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.



Such a mechanism might, at first blush, be seen as weakening
the politicél integrity of the City. However, inasmuch as it is
necessary to guide the City back to fiscal independence, it should
be seen as an inescapable, albeit interim, vehicle for assuring
the City's long-term viability, rather than risking a slide into
fiscal disaster in which the loss of political independence would

then be only one of many ongoing crises which the City would then

have to suffer.
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APPENDIX I

New York City Relative to OQther Major Cities

Moody's Analytical Overview of 25 Leading U.S. Cities, published

in July 1977, clearly establishes New York City's position as being
in the fiscal doghouse among major New York cities. This is seen in
reviewing the credit . .ratings of the cities.

The credit position of the 25 largest U.S. cities largely
reflects how well the current operations and financial and debt
positions of these governmental units adjust to structural and
functional changes as well as their degree of insulation from
constantly fluctuating conditions. The Moody's credit ratings
assigned to the 25 largest cities range from six cities assigned

our highest grade of Aaa to one city with a sub-investment grade

of B.

Dallas Aaa Seattle Aa
Houston haa Baltimore Al
Indianapelis Aaa Jacksonville Al
Los Angeles Aaa New Orleans Al
Milwaukee Aaa
San Francisco "~ Aaa Cleveland A

: Pittsburgh A
Chicago Aa St. Louis a
Columbus Aa
Denver Aa Boston _ Baa
Kansas City Aa Detroit Baa
Memphis Aa Philadelphia Baa
Phoenix Aa New York City B
San Antonio Aa

San Diego Aa



One might be tempted to attribute New York City's poor showing
to its position as a leading indicator of urban ills. As can be
seen, however, from the table below, in terms of an indicator such
as Change in Population, New York City is approximately ih the

middle of major cities.

1970-1975 Change in Populationa

Houston + 5.8%
Jacksénville + 6.2%
San Antonio + 9.0%
San Diego +11.0%
Phoenix +12.7%
Memphis + 0.6%
Boston - 0.6%
Columbus - 0.7%
Indianapcolis - 2.1%
Los Angeles - 3.0%
Dallas - 3.7%
NEW YORK - 5,2%
New Orleans - 5,6%
Denver - 5.8%
Baltimore - 5.9%
Kangas City - 6.7%
Philadelphia - 6.9%
San Francisco - 7.1%
Milwaukee - 7.1%
Chicago - 8.0%
Seattle - 8.3%
Pittsburgh -11.7%
Detroit -11.8%
Cleveland -14.9%
St. Louis -15.8%

a. U.S. Dept. of Commerce News; April 14, 1977.



However, its overall net debt ratio to the estimated value

of taxable base is far higher in New York City than in other major

cities.
Overall Net
Debt Ratio to
City Full Value
New York City?@ 20.4
Pittsburgh 14.5
Boston 14.2
Philadelphia 7.3
Detroit 6.3
Dallas 5.8
San Antonio 5.6
Memphis 5.4
Indianapolis 5.2
Cleveland 4.9
Baltimore 4.6
Kansas City 4.4
New Orleans 4.2
Phoenix 4.2
San Francisco 3.8
Seattle 3.7
Columbus 3.7
Milwaukee 3.5
Chicago 3.4
St. Louis 3.4
Houston 3.0
Jackaonville 2.3
Los Angeles 2.3
San Diego 2.2
Denver | 2.1

a. Ratios for New York City are approximate.
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Seecendly, aithough the type of oversight in prospect for
New York City might be viewed as somewhat stricter than in most
other parts of the Nation (see Appendix ITI), it is c¢lear that

New York City has a much further way to go, in terms of gaining

the full confidence of the market, than do other municipalities.
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APPENDIX IT

State Oversight Throughout the Nation

The following information is based on material prepared
at the beginning of this year, and numerous bills for increased
oversight were pending in various state legislatures at that
time. Keeping in mind that there may have been changes in the
past nine months, we list below those states which, in early
1977, had oversight requirements. :

As can be seen, almost half of the States in the Union
(24) had some sort of oversight early this year. While many
of them are not industrial states, it is noteworthy that over-
sight exists to some extent in industrial states such as
California, Massachusetts, Michigan, New Jersey and Ohio. The
prognosis for the future is that this phenomenon will become
more prevalent over time. :

Alaska - If municipality participates in State revenue
sharing program, it must submit a budget to the Director
of Local Government Assistance of the Department of
Community and Regional Affairs.

California - All budgets of local units are submitted
to State.

Colorado - If at the end of the year, budget is unbalanced,
the condition must be corrected next year.

Connecticut - State statute requires local units to have
a balanced budget and if deficits should occur they must
be appropriated in the next fiscal year.

Indiana - In order to sell bonds, local unit must have
approval of State Levy Control Board. ‘

Kansas - State Board of Education must approve all
bonding done by local boards of education.

Kentucky - All counties submit their budgets and any
amendments to their budgets annually to the State Local
Finance Officer of the Department of Local Government
which has the power of approval. The State Local Finance
Officer also has authority to approve or disapprove all

- bond issues of counties.

Louisiana — All debt with maturity in excess of 90
days must be approved by the State Bond Commission.
Locality must present source of revenues for debt
repayment and that the revenues will be sufficient.
Commission has established standards for debt issuance.

Maine - State requires balanced budget; however, any
Geficit must be appropriated in next fiscal year.
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Maryland - Local units must pay off operating deficit
in ensuing year.

Massachusetts — Under certain conditions, i.e., when
local units' amount of debt exceed statutory debt limit,
approval of State is reguired before debt can be sold.

Michigan - State has authority to approve the authori-
zation of debt and bonds and notes proposed to be issued.

New Hampshire -~ State requires balanced budgets for
local units. Such budgets are submitted to State
Commissioner of Revenues and Administration to review
appropriations. If the budget does not follow procedure
as specified by law, the Commissioner has power over the
cancellation of appropriations and the approval of tax
rates. . :

New Jersey — No budget may be adopted without the approval
of the State Director of Local Affairs who grants approval
after establishing that the budget is balanced and the
budget is on cash basis.

For local units, State prescribes accounting
methods, requires that annual, independent audit be
conducted, and provides a post audit annually.

State approval of emergency appropriations over 3%.

For certain local units, State must approve the
authorization and issuance of all borrowing and requires
the submission on a monthly basis of revenues, expendi-
tures and progress on capital projects.

New Mexico - The State Department of Financial Administra-~
tion, Local Government Divigion, holds budget hearings and
has the power to approve or disapprove any local unit's
budget. In addition, each unit (monthly for cities,
quarterly for counties) must report on current revenues
and expenditures. +

North Carolina - State Local Government Commission is
authorized to approve bonds and notes proposed to be
issued by any local unit.

state Local Government Commission conducts sale
of bonds and notes of local units.

State Local Government Commission maintains a
continuing review of local funds and accounts.

Uniform accounting system'established by the

State. Local units are required to have annual indepen-
dent audits.
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Ohio - Local units must submit budgets for county review.

South Carolina - If event of default is imminent with
respect to a local unit of government, the State can
withhold State revenue sharing payments and utilize
them to pay debt service.

South Dakota - Local units are required to have a
balanced budget but can have a shortfall which must be
paid off in the following fiscal year.

Tennessee — Cash Basis Budget Law for local units.

Any local government entity with any amount of
notes outstanding at the end of a fiscal year must submit
next year's budget to the State Division of Local Finance
for approval. In addition, about 90% of counties have
their budgets prepared by the State Division of Local
Finance.

Virginia -~ State oversight deals primarily with counties,
which are predominant local units of government, Counties
are required to be audited annually either by the State
Auditor's Office or ‘by a CPA approved by the State Auditor,
who issues specifications which must be followed in an
audit and a suggested code of accounts.

Limited oversight with respect to municipalities
through State Commission on Local Debt.

Washington - Local units are required to have and maintain
a balanced budget. Any shortfall must be made up before
the end of the fiscal year.

West Virginia -~ State requires that all municipal
budgets be submitted to State Tax Commissioner who
must approve budget before it can be adopted. Main
factor in review is the reasonableness of revenue and
expenditure estimates.

The State acts as fiscal agent for local
municipalities and debt service moneys are paid from
municipalities to a State sinking fund.

Wyoming - Local units must have and maintain a balanced

budget. If a deficit is foreseen, local unit must
reduce services and/or raise taxes.
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STATE OF NEW YORK
DEPARTMENT OF AUDRIT AND CONTROL

ALBANY

ARTHUR LEWVITT

STAaTE COMPTROLLER

October 24, 1977

Hon, Stanley Steingut
Speaker

New York State Assembly
State Capitol -~ Room 349
Albany, New York

Hon,. Manlred Ohrenstein
Minority l.eader

New York State Senate
bState Capitol -« Room 315
Albany, New York

Dear Stanley and Fred:

Thank you for the copy of your joint letter of October 6 to
Senator Proxmire concerning new legislation with respect to New York
City's finances. In response to your request {for comments, I have only
a few ohservations to offer at this time.

Ag I understand it, your overall objective is to develop a compre-~
hensive hill which will enable the City, within a reasonable time after
June of 1978, {0 meet its annual need for about $3 billion of short-term
and $1 billion of long-term money by the sale of notes and bonds in the
public market. Presumably the framework of the bill would be somewhat
similar to that of the Spccial Finance and Budget Act of the City of Yonkers,
Chapter 488 of the Laws of 1976 as amended. That is, it would earmark
sufficient City taxes and other revenues to pay debt service on all notes
and bonds; and it would establish some kind of structure for oversight of
the City's finances after the presently scheduled termination of the EFCB
at the end of 1978, The hope would be that enactment of this comprehensive
hill, together with prudent fiscal practice, would enable the City gradually
but progressively to regeain access to the public market, would persuade
the Federal Government to renew its loan program for a further interim
period, and would facilitate a phase-out of both that program and the State's
annual $800 million advance to the City,



ilon, Stanley Steingut
Flon, Manfred Ohrenstein
Qctobar 24, 1977
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I recognize that development of a comprehensive hill of that nature
is dependent on an agreement in principle as to what special protection is
really necessary for prospective investors and how it can be provided with-
out unduly impinging on the prerogatives of elected City officials. While
I am not aware of any such agrcement having yet been reached and also re-
alize that participation by the new City administration may be necessary, 1
have noted press reports that you and the Governor are anxious to have the
problem resolved at an carly date. I concurin that judgment; without a
comprehensive solution, the City's situation could once again impair the
finances of the State and its other local governments.

I further understand that you may consider supplementary legisla-~
tion expanding MAC's bonding authority as a way to give the City additional
time to regain its own access to the market for long-term money.

Also befare you is a related supplementary bill draited by the City
(S. 6959)., Without at this time going into details of this bill, I want to con~
vey to you my serious concern with its scope and duration.

My understanding is that the bill bas a very Limited objective: to
enable the City to sell publicly, within the next month or two, $35C¢ million
of revenue anticipation notes (RANs) maturing next Spring. Such a sale, it
is hoped, would satisfy the Federal Government that the City, with cooper-
ation from the State, is making good faith efforts to regain market access.
What the City actually contemplates, I have been advised by the Mayor's
office, is a single sale of RANs in anticipation of the State educational aid
which is mandated to be paid on the 15th of April, May and June of 1978,

However, S. 6959 appears to be much broader than necessary to
accomplish that Jimited objective. [t purports to authorize RANSs in antici-
pation of all forms of State aid except per capita aid {which is already ear-
marked for MAC)., Besides the aforementioned education aid, this would
include some [orty other types of aid, including certain collateral education






