default on
payment of interest or principal.

C. Require the City in the event of violation of
any of the control covenants to permit the
Secretary of the Treasury to take a more
formal oversight role, for instance by
joining the EFCB.

D. Bring an action in an appropriate court to
require the members of the EFCB or City or
State officials to balance the City budget
and comply with any other relevant statutory

requirements.

E. Increase the amount of the Federal guarantee
fee in the event of a violation of a co-
venant.

-~ The guarantee plan will permit control and sur-
veillance of the City on the basis of a coordinated
plan covering at least the next four years;
whereas a seasonal loan approach would necessarily
have to focus on shorter periods.

Guarantees and seasonal loans would both be secured by
Federal transfer payments to the State.

- The Adninistration bill also would permit the
Treasury to withhold Federal transfer payments to
the State, if any of the control covenants are
violated.

For all of these reasons, guarantees would maximize
prospects that no further financing legislation for New
York City will be needed.

e A seasonal loan program would not restore the
city's full market access by 1982 and the City
probably would be required to approach the Congress
then for a third tranche of financing assistance.
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THE SECRETARY OF THE TREASURY
WASHINGTON 20220

Dear Senator Heinz:

you recently asked me, on the subject of New York
city financing, for a comparison of the possible effects
between a simple extension of the Seasonal Financing
Act and the Administration's proposal. I'm sorry for
the delay in getting this analysis to you, but I wanted
to wait until the City's 1979 cash flow forecast had
been presented to us. We received it last week.

AR R A

o

Phe crucial difference between these two approaches
is that, in our judgment, the President's proposal can
both assure New York's solvency over the near term and
truly end the New York City financing crisis by 1982. :
At that time, the City should be able to finance itself
without Federal assistance, and Congress thus would
not be asked to deal with this issue again. In contrast,
the continuation of seasonal lending assistance would not
necessarily end the crisis. New York City probably would
experience difficulty in re—entering the long—term market
and might not regain full access to it by 1982. In other

words, the City might continue to need special help in
- financing itself.

In particular

, ve do not think that seasonal financing

assistance alone will assur
Without Federal assistance

e New York City's solvency.
for its long—term fipancing, it

will be very diffic
of long-—term capita
period. City bonds
Municipal Assistanc

ult for New York to raise the $4.5 billion
1 which it needs over the 1979-1982

simply are not saleable today, and the
e Corporation's market access and debt

capacity are limited. Yet, an inability to ralse these
amounts could mean insolvency because the City's capital
pbudget still contains a large amount of operating expenses
~-— payroll, utilities, etc. Failure to finance the capital
budget, therefore, would mean that the City would not meet
its operating expenses and would be insolvent.

A second important difference between the Administra-
tion's proposal and seasonal lending is that the former will
also permit modest lncreases in the City's capital spending.
As you undoubtedly have seen, New York City's physical plant
is literally falling apart. If the City is ever to regain




jts econoric vitality and fiscal heslth, ite cerital spending
must increase from the dangerously low current level of about
$400 million rer year. Yet, as I noted esarlier, unguaranteed
City and MAC boné issues may be insufficient, at least
over the near term, to meet these basic needs. '

Thirély, we also think thet our proposal can truly end
the financing crisis because it will permit Few York tc reguce
its seasonal neecs to e level which cen be handled by the City
jtself. The current level of seasonal lencing is $1.85 killjion
and & key mertion of this need sters from the State advance to
(and subseauent repayrent by) the City of $8(G0 million each
year. ‘his acvance essentially is the rolling-over each year
of a deficit incurred several years ago.

70 remove this $800 wmillion annuel sezsonal need, the City
neede to issue bonds in a like amount. Yet, thie can only be
done if the City hes sufficient access to sources of long-term
funding. Without Federeal kelp in that aree, the City would be
forced tc uce its limited long-term borrowing zbility for
financing its cevital budget. Consecuently, at the end of the
four-vear period, the City's seasonal recuirements might still
be toco larae to be handlec locelly.

You =lso asked me to ocuantify the costs to Mew York City
of & simrle renewal of seasonal finencing es compared to Admin-—-
istration's guarantee proposal. The attached comparison
indicates that ocur plan would save the City arproximately $100
rillion in incrementesl debt service costs over the 1979~1582
period, et comnered to an extension of the seasonal loan pro-—
gram. "The advantage of quarantees is actually areater, however,
beczuse we Coubt that a simole exteneion of Federal seesonal
loans would enable the City to raise all of its needed long~terw
czpital, at any interest rate. Cur hvootheticel calculations
of the City's lonrng-term cebt service, uncer the assumntion of
Federal help only on ceazscnel financing, thus uncerstete the
advantaoe of guarentees.

Cne can also say that siwple renewzl of the seasonal financ~
ing legislation will not likely verrit a reduction in the City's
ceasonal czsh neeés. On this basis, New York woulé continue to
incur substantial short-term borrowing costs.

In 26dition, as I wentioned gbove, our proposal would -~
permit the City to increase its cepital evpenditures and
reverse the vresent deterioration of its rhysical plant. In
turn, this increcaced cepital spending would give New York a
much better chancz of maintaining its commercizl base and
hopefully expanding it. In turn, this would meen increased
tax revenues for the City.
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I hoce that these overall views are resconsive to your
guestion. To prrovide adéitional percrective, I have enclosed
a copy of GAC's report, deted March 3¢, 1¢78, which addresses
the same cuestions vou reised. It essentially aarees with
the viewe I have rresented here.

1f you or your staff have any further questicns, 6o not
heeitate to cz2ll me.

Sircerely,

¥. Fichael Elumenthel

The Lonorable

. John Keinz, III
United Etates Senate
Vashipgton, L, C. ZCE1Q,

Enclosure
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ASSUMPTIONS
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THE ADMINISTRATION'S GUARANTEE PROPOSAL

Short-Term Borrowings

Assume:

a. $800 million State advance is bonded-out and City Seasonal
financing needs are as set forth below; h. that the related interest
rate is 7.05 percent on six-menth borrowings.

FY 1879 FY 1980 FY 1981 FY 1982

$1,400 $1,000 $ 750 $ 600

Long-Term Borrowings

Assume:

$4.5 billion is needed over the four-years. That is raised
as follows:

$500 million in City guaranteed bonds issued in FY 1479 e 8§ 7/8
percent (includes guarantee fee of 1/2 percent) - ’ -year serials.

$1.75 billion City GO (unguaranteed) & § 1/2 percent - 20-year ™
serials. Issued as follows: ‘

.

FY 1979 FY 1980 FY 1981 FY 1982
$ 250 $ 250 $ 500 $ 750

$2.25 billion MAC (unguwaranteed} € 8 percent - 30-year serials.

Issued as follows:

FY 1979 FY 1980 FY 1981 FY 1982

$ 750 $ 750 $ 500 $ 250

EXTENSION GF FEDERAL SEASONAL LOANS

Short-Term Borrowings

Assume: _ _ '
a. $1.4 billion required during each of the four years; and

b. that the related interest rate is 7.05 percent on six-month

borrowings.

Long-Term Borrowings

Assume:

$3.7 billion is needed over the four-years (the $800 million
State advance is not bonded-out} and that this is raised as follows:

$1.45 billion in City.@ GO 9 1/2 percent - 10-year serials,
Issued as follows:

FY 1979 FY 1980 FY 1981 FY 1982
$ 250 $ 250 $ 450 $ 500

$2.25 billion MACS.e B 1/2 percent - 15-year serials. Issued
as follows: :

FY 1979 FY_1980 FY 1981  FY 1982

£ 750 $ 750 $ 500 $ 250°




COMPARISON OF NEW YORK CITY'S

©1979-1982 INCREMENTAL DEBT ‘SERVICE.

(in millions)

The Administration’'s
Proposal Concerning
Long-Term Guarantees

Extension of Federal
Seasonal Loans

FY 1979

Short-Term $ 49.3% § 49.3
Long-Term 87.5 125.8
Total $ 221.8 § ZE1.7
FY 1980

Short-Term $ 49.3 $ 35.2
Long-Term . 256.1 269.8
Total § 305.5 $ 305.0
FY 1981

Short-Term $  49.3 $ 26.4
Long-Term 415.1 385.3
Total $ 464 .4 3 411.7
FY 1982 ‘
Short-Term $  49.3 $  17.6
Long-Term 554.9 502.9
Total $ 603.9 § 520.%
TOTALS

Short-Term $ 197.2 $ 128.5
Long-Term 1,313.3 1,283.8
Total $1,510.5 $1,412.3
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COMPTROLLER GENERAL OF THE UNITED STATES
WASH!NGTON. D.C. 20545

B-185522 March 30, 1978
GG8-176

The Honorable William S. Moorhead

Chairman, Subcommittee on Economic
Stabilization

Committee on Banking, Finance and
Urban Affairs

House of Representatives

Dear Mr. Chairman:

_ In your letter of March 10, 1978, written jointly with
the Honorable Stewart B. McKinney, yYou requested that we ..
respond to the question of whether there would be a serious
risk of default, insolvency or bankruptcy if the Federal

- Government provided only seasonal loans to New York City._ in
lieu of some other proposals which have been discussed during
your Subcomittee's hearings. You stated that you had no
specific term in mind for the seasonal loans but a sinple
1-year extension had been suggested as a possibility. The
Subcommittee staff subsequently asked that we also comment on
a 3-year extension. : : ' i

We have. closely followed the extremely complex New York
City situation for the past 2 years, but like most other ‘
observers we cannot answer your questions with complete -
confidence.  We aré nevertheless offering our opinions on
 your questions, as well as some of our thoughts on the .

conditions we think should accompany any program of aid to
- Wew York City. ' :

In our Jjudgment, there is a risk associated with the
seasonal loan approach. It is not possible to predict with
certainty the actions of all the city's long—-term financing
sources—~the pension fund trustees, the banks, and the
investing public. Pension fund trustees, both State and city,
have indicated they will not invest fund assels unless the
Securities are guaranteed by the Federal Government., In
addition, the Chairman of the Municipal Assistance Corporation
(MAC) has stated that MAC might not be able to market its
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Securities without Federal involvemsnt in & total financ
package and he has contended that ga stand-by Federal

Seasonal loan program, as well as Federal guarantees of
long—term obligations, is needed.

ing

The risk, then, lies in underestimating the-sincecity
or judgment of those individuals.

First and foremost, in considering the option of L-year
financing, there is a question as to whether the Secretary
of the Treasury could make such a loan. The. existing
legislation requires the Secretary to make a determination
that there is a reasonable Prospect of repayment before he

-approves any loans. We assume new legislation would include

@ similiar provision and there right be considerable doubt
about the prospect of repayment in the absence of continued
long-term financing for the city. Such long-term financing =~
from MAC and the pension funds might be constrained without
a strong-indication of Federal involvement for longer than
1l year. .

The city’s 4-year financing plan Projects long—term
financing needs in fiscal year 1979 of $1.2 billion as
follows: ' S

ggggggg o o ' “  _Ain millioné)'.
_ True capital neéds (mostly- o S - :ffVIiAfi'“
owed on existing contracts) S % 423
Operatihg'expenses in cépital-budget | 450 - )
Bonding of MAC capital reserve . _ ééd
Refunding of MAC bonds . ) o 100
| Total - $%,173

*he plan proposed that the true capital financing needs
($423 million) be provided through the pProceeds of Federally
guaranteed bonds to be so0ld to the city and State pension
funds with the balance {$750 million) to be sold by MAC,
vithout guarantees, to financjal institutions and the public,
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The Senate Banking Committee, in its February report,
concluded the city's long-term financing needs were somne~—
what less and felt they could be met by essentially the same
sources the city designated, but without any Federal guaranteesy

Regardless of which estimate 1s correct, i1If Federal
assistance is limited to a l-year extension of seasonal
financing, certain obstacles need to be overcome. The
continuing investment of the city pension funds in city
obligations without Federel guarantees must be considered
guestionable. . While these funds have invested about $2
billion in New York City paper between 1975 and 1977 withoutl:
a guarantee, there is no assurance they will continue to
do so. %The trustees have stated they do not intend to make
such investments without a guarantee, emphasizing that
their fiduciary duty compels them to seek a more diversified
portfolio of investments. On the other hand, faced with a
similiar situation in 1975, the pension fund trustees did
- invest in New York City and they may have no option but

to do so again to protect their existing investmenbt.

the State pension funds do not currently hold any city
or MAC securities. The sole trustee of these funds has
stated that he will not invest in them w1thout “1ron clad®
Federal guarantees.

Public reception to new MAC offerlngs to neet the
- ¢ity's long—term financing needs also seems far from
 assured. %he Chairman of MAC and other officials represen—
‘ting the city and State have insisted that the total
flnanC1ng package, both 1ong—tern and seasonal, called

for in the city’s plan, is needed to assuxe investor con— .
fidence in city securities. In view of. these statements,
- the question arises as to whether any proposal that calls

for substantially less Federal involvement, such as a l-year -

extension of seasonal loans, will instill the necessary .
confidence in investors.

The 3-year approach may be somevhat less risky than
the 1-year approach. There is a possibility that it might
induce others to invest but the city's financing sources
‘might view seasonal loans, even for 3 years, as too short
a Federal commitment, If that view is taken, the city
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would continue to face difficulty in obtaining long-term
funds and the Congress could expect to be Faced with the
same problem again.

The long-term financing needs over the next 3 years
according to the city's plan are as follows:

Purpose 1979 _ 1980 1981 Total
- (in millions])

True capital needs $ 423 $ 537 $ 746 $1,706
Operating expenses in o )

capital budget 450 - 300 150 900
Bonding State advance - - 200 300 . 500
Bonding of MAC capital, . - R I

reserve - . 200 50 - - 250
Refunding of MAC bonds 100 200 200 500
Total lohg—term finan— ' T

cing needs _ $1,173 - 81,287 51,396 53,856

Under a seasonal loan approach, and assuming the same
sources of financing the city has assumed, the cilty and
State employees pension funds would be called on to invest
$1.6 billion in unguaranteed city bonds, finpancial insti-~
tutions and the public would be asked to invest $2.15 billion
in MAC bonds, and the public would be expected to invest
$100 million in city bonds. It is simply not possible to
know if these sources would provide the funding necessary if
Federal participation were restricted to 3 years.

If the Congress decides to continue a Federal financing
role, we believe the wisest course of action would be one
which offers a long-range solution rather than a series of
temporary measures which tend to obscure and complicate the
problem. We strongly believe that the terms of any Federal
assistance should be quite stringent and provide a strong

incentive for the city to end its reliance on the Federal
Government as soon as possible,
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In that regard, a strict fiscal control mechanism )
would be an essential condition. Further, an important pre-
condition to contlnulng Federal assistance should be a
resolution of the c¢ity's present labor negotiations in a

manner which does not increase the pro;ected deficits in the -
city's 4-year financial plan.

The pertinent portion of a report we issued on April 4,
1977, entitled "Assessment of New York City's Performance
and Prospects Under Its 3~Year Emergency Financial Plan,”
is enclosed. In that report, we outlined the conditions we
believe should be included in any long-term solution
involving Federal loans or guarantees for New York City or
any other local government. In essence these conditions,
as we would view them as applying to New York City, are:

1. Federal loans or loan guarantees should only be
made available after a clear demonstration to the Federal
Government that the city has no alternate source for -
borrowing and the State is unable to provide the needed
financing. There should also be a determination by the

Federal Government that there is a reasonable progpect for
repayment.

2. An independent State board of managers should be

established for the duration of any Federal. involvement.
?he board should be responsible for supervising the fiscal
affairs of New York City and should have the power to
approve, disapprove and modify the city's budgets or any
line items within those budgets. That authority should '
enable it not only to assure that the budgets will be '
.balanced, but also to approve the means by which the balance
~ is achieved. The Secretary of the Treasury could be ,

empowered to appoint an independent respected nemnber of
the financial community, knowledgeable in municipal affairs,
as a Federal representative on the board. Any Fedexal
loans or loan guarantees should be made through the board,

or an appropriate State agency, rather than directly to
the city. .

3. o encourage State and city efforts to disengage
from Federal dependence, monetary penalties should be
attached. Interest rates on direct Federal loans should
be set at a level so that the city receives less favorable




Federal Government's evaluation of the risk involved.

- Practical.
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treatment than others borrowing in the private market . For
loan guarantees, a fee could be discretionary based on the

4. The loan or loan guarantee agreements should providebd
an automatic review mechanism to assess the potential for .
refinancing the loans in the private market as soon as

5. Provisions should be made for Federal audit and
review. o -

6. Long-term borrowing for current operating expenses
represents such an undesirable fiscal practice that the use

of Federal loans or guarantees for such purposes should be
prohibited. : '

In commenting on similiar conditions in our prior report,
city officials found then unduly onerous and thought some
might be an infringement on the rights of elected city offi-—
cials. We understand their concern. The potential disruptior:
of our federal system of government is of great concern to us.
However, we believe continued Federal assistance mandates strg
independent involvement in, and control over, the Ffinancial
operations of the city for what will be, hopefully, a short
rperiod of time. Throngh such involvement there will be the
best assurance that the d@ifficult decisions will be made

——t0 close the city's revenue and expense gap,_:;;

~—t0 end the special Federal and State involve-
ment in the city's affairs, ' :

~—to return the management of the éity to locally
elected officials, and o

——to restore normalcy in intergovernmental
relations,

-— — - C —

Subseguent to the preparation of the above response, a
bill was introduced in the House, cosponsored by you and
eleven other Representatives, which addresses many of the
issues we raise in this lebtter.
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The basic thrust of this bill seems to promise the long-
range solution that we discussed above. ye believe, however,
that a more specific statement Of the terms to he imposed
as a condition of Federal assistance would better insure
a rapid recovery of the city to a position of Fiscal '
stability.

In particular, we think that the powers of the
"independent fiscal monitor" should be more specifically
enunerated, along the lines of the second condition listed
on page 5 of this letter. 9The monitor, or board as we
call it, should be authorized to modify specific line -
items in the city's budget. The existing Emergency
Financial Control Board generally looks only at the aggre-
gates of the budget, and .not the details making up those

the board, possibly by the secretary of the Treasury.

" Such an appointment, not unusual in a large credit arrange—
ment, would provide a third-party voice to represent the
national interest. 9%his representative would be a party

" to all of the discussions and decision~making processes

now participated in by only State and city officials or

appointees of those officials. : o .

. We would'he'happy to meet with you to discuss theée_"
observations further. - . R

Comptroller General
0of the Uniteg States

Enclasure
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New York City faced a financial Crisis of
tions during most of 1975, Toward the eng of that Year, a
combination of Federal and State actionsg stabilized the
"situation somewhat. 7T permitted the city to
.an orderly fashion~under a financial plan which calieg for
. a combination of revenue increases~andfbudgeb :

would lead to a balanced budget by June-30,il978._ T

The city has made progress toward resolving jps Problens,

ndence . S
Jor problens ‘

: Linancial pPlan

-and in the period_immediately following. Despite the obvious

' Lo i i optimistic

- about meeting the goal of the financial plan. “fheir deter—

success,

Although no one can state ywith certainty whether or not
the city will achieve the goals of the financial plan, our ‘
- assessment, at this point, indicates there a
uncertainties to Suggest the city may fall short of j
‘goals. Xts success is highly dependent on

wWill be able to gain sufficient access to the private credit .
market.or_other‘nonerderal}sources for-its:total financial

" needs after.anem3U’;1978ﬂ o TUUTET o e T oL
MATTERS FOR CONSIDERATION BY THE CONCRES

ndag
———

. LS

4
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A variety of Proposals for Federal action which woulg
assist New York City have been, ang no doubt wil) continue to
be advanceaq. Proposals range from fupdamental changes in the
Federal domestic assistance system, such asg Federal take— '
over of welFare, to Federal assistance in regional dey
nent efforts to stimulate the economy of the Northeast
This report focuses on the more immediate Fiscal ques

e¢lop-

tions.

. 4 - e R » oy
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'ing out its financial plan. Should the city be unable to

. Fedegg%_loans{

‘either extending the-New York City Seasonal Financing Act of
31975 along with the terms and conditions assoc¢iated with the

.....

- Should the city be unable to gain access to other sources
“of credit, the Congress could consider enacting a program of
- direct or guaranteed Federal loans for long-term financing

. in both Houses of the Congress in the. £fall of 1975. Nejither g
- pProposal was accepted, primarily because of the President's o

- concerned that Federal guarantees would reduce rathexr than

7 increase the prospect that the city's budget would ever be
.. balanced, and would establish an undesirable

- would relieve the pressure on other. State and
- ments for prudent management

to assist the city in meeting its financing needs for the

It is clear that the city will require substantial’
short— and long-term financing after the plan period. %he
amount of the financing will depend on a numbexr of vari-
ables, including the degree of success the city has in carry-

meebt its total financing needs in the private market, it
will likely seek Federal assistance in the form of direct
loan guarantees, or a combination of the two

- . i L. T T e TRt

The Congress can, of course, decide to take.nd action - F
and leave the problem at the State and local level for | =~ 77
resolution. On the other hand, it may find that sufficlent
Federal interest continues to exist to Justify Further
assistance in meeting the £inancing needs of the city. :

'.Congfess“qoqld provide for shortmteim_financing,hg:

present program or by enacting a Ioan guarantes program. :
This would leave long-term Linancing for operating deficits '
and the capital pProgram to be provided by other sources.

neads. o

Federal, State, and city officials have fdk-sbmé_time - -
been discussing the concept of loan guarantees. Loan guaran-
tee proposals were considered and reported out of Committee .

annoumcement that he was prepared to veto any legislation . -
designed to prevent a default by the city. ©The President was

precedent which -
local govern- W
of their financial affdirs, . ™~ T g

any consideration of,Federal_approachés_

- In our Jjudgment, o
post-1378 period should take these concerns into account, = "I
The fiscal cornerstone of our decentralized governmental sys--
tem rests on the proposition that States and their political
subdivisions nmust raise the revenue required to pay for the .
level of services they elect to provide. %he Federal Govern-
ment, through a multitude of domestic assistance progranms,
provides massive supplements to State and loeal programs.
However, responsibility for maintaining overall fiscal viabil--

ity has and must continue to rest at the State and local
level.,




. . Government that the local government has

Thexefore, we believe that any program of direct or
guaranteed Federal loans to the city or any other local
government should carry stringent con01tlong_ Elements of
many of the conditions we would envision are already in
place under the New York City Seasonal Financing Act or
wvere included in congressional loan guarantee proposals

advanced in the fall of 1975. We would.reCOmmend ghq_
- followlng. ST

- . - -— . -

- 1. Federal loans ox loan guardntees hould only B

be made available after a clear demonstration to the Federal

5 no alternate source
for borrowing and the State government is unable to provide
needed financing. There should also be a-determination by

the Federal Government that there is a reasonable prospect
for repayment.

P
et A te . e R T, - .

..‘

oot 0 2. An 1ndependent State board should be establl hed
- for the duration of any Federal involvement. ‘The board
-would be responsible for supervising the fiscal affairs
. ~the local government in that it would have the power to
© _approve, disapprove, and modify the localities' budget.
- Federal loans or loan guarantees should be made through the

.8tate board, or other approprlate State agency, rather thdn
- directly to the locality.

of

3. To encourage prudent State
financial affairs and to discourage
. disincentives should be attached to

" loans orx loan guarantees. Interest rates on direct Federal
"Yoans should be set at a level such that the State or local-
.1ty does not receive favored treatment over others borrowing -
~in the private market. For loan guarantees, a fee conld be
" . reguired and the interest income could be made subject to
the Federal income tax.. The fee established could be dis—
. cretionary based on the Federal Government's evaluation of

“local and national conaltlons at the tlme the guarantees
_.were authorlzed .- -

and local management bf

any program of Federal

LR T er—

J-!-
-

4-. The perlod of Eederal loans or guarantees on

' specifid¢-transactions should be limited. For example, any
-long-term issue could include a provision for automatic
termination of the Federal guarantee or for refinancing of
direct loans at the end of a specified period, perhaps 5
vears, provided the issue could bhe refinanced at reasonable
interest rates in the private markel.

2 e - fe

5. Provision

should be made for Federal audil and
reviow.

Any

applications, financial -
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financing. As a minimum, long-term loans

borrow for operating expenses.

-Financial Control Board. Their comments | e
“below.  “he full text of the comments are Included as -~ ~ - <07 --
appendixXes IXXI through v. =~ 7 - B I

6. ILong-—term borrowing for current operating expenses
represents such an undesirable fiscal practice: that consid-
eration should be given to a provision which would preclude
the use of Federal loans or guarantees for such purposes.

The difficulty with such a provision in the case of New

York City is that long—-term financing of current operating
expenses represents one of its major needs for the next
Several years. While its efforts might not be successful , o
in our judgment, the city should look to the State

other sources, such as its pension funds, for this type ol

Or guarantees of
long-term loans which will provide funds for operating
expenses should be approved only if it is absolutely clear
that no alternate sources of financing are available and
concerted efforts are being made to eliminate the need to

e . TR P - -~ -—

Federal assistance jin the form of loans o loan guaran—
‘tees would only address the comparatively short-range fiscal -
aspects of the New York City crisis. wWhile much of the - )
city's crisis can legitimately be attributed to a history
of poor financial management, the problem has been exacer-
bated by social and economic forces which are largely beyond
the control of local officials. *he seemingly intractable
social problems that confront hany of the nation's older
cities represent one of our najor domestic problems and - "
present a range of issues and potential Federal policy
responses which are beyond the scope of this report. frthsése
issues are considered in a separate GAO report dealing with

oo 7

-

We received comments on this feport from officials oF

' New York City, the Office of the New York State Special - -

Deputy Comptroller for New York City, and the Emergency . .

are sunmarized

.- -
LT . =

b e e T N

On January 14, 1977, the same day that comments were
requested from State and city officials
comments on this report from the Office of Hanagement and
Budget and the Department of the Treasury. Comnents have
not been received from either agency. : :

City officials commented that overall our report was
comprehensive, thoughtful, and helpful in discussing the

iv

or. to -, ., ..

. the longer-term fiscal problems of the New York City area T
.'as they relate to the economic conditions of the area.

- COMMENTS OF CONCERNED OFFICIALS o P

.-l e T e, T

» We also requested - -




immediate fiscal guestions confronting the city. The city
reaffirmed its intent to balance its budget for fiscal year i
1978 but reiterated its belief that the recovery of New

York City will be possible only if the coalition of interests

in the unions, financial community, State and Federal Govern-—
ments, and the public at large continues to work together.

-

e - -The-city belleves that a discussion of the-alternatives - . -
-—-open to the Federal Government in the. event. it must request =~ -7 ¥
.2 pederal assistance is helpful from a planning standpoint. -
. -Xt agrees with the need to provide disincentives for the uwse . ..
" of rederal financing aid since it is not desirable to have _ 3
such aid become a regular part of municipal finance. It o
contends, however, that some of our proposals are unduly oot *
onerous and take on a punitive aspect. - .

. Also, the city believes that Federal assistance should .
_not be contingent on all alternate sources of borrowing
“ being exhausted..- Xt believes -that Federal help should cone
. early rather than as a last ditch effort, and the conditions
for assistance imposed on the city should be carefully drawn
so as not to infringe on the rights of elected city officials
.or be so punitive as to add to the city's problems. - :

" Special Depubty Comptroller's comments ' ‘ : L.

‘The State's Special Deputy Comptroller concurred with -
. our conclusion that it is uncertain whether the city will T
gain sufficient access to the private credit market or other )
npon-Federal sources for its total financial needs after -
“June 30, 1978. He suggested that the most prudent course . ;
would be to enact a loan program as soon as possible that =~
.would make available, on a standby basis, any necessary
“financing that was not otherwise available. He bellieved. .
_-such a program would assure prospective lenders there was no
* risk of bankruptcy in the event the city's aggregate needs
could not be met and would minimize, if not eliminate, the-
need for Federal loans or.loan guarantees. =~ -

Emergency Financial Control Board comments. 077 77

he Board"s Executive Director observed that if the "
city cannot meet all of its credit needs privately by fiscal
year 1979, then it has no other option but to turn to the
~Federal Government for some form of assistance. He was
pleased that this issue was being raised in a new forum, but
was concerned that GAO viewed further Federal assistance as
running counter to our decentralized form of government and

that loans or loan guarantees were acceptable only 1f the
terns were made punitive. :




[ . Y i
We do not view Federal assistance which stimulates and
supports State and local programs as undesirable. However,
direct Federal aid to a State or local government with
the objective of meeting its overall fiscal needs is gz
different policy question. In our opinion, safequards are
needed to assure that the pPressure for prudent financial .
management is not lessened. _ . . .o
!
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omuditions ol sNAbUKY. section,
in. editkon, the Bocrolery is aulhor-

“teed’ WG eet - olher Wiy and eonditions

Tneering of any of tho pastieg tnvelved, at
e dibaction. *

My President, the éetalll ned mtent
of theeo crnditions of eligidiy are fh-
wy deascribed in the Joint explanulony
watement of the confercnes commitice
ahd in e relesant conanitien reports,
po b wiil ot bolabar Wem turiher Licie
Houwever, thrre are s couple of poinis
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PFnl, there s & gutsUoh whilch hut
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budgel reguirements  The Beante 1)
conlaingd » provisen which trequited
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coRtains the Balule provigo. The lemnm
“neoounling principles od une
ot Gtate kaw' relers 10 the announding
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Compirollerw Unifortn Bysiesn of Ace
combe, wisd fiiher defined under Rlate
law with respect (0 the gradual phinee.
olit of coTtaim oprratine expenses fusdod
mat of the capital biciget and oertain
wrvraged pensjon Habile,

1 visderstand that Ly fiscsd year 1082,
the ¢ity will have omupleioly phased out
the operating experves fundrd out 6)
the capital budget, and that those will
be reduessd Lo B0 mitiion In fscal yeat
10UH, to 1300 millon in fiscal yoar 1900,
nred o £15%0 million In fisop] venr 1H6D.
1 wheo upder:tand hnt the ity will be
acobuntine for 1. preoslon Habilily on
oll ACC T Bl b el year 1902 The

Jsngua ;e of this provicon glvos the Fac -

~elary e pridhority 4 make determi-
naimu, ax {9 the nceomting principles
10 e wed pra 1o sel siricier atanderds
s he decine aprontinte.

sreond! the proviston reguiring that
the city devote not Yiss than 16 peioent
of the 1l prooecds of oty Indehu-elmu;n\
fesued i publle credit markets In ench
facal year ofter 1002 W repaying of res
fanding the cuaraniesd obligutions out-
aatidlng iy need come dadneation.
N teialrement 1 inlected to wpply
iy 15 1ong-tern ¢y mactudnens so
frsued, net Lhere nre 1Bo nel procesdy
of geieonh) borrondngs which, could be
weed to retund Jong-tems dest) The rof.
ergncer i thi walver language 0 “ea-
senjtind capiial needs” nnd “the murked
fof Jonp-derm oy indebiledies’ nre &
further indie ation of this intet,

Pinelly, My Prodidaent, T should note
ihat the conferenee repott containg cor-
rally provivions wisting 10 legal remes
dits which nere netudod in the Benate
i), One provides 8 1ight of eavil netion
1o pramil the Geeretary (o go o oot
10 enforee complabice with the provis
viong O the el ANY ARTetment related
ihertn, of any provision of Blale inw
1eitted hareto, E! the olty, the fate,
the fomntiny agent, the IM!-qunl
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fisoal meniler, or atir eéhiad of any of.
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other provivion anibntizes Beciote
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public crediit matkets, Third, there e
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inadance, H e she-Houw-veto provivan
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Mr. President, ¥ bave some furticr re-
murks with sespect to rent contral which
I will reserve untll afier the distine
guished Benntor from Texas, who s the
ranking nnarily Member on this fsoue,
weaks,

The PREAIIIHG OFTICER. The Ben-
Moy Srom Texas is reomemired.,

Wr. TOWER. Mfy Previdmat. the Ber-
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Inatend nf reiying upan Jocad resourcd

arrd doond sodutione, thie B and the che
outngianres leading o ifs farnge arm
Hkely t0 provide o roadunp to Iederal
gunrantees or other financisd heip for
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rome of the discipline on Mew York City
ombediod 1n the M origloatly pearct
Dy i€ Betinte, It in a'jondenidy ghear that
Hew York Clty hos tae reegAgciy avnil-
ADE 1o meed at feant e geaponil Notds
without Fodgral ervention: this s
Wil deimihaimted during thi, Rank-
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CHy offcinin wore denerithed as “em-
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itstrumentalitios responsible for administer-
ih: relevant laws to evaluate thelr policies
sad procedures in consultntion with netive
iraditional religions leaders in order to deter-

ming approprinte changes necessary to pro-

\ect ana preserve Wattve Amerlean religlous
cudtural riphts nad practices. Twelve mouths
aiter approval of this resolution, the Presi-
¢ent shali report back to the Congress the
ro=ults of his evaluation, including any
chinnges which were made in administrative
ralicies pnd proceQures, and any recommen-
¢ations he moy bhave for legislative action,

The motion was agreed {o.

A motion to reconsider was luid on the
tabla,

A similar House joint resolution (H.J,
tes, 738) was laid on the table.

GENERAL LEAVE

Mr. UDALL. Mr. Speaker, I ask unanl-
mous consent that ali Members may have
5 legislative days in which to revise and
extend their remarks, and thot I may
include extraneous matter with my re-
marks on the joint resclution (¥.J, Res.
T38),- .

The SPEAKER. Is there objection to
the request of the gentlerman from Ari-
7ona? ’ :

There was no objection.

PROHIRBITION OF SEX DISCRIMI-
NATION DASED ON PREGNANCY

nir, IIAVWKINS, Mr, Speaker, T ask
iimous consent that the Committee

~1 Tocation and Labor be discharged.

from the further consideration of the
Senate bil (5. 093) to amend title VIX
of the Civil Rights Act of 1964 to prohibit
sex diserimination on the basis of preg-

nney, a compation hill to tha bill H.R.
€073, which we pnssed earlier this after-
nocm, and ask for immediate considera-
s of the Senate bill in the House.

The Clerk read the title of the Senate
nhitj,

The SPPFAKTR pro tempore. Is there
opjection to thre request of the gentlemnan
from California? .

Mr. BAUMAN, Mr. Speaker, reserving
the right to object, the request made by
the gentlernan from California (Mr.
{Tlawins) is not clear to me. Could the
gentleman explain his reguest?

dr. HAWEKINS, Mr, Speaker, if the
gentleman will yield, there are several
rnotions which will be made. I am asking
row thint the Committee on Education
and ILabor be discharged from further
consideration of Senate bill 5. 945, which
is now in the Comumnitice on Education
and Labor. This is the companion bill
to the preguancy disability bill which we
passed enclier this aftermoon. If this is
adupied it is my intent then to move
to strike all after the enacting clause ol
5, 905 and to insert in lieu thereof the
language which the Ylouse adopted this
afternpon.

Then, following that, I will ask that
the position of the House be sustained
and that & conference with the Senate
be reguested,

Nr. DAUMAN, Mr. Speaker, I thank
the genliemian for his explanation and
I withdraw my reservation of objection.

The SEEAKER pro tempore. Is there
objection to the request of the gentleman
from Catifornin?

CONC ™ GSSIONAL RECORD — HOUSE

There was no ohjection.
The Clerk rend the SBenate bill,
follows:

a3

5. 945
An act to amend title VII of the Civil Rights
Act of 1963 to pronhlbit sex dlserimination
on the hasls of preguancy

B¢ it enacted by the Senacie and House of
Representatives of the Unifed Stales of
America in Congresy agsembied,

SecTion 1. That section 701 of the Civil
Rizhis Act of 1064 Is amended by adding at
tlie end thercof the following new subsection:

(k) The terms "because of sex’ or ‘on the
basis of sex’ include, but are pot limited to,
because of or on the basis of pregnancy,
childbirth, or related medical conditions;
and women afected by pregnauncy, child-
birth, or related medlesl conditions shall be
treated the same for all employment-related
purposes, including recelpt of benefits under
fringe benefit programs, as other persens not
s0 affected but simllar in thelr abllity or in-
ability to work, and nothing in sectlon
703(¢h) of this title shall be interpreted to
permlt otherwise.” :

Sz¢. 2. (a) Except as provided in subsec-
tlon (b) the amendment made by this Act
shall be effective on the date of enactment.

{(p) The provisions of the smendment
made by sectlon 1 of this Act shall not apply
to any fringe benefit program or fund, or in-
surance program which is’in efeet on the
date of enactment of thls Act, until July 1,
1978, or one hundred and elghty days after
enactment of this Act whichever is the
greater time parlod.

Src. 3. Untll the explration of a period ol
one year from the date of enactment of this
Act or, §f there is nn applicable collective-
bargaining agreement in effect on the date of
enactment of this Act, until the termination
of that agreement, no person who, on the
¢ate, of cnactment of this Act is providing
either by direct payment or by maklng con-
tributlons to s fringe benefit fund or Insur-
ance program, henefits in violation with this
Act shall, In order to come into compiliance
wlth this Act, reduce the berefits or the
compensation provided any employee on the
date of enactment of this Act, elther di-
rectly or by fniling to provide sufliclent con-
tributions to a fringe benefit fund or insur-
ance program: Provided, That where the
costs of such benefits on the date of enact-
ment of this Act are npporiloned between
employers and empleyees, the payments or
contributlons required to compiy with this
Act may be made by employers and employees
in the same proportion: And provided fur-
ther, ‘Fhat nothing in this section shall pre-
vent the readlustment of benefits or compen-
satlon for reasons unrelated to compllance
wlth this Act.

MOTION OFFERED BY DR, HAWHING

Mr. HAWEKINS, Mr, Speaker, I offer a
motion.

The Clerk read as follows:

Mr. HawxINS mmoves to strike oub all after
the enacting clause of the Senate bill, 5. 995,
and lusert in lieu thereof the provisions of
H.R. 8676, ns passed by the House,

The motion was agreed to.

Tha Senate bill was ordered to be read
a third time, was read the third time and
passed, and a motion to reconsider was
1aid on the lable, |

A similar House bili (EL.IR. 6373} was
laid on the table.

APPOINTMENT OF CONFEREES ON

. 8. 995, PROHIBITION OF SEX DIS-
CRIMINATION BASED ON PREG-
NANCY

Mr., HAWIKINS., Mr. Speaker, I ask
unanimous consent to take from the
Speaker's table the Senate bill (S, 895)
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to amcna title VII of the Civil Rights Aet’
of 1061 to prohibit sex discriminatipn
on the basis of pregnancy, and request a
conference with the Senate thereon.

The SPEAKER pro tempore. Is there ..

ohjection to the request of the gentlemarn -
from California? The Chair hears none
and, without objection, appoints the fal-
lowiny conferees: Messrs. PERKINS, Haw -~
KINS, Dewr, Brarp of Rhode Island, -
Micoarn Q. Mvyers, L Pantg,” \VEISS'. .
Cray, CorrApy, QUIZ, SARASIN, JEFFQaDs,
and PURSELL. :
‘There was no objection.

CONFERENCE REPORT ON H.R. 12425,

NEW YORK CITY FINANCIAL AS-" .

SISTANCE ACT OF 1978

Mr. MOCORHEAD of Pennsylvania sub-.
mitted the following conference report
and statement on the bill (IR, 12426) -
to authorize the Secretary of the Treas-
ury to provide financial assistance for the
city of New York:

ConveErence Reront (H. Rzrr, No, D5-1369})

The committee of conference on the dis-
agreeing votes of the two Houses on the
smendment of the Senate to the bill (FLR.
12426) to authorize the Secretary of the
Treasury to provide financial assistance for
the city of New York, having met, after full
and free conference, have agreed to reconi- -
mend and do recommend to thelr respec-
tive House as follows:

That the House recede from its disagree-
ment te the amendment of the Senante and
agree to the same with an amendment ns
Tollows: .

Yn lieu of the ngtter proposed to ba ln-
serted by the Senate amendment inserg the
following:

“New York City Loan Guarantee Act of 1078,
TITLE I—LOAN GUARANTERS
DEFINITIONS

Sre. 101, For the purpose of this title, the
term—

(1) "clty” means the city of New York;

(2) “Srate’” means the State of New York;

(3) “Secretary' means the Secretary of the
Trepsury; .

(%) “independent fiscal monitor™ means an
ngency, bosavd, or other entity authorized by
the law of the State which has the authorlty
to control the fiscal aflairs of the city durlng
the eatire period for which asslstance under
this title will be outstanding and which au-
thority the State has covenanted will not
be substantially impaired during such period;

(5) “financing agent’” means any agency or
Instrumentality of the State duly authorlzed
by the lnw of the State to act on behall of or
in the interesh of the city, and ne other sub-
division of the Statz, with respecht to the
clty's finamelnl affalrs; . ’

(G) "‘city indebiedness” means indebted-
ness for borrowed money of (A) a financing
agzent, but only if the proceeds thereof arc
advanced to or applied for the beneht of the
cliby, or (13} the city; and

{7y “fiscal year" meavs a fiscal year of the
clty, except in section 111,

CUARANLEE AUTIORITY

Sec. 102, (n) Upon the writien request of
the city and bthe Governor of the State, tho
Secrotary may punrantee the payment, in
whole or 1n part, of intersst, principal, or
hotl, of elty indebtedness in accordance with
this title, but nny such guarantee shall censeo
to be effective not later than fifteen years
after the dite of the issusnce of the clty In-
debtedness invotved,

{by A guarantee under thls title s effec-
tivo eniy with respect to city Indebtedness
which is lssued or is to be Issued Lo emn-
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ployes penstonl funds of the city or of the
Siate, or of any BECNCY of the city or of the
sinte, mnad snall terminate whenever such
indebledness 1s soid or otherwise disposed of
py such a fund (other than 10 [ EUCCESSEr
in interest not fnvolving a change in hene-
ficial ownership}.

(¢} Wwhenever the payment of principal
end interest on city indehtedness is guor-
enteed under this title, the Secretary shall
assess and collect {from the issuer, no less
freqilently than annually, & guaraniee fee
eomputed dally at o rate of no less than one-~
nalf of 1 per centun per gunum on ihe out-
standing principal amount of city indehted-
1ness gunmnteed hereunder., All funds re-
coived by the Secretary in payment of such
fers shall be patd into the peneral fund of
the Treasury. The Secretary mgy perlodically
escalate the guarantee fee to induce ihe
obligor to enter the public credit markets.

CONDITIONS OF ELIGTAILITY

Sgc, 103, The Secretary may make guar-
antees under this title only H{—

(1) there 1s & reasonabie prospect of re-
payment of the clty indebtedness to be

" guarpnteed in acecordance with its terms and

conditions;

{2) the Secretary determines that the city
i effectively unable to obtain credit in the
credit markels or elsewhere In

s and terms sufficlent to meet the

financing needs;

., the interest rate on such: city indebt-
.« reasonsble, taking into conslder-
crent nverage market yields for other

suaranteed by the United States;

., anring the four-year perlod ending

Juae 50, 1982, the long-tern and seasonal

porrowing needs of the city (other than bot~

rowlng asslsted or to he assisted under this
title) will be met through comuiitinents

{fromx the State, an agency of the State,

private sources, or through public eredit

mnarkets, in amounts which will be sufficlent
to enable to city, when the guarantec author-
ity conferred by this titie has terminated, to
inech all of its long-term and sesgsonal bor-
rowing needs through the public credit mar-
kets, and for the purpose of making such

Geleanination, the Secretary may gssume

tnat all other conditions under this section

are and will be fufilled;

(B) {A) the independent fiseal monitor 1s
requiring the city to edopt and adhere to
budgeis covering all expenditures other than
capltal items, the results of which would not,

v hiie

_ for fiscal years of tne city beginning after

June 30, 1981, show & deficit when reported
in secordance with generally accepted ac-
counting principles and, tor fiscal years of the
eity beginning on or prior thereta but after
Tane &0, 1978, to make gubstantial progress
toward that goal, and, for each tiscal year of
the city beginning prior to June 30, 1981, but
after June 30, 1878, is requiring the city W0
adopt and adhere to budgets covering gll ex-
penditures other than capital 1tems, the re-
sults of which would not show & deficit when
reported in accordance with aceounting prin-
ciples estabiished under State law,

(B) the city has submltted to the Secre-
tary, with the approval of the independent
fiscal monltor, in such detall and i accord-
ance with such accounting principles as the
Secretary may prescribe, & plan for bringing
all of its expenditures other than capital
1tems Into halance with ils revenues for each
of the first three full fiscal years of tho elty
beginning after June 30, 1078, and the clty
agrees to publish, after the completion of
each fiscnl year covered hy the plan, anb
analysis reconciling Its actual revenues and
expenditures with projected revenues ancl ex-
penditures, and to publish perlodic prejec-
tions which reflect the tmpact of the plan on
tax rates; and

(C) the clty submlts, with the spproval of
the independent fiscal monttor, In such de-
tall s the Secertary may prescribe and In
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accordance with generally recepted account-
ing principles, 8 plan for bringing all of its
expenditures other than capital ftems 1nta
bajance with its revenues Lo Jater than the
fingl Asenl year of the four year period which
bepins with the fiscal year heglnning July 1,
1978, and the city 15 required, on or before the
first day of each fiscal year thereafter durlng
which clty indebtedness puaranteed under
this titie 15 outstanding, to have prepared and
submit & plan covering the four year period
beginning with such fiscal year whieh witl
result in budgets which would nct show a
deficit when reported in accordance with ac-
counting principles set Torth in subpara-
graph (A):

(6) the independent fiscal monitor demon-
gtrates to the satisfaction of the Secretary
that it has the authority to control the fiscal
aflairs of the eity for the entire period during
which assistance under this title will be
outstanding;

(7y the city hes pgreed—

{A) to obtain and gubmit to the Secre-
tary, as soon as practicable after the close
of each fiscal year of the city during which
the Secretary may make guarantees under
this title or during which any city indebt-
edness guaranteed hereunder 1s outstandling,
an opinton of independent puhlic account-
ants setting torth the resulls of an audit
by such pccountants of the financial state-
ments of the city for such fiscal year, which
opinion shall describe any deviation in the
preparation of such financial statements
from generally aecepted eccounting pringl-
ples applicable to governmental bodies and
shall state that the audit of such financlal
statements was made in accordance with
generally gocepted auditing standards and
accordingly included such tests of the ac-
counting records end such other auditing
procedures as were considered hecessary un-
der the circumstances; ardd .

(n) to establish an audit commltitee
which shall assist in the determination of
arens of inguiry for, review the progress of,
and evaulate the results of, audits to be
conducted by such independent public ac-
countants, and which shall consist of the
mayor of the city, the comptroller of the
city the president, of the city council, two
mdividuals with expertise in municipal fi-
nance, and two officers or employees of two
different firms of tndependent public ac-
countants which are not engaged elther by
the city or by the comptroller of the city,
such individual end guch officers or €m-
plosees of such firms to be selected by the
independent fiscal monitor;

(8} ({A) In the case of guarantees fssued
after June 30, 1879, the State has furnished
to the Secretary satisfactory assurances that
the amount of financial assistance to be pro-
vided by the State to tne city during the
fiscal year in which such guarantee is 10 he
sssued will not be 1ess than the amount of
such assistance which was provided during
the fiscal year ending June 30, 1979, except
Auring any fiscal year for which the city has
presented B pbudget which the Secretary has
determined 15 balanced in secordance with
generally accepted aceouniing principles;
and

(B) the State or an agency of the State,
subject to and in accordance with applicable
State law, when any guaraniee hereunder 1s
made by the Secretary, shall deposit in &
fund approved by tbe Secretary, an amount
which, together with all amounts previousty
so deposited in sich fund, shall equal not
less than b per centum of the principal of
gnd of one year's interest on the then outl=
standing clty indebtedness then guaranteed
under this title, and which shall, under the
direction of the secretaly, be used to pay., or
to relmburse the Treasury for paying, prin-
cipnl and Interest which the city falls to pay,
the payment of which ts guaranteed under
{his tille, but in no case will the fund be
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used to pay or relmburse an amount In execess
of 5 per centum of the principal amount of
and of one year's Interest on all puarantecd
city indebtedness outstanding on the date of
the failure;

(9) the city has agreed, in addition to
other efforts undertaken by the city to in-
crease employee productlvity, to establish a
productlivity councit (A) which shall conslst
of representatives of the clty goverument and
of city employee unions, {B3) which shall de-
velop and seek to implement methods for en-
hancing the productivity of the city's labor
foree, and (C) which shall have a representa-
tive of the independent fiscal monilor as an
observer, and the {ndependent flscal monitor
ghall review and report, not Iess than annu-
ally, on the development and implementatlion
of such methods, such report to he published
and made avatlable to the public, and trans-
nitted to the Secretary;

{10} the city has agreed to offer to sell for
gistribution to the public 1ts short-term
notes in fiscal years 1980, 1981, and 1982 and
{ts long-term botids in fiscal years 1981 and
1982, unless the Secretary determines that
any such offer would be inconsistent with
the financlal interests of the city;

(11) the city has agreed that—

(A) following the fiscal year ending
June 30, 1982, and during any fiseal year
thereafter in which 2 guarantee under this
title 1s outstanding, the elty will pay or pro-
vide for the payment of city indehtedness
then guaranteed nereunder, giving priority
to city Indebtedness hzving the longest
maturlty or maturities, in & principal amount
not less than 15 per centum of the net pro-
ceeds of city indebtedness issued In public
credit markets during such year, except that
the Secretary may modify or waive such 15
per centum requirement to the extent he
determines that its application (1) would
substantially impair the city's ability to meet
its essential capital needs, or (11) would sub-
stantlally overburden the market for long
term clty indebiedness; and

(B) as s00m 8S practicable after the Secre-
tary determines that the city has demon-
strated ita ability to meet its long-term
credit needs through puhlic credit markets,
the city will implement a program satisfac~
tory to the Secretary of refunding any out-
standing city indebtedness guaranteed. under
this title for the purpose of achieving com-
plete repayment of such indebtedness at the
earliest practicable date, taking into con-
sideration such factors B85 the Secretary
deems appropriate. including the effect of
such refunding on the city’s need to main-
taln the citiy's continued access t0 public
credit markets for 18 1ong-term credit needs;
and .

(12) the city and the State are meeting
their respective obligations under thig sec-
tion., o
Any determination by the Secrelary
that the conditions set forth In this gection
nave been met shall be conciusive, such de-

-termiination to be evidenced by the making

of such guarantee, and the validity of any
guarantee sC made shall be tncontestable in
the hands of the holder of such city indebt-
edness, except for fraud ar matertal misrep-
resentation on the part of suich holder. The
Secretary 1is authorized to determine the
manner in which such guarantees will be
{ssued and, in addition to the terms and
conditions required by this section, to re-
quire from, Or egree to with, the city, &
financing agent, the holders of the city in-
debledness guaranteed, and sny other party
in interest such other terms and conditions
as he may deeimn approprinte, including pro-
viston of security for the repayment of
amounts pald pursuant to sny guarantee un-
der this titie. Any such other term or condli-
tion may be modified, amended, or wiived
In the discretion of the Beeretary.
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LIAMITATIONS ON GUARANTES AUTHORITY

Sec. 104, (n) (1) The suthority of the Sec-
retary to extend guarantess under this title
shalt not ot any tlme exceed $1,650,000,000
in the egpregate principal amount outstand-
ing.

(2) Durinpg the fiscal year beginning on
July 1, 1978 not to exceed $750,000,000 shall
be =avallable for the pusrantee of city
Indebtedness—

tAy nf which: not to exceed 3500,000,000
shall be available for the guuarantee oI city
indebtedness maturing more than one yenr
atter 1ts date of lssuance, and

(D} of which not to exceed "$325,000,000

_-shall be avallable for the guarantee of clty

" indebtedness maturing in one year or less
after 1ts date of issuance, but only to the ex-
tent authorlzed by the provisions of sub-
sectlon (b},

{3y During the fiscal year beginning on
July 1, 1978, not to exceed the suum of—

(A) $250,000,000, and

(B) $750,000,000 reduced by the principal

amount of city indebtedness gunranteed

prior to July 1, 1078, and outstanding on the
date on which the guarantees are made under
this paragraph, : .
shall be avatlable for the guarantee 'of city
indebtedness maturing more than one year
after Its date of Is4unnce, except that no
guaraniees may be made under this para-
graph If prior to July 1, 1879, elther the Sen-
ate or the House of Eepresentatives agrees
to a resolution stating In substance that it
disapproves such puarantees.

{4) During the fiscal year beginning on
July 1, 1980, not fo exceed the sum of—

(A} $325,000,000, and

(B) £1,000,000,000 reduced by the sum ol

{1y the principal amount of city indebted-
ness guaranteed under paragraphs (2) (A)
angd (3) ond outstanding on the date on
which the puarpntees are made under this
paragraph, and (ii} the amount, 1 eny, cov-
ered by a resolution agreed to by the Senate

v the House of Bepresentatives pursuant to
paragraph (3),
shall be available for the guarantee of city
indebtedness maturing more than ong year
afrer Iis date of Issuance, except that no
puarantees may be made under this para-
graph if prior to July 1, 1880, elther the Sen-
ate or the FHouse of Representatived nyrees
to a resolution stating in substance that it
disapproves such guarantees,

(5) During the fiscal year beglnning on
July 1, 1081, not to exceed the sum oi—

" (A} B325,000,000, if the Becretary deter-
mines, 1n sccordance with generally accepted
accounting prinelples, that the clty has pre—
sented o balanced budget, and

{33) §1,325,000,000 reduced by the sum of
(1) the principal amount of city indehted-
ness puaranteed under poaragraphs (2) (A),
(3), and (4) and outstanding on the date
on which the guarantees are made under this
paragraph, and (11} the sum of the amounts,
il any, covered by resolutiocns agreed to by
the Senate or the House of Representatives
pursuant to paragraphs (3) and {4},
shall he avallable for the guarantee of clty
tndebtedness maturing more than one yoar
alter 1ts date ol Issuance, )

{b) The Secretary rmay guarantee the pay-
ment of principal or interest, or both, on city
tndebtedness issued prior to January 1, 1879,
and maturing prlor to July 1, 1679, but only
to the extent that the Secretury ciclermines,
after taking inte sccount any commitments
the employee pension funds of the city have
mude with respect to the purchase of eity
indebtedness maturlng more than one year
from Its Issuance, that the emmployes pension
funds of the city are not able Lo provide
suflcient amounts of sessonsl financlng ns
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required under section 103(4) of this tltle
without heing cons'dered to have falled to
meet the regultements of section 401(a) of
the Internal Revenue Code of 1954 {as such
requirements apply to such penston funds)
or betng consldered to have engaged In b pro-
hibited transactlon described in sectlon 603
(b) of the Internal Revenue Code of 1954,

REMEDIZS

Sec. 105, {8) The Secretary shall take such
nction as may be appropriate to enforce any
rlght accruing to the Uniled States or any
officer or agency thereol a3 a result of the
1ssuance of guarantees under this tltle. Any
sums recovered pursuant to this sectlon shall
he pald loto the general fund of the Treasury.

(b) The Secretary shall be entitled to re-
cover from the borrower, or any other person
liable therefor, the ninount of any payment
made pursuant to any guarantes agreemens
entered Into under this title, and upon mak-
ing any such payment, ths Secrebary shall
bes subrosated o all the rights of the re-
ciplent thereof.

{0} Notwithstanding any other provision of
1aw, the Secretary shall provide for the with-
hoiding of any payment from the United
States to the city or State which may be or
may become due pursuant to any law and
offset the amount of such withheld payment

agalnst any clalm the Secretary may have

against the city or State pursuanté to thls
title.

{d) The remedies prescribed in this title
shall be cumulative and not in limitation of
or substitution for auy other remedles avail-
gble to the Secretary or the United Siates.

(e) With respect to any debt of the United

tates arising under this title, for the pur-
poses of section 3166 of the Revlsed Stat-
wutes (31 U.8.C 191), the term “person” In-
cludes the elty and any financing sgent.
Notwithstanding the provisions of such sec-
tion, the Secretary is authorlzed to walve,
wholly or partially, the prlorlty for the
United States established thersunder with
respect to any indebledness of the city or
tne financing agent issuad alter the efiec-
tive date of this title {olher than any in-
dsbiedness the proceeds of which we 0p-
plied to the repayment prior to the stated
maturity thereol of indebtedness outstond-
ing on or before the cfective date of this
title owed to the lender of such proceeds)
if, in his judgment such walver i3 nacessary
to facilitate the nbility of the clty to meet
its financing needs. No walver under the pre-
ceding sentence shall by {3 terms subordi-
nate the elaims of the United States to thoss
of any creditor of the city or any fianclng
agent.

(f) The Secretary may bring a clvil action
fn any United States district court or any
other appropriate court to enforce compll-
ance with the provislons of this tltle, any
agreement related thereto, or any provislen
of State Inw related thereto, by the city,
the State, the financing ogent, the inde-
pendent fiscal monitor, or any ofilcial of
any of the foregoing, or any other party to
any such egreement, and such court shall
have jurlsdiction to enforce such compliance
ang enter such orders 03 may be anpropriste.

INSPECTION OF DOCUMENTS

Sec. 106, At any time a request for a gunr-
antee is pending or indebtzdness guaranteed
under this title {3 outstanding, the Secre-
tery 1s authorlzed to inspzct nud copy sl
accounts, boolks, records, memorandiims,
correspondence, and other documents of the
city or ony financing agent relating to the
city's inancial affalrs.

GENERAY. ACCOUNTING OFFICE AUDIL3

Sec. 107. The General Accounting Oflice 1y
authorized to rapke such audits as moy be
deemed epproprinte by the Comptroller
Genersl of all necounta, hooks, records, and
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teansactions of tho city and any finanelng
agent. No gusranies may be macdie under thia
titln unless ond unttl the city and any fi-
nancing agent agree, In writing, to allow the
General Accounting Oiflice to make such
audits, The Genernl Accountlng Office shall
report the results ol any such suwdlt to the
Congress,
REPORTS TO CONGRESS

Src. 108, Within three months after the
date ol enaclment of this title, and at six-
month intervals untll June 30, 1082, and
thercafter at twelve-rnonth fntervals, the

" Secretary shall trapsmit to the Comnliten

on Banklng, Housing, and Urban Afelrs of
the Senate and the Committer on Banking,
Finance and Urban Aftalrs of the House of
Representatives s report containtrp o de-
talled statement of his activities under this
title.

SEVERADILITY

Sne, 109. If any provision of this title ls
held to be nvalid, or the application of such
provision to any person or clrcumstance, ig
held to be Invalid by e court of competent
Jurisdiction, the reralnder of this title, or
the application of such provision to persons
or circumstances other than those as to
whieh 1t i3 held Invalid, shall not be afected
thereby.

TERMINATION

Sec. 110, The authorlty of the Secretary to
rmake guarantees under thls title terminates
on June 30, 1982, Such termination does not
affect the earrying out of any contract, guar=-
antee, or olher obligation entered fnto pur-
suant to this title, or the taking of any
action necessary to preserve or protect the
interests of the Unlted States arising here-
under, except that no commitment to puar-
antee the payment of principal or Interest en
clty indebtedness under this title shall be
effective after such date.

AUTHORIZATION

Sec. 111. (a} Thers gre authorized to bha
appropriated beginning October 1, 1978, and
to remain availpble without fiscad year liml-
tation, such sums as may be necessmry to
carTy out this title,

(b} Any other provision of this title to the
contrary notwithstanding, the asuthorlty of
the Secretary to make any guarantee under
this title shall e limlted to such ealent or

amounts ns are provided in advance in

appropriatlon Acts.

TITLE II—AMENDMENTS TO THE IN-
TERNAL REVENUE CODE OF 1804

SEC. 201, TaXMEILITY OF CERTAIN FEDERALLY
GUARANTEXD OBLIGATIONS

(n) CeERTAIN FEDCPALLY (GOARANTEZD ORLY-
cations.—Section 103 of the Internal Reve-
nue Code of 1954 (relating to Interest on
certaln povernmental obligations) i3
amended by redesignaling subsectlon (f) as
subsection (g) and by inserting after sub-
sectlon (e) the following new subsection:

() CerraiNy Feprparry GUARANTEED On-
LicaTIONS.—ANny ohligation the payment of
interest or principal {or both) of which i3
guaranteed in whole or in part under title I
of the New York City Loah Guarantee Act of

1978 shall, with respect to interest rccrued .

during the period for which such puarantes
is In effect, be treated as an obligation not
described in suhsection (n).'.

{b} Orracariows MMay Nor ¥i= ACQUIRED BY
FEpERAL FINANCING Banik.—Nothing in any
provision of law shall be construed to nuthor-
ize the Federal Financlaz Bank to acqulre
any obligation the payment of iuterest or
principal of which has at pny time been
guaranteed in whele or In part under title I
of the New York City Loan Guarantes Act
of 1078,

{c) FrrreTive Date~—The bmendments

made hy subsection {a) shall apply to tax-
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wble vears ending afler the date of the cnnct-
nent, of this Act,
And the Senate aprec to the same.
HeEnrY 5. REUSS,
WiILLiad 5. MoORHFAD,
Jamrs J. BLANCITAND,
HBuvce P VENTO,
J. W, STANTON,
Srewarr B, MeEIRNeyY,
DaArN BROSTERKOWSHKI,
wirLiant B, CoTTER,
Baruci B, CoNasne, Iy,
Managers on the Port of the House.
WILLIAR PROAMIRE,
JoiiN SPALKMAN,
H, A. WILLIAMS,
} Ipwand W. BROOKE,
Runugers on the Part of the Scnate.

Jo1Ne EXPLANATORY SVATEMENT OF TR
CoOMMITIFE OF CONFERENCE
The managers on ihe part of the House
and the Senate at the conference on the dis~
crreeing votes of the two Houses on the
rnenament of the Senate to the bill (H.R.
“1178) o nuthorize the Secretavy of the
Trepsury to provide finaneial assisiance for
e city of New York, submit ihe following
joint statement to the House and the Senate
i explanation of the efiect of the action
-veerl upcen by the managers and récom-
yrended  in the accompanying conference
cpnach:
_iv: Senate amendment struck out all of
sTauee Bl Bfter the enacting clause and
Cba substitute texd,
House recedes from Its disagreement
avendiment of the Senale with an
~snt Which is a substitute for the
Jib and the Senate amendment. The
< pelween the House bill, the Sen-
.n.nent, and the substitute agreed
- nfsrence are noted below, except for
clerical  eorrections, conforming changes
made necessary by agreements reached by
the econferees, and minor drafting and
clarifying changes.
TITLE I—LOAY GUARANTEES
GUARANTEE AUTHORITY AND CONDITIONS
OF ELIGIBILITY

The House blll authorlzed the Secretary
w puarantee paymeént of obligations end
provided further that the Secretary could
make guarantees under titie I only if certain
statulory conditions of eligibillty were met,
alonp with sny additfonal terms and con-
<:tions the Secretary might require at his
e metingy,

The Senate .amendment authorized the
Secretary to guarantee, and enter into com-
mitments to guaraniee, city indebtedness,
. provided further that the Secretary
could not puarantee or commit to guarantee
iy LILy iudebiedness unless he determined
Rt the time such guarantee or commitment
o erarantes was made that the statutory
. eas vere met, along with the Secre-
tarv's additional terns esnd conditions.

The conference report contains the House
provision, with an amendment to substitute
the Senate language on “clty indebtedness.”

The conferees want to aveld a possible in-
terpretation under the Senste language
vshich might have permitted the Secretary to
meke p commitment to guarantee over the
four years of the guerantee program on the
basis of an Inittal review of compliance with
the statutory conditions, but without any
suhsequent review before releasing guwaran-
tees committed In future years in order to
determine whether all of the conditions were
&6iill being met,

The conferees agree that the puthority to
guaratitee includes also the authority to com-
mit te guarantee. Thus nothing would pre-
clude the Secretary from entering into a
cemmitment to provide guarentees as part of
a financing package covering the full four

CONG™ “SSIONAL RECORD — HOUSE

yesrs of the puarantee program, However,
ihe conferees Intend hat the Secretary deter-
mine that all the conditlions provided In
{itle I have been mot and are being met on
a continuing basis before he enters Into such
& commiiment and before he actually pro-
vides any guarantees. The Eecretary can do
1his elther by reviewing complinnce with the
statutory eond!tions directly or by Including
such requirements in e provisions of any
credit agreement puysuant to this title.
MATURITIES OF GUARANTEES

The House Lil provided that the maximum
jengih of any guarantee provided could be
up to 15 years. The Senate smendment pro-
vided for a maximum length of 15 years for
the first $t biition of city indebtedness guar-
snteed, &nd 10 vears for any additional
fuarantees,

The conference report contains the Heuse
provislen, ,

GUAHANTELS TO GO OKNLY TO PENSION FUNDS

The Senate amendment provided that city
ndebtedness puaranteed under this title
would be issued only to employee pension
funds of the city and the State, and that the
Jguarentee would terininate when such in-
debiedness was sold or otherwise disposed
of by these peusion funds. The House binir
contained no comparable provision.

The conference report contains the Senate
provisicn. The conferees intend by thls action
to confine strictly the precedent set by this
legisiation and to make it clear that this
type of Federal credit essistance {iswunlikely
1o be made available to other cities. Further-
more, it is unlikely that any other cities
have emplovee pension funds of sufiicient
size to be able to participate in financing
arrangements of the nature and extent con-
templated by this legislailon.

: CRFDIT AVAILARTLITY

The House bill required, &5 a conditlon to
the making of guarantees, that the Secretary
determine that the clty ls effectively unable
to obtain credit through traditional sources
in sntounts and terms sufliclent to meet its
financing needs. The Senate amendment re-
guired the determination hy the Becretary
that credit was not otherwise nvailable to
the city or & financing agent on reasonable
terms.,

The conference report contains the House
provision.

UNGUARANTEED FINANCING COMMITMENTS

The Senate amendment contained a pro-
wision directing that guarantees be provided
only if the Secretary determined that the
remainder of the city's long-term borrowling
needs (other than those to be assisted under
the Act) and all of its seasomal horrowing
needs during the four-year period ending
June 30, 1082, would be met through commit-
ments from the State, an agency of the State,
private sources, or through publlc credit
markets In amounts which would be suffi-
clent to enable the city to meet all of Its
Jong-term and seasonal borrowing needs in
the public credit markeis after the termina-
tion of the giarantee program on June 30,
1082,

The House bill required that the Becre-
tary be satisfied that a suhstantial portlon
of the Iong-term fAnancing needs of the city
would be met through commitments Irom
the State, an agency of the State, private
sources, or through publlc credit markets
before provigding any guarantees.

The conference repart contzins the Senate
provision, with ecnforming and clarifying
amendiments. The conferees agree that the
purpose of this Jegislation {s to provide New
York City with suficlent Federal credit as-
sletance 1o enzble it to meet all of its fi-
naneing needs on its own 2s soon as possible,
and no later ithan the fiscal year following
the termination of the guarantee putherity
provided under this title.
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The corn.orees apree that this objective can
e achieved only If the city Is ahie to obtaln
euflictent smounts of financing on an un.
guzranieed basis, in addition to that pro-
vided under the guarantee program, so that
it cannot only maintain =solvency on o day-
to-day basis but elso sccomplish all of the
elements of its four-year financing plan. City,
State, and administration ofieiais have
eiated that the city needs nt least £4.5 blllion
in long-torm financing over the four years,
in order to restore its eapital plant and 1o
comnicte all of the other actions necessary
to bring s long-lerm and sezsonal borrowing
needs down to manageable ievels after June
30, 182, and lo confine them to real capital
and real geasonsl needs. In order to make
the determination required by this subsec-
tion, the Secretary musl make certain that
the necessary financing commlitinents from
other sources in suftcient ameunts are for-
mally sgreed to and in place before he pro-
vides any guarantees pursuant to this title.
Furikermore, the Secretary is directed to
male certain on an ongeing bhasis that these
commitments have been met and will be
met in full as scheduled as a condition for
providing sddittonal guarariees as author-
ized.

The conferees assume that any long-term
and ceasonal borrowlngs which the city ob-
tains after the gunrantee program explres
will come from offerings of securities in
public credit markets. Such offerings may be
made through public sales or private pince-
ments, N

‘Since the city's ability to regain full mar-

ket access depends slso on Its meeting the -

other conditions of this title, such as the
balanced budget requirement, the conference
report coniains a clarifying provision that,
in making his determination under this gub-
section, the Becretary may assume that all
other conditions under this title are and
will be fulfilled.

The conferees also intend that such de-
termination regarding future market access
be understood to apply to the fiscal year
after the guarantec authority terminates and
for o reasonably foresseable perviod of time
thereafter. '

BALANCED EUDGETS

The House hill and the Senate amendment
both contained provisions requiring the elty
to bave a budget balanced in accordance
with generally sccepted secounting prin-
ciples by fiseal year 1882 and therealter for
ps long as Fedeml guarantees remain out-
standing, and to make substantial progress

toward ihat goal in the intervening fiscal

years, but with cerlain language differences.
The conference report includes the provi-
sions of both bills, with ciarifying amend-
naents. The intent of the conferees’ agree-
ment is to reguire both that the city adopt
and adhere to balanced budgets on & year-
by-year basis in accordance with the rele-
vant accounting principles, and that the
city submit plans for achleving and main-
taining such balanced budgels during the
perlod of the guarantee program and so long
as the puarantees provided under that pro-
crom are ouilstanding.

The Senale amendment referred 1o
budgets which the city is required by the
tndependent fiscal monitor to adopt and rd-

here to, the resulis of which would not show.

a deficit when reported in accordance with
generaliy accepted nccounting principles, for

. fiscal vear 1982 and thereafter, and which

would not show a deficit when reported in
accordance wilh accounting princlples estab-
lished under Siate law, for fiseal years 1679,
1080, axd 1§81, The House bill conieined no
such prevision.

The coiference report contains the Sennte
provision. The conferees note that existing
State lew reguires such balaneed budgets.
The conferecs apyee thal ibe city must ad-







