MEMORANDUM

Date: | May 31, 1996

MLUNICIPAL
To: | Quentin B. Spector ASSISTANCE
CORPORATION
From: | Bernard Kabakg FOR THE CITY
' OF NEW YORK

Re: | Repeal of MA Act Limit on City Short-Term Borrowing (S. 6417)

INTRODUCTION AND CONCLUSION. The City of New York is proposing an
amendment to the MAC Act that would give the City more leeway in issuing “‘cross-year”
notes, i.¢., notes maturing in the fiscal year succeeding the year of their issuance. The
proposed legislation, Senate Intro. 6417, would repeal a limit on City short-term
borrowing in the MAC Act. A second limit in the MAC Act and other controls on City
short-term borrowing—in the Financial Emergency Act—would remain in effect. There
is no reason for MAC to oppose the enactment of this legislation.

THE PROBLEM. Toward the beginning of every fiscal year, the City issues notes to
provide for its seasonal financing needs. For its current year, the City has issued $2.4
billion of such notes, of which $1.5 billion were paid at maturity in February and April
1996. The balance of $900 million are revenue anticipation notes scheduled to mature on
June 28.

These June 28 RANs were issued primarily against various forms of State aid, all of
which require an appropriation before being paid to the City. With the late adoption of
the State budget now an established practice, the City addressed the uncertainty whether
State-appropriated revenues would be available come June 28 by obtaining standby letters
of credit to be drawn upon if needed to pay the notes when due. The cost to the City of
obtaining the letters of credit was approximately $2 million. (The City maintains that in
previous years, when it has not secured its June RANs with letters of credit, it has had to
pay higher interest rates to compensate for the appropriation risk.)

Paying the June 28 RANs with the proceeds of renewal notes would be the obvious
alternative to the letters of credit, except that such rencwal notes would mature in the
City’s new fiscal year beginning July 1. A provision of the MAC Act would preclude
raising sufficient funds through such cross-year notes. The purpose of the proposed
legislation is to remove this obstacle.

THE MAC ACT PROVISION. Subdivision 9(b) of section 3038 of the MAC Actsets a
$5 billion dollar limit which, if exceeded by a certain combination of MAC and City debt,
makes it impermissible for the City to issue short-term obligations. While combined
MAC-City debt hovers around this 9(b) limit, the City has still been able to carry out its
anmual short-term borrowing because City notes issued and redeemed in the same fiscal
year are excluded from the computation. Not so regarding City notes issued in one fiscal
year and redeemed in the next. Such notes count against the 9(b) limit.
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Following MAC’s recent Series 57 refunding, the maximum amount of cross-year notes
that the City may issue under the 9(b) limit is $238 million (see Attachment I), far short
of what would be needed to redeem the $900 million of RANSs maturing on June 28. The
City’s proposed legislation would repeal the 9(b) limit.

(A second limit on City short-term borrowing in the MAC Act, under section 3038,
subdivision 9(a), is based on a different combination of MAC and City debt than under
the 9(b) formula. The 9(a) limit, which stands at $5.79 billion following the Series 57
refunding (see Attachment 1T), leaves the City with ample margin even for cross-year
borrowing, and would be left in place by the City’s legislative proposal.)

EVALUATION. T believe the repeal of the 9(b) limit is appropriate for three reasons:

a. changes in the MAC Act since the setting of this limit have made the limit
outmoded.

b. the City has contained the short-term borrowing excesses of the 1970s that
made the limit necessary.

. other controls over the City’s short-term borrowing, which did not exist at the
time the limit was established, are now in effect.

a. The Limit Has Become Qutmoded. The 9(b) limit was set in the original MAC Act of
June 1975 at $4.5 billion plus, at the discretion of the MAC Board, an additional
amount not to exceed $500 million, for a total not to exceed $5 billion. The same
legislation set the ceiling for MAC’s debt issuances (which go into the 9(b)
computation) at $3 billion.

Over time, MAC’s debt-issuance ceiling was raised to $10 billion. And while certain
adjustments were made in the 9(b) computation formula to reflect new purposes for
which MAC was given authority to issue debt, no dollar increase was ever made in
the 9(b) limit to allow for MAC’s increased borrowing authority. The 9(b) limit
remains at $5 billion to this day.

One relaxation of the original 9(b) formula was introduced in the early years. Bya
1978 amendment to section 3038, MAC bonds issued to meet reserve-fund
requirements were excluded from the computation. But the additional breathing room
thereby created for the City to issue cross-year notes was eventually used up by MAC
debt issuances. By 1987, no margin was left under 9(b) for the City to issue any
cross-year notes, a condition that prevailed until 1992.

This is an absurdity. It was not intended, when the 9(b) limit was enacted, that the
City’s authority to issue short-term debt would be reduced to zero. That is, even
assuming the MAC Board had not used its discretion to increase the 9(b) limit above
the statutory $4.5 billion, and making the further conservative assumption that MAC
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would borrow to its full original $3 billion authorization entirely for purposes that
were includable in the 9(b) computation, the City would still have had the authority to
issue, at a minimum, $1.5 billion in cross-year notes under the original MAC Act.
Yet, over time, what had been intended in June 1975 as a fairly generous limitation
became transformed into an absolute bar.

MAC refundings since 1992 have worked to open up some room once more under the
9(b) limit for the City to issue cross-year notes. But the margin now available is
insufficient to accommodate the amount of cross-year notes the City would need to
issue in order to renew the typical amount of RANs maturing in June.

b. The City Has Contained Its Excesses in Short-Term Borrowing. Among the most
notorious of the abuses that led to the fiscal crisis in 1975 was the City’s practice of
rolling over its short-term debt year after year in increasing amounts. As the table
below shows, the City ended its 1970 fiscal year with $1.229 billion in short-term
debt outstanding, By the end of fiscal year 1975, the figure had grown to $4.54
billion, in just five years a nearly fourfold increase.

City’s Short-Term Debt Outstanding at Close of Fiscal Year

Fiscal Year Short-Term Debt Outstanding
($ Billions)
1970 1.229
1971 2.291]
1972 2.647
1973 2.511
1974 3.416
1975 4.540

(Source: MAC 1976 Annual Report, p. 8)

With the advent of the fiscal crisis, the City went cold turkey. In the twenty-year
period beginning with fiscal year 1976, the City has issued an aggregate of $27.7
billion of short-term debt (other than for refundings), with a single-year peak of $3.65
billion in fiscal year 1991, and has succeeded in repaying every dollar of that debt in
the year in which it was borrowed (see Attachment III). Throughout that time, save
for the period from 1987 to 1992, the City had some margin to issue cross-year notes
under the 9(b) limit—in excess of $500 million as late as the close of fiscal year
1984—but has never done so.
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c. Other Controls Are Now in Effect. When the 9(b) limit was enacted, the regime of

controls governing the City’s short-term borrowings under the Financial Emergency
Act did not yet exist. Among these controls:

a General Debt Service Fund has been established in the custody of the State
Comptroller out of which debt service on City RANs and TANS is paid

the principal amount of City RANs may not exceed 90 percent of available
revenues and the principal amount of City TANs may not exceed 90 percent of the
available tax levy

for the City to issue renewal RANs across fiscal years (i) the Control Board must
first certify that the revenue against which the renewal notes are issued has been
properly accrued and estimated in the Financial Plan, (ii} the renewal RANs must
mature not more than ten days after the anticipated date of receipt of such
revenue, and (iii) in all events the renewal RANs must mature by the close of the
fiscal year following the fiscal year in which the original RANs were issued

cross-year TANSs, even renewal TANS, are not permitted at all.

All of these controls apply whether or not a control period is in effect.

In addition, the Federal Tax Reform Act of 1986 placed further constraints on
municipal borrowers, governing such matters as how long before the advent of a cash
shortfall notes may be issued and how long such notes may remain outstanding,.

For all these reasons, | believe the 9(b) limit has outlived its usefulness and may be
repealed without risk while providing benefit to the City in carrying out its routine
seasonal borrowings. Indeed, the Corporation, by a May 12, 1987 letter from Chairman
Rohatyn (Attachment IV), is already on record as supporting the repeal of the 9(b) limit
(and the 9(a) limit as well).

SUMMARY. In my view, the repeal of the subdivision 9(b) limit of section 3038 of the
MAC Act is acceptable. The repeal of 9(b) would not violate MAC’s State covenant with
its bondholders. I have provided a draft of this memorandum to MAC’s outside General
Counsel and Bond Counsel and to Trustee’s Counsel, and they are in accord with its
conclusion.

L:counsel\counselis.6417repeal doc



Attachment T

City of New York
Short-Term Debt Issuance Limits--
MAC Act Section 3038(9)(b)

As of May 8, 1996

Section 3038(9)(b)

1. Aggregate outstanding short-term City debt, $ 900,000,000

excluding BANSs.
2. Plus aggregate principal amount of all notes

and bonds issued by MAC 22,214,691,000
TOTAL ADDITIONS (items 1 and 2) 23,114,691,000
3. Less any MAC notes or bonds that have been

refunded or renewed; not reduced by principal payments 12,203,706,000
4. L ess MAC notes or bonds in an amount equal to the

principal amount of City BANs acquired by MAC

(other than BANs acquired in exchange for other BANS) 1,013,810,000
5. Less any MAC notes or bonds issued for the following

purposes:

(i) Section 3037(b) (items permitted to be included in the

City's capital budget) 2,709,513,300
(i) Section 3037(c) (reduction of State advance) 407,851,134

(i} Section 3037(d) (City seasonal borrowing needs) -0-
(iv) Section 3033(2-a) (the Subordinated Notes) 335,490,000
(v) Section 3010(18) (Federal Guarantee Reserve) 69,909,709
(vi} Deposits into MAC capital reserve funds 712,442,846

6. Less any City short-term debt held by MAC other than BANs -0-
7. Less any short-term City debt issued and payable in the same fiscal year 900,000,000
TOTAL SUBTRACTIONS {items 3 through 7) 18,352,722,989
NET TOTAL (Additions minus Subtractions) 4,761,968,011
Section 3038(9)(b) Limit 5,000,000,000

Margin at May 8, 1996 (Limit minus Net Total) $ 238,031,989




Attachment IT

city of New York
short -Term Debt Iszssuance Iimits- -
MAC Act Section 3038(9) {(a)

As of May 8, 1996

Section 3038(3)(a)
1. Aggregate outstanding City short-term debt
2. Aggregate principal amount of all notes and

bonds issued by MAGC
TOTAL ADDITIONS (items 1 and 2}
3. Less
(a) any notes or bonds of MAC which have been

redeemed, refunded, paid or canceled

(b) any notes (other than pond anticipation notes)
or bonds of MAC issued for a purpose

(i) setforthin Section 3037{b) to pay for items
permitted to be in the City's capital budget

(i) Section 3010(18) {Federal Guarantee
Reserve Fund)

(itly of making deposits into any MAC capital
reserve fund

4, Less any short-term obligations of the City then held by MAG

TOTAL SUBTRACTIONS (items 3 and 4)

NET TOTAL (Additions minus Subtractions)

Section 3038(9)(a) Limit

Margin at May 8, 1996
(Limit minus Net Total)

$900,0600,000

22,214,691,000

23,114,691,000

18,153,914,825

2,709,513,300

69,909,709

712,442 846

-0-

21,645,780,680

1,468,910,320

7,260,000,000

5,791,089,680




Attachment I1I

Comptroller’s Report for Fiscal 1995 Part III—Statistical Information

Trends in Short-term Debt

Issued

Federal Qutstanding
Fiscal Seasonal Private P'ublic At Fiscal
Year Loans Sales Sales Totad Repaid Year End
(in thousands)
1976 £1,260,000 5 — $ — $1,260,000 $1,260,000 o
1977 2,100,000 — — 2,100,000 2,100,000 —
1978 1,875,000 — — 1,875,000 1,875,000 —
1979 — 375,000 275,000 650,000 650,000 —
1980 — 150,000 375,000 525,000 525,000 —
1981 — — 550,000 550,000 550,000 —_
1982 — — 600,000 600,000 600,000 —_
1983 — — 700,000 700,000 700,000 —
1984 — — 750,000 750,000 750,000 —
1985 —_ — 350,000 850,000 850,000 —
1986 — - 900,000 900,000 800,000 —
1987 — — 1,000,000 1,002,000 1,000,000 —_
1988 — — 925,000 §25,000 025,000 —
1989 — — 1,200,000 1,200,000 1,200,000 e
1990 — — 2,450,000 2,450,000 2,450,000 —
1991 — — 3,650,000 3,650,000 3,650,000 —
1992 — — 2,250,000 2,250,000 2,250,000 —
1993 — —_ 1,400,000 1,400,000 1,400,000 —
1994 — — 1,750,000 1,750,000 1,750,000 —
1995 — — 2,200,000 2,200,000 2,200,000 —

249
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Attachment IV

One World Trade  .ater, Suite 8901
New York, New York 10048
Telephone: (212) 775-0010

MUNICIPAL
ASSISTANCE
CORPORATION
FOR THE CITY
12 May 1987 OF NEW YORK

Senator Warren M. anderson
Majority Leader

NEW YORK STATE SENATE

The Capitol

Albany, New York 12247

Assemblyman Melvin H. Miller~
Speaker

NEW YORK STATE ASSIMBLY

The Capitol

Albany, New York 12248

Dear Senator Anderson and Assemblyman Miller:

I am writing to express my strong support for a bill
proposed by the City of New York ('87 Law #37) that would
repeal Subdivision 9 of Section 3038 of the Public
Authorities Law.

That provision was enacted into law at the time of the City
fiscal crisis in June 1975 in the act establishing the
Municipal Assistance Corporation as a financing agent and
fiscal monitor for the City. The subdivision in question
sets dollar limitations upon two separate computations of
combined Corporation debt and City short-term debt. Unless
both tests are satisfied, the City may not issue any short-
term obligations.

The limitation contained in Subparagraph (b) of Section
3038(9), as calculated today, would be exceeded. While this
has posed no problem to date because the limitation applies
only to issuance, prospectively it would prohibit the City
from issuing new short-term obligations. Such a result is
at odds with fiscal propriety.

Some twelve years after its enactment to address the City's

. unprecedented financial problems in an era of dire
circumstances, it could now produce such an unintended
result. In the interim, much has changed. Furthermore,
other statutory restrictions on the City's issuance of
short-term obligations are currently imposed in the Local
Finance Law and in the Financial Emergency Act and ensure
that seasonal borrowing by the City is adequately
controlled. Therefore, it would be contrary to today's
public policy considerations to perpetuate such an
anachronistic test.
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Senator Warren M. Anderson
Assemblyman Melvin H. Miller
Page 2

Since 1975, the Corporation's authority to issue new debt to
aid the City, in terms of both dollar limitation and
purpose, was expanded and extended several times, rising
from an initial $3 billion to an ultimate $10 billion, of
which $9.5 billion was actually issued. Since January 1,
1985, the -Corporation's financing activities have been
limited to the issuance of refunding obligations to reduce
its own debt service costs and even its year—to-year debt
service requirements. However, the absolute dollar amounts
contained in Section 3038(9) were never materially altered
to reflect those substantial changes,

The City today stands in sharp contrast to 1975. TIts
current fiscal year is the seventh in which it has operated
with a GAAP-balanced budget, and it has reported results,
independently audited, on a GAAP-basis for the past six
years. Moreover, the City has successfully re-established
itself in both the short-term and long-term credit markets
to meet its cash flow and capital financing needs. Seasonal
borrowing has been at about $1 billion, or 5% of the total
budget, in recent years, all duly paid at maturity. This is
markedly different from the $6 billion of outstanding short-
term notes which the City could not pay when this statutory
provision was enacted.

Ongoing seasonal financing capability at a reasonable level
is essential for a major governmental entity like the City,
just as it is for the State. It is ironic that provisions
enacted to prevent recurring fiscal problems for an
extremely troubled City in 1975 could precipitate a

predicament for a fiscally prudent City in 1987.

I therefgre urge the earliest possible favarable
consigeTation of this proposal by the Legislature.

incerely,

/zé/f ochatyn
Chairman

ba:111




MEMORANDUM

May 31, 1996
MUNICIPAL
Distributees [.isted Below ASSISTANCE
) CORPORATION
Bernard J. Kabak{J5t- FOR THE CITY
\o OF NEW YORK
S. 6417: Repeal of MAC Act Section 3038 (9) (b) Limit on City Short-Term
Borrowing

I am sending, for your information, my memo on the proposal to repeal
section 3038(9)(b) of the MAC Act. It is the same as the draft memo I sent for your
review last week. Thanks for your help with this matter.

Distributees

C. Beazer

J. Dubin

R. Grew

J. Keohane
D. Robinson
P. Santivasci
L. Wee
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SENTIEY R, 36, 923 GEYY, INSTITYTE, (WYE)Eyy 2127750042~ 1214497063318 1
Date: s
ate: | May 30, 1996 rsgwg:\&
To: | Baward V. Re gan CORPORATION
from: FOR THE CITY
Re:

Repeal of MAC Act Limit on City Short-Term Botrowing

In what bas become an anaual ritugl, the City proposes the repeal of an outmoded
restriction on its short-term borrowing authority contained in the MAC Act. MAC
has always been gupportive, but the legislation has naver been ¢nacted. In the early
years (the mid-eighties), the restriction threatened to prevent any eeasons) borrowing,
but by dint of irnaginative legel opinions, the City got around the restriction and r.he
urgeney for legislation receded.

More recently, the issue resurfaced a6 a resuit of delays in the adoption of the State
budget, thereby delaying revenues pledged to redeem City RAN's within the fiscs)
year. The MAC restriction prevents the obvisus solution—tolling the RAN until the
State budget is adopted—because the Act severely limits inter-year borrowing.

- Again, the City has gotten arounrd this restriction, but with unnecessary complemty

and expense.

The eurrent request for support of repeal cornes from the City Council Finance
Committee staff, which is preparing a home rule message of support. I asked Counsel
for e frash evaluation. His repoxt (attached) provides a detailed background and
thorough analysis to bring our internal thinking up to date, but it comes to the pame
conclusion as in past years. Roth General Counsel and Bond Counsel have reviewed
the report and eohicur with its conclusions. With your permission, 1'd like 1o tell the

City Counci! Finance Commitiee staff, MAC siill has no objections to the proposed

repeal of the MAC Aect limit on City ehor-term borrowing (8.6417)

‘ %o\w- | @/C, TV k-

hunisl
Tai T Bovar, o R s Ve T i ™

1 Warld Trads Genter, Gu
'ra_u ta'!_im_ﬂh Pax
Post-It* Fax Note 7671 P~ 200, [haks® |
To m‘i ¢ From 1
Co./Dept. - Ce,
Phaong # Phoré #
Fax # 11 5~00 Z[:f Fax #




Date:

To:

From:

MEMORANDUM

May 20, 1996
MLUNICIPAL
Distributees Listed Below ASSISTANCE
CORPORATION
Bernard J. Kabak{ o FOR THE CITY
OF NEW YORK
S. 6417: Repeal of MAC Act Section 3038 (9) (b) Limit on City Short-Term
Borrowing

I am providing for your consideration Senate Intro. 6417, which would repeal
subdivision (b) of Public Authorities Law Section 3038 (9), a limitation in the MAC Act
on short-term City borrowings. 1am also sending you the City’s Memorandum n
Support of this legislation. We reviewed the same proposal a year ago, and were
prepared to support it. Finally, 1 am sending you a draft of a memorandum from me to
Quentin Spector to the effect that the legislation is acceptable.

May 1 have your thoughts on the proposed legislation and your comments on the
draft memo? Note that in the last sentence of the memo, 1 state that you are in accord with
its conclusion. Please let me know if you have a problem with my saying this.

Distributees

C. Beazer

J. Dubin

R. Grew

J. Keohane
. Robinson
P. Santivasci
L. Wee



Serr Fin Min TEL:1-518-4%2-8803 May 10 96 10:44 Mo . 003 P02
STATE OF N EW Y O RK
6417
IN SENATE
March 12, 1986

Introduced by Sen. GOODM
printed to be committed
and Commissions

AN ACT to amend the public authorit
subdivision 9 of section 3038 of
relation to the issuance of short
York
THE PEOQPLE OF THE STATE OF NEW YO

BLY, DO ENACT AS FOLLOWS:

AN -- read

to the Committee on Corporations,

RK, REPRESENTED IN

ordered printed, and when
Authorities

twice and

ies law and to repeal paragraph b of
the public authorities law, in
—-term obligations by the city of New

SENATE AND ASSEM-

1 cection 1. Paragraph b of subdivision 9 of section 3038 of the publiec
5 authorities law is REPEALED and paragraphs c and d of such subdivision
37 are relettered paragraphs b and c.

4 ¢ 2, Paragraph b of cubdivision 9 of section 3038 of the public
§ authorities law, as added by chapter 169 of the laws of 1975 and relet-
6 tered by section one of this act, is amended to read as follows:

7 b. Notwithstanding any other provision of this {act} CHAPTER, the
g8 corporation shall not have the authority to modify or waive the llmita-
5 tions on the aggregate amount of outstanding short-term obligations of
10 the city permitted to be outstanding in excess of the limits specified
11  in {paragraphs} PARAGRAPH (a) {and (b))} of this subdivision,

12 a 1. This act shall take effect inmediately.

FXPLANATION-~Matter in ITALICS (und

{ } is old law

- — -_--.u-—-——_.....-_._.__._-_pn-——--...-—-._._-rfuu---—-—-—-

GOODMAN

Ko Same as

ON FILE: 03/15/96 Public Authorities Law
TITLE.... Relates to the issuance of shor
York; repealer

03/12/96 REFERRED TO CORPORATIONS,
05/08/96 15T REPORT CAL.1183

....—-——-......—-——_..-.f.———-_.._.—__...._-...-‘—-—--;-———--——--—---—-—---—

erscored) is new; matter in brackets
to be omitted.

LBD10485-03-6
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t-term obligations by the city of New

AUTHORITIES AND COMMISSIONS
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OPFICE OF THY MAYOR

>
ROBERT M. HARDDNG - 3 Chmpbryy it
Diswnrer Naw Yok, NY 10007
St Legiglasive Allain @A) HEEY
11 Wahingiow Avais
Ay, New Youb VT210
MEMORANDIM IN BUPPORT (540 447300
TITIE AN ACT to repeal paragraph b of subdivision 9 of
section 3038 of the public authorities law,
. relating to the issuance of short-term
obligations by the city of New York
SIMMARY OF section 1 of this bill would repeal Public Authorities Law
PROVIBIONS (“*PAL") £§303B (9} (k) , which prenibits the city of New York

(the “City”) from issuing short-term obligations if such
jesuance would cause the agqregate principal amount of its cbtstanding
short-term obligations plus the aggregete principal amount of all bonds
and notes issued by the Munigipal Assistance Corporation for the City of
New York {(“MAC”} to exceed 54.5 billion (or with the permission of MAL'S
Board of Directors, 55 killion). Section 2 of this bill would amend
paragraph ¢ of PAL 530381(9) (relettered pacragraph by Section 1l of this
pill! to delete the reference in it te repealed paragraph b.

REASCHS FOR As & result of the delay in the adoption of the State
SUPPORT pudget, in recent years the City has not received timely
state aid payments which are crucial to the City's ability
to meet its cash flow needs. Further, such State ald payments may not be
available to cepay City revenue anticipation notes (“RANE") which were
issued in anticipation of such State ald, As a result, the risk that the
¢tate may be unable to make timely aid payments to the ¢ity, creates the
prospect of having to borrow additional moneys to satisfy its cash flow
needs and %o repay maturing RANE. However, various State laws severely

restrict the City’s ability to undertake additional borrowing, (PAL §3038
{9) (b)) . ‘

Under this limivation, as of September 19, 1585, the maximum smount of
short-teym obligations that the City may issuve in one flscal year that
can mature in the next fiscal yearx is approximately 35207 million, which
ig substantially less than the City would need.

While the restriction set forth in in this provision may have served a
legitimate purpose when it was crested during the fiscal criesis, it
currently bears little relationship to the City’s ability to meet and pay
its seasonal borrowing obligations, since it is basad, in large par%, on
the aggregate ampunt of MAC debt outstanding. It would be absurd to
apply these restyictions in such a manner 3as to prevent the City from
meeting ita legitimate porrowing needs, Such a resultl was obvicusly not
intended by the Legislature when it adopted the MAC Act's rescrictions on
short-term borroewing and that result should now be repealed.

No other municipality in the State iz subject to such an impediment to
this short-term borrowing ability. Furthermore, New York City is already
subject to unique and extracrdinary limitations on shorg-term borrowing
py virtue of other provisions of State law. Under Section 9-b of the New
york State Financial Emergemcy Act for the City of New Yorkx (the “FEA"),
noe RANs may be issued by the City which would causa the principal amount
of RANs outstanding to excaed 90% of the “available revenues”, as defined
onder the FER for that fiscal year; such RANS must mature not later than

the last day of the fiscal year in which they were issued; and in no
event may renewals of RANs mature later than one year subseaguent to the
last day of tha fiscal year In which such RANs were originally issved.
In addition, PAL $3038(9) (b) provides that the City may not issue shoxt-
term obligations if the aggregate principal amount of all bonds issued by
MAC, with certain exceptions, .would be caused to exceed $7.26 billlon
dollars. Clearly, these provisions already strongly protect against the
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city's engaging in fiscally imprudent short-tern pborrowing. Any marginal
penefit of the additional restriction inposed by PAL §3038(9) (b} is
plainly:® far outweighed by the substantial cost that this provision
imposes upon the City.

The cost to the City is not merely a theoretical one that would be
incurred only if the gtate actually failed to make an anticipated aid
payment, To the contrary, the city is currently incurring significant
costs because of this restriction. The delay in adoption of the state
budget in 1995 delayed receipt of approximately $2,2 billion in fourth
gquarter fiscal year 1995 revenues by the City and led Moody's Invaestors
cervice to threaten to downgrade the then-outstanding RANs and to state
publicly that future issues of RANs would not receive Moody's highest
rating unless the state and the City wprovide satisfactory assurance that
noteholders will not be subjected to uncertainties ariging from delays in
adoption in the State hudget.” The reason for Moody’s action wias the
erosion of confidence in the credit backing the RANs and the legal
inability of the City to renew RANs across fiscal years. The City was
thus forced to purchase letters of credit to enhance the security of the
RANs at a total cost of approximately 2 million. This cost, which will
also be incurred in connection with future issuances of RANs, could be
completely avoided if the proposed legislation is adopted or if the State
budget 1is passed on time. The Governor's effort to submit his budget
proposal early is a step in the right direction.

The City is effectively being prevented from satisfying its cash flow
porrowing needs at the lowest cost by delays in adoption of the State
budget, as well as the currvent statutory restrictions. By removing &
technical limitation on the city’s ability to issue short-term debt, this
legislation would provide a means of protecting noteholders from the risk
that delay in adoption of the state budget could impair the city’'s
ability to make such repayment. when due; {1t would permit the City to
incur short-term debt that matures in the next fiscal year to repay
maturing RANs. The city'e ability to undertake additional borrowing for
cash flow problems associated with delayed State aid will make its RANS
more attractive toO invegtors and alleviate concerns about the City's
ability to respond to fiscal emergencies.

Furthermore, repeal of DAL §3038(9) (b) will not violate any covenant of
the State, the City orf MAC witl the holders of bonds or notes.

Accordingly, the Mayor urges the earliest possible favorable
consideration of this proposal by the Legislature.

respectfully submitted,

ROBERT M. HARDING
Legislative Representative

15C:igm
WiOMB4A
2/13/86



May 20, 1996

Quentin B. Spector D { Q‘ = _7/

Bernard Kabak
Repeal of MAC Act Limit on City Short-Term Borrowing (S. 6417)

INTRODUCTION AND CONCLUSION. The City of New York is proposing an
amendment to the MAC Act that would give the City more leeway in issuing “‘cross-year”
notes, i.¢., notes maturing in the fiscal year succeeding the year of their issuance. The
proposed legislation, Qenate Intro. 6417, would repeal a limit on City short-term
porrowing in the MAC Act. A second limit in the MAC Act and other controls on City
short-term borrowing—in the Financial Emergency Act—would remain in effect. There
is no reason for MAC to oppose the enactment of this legislation.

THE PROBLEM. Toward the beginning of every fiscal year, the City issues notes to
provide for its seasonal financing needs. For its current year, the City has issued $2.4
billion of such notes, of which $1.5 billion were paid at maturity in February and April
1996. The balance of $900 million are revenue anticipation notes scheduled to mature on
June 28.

These June 28 RANs were issued primarily against various forms of State aid, all of
which require an appropriation before being paid to the City. With the late adoption of
the State budget now an established practice, the City addressed the uncertainty whether
State-appropriated revenues would be available come June 28 by obtaining standby letters
of credit to be drawn upon if needed to pay the notes when due. The cost to the City of
obtaining the letters of credit was approximately $2 million. (The City maintains that in
previous years, when it has not secured its June RANs with letters of credit, it has had to
pay higher interest rates to compensate for the appropriation risk.)

Paying the June 28 RANs with the proceeds of renewal notes would be the obvious
alternative to the letters of credit, except that such renewal notes would mature in the
City’s new fiscal year beginning July 1. A provision of the MAC Act would preclude
raising sufficient funds through such cross-year notes. The purpose of the proposed
legislation is to remove this obstacle.

THE MAC ACT PROVISION. Subdivision 9(b) of section 3038 of the MAC Actsetsa
$5 billion dollar limit which, if exceeded by a certain combination of MAC and City debt,
makes it impermissible for the City to issue short-term obligations. While combined
MAC-City debt hovers around this 9(b) limit, the City has still been able to carry out its
annual short-term borrowing because City notes issued and redeemed in the same fiscal
year are excluded from the computation. Not so regarding City notes issued in one fiscal

year and redeemed in the next. Such notes count against the 9(b) limit.
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Following MAC’s recent Series 57 refunding, the maximum amount of cross-year notes

that the City may issue under the 9(b) limit is $238 million (see Attachment 1), far short

of what would be needed to redeem the $900 million of RANs maturing on June 28. The
City’s proposed legislation would repeal the 9(b) limit.

(A second limit on City short-term borrowing in the MAC Act, under section 3038,
subdivision 9(a), is based on a different combination of MAC and City debt than under
the 9(b) formula. The 9(a) limit, which stands at $5.79 billion following the Series 57
refunding (see Attachment 1I), leaves the City with ample margin even for cross-year
borrowing, and would be left in place by the City’s legislative proposal.)

EVALUATION. I believe the repeal of the 9(b) limit is appropriate for three reasons:

a. changes in the MAC Act since the setting of this limit have made the limit
outmoded.

b. the City has contained the short-term borrowing excesses of the 1970s that
made the limit necessary.

. other controls over the City’s short-term borrowing, which did not exist at the
time the limit was established, are now in effect.

a. The Limit Has Become Qutmoded. The 9(b) limit was set in the original MAC Act of
June 1975 at $4.5 billion plus, at the discretion of the MAC Board, an additional
amount not to exceed $500 million, for a total not to exceed $5 billion. The same
Jenislation set the ceiling for MAC’s debt issuances (which go into the 9(b)
..mputation) at $3 billion.

Over time, MAC’s debt-issuance ceiling was raised to $10 billion. And while certain
adjustments were made in the 9(b) computation formula to reflect new purposes for
which MAC was given authority to issue debt, no dollar increase was ever made in

the 9(b) limit to allow for MAC’s increased borrowing authority. The 9(b) limit
remains at $5 billion to this day.

One relaxation of the original 9(b) formula was introduced in the early years. By a
1978 amendment to section 3038, MAC bonds issued to meet reserve-fund
requirements were excluded from the computation. But the additional breathing room
thereby created for the City to issue cross-year notes was eventually used up by MAC
debt issuances. By 1987, no margin was left under 9(b) for the City to 1ssue any
cross-year notes, a condition that prevailed until 1992.

This is an absurdity. It was not intended, when the 9(b) limit was enacted, that the
City’s authority to issue short-term debt would be reduced to zero. That is, even
assuming the MAC Board had not used its discretion to increase the 9(b) limit above
the statutory $4.5 billion, and making the further conservative assumption that MAC
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would borrow to its full original $3 billion authorization entirely for purposes that
were includable in the 9(b) computation, the City would still have had the authority to
issue, at a minimum, $1.5 billion in cross-year notes under the original MAC Act.
Yet, over time, what had been intended in June 1975 as a fairly generous limitation
became transformed into an absolute bar.

MAC refundings since 1992 have worked to open up some room once more under the
9(b) limit for the City to issue cross-year notes. But the margin now available is
insufficient to accommodate the amount of cross-year notes the City would need to
issue in order to renew the typical amount of RANS maturing in June.

_ The City Has Contained [ts Excesses in Short-Term Borrowing. Among the most
notorious of the abuses that led to the fiscal crisis in 1975 was the City’s practice of
rolling over its short-term debt year after year in increasing amounts. As the table
below shows, the City ended its 1970 fiscal year with $1.229 billion in short-term
debt outstanding. By the end of fiscal year 1975, the figure had grown to $4.54
billion, in just five years a nearly fourfold increase.

City’s Short-Term Debt QOutstanding at Close of Fiscal Year

Fiscal Year Short-Term Debt Outstanding
($ Rillions)
1970 1.229
1971 2.291]
1972 2.647
1973 2.511
1974 3.416
1975 4.540

(Source: MAC 1976 Annual Report, p. 8)

With the advent of the fiscal crisis, the City went cold turkey. In the twenty-year
period beginning with fiscal year 1976, the City has issued an aggregate of $27.7
billion of short-term debt (other than for refundings}, with a single-year peak of $3.65
billion in fiscal year 1991, and has succeeded in repaying every dollar of that debt in
the year in which it was borrowed (see Attachment III). Throughout that time, save
for the period from 1987 to 1992, the City had some margin {o issue cross-year notes
under the 9(b) limit—in excess of $500 million as late as the close of fiscal year
1984—but has never done so.



4.

c. Other Controls Are Now in Effect, When the 9(b) limit was enacted, the regime of

controls governing the City’s short-term borrowings under the Financial Emergency
Act did not yet exist. Among these controls:

a General Debt Service Fund has been established in the custody of the State
Comptroller out of which debt service on City RANs and TANS is paid

the principal amount of City RANs may not exceed 90 percent of available
revenues and the principal amount of City TANs may not exceed 90 percent of the
available tax levy

for the City to issue renewal RANSs across fiscal years (i) the Control Board must
first certify that the revenue against which the renewal notes are issued has been
properly accrued and estimated in the Financial Plan, (ii) the renewal RANs must
mature not more than ten days after the anticipated date of receipt of such
revenue, and (iii) in all events the renewal RANs must mature by the close of the
fiscal year following the fiscal year in which the original RANs were issued

cross-year TANs, even renewal TANs, are not permitted at all.

All of these controls apply whether or not a control period is in effect.

In addition, the Federal Tax Reform Act of 1986 placed further constraints on
municipal borrowers, governing such matters as how long before the advent of a cash
shortfall notes may be issued and how long such notes may remain outstanding.

For all these reasons, I believe the 9(b) limit has outlived its usefulness and may be
repealed without risk while providing benefit to the City in carrying out its routine

seasonal borrowings. Indeed, the Corporation, by a May 12, 1987 letter from Chairman
Rohatyn (Attachment [V), is already on record as supporting the repeal of the 9(b) limit

(and the 9(a) limit as well).

SUMMARY. In my view, the repeal of the subdivision 9(b) limit of section 3038 of the
MAC Act is acceptable. The repeal of 9(b) would not violate MAC’s State covenant with
its bondholders. [ have provided a draft of this memorandum to MAC’s outside General

Counsel and Bond Counsel and to Trustee’s Counsel, and they are in accord with its
conclusion.

L:counsel\counselts.641 Trepeal.doc



Attachment I

City of New York
Short-Term Debt Issuance Limits--
MAC Act Section 3038(9)(b)

As of May 8, 1996 So T EcT T8 ReVisioN

Section 3038(9)(b}

1. Aggregate outstanding short-term City debt,
exciuding BANs.

2. Plus aggregate principal amount of all notes

and bonds issued by MAC
TOTAL ADDITIONS (items 1 and 2)

3. Less any MAC notes or bonds that have been
refunded or renewed; not reduced by principal payments

4, Less MAC notes or bonds in an amount equal to the
principal amount of City BANs acquired by MAC
(other than BANs acquired in exchange for other BANS)

5. Less any MAC notes or bonds issued for the following
purposes:

(i) Section 3037(b) (items permitted to be included in the
City’s capital budget)

(i) Section 3037(c) (reduction of State advance)

(iiiy Section 3037(d} (City seasonal borrowing heeds)

(iv) Section 3033(2-a) (the Subordinated Notes)

(v) Section 3010(18) (Federal Guarantee Reserve)

{vi) Deposits into MAC capital reserve funds
6. Less any City short-term debt held by MAC other than BANs
7. Less any short-term City debt issued and payable in the same fiscal year
TOTAL SUBTRACT!ONS (items 3 through 7)

NET TOTAL (Additions minus Subtractions)

Section 3038(9)(b) Limit

Margin at May 8, 1896 (Limit minus Net Total}

900,000,000

22,214,691,000

23,114,691,000

12,203,7086,000

1,013,810,000

2,709,513,300

407,851,134
-0 -

335,490,000

69,909,709

712,442,846
-0-

800,000,000

18,352,722,989

4,761,968,011

5,000,000,000

238,031,989




Attachment II

city of New York
short-Term Debt Issuance Limits--
MAC Act Section 3038(9) (a)

As of May 8, 1996 SoRT&C7” To Kevielod

Section 3038(9)(a)
1. Aggregate outstanding City short-term debt
2. Aggregate principal amount of all notes and

ponds issued by MAC
TOTAL ADDITIONS (items 1 and 2}
3. Less
(a) any notes or bonds of MAC which have been

redeemed, refunded, paid or canceled

(b) any notes {other than bond anticipation notes)
or bonds of MAG issued for a purpose

(i} setforthin Section 3037(b) to pay for items
parmitied to be in the City’s capital budget

(iy Section 3010(18) (Federal Guarantee
Reserve Fund)

(i} of making deposits into any MAC capital
reserve fund

4. Less any short-term obligations of the City then held by MAG

TOTAL SUBTRACTIONS (items 3 and 4)

NET TOTAL {Additions minus Subtractions)

Section 3038(9)(a) Limit

Margin at May 8, 1996
(Limit minus Net Total)

$900,000,000

22.214,691,000

23,114,691,000

18,153,914,825

2,709,513,300

69,909,709

712,442,846

-0-

21,645,780,680

1,468,910,320

7,260,000,000

5,791,089,680




Attachment IIT

Comptroller’s Report for Fiscal 1995 Part III—Statistical Information

Trends in Short-term Debt

Issued
Federal Quistanding
Fiscal Seasonal Private Public At Fiscal
Year Loans Sales Sales Totak Repaid Year End
(in thousands)
1976 $1,260,000 $ — ) — $1,260,000 $1,260,000 —_
1977 2,100,000 — —_ 2,100,000 2,100,000 —-
1978 1,875,000 — — 1,875,000 1,875,000 —
1979 — 375,000 275,000 650,000 650,000 —
1980 m 150,000 375,000 525,000 525,000 —
1981 — — 550,000 550,000 550,000 —
1982 — — 600,000 600,000 600,000 —
1983 —_ — 700,000 700,000 700,000 —
1984 — — 750,000 750,000 750,000 -_
1985 — — 850,000 850,000 850,000 —_
1986 — _— 900,000 900.000 900,000 —
1987 — — 1,000,000 1.000,000 1,000,000 e
1988 — — 925,000 925,000 925,000 —
1989 — — 1,200,000 1,200,000 1,200,000 —
1990 — — 2,450,000 2,450,000 2,450,000 —
1991 —_ — 3,650,000 3,650,000 3,650,000 —_
1992 — — 2,250,000 2,250,000 2,250,000 —
1993 — — 1,400,000 1,400,000 1,400,000 —
1994 — — 1,750,000 1,750,000 1,750,000 —
1995 — —_ 2,200,000 2,200,000 2,200,000 —

249



Attachment IV

One World Trade  .iter, Suite 8901
New York, New York 10048
Telephone: (212) 775-0010

MUNICIPAL
ASSISTANCE
CORPORATION
: FOR THE CITY
12 May 1987 OF NEW YORK

Senator Warren M. Anderson
Majority Leader

NEW YORK STATE SENATE

The Capitol

Albany, New York 12247

Assemblyman Melvin H. Miller-*
Speaker

NEW YORK STATE ASSEMELY

The Capitol

Albany, New York 12248

. Dear Senator Anderson and Assemblyman Miller:

I am writing to express my strong support for a bill
proposed by the City of New York ('87 Law #37) that would
repeal Subdivision 9 of Section 3038 of the Public
Authorities Law.

That provision was enacted into law at the time of the City
fiscal crisis in June 1975 in the act establishing the
Municipal Assistance Corporation as a financing agent and
fiscal monitor for the City. The subdivision in guestion
sets dollar limitations upon two separate computations of
combined Corporation debt and City short-term debt. Unless
both tests are satisfied, the City may not issue any short-
term obligations.

The limitation contained in Subparagraph (b) of Section
3038(9), as calculated today, would be exceeded. While this
has posed no problem to date because the limitation applies
only to issuance, prospectively it would prohibit the City
from issuing new short-term obligations. Such a result is
at odds with fiscal propriety.

Some twelve years after its enactment to address the City's

. unprecedented financial problems in an era of dire
circumstances, it could now produce such an unintended
result. In the interim, much has changed. Furthermore,
other statutory restrictions on the City's issuance of
short-term obligations are currently imposed in the Local
Finance Law and in the Financial Emergency Act and ensure
that seasonal borrowing by the City is adequately
controlled. Therefore, it would be contrary to today's
public policy considerations to perpetuate such an
anachronistic test.



Municipal Assistan - Corporation
For The City of Ne. .ork

12 May 1987

Senator Warren M. Anderson
Assemblyman Melvin H. Miller
Page 2

Since 1975, the Corporation's authority to issue new debt to
aid the City, in terms of both dollar limitation and
purpose, was expanded and extended several times, rising
from an initial $3 billion to an ultimate $10 billion, of
which $9.5 billion was actually issued. Since January 1,
1985, the-Corporation's financing activities have been
limited to the issuance of refunding obligations to reduce
its own debt service costs and even its year—-to-year debt
service requirements. However, the absolute dollar amounkts
contained in Section 3038(9) were never materially altered
to reflect those substantial changes,

The City today stands in sharp contrast to 1975. 1Its
current fiscal year is the seventh in which it has operated
with a GAAP-balanced budget, and it has reported results,
independently audited, on a GAAP-basis for the past six
years. Moreover, the City has successfully re-established
itself in both the short-term and long-term credit markets
to meet its cash flow and capital financing needs. Seasonal
borrowing has been at about $1 billion, or 5% of the total
budget, in recent years, all duly paid at maturity. This is
markedly different from the $6 billion of outstanding short-
term notes which the City could not pay when this statutory
provision was enacted.

Ongoing seasonal financing capability at a reasonable level
is essential for a major governmental entity like the City,
just as it is for the State. It is ironic that provisions
enacted to prevent recurring fiscal problems for an
extremely troubled City in 1975 could precipitate a
predicament for a fiscally prudent City in 1987.

I therefgre urge the earliest possible favqrable
consigeTation of this proposal by the Legislature.

incerely,

W ohatyn
Chairman

ba:11l1
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4 Pages
TO: BERNARI? KAYBACK
FROM: ROGER COHEN

SUBJECT; OPINION OF 5.6417

Attached is a copy of $.6417 and its support memo. Please let me know your opinion
of this bill after you have reviewed the material. T may be reached at (518) 455-2695,
and my fax number is (518) 432-8863. Thank you.
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STATE OF NEW Y ORK

6417
IN S5ENATE
March 12, 1996

Introduced by Sen. GOODMAN ~- read twice and ordered printed, and when
printed to be committed to the committee on Corporations, Authorities
and Commissions

AN ACT to amend the public authorities law and to repeal paragraph b of
subdivision 9 of section 3038 of the public authorities law, in
relation to the issuance of short-term obligations by the city of New
York
THE PEOPLE OF THE STATE OF NEW YORK, REPRESENTED IN SENATE AND ASSEM-

BLY, DO ENACT AS FOLLOWS:
gection 1. Paragraph b of subdivision 9 of section 3038 of the public

authoritiese law is REPEALED and paragraphs ¢ and d of gsuch subdivision

are relettered paragraphs b and c.

S 2. Paragraph b of subdivision 9 of section 3038 of the public
authorities law, as added by chapter 169 of the laws of 1975 and relet-
tered by section one of this act, is amended to read as follows:

b. Notwithstanding any other provision of this {act} CHAPTER, the
corporation shall not have the authority to modify or waive the limita-
tions on the aggregate amount of outstanding short-term obligations of
10 the city permitted to be outstanding in excess of the limits specified
11 in {paragraphs} PARAGRAPH (a) {and (b)} of this subdivision.

12 5 3. Thig act shall take effect immediately.

EXPLANATION--Matter in ITALICE (underscored) is new; matter in brackets
{ } is old law to be omitted.

T 3 BRI L

LBD10485-03-6

BILL: 806417 GOODMAN

No zame as

ON FILE: 03/15/96 Public Authorities Law

TTLE.... Relates to the issuance of short-term obligations by the city of New
York; repealer )

03/12/96 REFERRED TGO CORPORATIONS, AUTHORITIES AND COMMISSIONS

06/08/96 18T REPORT CAL.1183
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Tug City of NEw YORK j 6417

Orrice OF THE MAVOR

>
RODERT M. RARDING - lﬁ,l!!ﬁ-ﬁn.-
Di New Yookt NY 10007
Statw Legialasive AlTsine A1) NLEN

11] Waakingben Avahit
Alasy. New Yol 12210
HMEMORANDUM IN BUPPORT ) 40000

TITLE AN RCT te rapeal paragraph b of subdivision 9 of
swction 3038 of the public authorities law,
. relating to the issuance of short-term
obligations by the city of New York
BUMMARY OF gection 1 of this bill would repeal Public Authorities Law
PROVISIONS (“PAL") §3038(9) (b}, which prohibits the City of New York
{the "“City”) from issuing short-term obligations if such
isspance would cause the aggregate principal amount of its cutstanding
short-ternm obligations plus the aggregate principal amount of all bonds
and notes issued by the Municipal Assistance Corpuration foy the City of
New York (“MAC") to exceed $4.5 billion (or with the permission of MAC's
Board of Directors, $5 billion). Section 2 of this bill would amend
paragraph ¢ of PAL 53038(9) (relettered paragraph by Section 1 of this
bill} to delste rhe reference in it te repealed paragraph b,

REABCHS FOR As a result of the delay in the adeption of the State
SUPPORT budget, in recent years the City has not Teceived timely
State aid payments which are crucial to the City’s ability
to meet its cash flow needs. Further, such State aid payments may not be
available to repay City revenue anticipation notes (“RANs”) which were
issued in anticipation of such State aid. As a result, the risk that the
State may be unable to make timely aid payments to the City, creates the
prospect of having to borrow additicnal moneys to satisfy its cash flow
heeds and to repay maturing RANs. However, various State laws severely

restrict the City’s ability to undertake additional borrowing, (PAL 63038
{9) (b)).

Under this limitation, as of September 19, 1585, the maximum amount of
short-term obligations that the City may isswe in ons fiscal year that

can mature in the next fiscal year is approximately $207 million, which
is substantially less than the City would need.

While the restriction set forth in in this provision mway have served a
legitimate purpose vwhen it was created during the fiscal crisis, it
currently bears little relatieonship to the City’s ability to meet and pay
its seasonal borrowing obligations, since it is based, in large part, on
the aggregate amount of MAC debt cutstanding. It would be absurd to
apply these restrictions in awuch a manner as te prevent the City from
meeting its legitimate borrowing needs. such a result was obviously not
intended by the Legislature when it adopted the MAC Act’s restrictions on
short-term borrowing and that result should now be repealed.

No other municipality in the State is subject to such an impediment to
thig short-term borrowing ability. Furthermore, New York City is already
subject to unique and extraordinary iimitations on shart-term horrowing
by virtue of other provisions of State law. Under Section 9-b of the New
York State Financial Emergency Act for the City of New York {the “FEA"),
no RANs may be issued by the Clty which would cause the principal amount
of RANs cutstanding to excaed 90% of the “available revenues”, as defined
under the FER for that fiscal year; such RANS must mature not later than

the last day of the fiscal year in which they were issued; and in no
event may renewals of RANS mature later than one year subsequent to the
last day of the fiscal year in which such RANs were originally isxuved.
In addition, PAL $3038(9) {b) provides that the City may not issue short-
term obligations if the aggregate principal amount of all bonds issued by
MAC, with certain exceptionsa, would be caused to exceed %7.26 billion
dollars. Clesrly, these provisions already strongly protect against the
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City’s engaging in fiscally imprudent short~-term borrowing. Any marginal
benefit of the additional restriction imposed by PAL §3038(9) (b) is
plainly: far outweighed by the substantial cost that this provision

imposes ‘upon the City.

The cost to the City is not merely a theoretical one that would be
incurred only if the State actually failed to make an anticipated aid
payment. To the contrary, the City is currently incurring significant
costs because of this restriction. The delay in adoption of the State
pudget in 1995 delayed receipt of approximately $2.2 pillion in fourth
quarter fiscal year 1995 revenues by the Clty and led Moody’s Investors
Service to threaten to downgrade the then-outstanding RANs and to state
publicly that future issues of RANs would not receive Moody’s highest
rating unless the State and the City “provide satisfactory assurance that
noteholders will not be subjected to uncertainties arising from delays in
adoption in the State pudget.” The reason for Moody's action was the
erosion of confidence in the credit backing the RANs and the legal
inability of the City to renew RANs across fiscal years. The City was
thus forced to purchase letters of credit to enhance the security of the
RANs at a total cost of approximately 52 million. This cost, which will
also be incurred in connection with future issuances of RANs, could be
completely avoided if the proposed legislation 1is adopted or if the State
budget is passed on time. The Governor's effort to submit his budget
proposal early is a step in the right direction.

The City is effectively being prevented from satisfying its cash flow
borrowing needs at the lowest cost by delays in adoption of the State
pudget,as well as the current statutory restrictions. BY removing a
technical limitation on the City's ability to issue short-term debt, this
legislation would provide a means of protecting noteholders from the risk
that delay in adoption of the State budget could impair the City's
ability to make such repayment when due; 1t would permit the City to
incur short-term debt that matures in the next fiscal year to repay
maturing RANs. The City’s ability to undertake additional borrowing for
cash flow problems associated with delayed State aid will make its RANs
more attractive to investors and alleviate concerns about the City's
ability to respond to fiscal emergencies.

Furthermore, repeal of PAL §3038(9) (b) will not violate any covenant of
the State, the City or MAC with the holders of bonds or notes.

Accordingly, the Mayor urges the ecarliest possible favorable
consideration of this proposal by the Legislature.

Respectfully submitted,

ROBERT M. HARDING
Legislative Representative

IsC:igm
W:OMB4A
2/13/96



Comptroller’s Report for Fiscal 1995 Part I11—Statistical Information

Short-term Debt

Date of Period Amount Amount
Issue or Date of Loan Rate of Qutstanding ) Outstanding
Renewal Payable Days Interest July 1, 1994 Issued Redeemed June 30, 1995
REVENUE ANTICIPATION NOTES
Payable directly from revenues under the provisions
of Sec. 25:00 of the Local Finance Law of the State
of New York:
August 17, 1994 April 12, 1995 235 4145 $ — $ 650,000,000 $ 650,000,000 —
August 17, 1994 June 30, 1995 313 4% — 300,000,000 300,000,000 —
August 17, 1994 June 30, 1995 313 (1) — 250,000,000 250,000,000 -—
August 17, 1994 June 30, 1995 313 (2) — 250,000,000 250,000,000 —
— 1,450,000,000  1,450,000,000 —
TAX ANTICIPATION INOTES
Issued in anticipation of the collection of taxes under
the provisions of Sec. 24:00 of the Local Finance
Law of the State of New York:
Tax Levy—Fiscal Year 1995
August 17,1994 February [5. 1995 178 414% — 750,000,000 750,000,000 —
Total Short-term Debt $ — $2.,200,000,000  $2,200,000,000 §$ —

(1} 1-month LIBOR Floating Rate Notes. (2) 3-month LIBOR Floating Rate Notes. The City entered into Series Transaction Supplements
for the Floating Rate Notes which converted its interest rate exposure 10 a fixed rate of (1) 3.8784% and (2) 3.8153%, respectively.

Trends in Short-term Debt

Issued
Federal
Fiscal Seasonal Private Public
Year Loans Sales Sales Total
(in thousands)

1976 $1,260,000 3 — $ — $1,260,000
1977 2,100,000 — - 2,100,000
1978 1,875,000 — — 1,875,000
1979 — 375,000 275,000 650,000
19806 — 150,000 375,000 525,000
1981 -— —_— 550,000 550,000
1982 — — 600,000 600,000
1983 — — 700,000 700,000
1984 — — 750,000 750,000
1985 — — 850,000 850,000
1986 — — 900,000 900,000
1987 — — 1,000,000 1,000,000
1988 e — 925,000 925,000
1989 — — 1,200,000 1,200,000
1990 — — 2,450,000 2,450,000
1991 — — 3,650,000 3,650,000
1992 — — 2,250,000 2,250,000
1993 — — 1,400,000 1,400,000
1994 — — 1,750,000 1,750,000
1995 — - 2,200,000 2,200,000

249

Repaid

$1,260,000
2,100,000
1,875,000
650,000
525,000
550,000
600,000
700,000
750,000
850,000
900,000
1,000,000
925,000
1,200,000
2,450,000
3,650,000
2,250,000
1,400,000
1,750,000
2,200,000

Outstanding
At Fiscal



- 30 Januray Liv»e

Page 2
6. Less any City gshort—~term debt
held by MAC other than BANs ] -0~

7. lLess any City short-term debt
issued and payable in the same

fiscal year $ 1,250,000,000

Total gubtractions (Items 3 rhrough 7) $17,343,620,757

Net Total (rdditions Minus Subtractions) S 4,791,020,243

gection 3038(9) (b) Limit 5,000,000,000

Margin at Mmarch 3, 1992 (Limit Minus Net Total) $ 208,979,757
7
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30 Januray 1992
Page 2

6. Less any City short-term debt
held by MAC other than BANS . S -0-

7. Less any city short-term debt
jssued and payable in the same

fiscal year $ 1,250,000,000
Total gubtractions (Items 3 through 7) $16,538,882,757
Net Total (paditions Minus Subtractions) $ 5,215;i08,243
gection 3038(9)(h) Limit 5,000,000,000

Margin at February 4. 1992 (Limit Minus Net Total) $ (215,108,243)
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S 2tTon 3038 (9) Debt Limi
Page 3 of 3

6. Less any City short-term debt
held by MAC other than BANS

7. Less any City short-term debt
issued and payable in the same

fiscal year

Total Subtractions {(Items 3 through 7)

Net Total (Additions Minus gubtractions)

Section 3038 (9} (b) Limit

Margin At February 18, 1987 (Limit Minus Net Total)

e

bha:11l0

1,000,000,000

éd"ﬁambi”résiaiti'ia}'i&éi"'””"“ -

13,808,286,907

5,053,849,093

$

5,000,000,000

-53,849,093

T
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6. Less any City 8
held by MAC other

7. Less any City s
issued and payable

fiscal yeart

Total subtractions (Items

Net Total (Additions

hort—term debt
than BANs

hort-term debt

in the same

3 through 7)

Minus Subtractions)

Section 3038 (2) (b) Limit

Margin At November 26,

pba:110

1986 (Limit Mi

nus Net Total) $

11000!000,000
13,232,976,907

4,944,959,093

5,000,000,000

55,040,907



BSec jon 3038 (9) Debt I
Page 3 of 3 € mim

6. Less any City short-term debt
held by MAC other than BANS
7. Less any City short—-term debt

igsued and payable in the same
fiscal year

Total gubtractions (Items 3 through 7)

Net Total (Additions Minus Subtractions)

gection 3037 (9) (b) Limit

Margin At July 1, (Limit Minus Net Total)

-

1984

7

fﬁrbf

$ -0-

_.0_.
9,702,416,907
4,497,059,093
5,000 ,000 ,000

$ 502,940,907
JAR f‘i )V"V\
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§ 5412

Subd, 6. TLIOTR, ¢ 777, & 26, [
sept, 48, 1978, 1 sentence hoginning
“Phe payments of” substitnted tre-
rained” for ton deposit”,

Sobd, 7. LOTS, ¢ T & 26, eff.
Sept. 28, 1974, added sentenees hogi-
ning “Ruach speeifie type”, “Where
sueh revenue”, and “All revennes de-
posited”.

Subdd. 2. LIOTR, e 777, § 26, eff,
Sept. 28, 1974, in sentence Leginning
“The eity shall”  substituted  “The
¢ity  shall determine  the date on
which™ for “Commencing on the day
when the city determines that” and
“aml upon reasonable notice Lhereof
the comptroller shall commence on
sneh date to retain in the RAN debs
service decount from amounts depos-
ited or to be deposited therein of” for
“the eity shall pay into the RAN
debt serviee account from  amounts
received by the city”, added sentenees
heginuing “Monies retained in” aud
“Na person having”, and in sentence
beginning The payment ol sulsti-
tured Uretained” for “on deposit”.

Suldd., 9, LLIOTR, o TT7, § 24, eff.
Sepl. 28, 1978, substituted “retained”

§ 5413.

UNCONSOLIDATED LAWS

Title 16

for “an deposit™ and inserted in-
eluding earnings on  investments of
monies in the fund,™.

sabid, 10, TA1978, ¢, 777, § 24, off.
Sept, 25, 1075, redesignated par, ¢ of
wuhid, 2 as subd, 10, Former subd, 10
redesignated subd, 11,

Subd. 11, LIYTS, o0 777, & 27, off.
Sept. 28, 1078, redesignated lformer
subid, T as =t 11, and s 50 redes-
lenated, =ubstituted  Uto the extent
thnt such corporation hay ovidenced
its infentions not to present such
notes for payment during rhe Tizenl
your in whiell the detervmination is
made provided that such notes were
Leld hy sueh corporation on June
thirtictl, nineteen hundrod seventy-
eight or were issued in excehange ror
or in refanding or renewal ol noies
held by such corporation on sieh
date” for on the offeetive date of
this net™,

subd, 12, L1080 TT, § 20, elf.
Sopt. 28, 1978, added subd. L2

Effective Date. See scetion 64 ol

L1978, e, 201, set out as a note un-
der section HHIZ2,

Limitations on short-term borrowing

1. The limitations on short-term borrowing imposed upon the
city by this section shall be in addition to the limitations on
short-term borrowing imposed on the city under the local finance
law. In the event any provisions of the local finance law shall
be inconsistent with the provisions of this section, the provisions
of this section shall prevail. For the purposes of this section the
terms ‘‘bond anticipation notes”, ‘‘tax anticipation notes”, “reve-
nue anticipation notes” and “budget notes” shall not mean one
or more of or any of the respective notes held by the munici-
pal assistance corporation for the city of New York on June thir-
tieth, nineteen hundred seventy-eight or any note of the city held
by such corporation issued in exchange for or in refunding or re-

newal of any such note.

2. a. No tax anticipation notes shall be issued by the city in
anticipation of the collection of taxes or assessments levied for a
fiscal year which would cause the principal amount of such issue
of tax anticipation notes to exceed an amount equal to ninety per
cent of the available tax levy with respect to such issue.
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Ch. 1 MUNICIPALITIES § 5413

b. Tax anticipation notes and renewals thereof shall mature
not later than the last day of the fiscal year in which they were
isgued.

3. a. No revenue anticipation note shall be issued by the city
in anticipation of the collection or receipt of revenue in a fiscal
year which would cause the principal amount of revenue antici-
pation notes outstanding to exceed ninety per cent of the avail-
able revenues for such fiscal year. For purposes of this subdivi-
sion, available revenues shall be the revenues other than real
estate taxes and assessments which have been estimated in the
financial plan to be realized in cash during such year, less reve-
nues previously coilected, other than revenues on deposit in the
RAN debt service account or any special fund established pursu-
ant to law for the payment of interest and/or principal of reve-
nue anticipation notes.

b. Each issue of revenue anticipation notes shall be issued
only in anticipation of the receipt of a specific type or types of
revenue and the amount of revenue, the source of revenue and the
anticipated date of payment shall be stated in the proceedings
authorizing the issuance of such notes.

¢. Revenue anticipation notes shall mature not later than the
last day of the fiscal year in which they were issued, and may
not be renewed or extended to a date more than ten days after
the anticipated date of receipt of such revenue. No such renewal
note shall mature after the last day of such fiscal year unless the
board shall certify that the revenue against which such renewal
note is issued has been properly acerued and estimated in the fi-
nancial plan in effect on the date of issuance of such renewal
note; provided that in no event shall any such renewal notes
mature later than one year subsequent to the last day of the
fiscal year during which such revenue anticipation notes were
originally issued,

4. a. No bond anticipation note shall be issued by the city in
any fiscal year which would cause the principai amount of bond
anticipation notes outstanding, together with interest due or to
become due thereon, to exceed fifty per cent of the principal
amount of bonds issued by the city in the twelve months immedi-
ately preceding the month in which the note is to be issued.

b. The proceeds of each bond issue shall be (i) held in trust
for the payment, at maturity, of the principal of and interest on
any bond anticipation notes of the city issued in anticipation of
such honds and outstanding at the time of the issuance of such
bonds, (il) paid into the general fund of the city in repayment
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§ 5413 UNCONSOLIDATED LAWS Title 16

of any advance made from such fund pursuant to section 165.10
of the local finance law, and (iii) any balance shall be expended
for the object or purpose for which such bonds were issued.

¢. Bond anticipation notes shall mature not later than six
months after their date of issuance and may be renewed for a
period not to exceed six months.

5. Budget notes issued pursuant to section 29.00 of the loeal
finance law may only be issued to fund projected expense budget
deficits. No budget notes or renewals thereof, shall mature later
than sixty days prior to the last day of the fiscal year next suc-
ceeding the fiscal year during which such budget notes were
originally issued.

6. The city shall issue no obligations which shall be incon-
sistent with the financial plan or with the limitations set forth
in subdivisions one through five of this section.

L.1975, ¢, 868, § 2 [§ 9-b], added L.1978, ¢. 201, § 34; amended L.1978,
e 777, § 30.

Historical Note

1978 Amendment. Suldl. 1. L. tion issued in exchange for or in re-
1078, ¢. TT7, § 30, eff. Scept. 2N, 1078, funding or renewal of any such note”
in sentence heginning “Ifor the bur- fur “the effective date of this act™.
poses” inserted “and ‘hudget notes' " . . .

. o . Iy . e see
and substituted “June thivtieth, nine- Effective Date. Sce section (4 of

11078, ¢ 201, sef eul s a note 1n-

teen lhundred seventy-eight or any .
A T der section 5402,

note of the city held by such eorpora-

§ 5414, Wage freeze

1. Increases in salary or wages of employees of the city and
employees of covered organizations which have taken effect since
June thirtieth, nineteen hundred seventy-five or which will take
effect after that date pursuant to collective bargaining agree-
ments or other analogous contracts, now in existence or here-
after entered into, requiring stuch salary increases as of July first,
nineteen hundred seventy-five or as of any date thereafter are
hereby suspended. All increased payments for holiday and vaca-
tion differentials, shift differentials, salary adjustments accord-
ing to plan and step-ups or increments for employees of the city
and employees of covered organizations which have taken effect
since June thirtieth, nineteen hundred seventy-five or which will
take effect after that date pursuant to collective bhargaining
agreements or other analogous contracts requiring such in-
creased payments as of July first, nineteen hundred seventy-five
as of any date thereafter are hereby, in the same manner, sus-
pended. For the purposes of computing the pension base of re-
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Table I: New York City Debt and Deficit

Fiscal Year

{3 Millions)

? ::érgﬁ BoTr;)(t)‘:\Eed Reggé?rled Bnrfs\tved D(ézflisclilt
1970 5,055 4,358 696 832
1971 7,416 5,986 1.431 1,298
1972 6,609 5,533 1,076 942
1973 5,158 4,754 404 784
1974 8,798 7,164 1,633 1,977
1975 9,338 8,099 1,239 _ZYE
Total 42374 35,894 6.479 6,606
Source: Annual Reports of the Comptroller of The Citv of New York
Table II: New York City Balance Sheet [tems
{ Fiscal Years Ending June 30)
(3 Millions)
1970 1971 1972 1973 1974 1975 (YZE}J"JE[[JY}%‘
Short-Term Debt
Budget Notes — 308 461 308 308 —
Tax Anticipation Notes 170 206 232 265 317 380 -+ 210
Revenue Anticipation Notes 537 1,006 1,180 887 1,798 2,560 +2,023
Bond Anticipation Notes
{Including Notes for
Limited Profit Housing) 468 587 688 957 909 1,570 +1,103
Urban Renewal Notes 55 04 86 94 84 30 - 25
Total Short-Term 1,229 2,291 2,647 2,511 3,416 4,540 +3,311
Long-Term Debt
{Net of Sinking Fund Assets) 4,361 4,714 5,515 6,007 6,734 6,798 +2.437
Grand Total 5,520 7.005 8162 8519 10.150 11.338 +5,748

Source: Annual Reports of the Comptroller of The City of New York




Comptroller’s Report for 1974-1975

Part 6-(—Temporary Debi—Siatement 1

Sumunary of 'Temporary Deht of

The City of New York

Tax Auticipation Notes: Redeemable from Tax Cotlec-

st Real Estate:
fax vy
L /) IO
1670-1971
1971-1972
Ly B Ly £ R
1973-1974
1974-1975

Total Tax Anticipation Notes

Revenue Anticipation Notes: Redeemable from:

Sales Tax
Tixcise Taxes and Certain Revenues
rederal Aild
State Aild
Stare Revenue Sharing ....oovvvnviemaroreme

Total Revenue Anticipation Noles

Budget Notes: Redeemable from Expense Budget:
Tax Levy-—1974-1975

Capital Notes: Redeemahle from Expense Budgetft? ...

Urban Renewal Notes: Redeemable from chcmi Cirants,
State Grants, and Proceeds from Sale ol Real Property

Bond Anticipation Notes: TRedeemable {rom Proceeds of
Bond Sales coooviaieinnen PR

Total Temporary Debt

(13 Listed under Part 6-A, Statements 3, 10, 11,

506

Amount
Qutstanding
July 1, 1974

$22,000,000 00
16,000,000 G0
63,000,000 00
86,000,000 00
130,000,600 00

317,000,000 00

$56,700,000 00
241,600,000 00
475,000,000 00
1,025,000,000 00

$1,798,300,000 00

$308,300,000 00

Issued
During
Year

540,000,000 00
60,000,000 00
205,000,000 00
1,100,000,000 00

§1,495,000,000 00

$1,550,000,000 09
2,835,000,000 00
310,000,000 00

$4,605,000,000 00

$137,610,000 00

$2,068,135,000 00

$8,395,745,000 00

Redeemed and
Cancelled
During Year

£22,000,000 00
16,000,000 00
63,000,000 00
86,000,000 00
245,000,000 00

1,000,000,000 60

$1,432,000,000 00

—

$56,700,000 00
241,600,000 04
1,225,000,000 00
2,100,000,000 00
310,000,000 00

£3,933,300,000 02

$308,300,000 00

———— ——

$191,210,000 00

$1,406,635,000 00

$7,271,445,600 00

Amount
Outstawding
June 30, 1975

40,000,000 00
60,600,000 00
90,000,000 00
150,000,000 €0

£389,000,000 GO

£200,000,000 00
1,760,000,000 0¢

52.560,000,000 (0

£30,000,000 09

—_— —

$1,570,175,000 00

—— et
i e———




Expense Budget

1974-1975:

Uncollected Taxes:

e Short-term debt outstanding on June 30, 1975 amounted to $4,540.2

million, an increase of 32 per cent over the $3,416 million outstanding a year
carlier. This debt does not include the approximately $800 million of advances
received from the State or the $195 million in real estate tax prepayments.
Total short-term debt issued during the year amounted to $8,395.7 million, an

increase of $1,089.8 million over the amount issued during the previous year.

e Conditions in the hond market resulted in the issuance of only $941.9
million of long-term debt in 1974-1075, compared to $1.498 million in 1973-
1974, Since capital expenditures continued in fulfillment of prior commitments,
the City turned (o alternative methods of paying for capital construction,
including the issuance of $350 million of Bond Anticipation Notes for general
capital purposes. (iross funded debt outstanding on June 30 1975 was

$7,766.6 million as compared to $7.647 million a year earlier.

e An important objective was achieved during the fiseal vear with the
reconciliation of the hook balances of the City's treasury with its bank halances.
This effort, which required the examination of every single transaction in the
City's treasury accounts for a two year period, invalving over $150 billion and
over 500,000 individual checks. established a difference of $8.588,608 in the

City’s favor.

e Adjustments were made on the City's hooks to bring them into agree-
ment with the bank balances. iceconciliations of the City's treasury accounts

are now taking place, for the hirst fime. on a continuing basis.

e In addition to the reconciliation of the City's treasury accounts, signifi-
cant improvements in systems, procedures and physical security were cffected
in accordance with recommendations contained in the independent accounting
reports issued in the summer of 1974. Over a Dbillion dollars in negotiable
securities were transferred from a vault m the Municipal Building to the
custody of banks. Tighter controls were mmposed on the processing of pavrolls

and on the generation and distribution of all types of checks.

The details of the operations of the 1074-1975 Expense Budget are sct forth
in Part 2A and summarized in Statement 1. The receipts and receivables totaled
$12.017 billion and the expenditures, including registered contracts. amounted to
$11.975 billion. The remaining balance of $42 million is subject to additional

charges as explained earlier.

On June 30, 1975 about 3.80 per cent of the total of $12.317.6 billion of real
estate taxes levied during the past five years remained uncollected. Thus, o total of

$502.3 million for all vears remained outstanding, of which total $34.3 million was



Date:
To:

From:

MEMORANDUM

June 20, 1995 MUNICIPAL
. . . ASSISTANCE
Distributees Listed Below CORPORATION
o) FOR THE CITY

Bernard J. Kabak/]lx OF NEW YORK

Proposed Legislation on N.Y.C. Short-Term Borrowing

New York City believes S$.4653, which I previously
circulated for your review, railses too many gquestions to win
the easy passage the City hopes for. Accordingly, the City
has prepared a revised, minimalist version of the
legislation that would repeal subdivision 9(b) of section
3038 of the Public Authorities Law and do nothing else. A
copy of this revised version and a Memorandum in Support are
enclosed.

T am also sending you a memorandum on this revised
version that I wrote for Quentin Spector. This memorandum
is pared down from the memorandum on $.4653 that I had
earlier circulated to you in draft form. Thanks for all
your helpful comments on the draft memo.

Distributees:

Craig Beazer, Esq.

James M, Dubin, Esqg.

gaul H. Finkelstein, Esq.
Robert R. Grew, Esqg.

John J. Kechane, Esq.
ponald J. Robinson, Esq.
Mr. Pasquale V. Santivasci
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19 June 1995

Senator Joseph L. Bruno
Majority Leader

NEW YORK STATE SENATE
The Capitol

Albany, New York 12247

Assemblyman Sheldon Silver
Speaker

NEW YORK STATE ASSEMBLY
The Capitol

Albany, New York 12248

Dear Senator Bruno and Assembly Member Silver:

I am writing in support of a New York City legislative
initiative to repeal subdivision 9(b) of section 3038 of the
public Authorities Law. That subdivision (one of two limits
on City short-term borrowing in the MAC Act) sets a dollar
maximum for a certain combination of MAC and City debt,
which, if exceeded, makes it impermissible for the City to
issue short-term obligations. The City requires this
legislation to provide greater assurance to the purchasers
of certain of its revenue anticipation notes that the City
will have in hand the funds needed to pay the notes at
maturity.

To meet its annual seasonal financing needs, the City issues
short-term notes, including revenue anticipation notes that
mature in June. These June RANs are issued against various
forms of State aid and other revenues, all of which require
an appropriation before being paid to the City. Recurring
delays in the adoption of the State budget have required the
City to look for alternative means cf paying its June RANs
in the absence of the anticipated State revenues.

Paying the maturing RANs with the proceeds of renewal notes
would be the obvious alternative means. But such renewal
notes would have to mature in the City's new fiscal year
beginning July 1, and subdivision 9(b) would preclude
raising the needed funds through such cross-year notes. The
purpose of the proposed legislation is to remove this
obstacle.



Senator Bruno and Assembly Member Silver
June 19, 1995
Page 2

The repeal of the 9(b) limit 1s appropriate for three
reasons:

* changes in the MAC Act since the setting of this
limit have made the limit outmoded

the City has contained the short-term borrowing

excesses cof the 1970s that made the limit
necessary

‘ other contrels over the City's short-term

borrowing, which did not exist at the time the
limit was established, are now in effect.

To elabeorate: First, the 9(b) limit was set in the original
MAC Act of June 1975 at $4.5 billion plus, at the discretion
of the MAC Board, an additional amount not to exceed $500
million, for a teotal not to excead $5 billion. The same
legislation set the ceiling for MAC's debt issuances (which
go intc the %(bk) computation) at $3 billion. OQver time,
MAC's debt-issuance ceiling was raised to $10 billion. Yet,
no increase was ever made in the 9(b) limit as a consequence
of MAC's higher borrowing limit. The 9(b) limit remains at
35 billicn to this day, a figure too low to accommodate the
amount of cross-year notes the City would need to issue in
order to renew outstanding June RANs. Indeed, on account of
the increase in MAC's borrowing capacity, there have been
periods when the full 9(b) limit has been absorbed by MAC
debt alcne, without regard to City short-term borrowings.

Second, the City has moved far away from the egregious
reliance on shert-term borrowings that, when the City could
no longer roll over its maturing notes, brought about its
financial collapse in the spring of 1575. A comparison of
the City's short-term borrowings in 1975, the year of the
fiscal crisis, and its current fiscal year illustrates this
point. In its 1975 fiscal year the City issued $4.54
billion in notes. The City's short-term borrowing in its
current fiscal year, at $2.2 billion, was less than half the
1975 amount. But because the City's budget has nearly
tripled in size over the past two decades, the City's short-
term borrowing for its current year constitutes 6.8 percent
of City revenue, in contrast to the 37.9 percent of revenue
that the City borrowed short-term in fiscal year 1975.

Finally, when the 9{(b}) limit was enacted, the regime of
controls governing the City's short-term borrowings under



Senator Bruno and Assembly Member Silver
June 19, 1995
Page 3

the Financial Emergency Act did not yvet exist. Nor did the
constraints on municipal borrowers imposed by the Federal
Tax Reform Act of 1986,

For all these reasons, I believe the 9(b) limit has outlived
its usefulness. A provision that was enacted as a refeorm to
provide greater assurance to investors in New York City
obligations now nas precisely the opposite effect. The 9(b)
limit may be repealed without risk while providing benefit
to the City in carrying out its routine seasonal borrowings.

Yours sincerely,

Chairman



Date:

To:

From.

Re:

MEMORANDUM

June 19, 1995 MUNICIPAL
. ASSISTANCE
Quentin B. Spector CORPORATION
. FOR THE CITY

Bernard J. Kabak " OF NEW YORK

Repeal of MAC Act Limit on City Short-Temm Borrowing

Introduction and Conclusion. The City of New York is
proposing an amendment to the MAC Act that would give the
City more leeway in issuing "cross-year" notes, i.e., notes
maturing in the fiscal year succeeding the year of their
issuance. The proposed legislation would repeal a limit on
City short-term borrowing in the MAC Act. A second limit in
the MAC Act and other controls on City short-term borrowing
-- in the Financial Emergency Act -- would remain in effect.
There is no reason for MAC to oppose the enactment of this
legislation.

The Problem. Toward the beginning of every fiscal year, the
City issues notes to provide for its seasonal financing
needs. In August 1994, the City issued $2.2 billion of such
notes for its current year, of which $1.4 billion were paid
at maturity in February and April 1995. The balance of $800
million are revenue anticipation notes scheduled to mature
on June 30.

These June 30 RANs were issued against various forms of
State aid and other revenues, all of which require an
appropriation before being paid to the City. By virtue of
the delay in the adoption of the State budget, the City had
to look for alternative means of paying its soon-to-mature
notes in the absence of the anticipated State revenues.

Paying the maturing RANs with the proceeds of renewal notes
would be the obvious alternative means, except that such
renewal notes would have to mature in the City's new fiscal
year beginning July 1. A provision of the MAC Act would
preclude raising the needed funds through such Cross-year
notes. The purpose cf the proposed legislation is to remove
this obstacle.

While the adoption of a State budget has solved the City's
immediate problem, the City still hopes for the enactment of
the legislation because, it argues, the problem is
perennial. That is, with the late adoption of the State
budget now an established practice, uncertainty about the
availability of State-appropriated revenues due in June
surrounds the City's RAN sale every year. And because the
RAN purchasers cannct assume that in the worst case their
notes would be repaid with the proceeds of renewal notes,
the City says it is required to pay higher interest to
compensate for this risk year after year.

The MAC Act Provision. Subdivision 9(b) of section 3038 of
the MAC Act sets a dollar limit which, if exceeded by a
certain combination of MAC and City debt, makes it
impermissible for the City to issue short-term obligations.
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While combined MAC-City debt hovers around the 9(b) limit,
the City has still been able to carry out its annual short-
term borrowing because City notes issued and redeemed in the
same fiscal year are excluded from the computation., Not so
regarding City notes issued in one fiscal year and redeemed
in the next. Such notes count against the 9(b) limit. And
it is this aspect of 9(b) that blocks the City's redemption
of June RANs with renewal notes maturing after June 30,
i.e., the issuance of Cross-year renewal notes would violate
the 9(b) limit. The City's proposed legislation would
repeal the 9(b) limit.

{A second limit on City short-term borrowing in the MAC Act,
under subdivision 9{a), is based on a different combination
of MAC and City debt than under the 9(b) formula. The 9(a)
limit leaves the City with ample margin even for Cross-year
borrowing, and would be left in place by the City's
legislative proposal.)

Evaluation. I believe the repeal of the 9(b} limit is
appropriate for three reasons:

. changes in the MAC Act since the setting of this
limit have made the limit outmoded

' the City has contained the short-term borrowing
excesses of the 1970s that made the limit
necessary

' other controls over the City's short-term

borrowing, which did not exist at the time the
limit was established, are now in effect.

To elaborate: First, the 9(b) limit was set in the original
MAC Act of June 1975 at $4.5 billion plus, at the discretion
of the MAC Board, an additional amount not to exceed $500
millieon, for a total not to exceed $5 billion. The same
legislation set the celling for MAC's debt issuances (which
go into the 9(b) computation) at $3 billion. Over time,
MAC's debt~issuance ceiling was raised to $10 billion. And
while certain adjustments were made in the 9{b) computation
formula to reflect new purposes for which MAC was given
authority to issue debt, no increase was ever made in the
9(b) limit as a consequence of MAC's higher borrowing limit,
The 9(b) limit remains at $5 billion to this day. That
figure is too low to accommodate the amount of cross-year
notes the City would need to issue in order to renew
outstanding June RANs. Indeed, on account of the increase
in MAC's borrowing capacity, there have been periods when
the full 9(b) limit has been absorbed by MAC debt alone,
without regard to City short-term borrowings.
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Second, the City has moved far away from the egregious
reliance on short-term borrowings that, when the City could
no longer roll over its maturing notes, brought about its
financial collapse in the spring of 1975. A comparison of
the City's short-term borrowings in the periods 1971 --
1975, the five vyears leading up to the fiscal crisis, and

1992 ~- 1996, its most recent five years, 1s instructive:
Short-Term Short~Term
Debt Issued Debt as %
FY (5 billions) of Revenue
1971 2.291 29.3
1972 2.647 30.6
1973 2.511 26.6
1974 3.416 33.7
1975 4,540 37.9
1992 2.250 7.4
1993 1.400 4.6
1994 1.750 5.5
1995 2.200 6.8
199¢6* 2.200 7.1
* 1996 debt issuance figure from the Mayor's Executive
Budget; percentage computation based on 6/13/95 budget
agreement.

Finally, when the 9(b) limit was enacted, the regime of
controls governing the City's short-term borrowings under
the Financial Emergency Act did not vet exist. Among these
controls:

the principal amount of City RANs may not exceed

90 percent of available revenues and the principal
amount of City TANs may not exceed 90 percent of
the available tax levy

. a General Debt Service Fund has been established

in the custody of the State Comptroller out of
which debt service on City RANs and TANs is paid

. for the City to issue renewal RANs across fiscal
years the Control Beard must first certify that
the revenue against which the renewal notes are

issued has been properly accrued and estimated in
the Financial Plan

- cross-year TANs, even renewal TANs, are not
permitted at all.
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All of these controls apply whether or not a control period
is in effect. In addition to these Financial Emergency Act
controls, the Federal Tax Reform Act of 1986 placed further
constraints on municipal borrowers, governing such matters
as how long before the advent of a cash shortfall notes may
be issued and how long such notes may remain outstanding.

For all these reasons, I believe the 9(b) limit has outlived
its usefulness and may be repealed without risk while
providing benefit to the City in carrying out its routine
seasonal borrowings. Indeed, the Corporation, by a May 12,
1987 letter from Chairman Rohatyn (copy attached), is
already on record as supporting the repeal of the 9(b) limit
(and the 9(a) limit as well).

Summary. In my view, the repeal of the subdivision 9(b)
limit of section 3038 of the MAC Act is acceptable. The
repeal of 9(b) would not violate MAC's State covenant with
its bondholders. I have discussed the conclusions of this
memorandum with MAC's outside General Counsel and Bond
Counsel, and they are in accord.
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Senator Warren M. Anderson
Majority Leader

NEW YORK STATE SENATE

The Capitol

Albany, New York 12247

Assemblyman Melvin M. Millar-
Speaker

NEW YORK STATE ASSTMBLY

The Capitol

Albany, “ew York 12248

Dear Senator anderson and Assemblyman Miller:

I am writing to eXpress my strong support for a bill
Proposed by the City of New Vork ('87 Law %37) that would
fepeal subdivision 9 of Section 3038 of the Public
Authorities Law.

fiscal monitor for che City. r7The subdivision in gquestion
Sets dollar limitations Upon two separate computaticns of
combined Corporation debt and City short-term debt, Unless
both tests are satisfied, the City may not issue any short-
term obligations.

The limitation contained in Subparagraph (b) of Section
3038(9), as calculated today, would be exceeded. wWhile this
has posed no problem to date bhecause the limitation applies
only to issuance, prospectively it would prohibit the City
from issuing new short-term obligations. Such a result is
at odds with fisgcal propriety,

other statutory restrictions on the City's issuance of

controlled. Therefore, it would be contrary to today's
public policy considerations to Perpetuate such an
anachronistic test.
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Since 1975, the Corporation's authority to issue new debt to
aid the City, in terms of both dollar limitation and
purpose, was expanded and extended several times, rising
from an initial $3 billion to an ultimate %10 billion, of
which $9.5 billion was actually issued. Since January 1,
1985, the-Corporation's financing activities have been
limited to the issuance of refunding obligations to reduce
its own debt service costs and even its vear-to-year debt
service requirements. However, the absolute dollar amounts
contained in Section 3038(9) were never materially altered
to reflect those substantial changes,

The City today stands in sharp contrast to 1975. TIts
current fiscal year is the seventh in which it has operated
with a GAAP-balanced budget, and it has reported results,
independently audited, on a GAAP-basis for the past six
vears. Moreover, the City has successfully re-established
itself in both the short-term and long~term credit markets
to meet its cash flow and capital financing needs. Seasonal
borrowing has been at about $1 billion, or 5% cof the total
budget, in recent years, all duly paid at maturity. This is
markedly different from the $6 billion cf outstanding short-
term notes which the City could not pay when this statutory
provision was enacted.

Ongoing seasonal financing capability at a reasonable level
is essential for a major governmental entity like the City,
just as it is for the State. It is ironic that provisions
enacted to prevent recurring fiscal problems for an
extremely troubled City in 1975 could precipitate a
predicament for a fiscally prudent City in 1987.

I therefgre urge the earliest possible favarable
ration of this proposal by the Legislature.

1ncerelyg‘£
m ohatyn
Chalrman .

ba:lll




June 14, 1995

Quentin B. Spector

Bernard J. Kabak

$.4653: Legislative Proposal on City Short-Term Borrowing

Introduction and Conclusion. Senate Intro. 4653 is
legislation proposed by the City of New York that would give
the City more leeway in issuing notes, particularly "cross-
year" notes, i.e., notes maturing in the fiscal year
succeeding the year of their issuance. 5.4653 would amend
the MAC Act as well as the Financial Emergency Act and the
Local Finance Law. Subject to two provisos, there is no
reason for MAC to oppose the enactment of this legislation.

Such enactment would repeal the limits on City short-term
borrowing in the MAC Act. Other controls on City short-
term borrowing -- in the Financial Emergency Act -- would
remain in effect. But even these controls would be relaxed,
particularly with regard to the issuance of Cross-year tax
anticipation notes. This memorandum recommends certain
changes in the legislation where the proposals for
relaxation may go too far.

The Problem. Toward the beginning of every fiscal year, the
City issues notes to provide for its seasonal financing
needs. In August 1994, the City issued $2.2 billion of such
notes for its current year, of which $1.4 billion were paid
at maturity in February and April 1995. The balance of $800
million are revenue anticipation notes scheduled to mature
on June 30,

The revenues against which these June 30 notes were issued
are various forms of State aid and other sources, all of
which require an appropriation before being paid to the
City. By virtue of the delay in the adoption of the State
budget, the City had to address the possible need to secure
alternative means of pPaying its soon-to-mature notes in the
absence of the anticipated State revenues,

Paying the maturing RANs with the proceeds of renewal notes
would be the obvious alternative means, except that such
renewal notes would have to mature in the City's new fiscal
year beginning July 1. A provision of the MAC Act would
preclude raising the needed funds through such cross-year
notes. The purpose of $.4653 is to remove this obstacle,

While the adoption of a State budget has solved the City's
immediate problem, the City still hopes for the enactment of
5.4633 because, it argues, the problem is perennial. That
1s, with the late adoption of the State Budget now an
established practice, uncertainty about the availability of
State-~appropriated revenues due in June surrounds the City's
RAN sale every year. And because the RAN purchasers cannot
assume that in the worst case their notes would be repaid
with the proceeds of renewal notes, the City says it is
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required to pay higher interest to compensate for this risk
year after year.

The MAC Act Provision. Subdivisions 9(a) and 9(b) of
section 3038 of the MAC Act each sets a dollar limit which,
if exceeded by a certain combination of MAC and City debt,
makes it impermissible for the City to issue short-term
obligations. The MAC Act includes an enforcement mechanism.
The City is required to notify the Corporation of its
intention to issue short-term obligations. If within ten
days the Corporation determines that the proposed issuance
would violate either the 9(a) or 9(b) limit, it must so
inform the City, and the City may not proceed with the sale.

The particular combination of MAC and City debt to be
totaled, that is, which categories of debt are included in
the computation or excluded from it, differs for each limit.
The 9(a} limit leaves the City with ample margin for its
annual short-term borrowing. The combined MAC-City debt
computation under 9(b), on the other hand, hovers around the
9(b) limit. The City has still been able to carry out its
annual short-term borrowing, however, because City notes
issued and redeemed in the same fiscal year are excluded
from the computation. Not so regarding City notes issued in
one fiscal year and redeemed in the next. 3uch notes count
against the 9(b) limit. And it is this aspect of 9(b) that
blocks the City's redemption of June RANs with renewal notes
maturing after June 30, i.e., the issuance of Cross-year
renewal notes would violate the 9(b) limit.

S5.4653 would repeal the 9(a) and 9(b) limits. At the same

time, it would preserve the Corporation's enforcement role

by requiring MAC to determine (within the statutory ten-day
review period) whether a proposed City note issuance would

violate the Financial Emergency Act.

Evaluation. I believe the repeal of the %(a) and 9 (b}
limits 1s appropriate for three reasons:

. changes in the MAC Act since the setting of these
limits have made the limits outmoded

' the City has contained the short-term borrowing
excesses of the 1970s that made the limits
necessary

. other controls over the City's short-term

borrowing, which did not exist at the time the
limits were established, are now in effect.

To elaborate: First, the 9(a) limit was set in the original
MAC Act of June 1975 at $6.71 billion. TFor 9(b), the limit
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set was $4.5 billion plus, at the discretion of the MAC
Board, an additional amount not to exceed $500 million, for
a total not to exceed $5 billion. The same enabling
legislation set the ceiling for MAC's debt issuances (which
go into both the 9{a) and 9(b) computations) at $3 billion.
Over time, MAC's debt-issuance ceiling was raised to $10
billion. And while certain adjustments were made to the
9(a) and 9(b) computation formulas to reflect new purposes
for which MAC was given authority to issue debt, only a
modest increase -- to $7.26 billion -- was made to the 9(a)
limit as a consequence of MAC's higher borrowing limit. No
increase was ever made to the 9(b) limit, however, which
remains at $5 billion to this day. That figure is too low
to accommodate the amount of cross-year notes the City would
need to issue in order to renew outstanding June RANs,
Indeed, on account of the increase in MAC's borrowing
capacity, there have been periods when the full 9(b) limit
has been absorbed by MAC debt alone, without regard to City
short-term borrowings.

Second, the City has moved far away from the egregious
reliance on short-term borrowings that, when the City could
no longer roll over its maturing notes, brought about its
financial collapse in the spring of 1975. A comparison of
the City's short-term borrowings in the periods 1971 --
1975, the five years leading up to the fiscal crisis, and

1992 -- 1996, its most recent five years, is instructive:
Short-Term Short-Term
Debt Issued Debt as %
FY ($ billions) of Revenue
1971 2.291 29.3
1972 2.647 30.6
1973 2.511 26.6
1974 3.41¢6 33.7
1975 4.540 37.9
1992 2.250 7.4
1993 1.400 4.6
1994 1.750 5.5
1985 2.200 6.8
1996+ 2.200 7.1
* 1996 debt issuance figure from the Mayor's Executive

Budget; percentage computation based on 6/13/95 budget
agreement.,
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Finally, when the 9(a) and (b) limits were enacted, the
regime of controls governing the City's short-term
borrowings under the Financial Emergency Act did not yet
exist. Among these controls: the principal amount of RANs
may not exceed 90 percent of available revenues and the
principal amount of TANs may not exceed 90 percent of the
avallable tax levy; a General Debt Service Fund has been
established in the custody of the State Comptroller out of
which debt service on City RANs and TANs is paid; and for
the City to issue renewal RANs across fiscal vears the
Control Board must first certify that the revenue against
which the renewal notes are issued has been properly accrued
and estimated in the Financial Plan. All of these controls
apply whether or not a control pericd is in effect. 1In
addition to these Financial Emergency Act controls, the
Federal Tax Reform Act of 1986 placed further constraints on
municipal borrowers governing such matters as how long
before the advent of a cash shortfall notes may be issued
and how long such notes may remain outstanding.

For all these reasons, I believe the 9(a) and 9(b) limits
have outlived their usefulness and may be repealed without
risk while providing benefit to the City in carrying out its
routine seasonal borrowings. Indeed, the Corporation, by a
May 12, 1987 letter from Chairman Rohatyn {copy attached),
is already on record as supporting the repeal of the 9(a)
and (b) limits.

While §.4653 would repeal those limits, it would keep in
place subdivision 9's enforcement mechanism., But rather
than tying MAC's review to the MAC Act limits, $.4653 would
have MAC review proposed City short-term borrowings for
conformance with the Financial Emergency Act. This makes no
sense. Whereas MAC, because it knows the ins and outs of
its own debt, is the agency best suited to determine
conformance with the 9(a} and (b} limits, it has no special
qualifications for determining conformance with the
Financial Emergency Act. That is best left for the Control
Board and the City's bond counsel. Moreover, where the City
proposes to issue cross-year renewal RANs, MAC could not be
certain of determining compliance within the statutory ten-
day period because the Control Board, which would be
required to certify the revenues as being in the Financial
Plan as discussed above, is not required to do this within
ten days.

Accordingly, if the 9(a) and (b) limits are to be repealed,
80, too, should the enforcement mechanism of subdivision 9.
I would therefore condition any MAC support for S.4653 on
the repeal of subdivision 9 of section 3038 in its entirety.
I have spoken briefly to a City lawyer about this condition,
and believe it would be acceptable to the City.



Quentin B. Spector

$.4653 Legislative Proposal
June 14, 1995

Page 5

The Financial Emergency Act and Local Finance Law. In its
original printing, S.4653 would have repealed the Financial
Emergency Act requirement that the Control Board certify
revenues as being in the Financial Plan in order for the
City to issue cross-year renewal RANs. Believing this is a
useful protection, I have won the City's agreement to retain
this provision. I would therefore condition any MAC
support for $.4653 on a revision of the bill to reflect this
agreement.,

The Financial Emergency Act now requires that any renewal
RANs mature no more than ten days after the anticipated date
of receiving the revenue against which the original RANs
were issued (and, in all events, no later than the end of
the fiscal year following the fiscal year in which the
original RANs were issued). S.4653 would repeal the
requirement that renewal RANs mature within ten days of the
anticipated receipt of the revenue, the City contending that
it may not be in a position to provide an estimate of the
date when the revenue will be received. The ten-day
provision may have been intended originally to protect
against the perpetual roll-over of notes. This, it seems to
me, is a protection still worth having, and I would
recommend retaining the ten-day provision with regard to
cross-year notes. While there may be conditions that
justify or even compel their lssuance, cross-year notes are
still something to be discouraged. It would be better to
require the retirement of such notes when the conditions
that necessitated their issuance no longer obtain. The City
can avoid the problem of estimating when it will receive
already postponed revenue by the way it structures the
renewal notes. For example, such notes could have a nominal
maturity date well beyond the outside date by which the City
could reasonably expect to have received the revenue. Then,
to meet the Financial Emergency Act requirement, the notes
could be made subject to a mandatory call ten days after the
City receives the revenue.

The Financial Emergency Act now requires tax anticipation
notes to mature in the same fiscal year as the year of their
issuance. 8§.4653 would allow the City to issue cross-year
TANs during the last 45 days of a fiscal year. The
pbrohibition against cross-year TANs may have been instituted
because of a view that the receipt of taxes during the year
when they are anticipated, not being dependent on the
actions of other levels of government, could be counted on.
Or, it may have been intended as a discipline in view of the
City's former practice of taking no account of delinquent or
uncollectible taxes in estimating the taxes against which
TANs were issued. Today, the City argues, the prohibition
against cross-year TANs works to its disadvantage because,
if the State budget is so late as to jecpardize the payment
of RANs, investors may be more receptive to purchasing TANs
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than to renewals of the very RANs whose payment is in
jeopardy. If the City is to be permitted to issue cross-
year TANs, it would be a salutary protection, which §.4653
does not now include, to require a Control Board
certification of Financial Plan conformance similar to the
certification now required for the issuance of Cross-year
RANs.

In connection with its provision for cross-year TANs, S.4653
would make a conforming change in the Local Finance Law. It
would permit localities to issue TANs in anticipation of
taxes to be levied in or for a fiscal year to be issued
during the last 45 days of the immediately preceding fiscal
year. Currently, the Local Finance Law allows such TANS to
be issued only within the last 10 days of the prior fiscal
year. While a 10-day issuance window may be too
restrictive, 45 days may well be more than is needed. 1In
all events, as this change would affect all local issuers in
New York State, I have alerted the State Comptroller's staff
to the proposal so that they may evaluate it from a State-
wide perspective.

summary. In my view, the repeal of the subdivision 9(a) and
9(b) limits of section 3038 of the MAC Act is acceptable
provided that subdivision 9, including its enforcement
mechanism, is repealed in its entirety. It should be a
further condition of MAC's support that the provision of the
Financial Emergency Act requiring a Control Board
certification for the City to issue Cross-year renewal RANs
be retained. At the same time, T would urge that the
Financial Emergency Act's requirement that renewal RANs
mature no more than ten days after anticipated revenues are
expected to be received be retained for Cross-year renewals,
Finally, I would urge that a certification requirement
similar to that for cross-year renewal RANs be added if the
City is to be permitted to issue cross-year TANs,

Legislation as described in this summary would not violate
MAC's State covenant with its bondholders.

I have discussed the conclusions of this memnorandum with
MAC's outside General Counsel and Bond Counsel, and they are
in accord.
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Table I: New Yorl City Debt and Deficit
13 Millions)

Fiscal Year

Ending Total Tatal Net Cash

June 30 Borrowed Redeemed Borrowed Deficit
1970 5,065 4,358 696 832
1971 7,416 5,986 1,431 1,298
1972 & 09 3,533 1,076 942
1973 5,158 4,754 404 784
1974 8,798 7,164 1,633 1,977
1975 i@_@_ 8,099 1,239 773

Tatal @.374 3

5894 6,479 6,606

Sourece: Annual Reports of the Comptroiler of The City of New York

Table II: New York City Balance Sheet Items
{ Fiscal Years Ending June 30)

(8 Millions)

1470 1971 1972 1973 1974 1975 (lfé%l}?;l
Short-Term Debt
Budget Notes - 308 461 308 308 — -
Tax Anticipation Notes 170 206 232 265 317 380 -+ 210
Revenue Anticipation Notes 337 1,086 1,180 387 1,798 2,560 -+2,023
Bond Anticipation Notes
{ Including Notes for
Limited Profit Housing) 468 587 688 957 909 1,570 +1,103
Urban Renewal Notes 55 94 86 94 34 30 - 25
Total Short-Term 1,229 2,291 2,647 2,511 3,416 4,540 +3,311
Long-Term Debt
( Net of Sinking Fund Assets) 1.361 4,714 5,515 6,007 6,734 6,798 + 2,437
Grand Total 5,580 7,006 8.162 8,519 10,150 11,338 --5,748

Source: Annual Reports of the Comptroiler of The City of New York
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Comptroller’s Report for 19701971

|‘ P, 02702
!

Purq‘ 2—{)perating Acconnti=—Summary 1

Consolidated Statements of Oparytions for the Year

i (Represants the Consolidation of Farts 2-4 g 2.8, 2-D and 2-E)
REVENUES
Tax Levy for the Year 1970-1971 (Aceraed) oovvris bhheieeeib by A ibaeraciasrereasas $2.080,474,032 54
Gales TAREE ovrrroonesnsanrsrasnres wrraee Cerranees brearerer Ciaeees erghaeeasaanaie e 493,600,792 41
QOther Special City Taxes ......... cearrvan ceeraianns JR D S T R 316,815,188 11
Personal Income Tax ...oooovveeere . ersarerereiianneins veenenn J 199,444,232 64
General Corporation Tax ....ereeere faernian babamanabn P irissaeses [ frsenaen ihe 183 J11.883 92
Water CHArges «..... ceeriress Cereaeren erieeaes U R b vsvcens cenamees 157,974,876 0%
Grants from Federal Government: :
Fducation .e.evossesers Cebreaes peennn Craeeas Cepenins pernies veres $176,115,858 66
Health 2eunenerrssannmer-nno J PN P ver 134,207,7:
Gocial Services . ....eaeeierasnes Cirenees feaecas viaemees fananas e 86,326,745 30
Himan RESOULCed sesrerin sress J T R LR R ! 88,517,161 00
Other ...vuvaes verannnn pareines eveecebpasmsaerterannToy eeeaeirter 27,405,693
1.286,573,201 80
Grants irom State of New York: - :
Education and Libraries . .ooovrnoaarmeorreamaes Verannear erirarees L1 $775,450,593 OO
}'Ieﬂ}th --------------------------------- rraamwetd yiamanr jaranmmn 41 e | 197|943|936 36

Per Capita Assistance {Inciudes $500,000 for Police Pension Fund). ...

324,351,972 85

Social Setviees ..o J A T TR R R R 658,225 088 48
Motor Vehicle Registration Fees ooo.oooeeroemurinrrmesrrsnrs | 8,543,147 73
Gasoline amd Motor Fuel Tax ooooooriumemnramamereens pieeen ! 38,531,365 83

Probation GETVIGER ..ec-ssseenrossrmrnmrasenyrmennemurn it ttes ‘ 17,966,518 00

MOPLGEEE THX Loareescrronsansnsrsanrnnrmsiarrseste s antnt s e ‘ 14,238,513 02

Stoclke Transfer Tax ...vvo.- PR fisreneesanss Crivareas . 258,642,511 B8

Special Franchise Tax on Ratlroads ....... sesarere preraeny aearaneic 6,712,131 00

e RLLLETTTEETALLAE eens ceeians Cerenanne . 89.955.100 50 2,360,560,878 67
fievenue Anticipation Notes Tsmaed ..oo.nn verarinas remeveen . R PSP wranaees 14,600,000 L0
Licemses, Fines, Fees, Franchises, Permits aod PUviIEEes oovneien noersibrnisansinarssnes 9B A40,583 23
Fares, Tolls, Rents, Interest ard Serviees _..o.a0es disraanar PPN T RS 85,522,544 30 ™
Other REVEIMEs ..\ .osarers rraazs TR P L R R R (R . - 185,848,095 46
Deferred Reventes Temporarily Finaneed ... 360,

,809.()00 00 ——rin
ey,
> $7,823,966,309 17
—— e

Geperal Government and Legislative ... $£216 450,670 23 /\
Eaneation and Doy 1834 575774 52

ks, Cultural, Recreational a emorials ..o wieeaer piaraes )
D Gty s RSO e . . S0l 150k 24
Plealth DErvICES ....csovsrressrrrsarnzten R Creeane varianen 645,372,001 39
Environmental FProtechonl ...... veaans R J T von 261,282,343 33
Socinl Scrvites .....ccorieesnes B 2513044 081 42
Corvestion and Judicial ..oconevs veraes P ‘e 104,982,492 45
Public ENerpries .ovoeeeresessnssses AR reianeees e 431,193 87
Petsion Funds +ovoeeromirrse J e R R AT T AL : 524 077,302 22
Dbt Service: ! S2637887%0 0

InterestonTmporarynndF\mdedD&nt’ . Cesmebbbramaranrane 263,

Redemption and Amertization of TIEBE o oneverssarsntransnnsssnss et 518,030,627 00 781,819,366 00
Miscellanaous vo.oooeees e eeeeeen TP T TR PR OVRUPRT PRPPPRRT LT veneas 196,355,582 46
Cmm:ty Expenuestl) .o.ocoviioanens it eespamenviennee wivnns ""'“?fr .................. B0 R52 482 82

Total Expensts ...cooorsisssrsesss TP e 7,048,461,531 95
Esxcess of Revenues Qver Expenses for the VEAL soavcvsiannnn reeee P P N 324,495322 73_!1
(1) Excludes Pensions and Debt Service. i
RECONCILIATION

Excess of Revenues Over Expenditures: j

Expense BUdgetm—8et ZAL 1o carrrosarmomomams L v 33271,327 o6

Mincellaneous Revenues—Ser D1 oouroooomanrrrtmmrrreme s it E50 Tl

Total Excesa of Revenues Over Expenditares ... ... irereenesriiamaanars g24.408222 75

(1) Transfers to Other Funds of Opening Balances of Tuly 1, 1970.
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Comtptroller’s Report for 1971.1972

Part 2-—Operating Accounts—Summary 1

Consolidated Statements of Operations for the Year.
(Represents the Consolidation of Parts 2-A, 2-8, 2-D and 2-E)

REVENUES
Tax Levy for the Year 19711972 (Accrued) ............... e $2,188914,734 T2
Sales Taxes ... ..ooooviiiin.n. e e e 519,704,234 73
Other Special City Tazes . ... .. oottt 440,153,269 74
Personal Income Tam oo i e e e, 443,159,740 05
General Coporation Tax .................... e e 239,912,485 47
Water Charges ... oo i it e et e, 180,205 486 B3
Grants from Federal Governmeng : _
Education .....vuveiir i e B, i 208,087,794 05
Health ... i e P 167,061,700 00
Soclal Services ..., e R 1,016,828,325 29
Human Resourees ......ovinvieiinnn.n, e, T 91,316,657 Q0 .
Other ........... e e e 41,109,834 17 1,524,404,310 446
Grants from State of New Yorl:
Education and Libraries ......... .. vl vess, et e $805,878,353 45
Health ... ... ... ...... P U e 250,976,564 &5
Revenue Sharing (Includes $500,000 for Police Pension Fund) ........ 272,747,182 00
Social Services ............ e 744,576,478 43
Mator Vehicle Registration Fees . 5,960,552 45
Gasoline and Motor Fuel Tax ... .. . 40,871,790 45
Probation Services .............. \ 15,897,329 Q0
Mortgage Tax .............. 26,370,028 60
Stock Transfer Tax ........ , 294,792,868 57
Commuter Tax Supplement .........oooiiene. oY 6,941,801.08
Cther ... i, .. e e 51,760,943 72 2518,773,892 &2
Revenue Anticipation Notes Issued ..................... ... ... T 18 700,000 (10
Budget Notes Issued for State-Guaranteed Feders! Revenue Sharing ...... 100,000,000 6O
Licenses, Fines, Fees, Franchises, Permits and Privileges ............ ... .. 152,531,203 97
Fares, Tolls, Rents, Interest and Services .......... e e P 119,888,715 90
Other Revenves ... ... e e e e e 206,260,358 24
Total Revenutes .. ... 0o - $8,650,718.543 99
Furrnsus
General Government and Legislative ... ......... e $220,009,740 77
Hducation and Libraries() ... .. .. 2,104,950,660 60
Parks, Cultural, Recreational and Memorials .. ...oo.ouuvrnrnnn o, 80,080,489 47
Publie Safety(} .. ........... : . 750,838,263 38
Health Services ..... e e et ‘e .. 775,088,947 23
Environmental Protection . 272,174,249 97
Social Services ... ... ..., ‘ b 2,589.169,560 43
Correction and Judicial ....... e, 110,954,011 59
Public Enterprises .............. e, 6,320,873 27
Pension Fands .............. . 487,922,033 21
Debt Service:
Interest on Tempcrary and Fonded Debt . .......... ..., ebre e, $311,889,127 00
Redemption and Amortization of Debt ....ooovvennn v o 535,543,746 00 847,432,573 00
B 231,410,681 33
62,438,444 87
Total Expenses .. ... .. TR T gm0, 10
Excess of Revenues Over Fxpenses for the Year .. ... ...v..... e $1127‘) 1(3_7-1: RO
(3} Excludes Pensions and Debt Service. ) T
ReconciLraTrion
Fxcess of Revenues Over Expenditures ;
Expense Budget—Sec 2A1 ..., i v $10,533,438 03
Miscellaneous Revenues—See 201 ........ e, et 35,009,536 78(1)
General Fund—See 2ZE1 .......... e e e e e 66,347,740 08
Total Excess of Revenues Over Expendituras ............ -‘?:}i 1‘51'1_9_7_1;4 _8_?

(1) Transfers to other funds of Opening Balances of July 1, 1971,
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Schedule A
public Bond and Note Sales of New York City,
+he Water Finance Authority, tpe Health and
Hospitals Corporation and the State
pDormitory Authority
($ millions)

Water . Btate _City MNotes .
Fiscal City GO Finance Dormitory ret of
Yearn “ponds  Authoriliy HEC? Authozpjty  Amounk Budget
Actual
1981 5 75 N& $ -0~ \ NA 3 8BD 3.8
1982 250 HA Q= ‘ NA 600 4.9
1983 452 HA - Q= : NA 700 4.4
1934 775 NA -0- ' NA 150 4.4
1965 1,592 A £9 WA 850 4.5
1986 1,723 § 400 et . NA 800 4.5
1987 1,916 588 -0- ’ MNA 1,000 4.7
1088 1,90L 603 -0= N a25 4.1
1989 2,165 66l -} , NA 1,200 4.9
1990 4,033 487 -0- WA 2,450° 9.4
1991 3,893 g9l - | WA 3,650% 13.3
1982 5,342 1,121 Stk NA 2,250 7.4
1993 4,670 1,743 550 NA 1,400 4.6
19%4 4,536 2,240 - & 417 1,750 5,5
Forecast Ay W20 6.
1995 2,433 1,104 121 ' ={ S TRT SR
1926 2,768 B8Y 2B3 : -0- 1,750 L
1987 2,597 1,077 296 211 1,750 5.5
1998 2,041 1,249 228 ~0- 1,750 5.4

| .
The GCity is also expacted to issue apout $1 billion in
refunding bonds.

whe amounts for Ffiscal yeaxrs 1995 through 1998 do not reflect
pond sales. Rather, they are the projected cash flow of HHC
capital commitments of £1.4 million less £374 million €rom the
hond proceeds of a June 1063 sale.

Includes $900 milliion in FY 1990 ang $1.25 billion in FY 1981
necessitated by delays in adopting State pudgets.



Date:

To.

From:

MEMORANDUM

4 June 1991

MUNICIPAL

. B Soect ASSISTANCE
Quentin pector CORPORATION
ce Koll M(/ FOR THE CITY
Lynnette Kelly OF NEW YORK

Section 3038(9) of the Public Authorities Law

Section 3038 of the Public Authorities Law contains
conditions which the Corporation is to impose upon the City
at the time of certain exchanges of Corporation debt for
City debt or of certain payments to the City.

Among such conditions, Section 3038(9) contains limitations
within which the City must comply when issuing its short-
term obligations. Section 3032(6) of the Public Authorities
Law defines "short-term obligations" to mean tax
anticipation notes, revenue anticipation notes, bond
anticipation notes, budget notes and urban renewal notes.

The 3038(9) (a) limit is $7,260,000,000 and has never been
exceeded. A copy of the most recent calculation related to
this limit is attached as Exhibit A.

The 3038(9) (k) limit is $5,000,000,000, was first exceeded
in 1987 and has been exceeded since that date. A copy of
the most recent calculation related to this limit is
attached as Exhibit B. The origins of and reasons behind
the (9)(b) limit are unclear. It is apparent, however, that
this limit is not meant to restrict intra-year issuance
(notes issued and payable in one fiscal year) of short-term
obligations, because intra-year debt is backed-out of the
debt limit calculation (see items 1 and 7 of Exhibit B).

The intention with respect to inter-year debt (notes issued
in one fiscal year but maturing in a subsequent fiscal year)
is not so clear.

As the State Legislature increased the authorization amounts
for the Corporation's debt, corresponding increases in the
3038(9) (b) limit were not made, thereby causing the amount
of Corporation debt, in and of itself, to exceed the (9) (b)
limit. Since the llmlt was exceeded in 1987 the City has
not attempted to issue any inter-year short-term
obligations. Since that time, in the case of intra-year
short~term debt issuances, the Corporation has accepted an
opinion of Brown & Wood, bond counsel to the City, to the
effect that because the limit is exceeded by virtue of
outstanding Corporation debt, notes issued by the City and
payable within the same fiscal year would not "cause" the
limitation to be exceeded. Brown & Wood also has indicated
that it is relying on the "backout provision" (where intra-
year debt is backed-out of the (9)(b) calculation) to
determine that intra-year debt has no effect on the limit.
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A copy of a Brown & Wood opinion received in a prior city
note offering is attached as Exhibit C. The form of the
Brown & Wood opinion is identical for each transaction.
Because the (9)(b) limit clearly excludes intra-year debt
issuances by the City, the Corporation accepted the
rationale of the Brown & Wood opinion in the case of intra-
year notes. The Corporation received opinions from Paul,
Weiss, Rifkind, Wharton & Garrison and Hawkins, Delafield &
Wood which concluded that we were entitled to rely on the
Brown & Wood opinion. Copies of these opinions from our
outside counsel are attached as Exhibit D.

Because of the delay in the adoption of the State's 1992
fiscal year budget, a question has arisen as to whether the
City may issue inter-year notes without violating the
Section 3038(9) debt limits.

In the case of inter-year notes, the 3038(9)(a) limit must
still be satisfied. As for the (9) (b) limit, an arqument
could be made that the rationale underlying the Brown & Wood
opinion could be interpreted to cover an inter-year short-
term debt issuance because the issuance of such notes would
not "cause" the (9)(b) limit to be exceeded (the limit
already having been exceeded by virtue of Corporation debt
alone). However, on page 60 of its most recent official
statement dated April 30, 1991 relating to $1,250,000,000
General Obligation Revenue Anticipation Notes, Fiscal 1991
Series C, D and E, the City discloses that "the second
limitation (i.e. 3038 (9)(b))... would currently prevent
issuance of any City notes issued in a fiscal year and
maturing in a subsequent fiscal year." I spoke with Homer
Schaaf of Brown & Wood regarding this disclosure and his
interpretation of the (9)(b) debt limit. Mr. Schaaf said
that, while he and his partners have considered the argument
that the issuance of inter-year notes would not "cause" the
limit to be exceeded, to extend the partial rationale of the
Brown & Wood opinion (ignoring the backout analysis)
delivered in connection with intra-year notes to an inter-
year issuance could render the (9) (b) debt limit
meaningless. Thus, he would not issue a similar opinion to
cover an inter-year note issuance. Legislative action
amending the 3038(9) (b) debt limit is currently being
considered.

LK:vrw






