MEMORANDUM TO: Drafting Group

RE: Statement of Purpose, etc,

Responding to the feelings expressed on Monday that anything
we develop in the way of legislative proposals be prefaced
by a "Statement of Purpose", I have taken a stabk at such an
exercise., In the memo, I have attempted to articulate the
various whats and whys, trying to cover all the points.

This is followed up by two appendices: the first compares
New York City to other major cities in terms of various
fiscal/financial parameters; the second surveys (as of
early 1977) the status of State oversight throughout the
Nation.

Please feel free to mark up the entire package, indicating
changes, additions, and deletions. If you are agreeable, we

could jointly rip it apart and put it back together again on
Monday.

would 10:30 a.m. to 3:30 p.m. Monday sulit everyone's schedule?
It would be my pleasure to host again if you wish.
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Statement of Purpose

In the Spring of 1975, New York City was at the brink of
default and bankruptcy. The fact that it survived fiscally stemmed
from a massive and unique effort involving the cocoperation of the City,
State and Federal Governments, the muniéipal unions, and the banking
and business community.

Even today, however, some two and a half years after the
crisis, the City's financial position is still precarious. It has
not been able to re-enter the long-term capital markets. Instead,
its needs for such funds have been met by municipal employee pension
funds, under a special investment program scheduled to terminate on
June 30, 1978. |

The City has also been foreclosed from the short—term market
from mid;March 1975 until November 1977. Reaccess to this market
is in the process of taking place, but on a very limited and
circumstribed basis. Since November 1975, the City's short-term
financing needs have been met by the Federal Government. This
program is alsc scheduled to terminate on June 30, 1978. While a
new Federal short-term loan agreement may be negotiated to take
effect subsequent to that date, it is reasonable to assume that
Washington would attach various strings, including the necessity
for the City's doing an increasing amounf of its short-term borrowing
from non-Federal sources, essentially the market.

Meanwhile, the enormous task of funding the close tc $6 billion
of short-term debt which the City had outstanding some two and a half
years ago, has been effected by the Municipal Assisﬁance Corporation
(MAC), an agency created by the State in mid-1975 as a major vehicle

for financing New York City's debt.



Meanwhile, on the budgetary front, the City has made marked
progress. Following a budget deficit of close to $1 billion in
fiscal 1976, it ended fiscal 1977 with a deficit of $329 million,
and is slated to have no deficit in the current fiscal year which
ends on June 30, 1978. However, the City still has over $600 million
of current expenses in its capital budget - a phenomenon currently
scheduled to continue, in declining amounts, for another eight years.
Moreover, significant restructuring ("stretch") of City and MAC
debt was effected earlier in this fiscal year, reducing the City's
imminent debt service burden. Beyond this immediate situation,
there is general concensus that the City is faced with the prospect
of a disturbing budget gap starting in fiscal 1979 (although
estimates of the magnitude of the gap vary widely).

As the City approaches fiscal 1979, various critical decisions
must be made. In the first place, June 1978 represents not only
the termination of the special financing arrangements with the
Federal Government and the municipal employee unions, but also the
end of the Three~Year Plan for the City set up under State emergency
legislation in the Fall of 1975. The Emergency Financial Control
Board (EFCB), established under that legislation to oversee City
finances, is scheduled to go out of existence on December 31, 1978,
provided that the fiscal 1978 budget will have been balanced.

The hope at the time of the emergency legislation had been that
the City would be able to regain its fiscal independence completely
by 1979. It is now clear that such an objective, involving full
reaccess to the capital markets, will take a considerable amount
of time and effort, as well as the continuation of the broad-based
cooperation which has carried the City forward for the past two and

a half vears.



Acecordingly, in order to assure that the City's fiscal recovery
moves forward rather than backwards, it is vital at this time to
construct the institutional arrangements for promoting such recovery.
In the long run, some of the most critical elements are neot solely
under our control, such as dramatic changes in Federal funding
of Welfare and Medicaid, and the long-range improvement of the
City's economic base. Those elements play a crucial role in the
long-term fiécal well-~-being of New York City and must be part of
an overall master plan.

Other factors ére largely within the control of the political,
union, and financial/business forces in the City and the State.
These can be subsumed under the heading of "fiscal integrity",

the sine qua non of New York City's ability to borrow from non-

governmental sources. The rebuilding of fiscal integrity is a
process which is neither easy nor slow. Even with the most effective
mechanisms possible, it will still take a great amount of time, and

a goodly amount of interim and special financing will still be
necessary, presumably through the Federal Government for short-term
purposes and through MAC for long-term purposes.

Simultaneously, the City can not escape the necessity of building
the institutions which will, over time, assure investors of the City's
fiscal integrity. Foremost among these requirements are a set of
fiscal practices, such as independent audit using generally accepted
accounting principles; limitations on short-term debt; establishment
of a contingency reserve: appropriate budgetary constraints: and‘a
rolling multi-year financial plan. At the same time, the effective
oversight mechanism would be established, sensitive to both political
and market considerations, to assure the proper execution of the

fiscal integrity program.






