Three Year Financial Plan 4ﬁj

The three year financial plan for the City~-=-providing
for its cash and credit needs in fiscal years 1976, 1977
and l978-—ekpifes on June 30. Beginning July 1 the City
will need to borroq approximately $2.8 billion a year--
$1.8 billion for seasonal needs and $1 billion for capital
construction and capitalized expenses. Despite the original
hope of the present three Year plan, it is highly doubtful
that the City will be able to finance these heeds solely
through the sale-of its own debt on public markets.

Despite the achievements of the City and MAC over the
last three years—--"balancing"” the 1978 budget, converting
$5 billion of short term debt into long term bonds, imple-
menting sophisticated accounting and budgetary control
systems--three elements will continue +o impede the financial
self-sufficiency of the City: the rolling $800 million
State Advance; ongoing, albeit reduced, borrowing for

operating expenses; and uncertainty regarding future controls.

1. The $800 Million State Advance. When the City was

excluded from public credit markets in the spring of 1975,
the State advanced $800 million to the City for its immediate
cash néeds. To repay this advance, the State withheld aid
due the City from July through December of 1975. The advance
of $800 million in the Spring, and repayment through with-
holding State aid in the summer and fall, was repeated in

1976 and 1977.
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This $800 million represents a permanent working capitai
shortage. To oversimplify, the City borrows short-term
from the Federal Government (seasonal loans) to fepay the
State {(through the State withholding aid) and then borrows
from the State (State Advance) to repay the Federal Govern-
ment, and so on.

This advance creates two financing problems. First,
it increases annual seasonal borrowings by $800 million;
were the advance funded through the sale of long-term debt,
seasonal. needs would decrease from $1.8 billion to $1.0
billicn.

Second, this advance would be extremely difficult to
finance seasonally on public markets. To'repay one advance,
the City borrows money, using the next advance as collateral.
Since State advances are not required by either law, contract
or the State Budget, investors cannot be expected to find
the collateral (and the practice) attractive. However, the
Federal Government can accept the advance as loan collateral
since, . unlike prive investors, 1t can secure loans by with-
holding aid due the City. Accordingly, the City probably will
not be able to finance its entire seasonal needs on public
markets, and will require some Federal seasonal loans, at

least until the $800 million advance 1is funded.

2. Borrowing for Operating Expenses. The 1978 Budget

is "balanced" only to the extent that $600 million of borrowing
for operating expenses is overlooked. Because Bond Counsel
recently questioned the legal authority for this practice,

the City has not sold bonds to finance expense items for
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over a year. New legislation could clarify the City's
authority to issue bonds for expense items. Nonetheless,
investors would continue to question the probity of this
practice. "Capitalizing operating expenses"” is merely a
euphemism for borrowing to cover deficits. It is difficult
to foresee the City ever issuing bonds on public markets

t+o finance operating deficits.

3. Uncertainty Regarding Controls. The EFCB is

scheduled to expire in a little more than a'year; it is
unclear what, if anything, will replace it. Investors want
some assurance that the City will not be able to return

to the fiscally irresponsible practices of the past. The
City wants to retain its independent governing status.
These positions are not ineluctably conflicting. However,
their reconciliation requires the design of new safeguards
which protect the investor without impinging on the
established processes of local government.

Since the City will be unable to finance all of its
needs through public sales of City debt until these three
impediments are removed, the City, in fiscal year 1979,
and perhaps thereafter, must continue to rely on outside
financing agents--such as MAC--and institutional creditors--
such as City pension funds and the Federal Government--to
supplement public offerings of City issued debt. However,
it would be a mistake for the City to patch together ad hoc
financing arrangements just to get i1t through another year

or two. Rather, financings after July 1, 1978, should be
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integrally related to a coherant plan designed to restore
financial self-sufficiency to the City within three years.
This three year plan should include nine elements:
1. bonding out the $800 million State Advance over
three years.
2. phasing out borrowing for expense items over
three years.
3. financing $3.35 billion of long-term (capital)
cash needs,* principally through new issuance
of debt by MAC. Although the City may be able
to market some long-term debt, it is unrealistic
to expect sales of $1.1 billion a year. To the
extent that the City itself is unable to market
debt, i1t should rely on MAC issues. State
legislation can give MAC a total of $2.6
billion in further borrowing authority. The
City would be c¢alled on need to sell $700
million of bonds. (As back up for these issues
of City debt, the pension funds might agree to
reinvest maturing principal on City bonds--
approximately $800 million--over the three year
period.)
4. amending the MAC law to allow MAC to purchase

City bonds. This would allow the City to service

*Capital needs have been estimated by the City to be
$1 billion a year, or $3 billion total over the three-vear
period. Bonding out the State Advance will increase this
by $8006. However, the faster phase out of borrowing for
expense items will decrease such financing needs during this
period by $450 million.
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MAC debt through real estate taxes outside
the 2 1/2% limit.
renewing the Federal seasonal locan act for
three more years, but with decreasing loan
limits each year; financing an increasing
share of 'seasonal needs through public
offerings of City notes. (The bonding out
of the State Advance will further reduce
seasonal needs.)
covenanting in a new City bond fiscal
constraints and safeguards, including:
--debt service fund
--balanced budget requirements
~-mandatory reserve funds
--limitations on short-term debt
-—accounting standards
-~continued 3-year financial plans.
These covenants, which could not be repealed
lby legislation, are fully explained in Appendix
B.
reconstituting the MAC board to include,
but not be dominated by, elected City -

officials and labor representatives.

expanding MAC's role to include:
-—approval of all City financings
-—~increased auditing and monitoring

responsibilities






