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29 November 1976

TO: E.J.K.

FROM: P.G.G.

RE: Tssuance of First Resolution Bonds

1. If the note holders are paid off, our whole remaining
authorization, $1 billion plus, can be issued as First

Resolution Bonds, subiject to meeting our Issuance tests,
per Allen Thomas.

2, The more stringent test is two times available total tax
revenues. For the 12 months ended 9/30/76 this was
$1,040 million, after deduction of $55 million Stock
Transfer surtax and $4 million operating expenses.

3. Therefore the peak for future debt service payments is
$520 million (1/2 of $1,040 million.)

4. The present peak is $483 million in 1980.

520
-483
37 million available.

At ten per cent interest with no amortization in 1980,
we could issue $370 million new first bonds, so long as
the amortization schedule keeps each year's payments be-
low $520 million.

5. With a second restructuring as proposed, debt service
payments would peak in 1987 at $400 million. The excess
of $120 million at ten per cent would permit issuance of
$1 billion.

6. However, in the November 26 Agreement, we agreed not to
use debt service savings from the first restructuring to
support new issuance. Debt service savings for 1987 are
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$152 million, which, when added to present and second-
restructure debt service of $400 million, totals $552

million. Therefore, with a second restructuring, no

nhew debt could be issued without unanimous consent of
the parties to the Agreement.

PGG/1sd

cCs James Dubin, Esd.
file
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AGREEMENT WIiTH BANKS
HOLDING CITY FUNDS

In consideration of The City of New York (herein-
after the "City") having, from time to time, availed itself
of the various financial services offered by the undersigned
bank :{the "Bank") and haviﬁg maintained, from time to time,
various accounts with the Bank, and in consideration of the
willingness of the City to continue to avail itself of such
financial services and to maintain accounts, and in order to
provide for the continued orderly operation of arrangements
fo; the receipt, holding and/or investment and disbursement
of funds of the City and to avoid or minimize disruptions in
such arrangements; and in recognition of thelauthority con-
ferred on the New York State Emergency Financial Control Board

-(hereinafter the "EFCB") established under the New York State
Financial'qurgency Act for the City of New York (hereinafter
the "Act"), the City, the EFCB and the Sank hereby agree as
follows:

1.. Certain Definitions. As used herein:

"Accounts" mean, collectively, the following
Aaccounts with the Bank, namely:
(a) "the Pool Accouﬁt“, which is-a single account main-
tained in the name of the City with the Bank, consisting of
several subaccounts whether now existing or hereafter created,

i.e., one or more collection subaccounts (collectively, "“the
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Collection Subaccount”), to which items are credited for col-
lection and, aftér collection, for disbursement on Instructions;
a pool subaccount and/or a Treasury demand subaccount ("the
Pool Subaccount") to which avéilable funds are credited for con-
trol purposes prior to investment and/or disbursement, and one
or more satelli£e subaccﬁunts (collectively, "the Satellite
Subaccounts"} through which disbursements from the Pool Accoﬁnt
are made upon Instructions, with a resulting charge to the Pool
Subaccount, a list of which subaccouﬁts as presently in exis-
tence is attached hereto as Schedule 1 (such list to be sub-
ject to revision as notified in wrifing by the Bank to the
Special Deputy Comptroller for the City of New York, and the
Comptroller and Cbmmissioner of Finance of £he City): it being
understood and agreed that: the entire Pool Account constitutes
a single demand deposit account with the Bank and the several
subaccounts therein are maintained, at the request and for the
convenience of the City, to facilitate the orderly operation of
the entire Pool Account and the maintenance of records and con-
trols with respect to the Pool Account;

(b) "the Other City Accounts", consisting of other demand
deposit and time deposit accounts now or hereafter maintained
in the name of the City or any elected-official, appointed
officer, other employee of agent, firm, corporation, agency,
department, branch, bureau, board, committee, group or entity

thereof acting directly or indirectly in any capacity for or in



the name of the City, a list of which Other City Accounts as
presently in existence is attached hereté as Schedule 2 (such
list to be subject to'revision as notified in writing by the
Bank to the Special Deputy Comptroller for the City of New York,
and the Comptroller and Commissioner of Finance of the City);

{c} '"the Pension Accounts”, consisting of other
demand deposit or time deposit accounts now or hereafter
maintained by any retirement system or pension fund of the
City (collectively, "the Pension System"), a list of which
Pension Accounts as presently in existence is attached hereto
as Schedule 3 (such list to be subject to revision as notified
in writing by the Bank to the Special Deputy Comptroller for
the City of New York, and the Comptroller and Commissioner'of
Finance of the City); and

{(d) "the Covered Organization Accounts®, consisting
of o£her demand deposit and time deposit accounts now or here-
after maintained by "Covered Organizations" as defined in
Section 2 of the Act or any elected official, appointed
officer, other employee or agent, firm, corporation, agency,
department, branch, bureau, board, committee, group or entity
acting directly or indirectly in any capacity for or in the
name of any Covered Organization , a list of which Covered
Organization Accounts as presently in existence is attached
hereto as Schedule 4 (such list to be subject to revision as

notified in writing by the Bank to the Special Deputy Comp-



troller for the City of New York, and the Comptroller and
Coﬁmissioner of Finance of‘the City). .

"Instructions" means, .at ény time, as to any of the
Acc&unts: warrants, checks and other orders or instructions
signed by or originating (including orally) from any person
or entity at the time auﬁhorized to dispose of such’ Account,
as then shown by authorizations on file with the Bank. It is
expressly acknowledged by the Bank that the authorizations on
file include the letter of October 20; 1975 from the Special
Deputy Comptroller for the City of New York, a copy of which
is annexed hereto, and shall include any other directions of
the EFCB duly transmitted to the Bank.

"Properfy" means any security, inskrument or item
~of any nature whatsoever held by the Bank (other than the
Accounts, items deposited for credit to.any of the Accounts
or investments contemplated by paragraph 4 below) for or in
the name of the City, the Pension System, any Covered Organi-
zation, or any elected official, appointed officer, person,
firm, corporation, agency, department, branch, bureau, board,
committee, group or entity thereof acting directly or in-
directly in any capacity for or in the name of the City, the
Pension System or any Covered Organization.

2. No Offset, etc. The Bank hereby agrees with

the City and the EFCB that, until this agreement shall have

been terminated in accordance with Paragraph 7.E below:




(i) The Bank will not make any charge, deduction,
offset or other reduction against:

{B) the overall net balance in the Pool
Account (after all debits, credits and other
transactions effected therein pursuant to In-
structions, including the provisions of this
agreement),

(B) the net balance in any of the Other

" City Accounts (after all debits, credits and
other transactions effected therein pursuant
to Instructions, including the provisions of
this agreement),

(C) the net balance in any of the Pension
Accounts {(after all debits, credits and other
transactions effected therein pursuant to In-
structions, including the provisions of this
agreement),
(D) the net balance in any-of the Covered
Organization Accounts (after all debits, credits
and other transactions effected therein pursuant
to Instructions, including the provisions of this .
agreement}, or
({E) the Property,
in satisfaction of any indebtedness, obligations or liabili-
ties, of whatever nature, owing by the City or the EFCB,
jointly or severally, to the Bank, whether or not due, now
existing or hereafter arising, direct or indirect, absolute
or contingent, whether acguired by the Bank by assignment
or otherwise, whether arising from or related to any loans,
advances, payments, extensions of credit, benefits or finan-
cial accommodations heretofore or hereafter made, granted or

extended by the Bank to the City or the EFCB and whether under

or pursuant to any instrument, agreement, note, bond, contract,



warranty, indemnity or otherwise, excluding, however, debits,
credits and other transactions effected pursuant to Instruc-
tions as contemplated above in this clause 2(i); and

(ii) Unless and until otherwise precluded by a
restraining order or other judicial process (collectively,
"Process"), the-Bank agrees promptly to disburse available
funds held for the Pool Account including the subaccounts
therein and any. other of the Other City Accounts upon In-
structions. The Bank agrees that it will take no action
which would interfere with the disbursement of available
funds as contemplated by this agreement. The City agrees
to act promptly and vigorously to Qacgte or otherwise set
aside any Process which purports to restrain or prevent
the_receipt, holding and/or investment or disbursement of
funds as contemplated by thé terms of this agreement. The
City and the EFCB agree that if the City, or the EFCB oﬁ
behalf of the City, should petition for or seek the pro-
tection of any federal bankruptcy statute, Title 6-A of
the Local Finance Law or any other State statute it shall
use every effort to cause an order or orders to be issued
which will permit the receipt, holding and/or investment
and disbursement of funds to be effectéd as contemplated
by the terms of this agreement.

3. Availability. fThe Bank shall make available

the proceeds of items deposited-in the Collection Subac-



count, as follows: (i) if such proceeds are in immedi-
ately and finally available funds, immediately upon their
receipt by the Bank; and (iij if such proceeds are not in
immediately available funds upon receipt by the Bank, or
are received subject to charge back or reversal under
prevéiling law of regulations, in accordance with the
practices relative to availability of proceeds of col-
lections which have been in effect up to the date of this
agreement; provided that in the case of items drawn on
Pool Accounts, Other City Accounts, Pension Accounts and
Covered brganization Accounts with banks in New York City
the proceeds thereof shall not be a&ailable until the third
banking day following the day of deposit unless the Bank
has been advised by the City that the bank on which the
item is drawn has signed an agreement with the City com-—
parable to this agreement. Notwithstanding paragraph 2
above, if the Collection Subaccount contains insufficient
funds to cover any charge back the Bank shall be entitled
to charge to any available funds in the Pool Account, as
~an item paid therefrom upon Instructions, the amount of
any item which shall have been credited to the Collection
Subaccount and which, in accordance w1th prevailing law and
regulatlbns, shall have been returned unpaid to or charged
back against the Bank. The Bank shall give written notice

to the Commissioner of Finance of the City of each such




charge to the Pool Account as promptly as feasible under

the circumstances, and, in any event, within one full bank-

ing day thereafter.

4. Investment. If at any time any funds held

for the Pool Account shall have been invested by the Bank

on Instructions, the régpective investments and the proceeds
thereof shall continue to be part of the Pool Account and
such proceeds shall be available as contemplated by the
terms of this agreement. If at any Eime any funds held

for any of the Other City Accounts shall have been invested
by the Bank on Instructions, the reépective investments

made for each such Other City Account and the proceeds.
therecf shall coﬁtinue to be part of the reépective Other
City Account, provided, however, that nothing contained here-
in shall be interpreted to mean that aﬁy investment for a
specific Other City Account shall be deemed to be part of a
different Other City Account. |

5. Encashment Privileges. ‘At the request and for

the convenience of the City the Bank has been authorized by

the City to cash for employees of the City certain payroll

checks drawn by the City upon banks othgr than the Bank. It

is hereby agreed that any such check returned unpaid for any
reason may be charged to ény Tréasury Demand Account main-

tained with the Bank as an item paid therefrom upon Instructions.

The Bank shall give written notice to the Commissioner of




Finance of the City of each such charge to any Treasury De-
mand Account maintained with the Bank as promptly as feasible
under the circumstances, and, in any event, within one full

banking day thereafter.

6. Consultation. The City, the EFCB and the

Bank agree to consult and keep'each other advised as to
mattérs affecting the Pool and Other City Accounts. To
that end the City shall continue to keep the Bank advised
as to the approximate number and dollar amount of Instruc-—
tions which have been issued by the City and are drawn
against or payable from the Satellite Subaccounts or any
other subaccounts in the Pool Account, or any of the Other
City Accounts,

7. Miscellanecous.

A, To the extent that the terms of this égrge—
ment are inconsistent with any other prior agreement or
understanding between the City and the Bank with respect
to the Accounts, the terms of this agreement shall prevail.
Except as expressly provided herein, this agreement shall
not affect the rights or obligations of the EFCB with
respect to the Accounts. This agreement does not cover,
except as expressly provided herein, the rights or obli-
gations of the Bank with respect to the Other City Accounts,
the Pension Accounts, and the Covered Organization Accounts.

B. This agreement cannot be altered or modified

except by an agreement in writing signed by the City, the



EFCB and the Bank.

C. The City represents to the Bank that the
execution, delivery and perfﬁ;mance of this agreement by
the City have been duly authorized, and that this agree-
ment constitutes a valid and binding agreement of the City
and #ill not contravene any provision of 15w or regulation
applicable to the City. The EFCB represents to the Bank
that the execution, delivery and performance of this agree-
ment constitutes a valid and binding agreement of the EFCB
and will not contravene any provision of law or regulation
épplicabie to the EFCB. By signingrbelow the Mayor, the
Comptroller and the Commissioner of Finance of the City, and
the EFCB by'its Executive Director and the Special Deputy
Comptroller for the City of New York, eﬁidence their re-
spective agreement to the terms of this agreement and the
approval by the Mayor, the Comptroller, the Commissioner of
Finance and the EFCB of the terms of this agreement.

D. By signing below the Bank evidences its
agreement to the terms of this agreement, and represents
to the City and the EFCB that the execution, delivery and
performance of this agreement by the Bank have been duly
authorized, and that this agreement c&nstitutes a valid and
binding agreement of the Bank and will not contravené any
- provision of law or regulation applicable to the Bank.‘

E. This agreement shall be terminable by the

10



Bank, the EFCB or the City on at least 90 days' written
notice of termination. Such 90-day ‘pericd shall include

the date on which notice is given,

Dated: New York, New York
November . 1976

Approved as to Form:

Abraham D. Beame
Mayor of the City of New York

W. Bernard Richland,
Corporation Counsel

Harrison J. Goldin
Comptroller of the City of New York

Ivan E. Irizarry
Commissioner of Finance of the
City of New York

New York State Emergency Financial
Control Board for the City of
New York

Executive Director

Special Deputy Comptroller for
the City of New York

[Bahnk]

By:

Title:

11



State of Now York
Municipal Assistance Corporation
For The City of New York

Two World Trade Center
Board Members

New York, N. ¥. 10047 Herb.ert Elish
Feiix G, Robatyn Executive Director
Chairman
Francis 4. Barry
John A Coloman February 5' 1976

Thoamas D, Fiynn
George ), Gould
Dick Netser

Danna £ Shalala
Robert C. Weaver

TO: The New York City Commercial Banks
and the New York City Pension Funds
referred to on Schedule I:

Reference is made to the Amended and Restated
Agreement made as of November 26, 1975 (the "Agrecment")
.among the Municipal Assistance Corporation For The City
of New York (the "Corporation”), each of you, and the
New York City Sinking Funds, in which each of you agreed
not to tender any outstanding short-term obligations of
The City of New York (the "City Notes") held by you
pursuant to the exchange offer then proposed.to be made
by the Corporation and referred to therein as the "Exchange
Offer" offering to exchange certain of its bonds for City
Notes.

The Corporation made an exchange offer pursuant
to an Official Stateﬁent, dated November 26, 1875, offering
certain of its bonds in exchange for certain City Notes

held by persons other than yourselves but has not yet made

the Exchange Offer to each of you.

T
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In order to carry out the intent of the Agreement
each of you, by executing this instrument, hereby waives,
pursuant to Section 5 of the New York State Emergency
Moratorium Act for the City of New York enacted by the

State Legislature at an extraordinary session and signed

by the Governor on November 15, 1975 (the "Morstorium

Act"), any right to make an application pursuant to Section 5

of the Moratorium Act based upon an alleged failure of the

condition stated in subparagraph (A) of such Section 5. i
Plcase sign the enclosed copy of this letter

"and return it on or prior to February 6, 1976 to Mr. John

Lee, The New York Clearing House, 100 Broad Street, New York,

New York, to be held in escrow pending receipt by Mr. Lee

of letters irn substantially the same form as this }etter

duly exccutec by each New York.city Pension Fund and each

of the Banks which is & party to this Agreement.

Very truly yours,

MUNICIPAL ASSISTANCH CORPORATION
FOR THE CITY O NEW YORK

The undersigned hereby waives,
pursuant to Section 5 of the
Moratorium Act, any right to
make an application pursuant



to Section 5 of the Moratorium
Act based upon an alleged
failure of the conditiion
stated in subparagraph (A)

of such Section 5. The above
- waiver shall be effective if
there shall be delivered to
the Corporation, on or prior to
February 6, 1976, letters in
substantially the same form

as this letter duly executed
by each New York City Pension
Fund and each Bank which is a
party to the Agreement.

Name of Bank or Pension Fund:

By:

Autnorized Officer




SCHEDULE I

BANKS

First Wational City’Bank
Bankers Trust Company
United States Trust Company of New quk -
The Chase Manhattan Bank, N.A.
Marine Midland Bank - New Yoxk
National Bank of North America
Morgan Guaranty Trust Company of New York
Irving Trust Company
The Bank of.New York
Manufacturers Hanover Trust Company
Chemical Bank

PENSTION FUKDS
Hew York Ciﬁy Bmployees' Retirement System
Board of Education Retirement System for the City of New Yofk
New York City Firxe Department Pension Fund, Article 1-B
Teachers' Retirement System for the City of New York

New York City Police Pension Fund, Article 2



August 17, 1976

Stephen J. Weinstein, Esqg.
Municipal Assistance Corporation
For the City of New York
Two World Trade Center
New York, N. Y. 10047

Dear Steve:

% Ags we discussed by telephone, I am sending
yousa copy of unexecuted letter dated February 5, 1975,
from MAC to various banks and pensions regarding
waivers of rights to make an application under section
five of the Emergency Moratorium Act based upon an alleged
failure of the condition stated in subparagraph (A) of such
section.

Please send me a certified copy of each of the
executed versions of such waivers. A similar waiver was
executed by MAC itself with respect to City notes held by
it; please send me a certified copy of such waiver as well.

Thank you for your attention to this matter.

Sincerely,
pr s A % 7:’4 o
Alan Martin

Assistant Corporation
Counsel

Enclosure

/x fancs e



We believe that the finaneial solution to the raying off of
City notes should be achieved within the following framework:
1. That the City's best interest will be served if it can regain

access to the market on its own credit.

b

That the market made up of the holders of the City's existing
debt and future debt will only be stabilized if investors

and market makers perceive a comprehensive solution commensurate
with the size of the City's problem.

3. That the desired economic recovery of the City can only be
accomplished if the financial stability is achieved.

4. That the State of New York from whence the City draws its
charter is responsible to help bring about the necessary
financial solutions.

It is the banks' reading of the market place that the following
elements are required for marketing securities in the necessary amounts
and within the time-frame the Court might reasonably impose:

A. State legislation must be enacted providing for -

l. A New York City bond incorporating the kinds of require-—
ments and restrictions provided for the City of Yonkers under Chapter 488
éf the laws of 1976.

2, Commencing with the fiscal year beginning July 1, 1978 and
running for the term of such bond, a legislated balanced budget for

New York City supervised by EFCB or a State Comm1551on, similar to the

I i b

Local Budget Law applicable to all mun1c1pa11tleq in New Jersey.

3. An annual audit of New York City by an independent,

\

natlonally recognized private auditor. ™~

4. Advance of $800 million to New York Ci;;\ﬁuring fiscal

ear 1977-78, A
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B. PNew York City must arrange for -~

1. Escrow of $250 million City cash for payment of public
Moratorium notes prior to July 1, 1977.

2. Funding the New York City capital budget through fiscal
1978 and extension by the pension funds of the maturities of the
short term New York City bonds they hold.

3. A phase-out period to eliminate the use of capital budget
funds for operating purposes within five years.

4, Public offering of New York City bonds provided for under
legislation mentioned in A above.

C. Municipal Assistance Corporation must arrange for -

1. Agreement by commercial banks and pension funds who were
parties to the November 26, 1975 agreement to postpone the principal
payments on MAC bonds now in their portfolios for a period of three
years comrencing Pebruary 1, 1977 and ending January 31, 1980, with
postponed payments being made during the 3 year period following the
stated maturity of such bonds, all subject to enactment of the
legislation mentioned in A above and completion of the steps mentioned
in B above and D and E below.

2. Increase interest rate applicable to honds mentioned in
1 above.

3. Banks and pension funds to escrow the cash which is paid
on February 1, 1977 mentioned in 1 above for application to payment
of public Moratorium notes after the enactment of legiglation mentioned
in A.above and completion of the steps mentioned in B above and D and E
below.

D. The federal administration to affirm its support for extension
of the seasonal loan program for five years after presently scheduled

expiration.



E. Proper legal steps shall be taken to -

1. Obtain a final decision of the highest State court on
the legality of the use of sales and stock transfer tax to support
MAC bonds.

2, Resolve the effect of the recent Supreme Court decision
declaring a portion of the stock transfer tax law unconstitutional.

3. Obtain approval of federal district court to agreed
resolution of civil litigation now pending there against the City,
certain bank and investment bankers and involving New York City bonds
and Moratorium notes.

4. Obtain approval of Court of Appeals to a plan for payment.

5. Resolution of Wein IV.



PROPOSAL FOR MORATCORIUM NOTE SEITLEMENT

The City and MAC have considered methods L[or complying with the decislon
of the New York State Court of Appecals which declared the Moratorium Act
unconstitutional., City notes affected by the Court's decision include
approximately 5983 million of notes held by the public and may include
5819 million held by certain institutions, principally New York City commercial
banks and City pension funds,

It must be recognized at the outset that the City cannot redeem the moratorium
notes from internal sources alone without unnecessarfly digrupting the City's
delicate economic and financial balance. Any sclution will require (a) the
successlful issuance of new debt in substantial amounts either to investors for
cash or to noteholders in exchange for meratoriwa notes, (b} the parvticipation
of many parties, including pension funds, banks, the City, the State, the Federal

government, and the noteholders, and (c) the approval of the Court.

Tha purpose of this meworandum is to outline a proposal for sethlicwent
of the moratorium notes by November 19, 1977, one year £rem the Court of Appeals’
decision, At tha present time, nona of tha partisa to the preposed zolution
has nade any agreement, cither formal oy informal, to participate along the
1ines set forth in this plan., The plan is presented by the City and MAC alone,
based upon the judgment of their officlals and advisora, az a xeasonablae and
feasible solution to thae problem of making payment £o noteholders comaistent
with the decision of the Court of Appeals, |

The proposal cutlined below would provide payment in cash to publie
holdaxs of mératorium notes, at least half by Jume 30, 1977, and the remainder

Novemsbns 15,1977
by becember—315—3097, subjact to certaln coatingencias,



Sources of Financing

The following are possible sources of financing a moratorium note
settlement over the next twelve months:

1. Restructuriug of MAC Debt:

An eassential element of any solution to the moratorium notes is
| a4 restructuring of approximately $1.8 billion of MAC debt held by certain
institutions, Under the restructuring proposed by MAC last sumaer, these
institutional holdere would voluntarily defer all principal payments until
1982, providing approximately $206 million in cash to the City in the current
fiscal year if accouplished before February 1, 1977, We contemplate that such
cash will be used to redeem publicly~held moratorivm notes. The pavings of
$203 million in fiscal 1978 will be available to the City's budget,

Toble 1

Effect of Proposed Rectructuring of Mac Dabt on
MAC Debt_ Serviee Funding Requirements

Figeal Year Becennee (Incrense)
Epding June 30 in Fundine Pogudromants

($ millions)

1977 $206
1978 . 203
1979 170
1980 170

1981 | (65)



2. Placement of MAC Bandg with Ingticutional Investors:

Cextain imstitutions, including Rew York State pension funds,
commercial banks and savings banks, indicated in Hovember that they would
purchase $143 million of a $253 million offering of MAC bomds, This invest-
. ment was not made because underwriters placed the entire cffering with public
invaestors. We believe that these institutions, as well as others, including
City penaion funds, may represent a source of financing for a portion of the
moratorium notes and that such financing might be available in the first half
of calendar 1977,

The propoaed institutional placement would total $230 million to

, A Pritetas v whiie s L YNO
$300 million and might include MAC secutitieg,ﬁu11¥~baekad—bykyew York City <o

securitica, Accordingly, the HAC securities would be serviced by the City horshron
real estate tax levy and cextaln State taxes appropriated teo MAC, Such a

security has been referred to as a "Super MAC." In addition, MAC securities
convertible inte long term elty securities may be isswed dm the institutional

placement,

3. Public Offering of MAC Bonds:

While the recent public offering of MAC bonrds indicates ;Ema,public
acceptance of MAC securities, the possible market for a new MAC offering may
be affected by the recent moratorium decision, as well as by uncertainties
concerning the City and State budgets, However, it is possible that the
development of a plan for dealing with the moratorium notes, progress in the
resolution of the City and State budgets, and indicatioma of Federal adminis-
trative and programmatic support, could provide the foundation for a successful

public offering.



4
It must be recognized that fhe timing of a public offering is
dependent on fqvorable market conditions, While current market conditions
suggest that a successful offering might be accomplished in the next two
months, public investors may'raquire a more definitive resolution of the
issues outlined above, which would have ﬁhe effect of delaying an offering
until later in the year,

Whatever the timing, MAC may be able to accomplish a public offering
of approximately $250 million to $300 million of MAC securities, similar to

those placed with imstitutional investors described above.

4, Internal and Other Sources of Cash:

The City is engaged in a concentrated program to refinance certain
Mitchell-Lama mortgages, Proceeds from Mitchell-Loma refinancing are included
in tﬁ@ City's Cash Flow Plan, and it is possible that a sigaificant porticn of
these proceeds may be available to redeem moratorium notes. The actual portion
which might bhe 8o available ie dependent, anmong other things, upon the achieve-
ment of projected improvements in the City's opevating cash flow during the
remainder of the fiscal year. Further, the timing of the mortgage sales is
sufficiently uncertain that the City cammot commit to a specific schedule of
payment, At the présent time, however, we believe that such payments could
amount to all Mitchell-Lama sale proceeds in excess of $150 million, Payment
of such proceeds could begin to be made early in fiscal year 1978, and, subject
to the above conditions, we estimate that up fq $250 million could be available
. to redeem moratorium notes beforé November 19, 1977.

5. Exchange of Moraterium MNotes Held by Inmtitutions:

We aspume that institutional holders of $819 million of wmoratorium
notes who have previously agreed to defer maturities on those notes, will defer
payment of the principal. This extension may be implemented by an exchange of

their notes for other securities,



6. Securitiea in Lieu of Cash:

This proposal necessarily must be contingent upon & number of
factors regarding, among other things, the marketability of City or MAC
gecurities with public and institutional investors, the City's operating
cash flow, and the willingness of certain institutions to participate along
the lines suggested, Accordingly, the City may ask the noteholders to
accept City or MAC securities to the extent that the financing sources
{dentified fail to generate funda sufficient for a full cagh settlement,
Bg;gmgg_ggggxgl and State Governments

The willingness of inatitutional and public invéatora to participate
in financing a moratorium note gettlement is in part dependent ou the urhan
policies of the Federal and State goveruments.

Investment dacisions may be influenced by the extent to which the
Fedexal government recognizes the nature of many urban problems and begina
to addrenss thaeir golution, In additiom, the City is secking cortain adminis-
trative actions which can benafit Now Yok Civy without Llegislation. The
jmplementation of guch actions should signal support as well os providing
vital agsistance to the budget balancing process in fiseal 1978,

On the state level, the City is seaking asgurance that
budgetary probléms of New York State will not adversely affect the city's

three year financial plan, a development which might influence investizent

decisions.
Table 2
Sumwarxy of Proposed Settlement of Publicly-Held
Moraterium Hotes

Styucture of Financing (§ millions) Amount Timing

MAC Restructuring _ $ 206 Jan, 1977

Institutional Placement 250 - 300 Feb.-June 1977

public Offering 250 -~ 300 Jan,~Nov, 1977

City Cash 200 - &30 July-Nav. 1977



TAX AND BUDGETARY EFFECTS
OF PLAN 6 COMPARED WITH
FINANCIAL PLAN

- {$ Million).

Financial
Plan Plan Plan Plan
{Mod #5) 6A 6B 6C
Tax Rate ~$ 8.98 $ 8.91 $ B.8O $ 9.10
Allocate Reserve No No No Yes
Tax Within Limit
A.V. © 38926 38826 38826 38826
2%% Limit 1957 . 1956 1956 1956
100% 100% 97.8% 100%
Tax Within Limit 1957 1956 1914 1956
Debt Service
Gross 1 1562 1555 1555 1555
Offsetting Rev. (43) (70) (70) (70)
Allocation 0 0 0 75
Total 1519 1485 1485 1560
Gross Tax Yield )
Levy 3476 3441 3399 3516
Net Delinguencies (277) (273) (269) (281)
Prior Years 70 70 70 70
Gross Yield ' 3269 3238 3200 3305
Net Tax Yield
Gross
Less: Debt Service 0/S 1519 1485 1485 1485
Deb Service W/IZ2 199 145 145 145
MAC 593 6lé6 6l6 6le
NET 958 992 954 1059
Increase (Decrease)From Plan - 34 {(4) 101
lOffsetting Revenuesf
Financial
Plan Plan 6
Limited Profit Housing 24 20
Docks 7 6.7
Markets 4 3.7
Parking 4 -
Shea Stadium 1 1
State Aid 3 2.5
Federal Reimbursement - 41.6
Direct Aid - (8)
Total ) 43 69.6
2pederal interest rate in Financial Plan = 7%. In Plan 6

and Plan 7 federal rate = 6%. Within limit payment for pub%ic
moratorium RANS and TAN 32.7 million. Total of $§727 million
outstanding. Assume six months interest at 9% for half this amount.

31nterest on $250 million naked MAC at 9% = $22.5 million.
Assume no capital reserve.



PLAN 6

l. Financing of Moratorium ($ Million)

MAC Stretch 206
Short MAC 250
Long MAC : 277

- Mitchell~Lama _ 250
Total 983

2. Terms of Financing
a) Short MAC

Interest Rate: 9%

Maturity: $80 in 78/79
$170-in 79/80

Conversion: Assume conversion into 9%
15 year City bond upon maturity

b) Long MAC
Interest Rate: 9%
Maturity: 15 years with no amortization
years 1-5
Conversion: MAC to hold mirror image City
debt, i.e., bonds serviced
through R. E. taxes.
c}' Bank and Pension Moratorium
Interest Rate: Th%
Maturity: Same as long MAC
Conversion: Same as long MAC

3. Tax Rates (Without Allocation)

Constant
Full Taxation Levy
77-78 8.91 8.91
78-79 8.78 8.68
79-80 B.67 8.51
80-81 B.68 8.48
81-82 8.56 8.33
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REVENUE GENERATED BY REFINANCING CITY MITCHELL-LAMA PROJECTS UNDER SECTION 223(F)  sTATus paTe: NOV-26.1978

Accep- HUD (%) S ittt COSTS———-——-—--

Project Class Original Mortgage X tance X Commit = Gross Yield -~ Fnl Drawdown 223{(f} Costs = NET YIELD

A, COMPLETED CITY MITCHELL-LAMA PROJECTS

SECTION 236 Rentals (28 projects) s 350,137,000 90 60 $189,073,980 $ 19,900,000 §$ 23,870,000
Co-0Ops ({ 7 projects) 145,071,500 80 60 69,634,320 6,360,000 8,855,060
FAIR MARKET Rentals (38 projects) 223,291,444 90 40 180,384,220 4,762,000 10,120,000
Co-Ops {32 projects) 300,841,254 80 40 96,269,214 2,036,000 12,155,000
TOTAL (105 projects) $1,019,341,238 mpumawmw.uwn $ 33,058,000 § 55,000,000

(Total) $ 88,058,000 $347,304,434

B. CITY MITCHELL-LAMA vmoumnqm UNDER CONSTRUCTION

SECTION 236 Rentals (5 projects) § 75,563,800 90 65 $ 44,204,823 S 12,544,000 $ 4,671,000
Co-Ops (2 projects) 45,578,600 80 65 23,700,872 5,527,000 2,552,000
8 Rentals (1 project) 90,720,000 100 65 58,968,000 13,040,000 6,278,000

TOTAL {8 projects) § 211,862,400 $126,873,695 $ 31,111,000 § 13,501,000

(Total) §$ 44,612,000 $ 82,261,635

(rev.12/2) - TOTAL $429,566,129
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OPI'IONS FOR MORATORIUM DEBT AND

IMPACT ON REAL ESTATE TAXES

CASE 1 CASE 2 CASE 3
1. Structure of Financings
MAC Stretch 206 206 206
city eashMLﬂM 0 100 250
MAC ' 0 0 0
Super MAC (10 yr.) 777 677 527
Total 283 983 983
2. Tax Rates — Full taxation within 2%% limit
77-78 $8.90 $8.88 $8.86
78-79 9.26 9.22 9.15
79-80 9.12 9.08 9.02
80-81 9.06 9.02 8.96
B1-82 8.99 8.95 8.89
5 year éverage $9.07 $9.03 $8.98
3. Tax Rate - Constant within limit levy at 77-78 level
77-78 $8.90 $8.88 $8.86
78-79 9.16 9.12 9.05
79-80 8.94 8.92 8.86
80-81 : - 8.87 §.83 8.77
81-82 8.76 8.72 8.66
5 year average $8.93 $8.89 $8.84 777
~L
4. Reduction in levy!within limit that would produce
$8.80 rates ($ Million)
77-78 $ 37 $ 31 $ 23
78-179 178 162 135
79-80 124 108 85
80-81 102 87 63
81-82 76 60 36
5 year average $103 $ 90 $ 68

CASE 4

250
25
277

983

9.04
8.91
8.86
8.80

$8.88

$8.80
8,94

8.75

93
42

24

$ 32
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Structure of Financing

MAC Stretch 206 206 206 206 206

Mitchell Lama 0 100 250 250 250

Naked MAC 0 0 0 250 0

Convertible MAC 0 0 0 0 170

Super MAC 777 677 527 277 357
Totals 983 983 983 983 983

Tax Rates - Full Taxation Within 2%% Limit - \¢A‘“:/(h

77-78 $8.90  $8.88  $8.86  $8.80  $8.83 —

78-79 9.26 9.22 9.15 9.04 9.08%

79-80 9.12 9.08 9.02 8.91 8.96

B0O-81 9.06 9.02 8.96 B.86 8.95

81-82 8.99 8.95 8.89 8.80 8.88

5 yr. average 59,07 $9.03 $8.98 $8.88 $8.94

Reduction (increase) in levy Within Limit (From #2) that Would
Produce $8.80 Rates {$MM)

77-78 39 32 22 (1) 11
78~79 178 161 136 95 108
79-80 125 109 84 43 64
80-81 104 87 .63 23 60
81-82 17 61 37 (2) 34
5 yr. avérage 105 50 68 32 55

Tax Rate Constant Within Limit Levy at 77-78 Level ($1956 MM)

77-78 $8.90 $8.88 $8.86 $8.80 $8.83
78-79 9.16 9.12 9.05 8.94 8.98
79-80 8.96 8.92 8.85 8.75 8.80
80-81 8.87 8.83 8.76 8.66 8.76
81-82 8.76 8.73 8.67 8.57 8.66
5 yr average 8.93 8.90 8.84 8.74 - 8.81

Reduction (Increase) in Levy Within Limit (From #4) that Would
Produce S$B.80 Rates (#4) (SMM)

77~-78 39 32 22 (1) 11
78-79 139 122 97 56 69
79-80 63 46 21 (20) 1
80-81 27 11 (14) (54) (17)
81-82 {14) (30) (54) (93) (57}

5 yr average 51 36 14 22 1

/:‘\-




Case 1 Case 2 Case 3 Case 4 Case 5
Budgetary Tmpact ($MM)

77-78 $22.5 $15.3
78-79 22.5 15.3
79-80 22.5 L76:7F 7,7
80-81 22.5 0

81-82 22.5 0

82-92 (Annual) 38.96 0
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Impact of Options #4 and #5

on MAC Funding

Incremental New Incremental New
MAC MAC Funding MAC Funding MAC Funding MAC Funding
Funding For After For After
W/Stetch Option $#4%* Option #4 Option §#5** Option #5
77/78 389 23 412 15 404
78/79 461 23 A84 15 476 .vJ
79/80 571 23 594 0-178 ?y\w}/
80/81 542 23 565 42,
81/82 496 23 519 496
82/83 502 39 541 502
83/84 376 39 415 376
84/85 540 39 579 540
85/86 485 39 524 485
86/87 335 39 374 335
87/88 304 39 343 304
88/89 317 39 356 317
89/90 0 39 39 0
90/91 105 39 144 105
91/92 109 39 148 109
92/93 27 27 27
93/94 0 0 0
94/95 (56) (56) {(56)

*Amount: $250 MM
Coupon: 9%
Texrm: 15 yrs.

**Amount: $170MM
Coupon: 9%

Assumed: 100% conversion lst half 79/80

Issued: 2nd hal

(Level Debt Service yrs. 6-15)
Issued: 2nd half 76/77

£ 76/77
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THE CITY OF NEW YORK OFFICE OF THE MAYOR ABRAHAM D. BEAME

Tel: 566-~5090

For Releasé: Wednesday, March 9, 1977

Mayor Abraham D. Beame, Comptroller Harrison J. Goldin
and MAC Chairman Felix Rohatyn, today announced agreement on
a plan to solve the billion dollar moratorium financing problem.

The plan will be presented to the Emergency Financial
Control Board on Thursday morning. On the basis of the plan,
the loan requested by the City under the Federal seasonal
financing program could then be approved by the EFCB and
considered by the Treasury Department for payment by Monday.

The major components of the plan to repay $983 million in
moratorium notes held by the public are:

- $410 million in cash from the sale of Mitchell-Lama
mortgages;

~$50 million paid back to the City by the Educational
Construction Fund from proceeds of financing;

- $109 million to be invested by three special funds;

- $57 million available in the City's cash flow resulting
from improved cash management;

- $90 million from the stretch of MAC securities currently
held by employee pension funds and City sinking funds; and

- $250 - $300 million intended to be provided by a MAC
exchange offer to holders of City notes at attractive, tax-
freé interest rates.,

The details of the plan are attached.

In addition to the funding provided in the foregoing
moratorium plan, the following sources could be used to
compensate for any possible shortfalls:

- The City anticipaﬁes that a public offering of City
or MAC obligaticons in the amount of $200 - $250 million can
be achieved in fiscal 1978.

- The City could also realize $60 million in cash during
the next nine months from the investment of additional Federal
sewage treatment reimburscments which requires Federal legislation.

3
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In-light of presentation of the moratorium repayment plan to
the.EFCB, and subject to the approval of the EFCB and Treasury Department
of the Federal seasonal loan, the employee pension funds pledged to
resume their long-term financing. The unions have agreed to recommend
the reaffirmation of the pension fund commitment to a five-year stretch
of the MAC securities they hold as well as to fashion an appropriate
solution for the repayment of their City notes.

The Clearing House banks, MAC and the City agreed to continue
consideration of a stretch of MAC bonds held by the banks beyond 1978
and also to consider an appropriate solution for the repayment of the
City notes held by the banks.

All parties underscored their commitment to the City's
reentering the marketplace on its own at the earliest feasible time.
Toward this end -- at the fequest of the Mayor and Comptroller -- the
city, MAC, the unions, the banks and non-bank underwriters will create
a committee to consider conditions which may be necessary for the sale

of city securities, including an appropriate monitoring device.
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The City has been dirccted by the highest court o 1ho Stete

of New York to prosenﬁ a financial plan which wvill provide for
the payment of approximately $1 billion of note indebtedness past
due and currently in default. The City does not have the cash
for such payment and its current lack of access to the credit
markets has made financing of such amount impossible. The news
media indicate that a practical soluﬁion to this dilermma has vet

to bhe found,

We suggest that a concept successfully implemented by the
State of New Jersey for the solution of similar problems of lack
of access to the credit markets by certain of its cities (the
"qualified hond" program, further explained below) could provide
a practical solution to the problem, The centra) feature of the
proposal is to permit the City in effect to pledge as security
the stream of Federal aid payments, both Federal revenue sharing
and categorical aid, which now flow to the City of New York. The
plan does not require the Federal Government to commit any

additional dollars.

The plan would provide for an agreement between the
Secretary of the Treasury and the City of Mew York (authorized by
congressional act) whereby a relatively small portion of the
approximately $2.7 billion of annual Federal aid to New York City
would be set aside annually through the Federal Reserve in an
anount sufficient to cover debt service on the proposed qualified

bonds of the City, The plan:



1. would not r.guire a2 Fodoral Gudroanities of Moo Yoo Ol

honds;

2o would not of itself provide any additional subsidy to Hew

York City; and
3. is designed to be acceptable to the bond market.

The plan is based on the recently inaugurated New Jersey
program allowing school districts and municipalities to issue
"qualified" bonds. The State of New Jersey, like other states,
pays various forms of financial aid to its local school districts
and municipalities. Under the qualified bond program, a locality
which wishes to issue qgualified bonds may apply to the
appropriate State official to approve a proposed bond issue as
"qualified". A review is conducted at the State level as to the‘
proposed use of the bond proceeds and whether the proposed
borrowing by the locality is prudent and capable of repayment,

If State approval is granted, the locality may then issue its
bonds as qualified bonds. New Jersey law provides for payment of
debt service on qualified bonds directly by the State to the bond
paying agent., The amount of debt service so paid by the State on
the qualified bonds is deducted from State aid payments which

would otherwise have been made directly te the locality,

While the State makes no promise to holders of gualified
bonds that it will continue to pay aid to the locality, it does
promise that so long as aid is paid for the bencfit of the

locality, it will continue the precess of deduction and payment



described above for tho califiod beada. e localicy 4o wedll
required to make annval appropriations for debt service on iy
qualified bonds, and provision is made in the law to allow this
appropriation to be used, once the deht service has heen paid, to
replace the operating aid diverted at the State level to the

payment of debt service,

The New Jersey qualified bond program, which was passed by
nearly unanimous votes of both houses of the legislature, has
been highly successful. Two of New Jersey's principal cities,
Jersey City and Newark, had difficulties finding acceptance in
the credit markets due primarily to economic and urban problems
which the credit markets considered similar to those affecting
the City of New York., 1In December 1975, Newarlk tried to sell
bonds and received no bids. Shortly thereafter, Jersey City had
to pay an interest rate of 10-3/8% to sell its bonds. The
mechanism provided by the qualified hond program gave reasonable
assurance to prospective bond buyers that debt service on bonds
qualified under this program would Le amply covered by expected
future appropriations of State aid, and the risks attending the
expected continuation of such appropriations were well accepted
by the credit markets. Following adoption by the State of the
qualified bond program, Jersey City sold qualified bonds in
August 1976 at an interest rate of 6~7/8% and in January 1977 at
5-7/8% and Wewark sold qualified bonds in November 1976 at an

interest rate of 6,.55%.

The particular mechanics suggested for the City of New York



arer sat forth bhal

Congress would cnact legislﬁtion'mjmilar to thae Hew Jersay
qualified bond legislation, The City would bhe authorizcl b Mesw
York State legislation to issue City "federally qualified" bonds
to fund the roratorium notes. The Federal legislation would
provide for "Féderal qualification” by the City of bonds when
approved by the Secretary of the Treasury. The Federal
legislation would provide that Federal aid equal to the principal
and interest payments on the City's federally qualified bonds
would be deposited in escrow with the paying agent for the City's
bonds on or before the due date, with the balance of the Federal
aid being paid directly to the City in the usual manner. If the
City deposited funds for the payment of the bonds with the paying
agent prior to the due date, the escrowed Federal aid funds would
immediately be released and paid to the City for use in the
normal manner; if the required payments on the honds ﬁere not
forthcoming froa the City by the due date, the escrowed Federal

aid funds would he used to make payment on the bonds,

While the immediate objective of this propesal is to provide
a solution to the unpaid moratorium notes, it could alsc be

applied to future issues of New York City bonds.

One problem which might have to ke dealt with by Federal
legislation is the existing Federal Credit Agreement governing
short term loans from the Federal Covernment to the City through
June 30, 1978, In that Agreement, which provides for loans to

the City in amounts not to excced $2,3 billion, the Federal



Covarnmant has veswrvad the right to ob in rapasmaons o tha
City's borrowings from the Governronc 1o cdeductling the aroant of
the borrowings from any amounts payables by the Federal Covernment
to the City. To establish credibility and market anceprance for
the federally qualified Citf bonds, it might be necessary for the
Federal CGovernment by legislation to waive-its priority to
recapture Federal aid payments to the extent of one vear's debt
service on the federally gualified City bonds. If the initial
amount of federally gualified bonds to be issusd is approxinately
$1 billion, the annual debt service on these bonds should be less
than $150 million, a rather small proportion of the $2.7 billion
annual Federal aid payments to the City. To the extent that the
City's immediate cash flow problems are eased by the issuance of
federally qualified City bonds, the City's ability to repay the
Federal loan and debt service on outstanding City bonds in timely

fashion should be substantially enhanced.

Thare may be considerations which would make it desirable to
finance the moratorium notes by creating a new entity similar to
Municipal Assistance Corporation to be the issuer of the bonds
rather than having the federally gualified bonds issued directly

by the City. The program proposed should be workable with such

Y
»

to the

el

an issuer so long as the Federal aid paymen dae

support of the bonds in the same manner descrited alkove.

The Federal legislation permitting issuance of federally
qualified bonds could be confined to the City of New York or

extended to other cities and municipal issuvers as Congress



dutermines,

Tt is emphasized that whilé the proposed plan is intended to
solve the inmediate problem of dealing with the moratorium note
default, the many other on-gbinq problems of the City budget and
City management must eventually be solved. The Federally
qualified bond plan, however, could, on a one-step~at-a-time
basis, solve the immediate $1 billion crisis while providing time
for alternative solutions to be developed for the long term
problems of the City.

Clifford A. Goldman

Acting State Treasurer of New Jersey
Morgan J. Murray

Hanagexr of Municipal Finance

Smith Barney, Harris Upham & Co,

Incorporated

Thornton €6, Edwards, Partner
Willkie Farr & Gallagher
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The City has proposed that $983 million of debt in
moratorium be financed partially through the issuance of
approximately $527 million of new debt. It is imperative
that this new debt be structured so as to avoid increasing
the real estate tax rate.

City fiscal practices over the last decade have resulted
in a 74% increase in real estate tax rates from $5.07 in
1967-68 fo $8.80 1in 1976-77 per hundred dollars of zssessed
valuation. This precipitous increase is a major cause of
economic deterioration and erosion of the City's tax base.
Indeed, the City has probably reached the point where further
increases in this tax are self defeating. While an increase
may appear to produce additional real estate tax revenue, it
also produces offsetting decreases in sales, income and other
economic based taxes by driving jobs and business from the
City.

Fortunately, the City has the capability of capping the
tax rate at its present level. It appears that next year's
rate can be kept at $8.80 without disturbing the City Financial
Plan, even assuning the issuance of new debt to redeem notes
in moratorium. Moreover, it is possible for the City to main-
tain present tax levels for the next decade while financing
its capital nceds and meeting all debt service obligations.

Because future tax rates are, in part, a product of
variables ocutside the City's control--such as the full valuation of
taxable real estate and interest rates on debt--tax rates

cannot be predicted with certainty. However, by adhering to
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disciplined capital budgeting policies and introducing new
financial practices, the City could hold tax rates at, or near,
present levels, given reasonable assumptions regarding uncon-
trollable variables.

This can be demonstrated by a simulation model constructed
by our office which displays the tax and budgetary consequences
of both debt issued to redeem moratorium noted and future
capital financings. The results of two simulations, each
positing a different method of financing moratorium debt, are
summarized below:

Projected Tax Rates?*

Case A Case B
197778 $8.80 $8.80
1978-79 8.77 9.02
1979-80 ' 8.80 8.86
1980-81 8.81 8.85
1981-82 8.78 8.81
1982-83 8.88 8.91
1983-84 8.89 8.92
1984-85 _ ~ 8.81 8.83
1985-86 8.93 8.71
1986-87 8.98 8.77

However, a change in City tax policy=--the introduction of
excess tax 1evieé for debt service--could change these forecasts
and threaten the stability of future tax rates. Under this
proposal the tax levied for debt service would not be limited
to the amount of debt service paid by the City. Rather, the

tax would be multiplied by the delinguency rate. Thus, given a

*The specific assumptions for these simulations are discussed
in Appendix A,
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$100 of debt service and an 8% delinquency rate the City
would levy a tax of $108.70. Net collections (.92 x $108.70)
would then bé $100. While such a change in tax policy may be
legal, its implications are alarming. It could create a cycle
of higher taxes, increased delinquencies caused by higher taxes,
and still higher taxes to make up for delinquencies. As
demonstrated in Appendix B, were such a policy instituted, tax
rates could continue to escalate.*

Tn addition as explained below, unless new debt issuances
are carefully controlled, taxes could continue to rise.

Stabilizing the Tax Rate

The real estate tax levy consists of two conceptnally
different taxes, one for debt service and one for operating
expenses. Over the last decade the City has levied operating
taxes which averaged 96.5% of the maximum legal limit. Given
the City's budgetary problems, it is unrealistic to expect future
operating levies to decline. We expect the City to continue to
levy taxes near, or at, the legal maximum. In ithis case, debt
service becomes the principal determinant of tax levies.

In the past decade, the growth in capital debt service
(166%) outstriped the growth in the underlying assessed value
(23%) . This was due to both the size and structure and interest
rates on City debt issuances. While interest rates are uncon-
trollable, size and structure are policy determinations:

Size. lssuances of capital debt are driven by the capital
le#penditures, which rose from less than $500 million in 1967/68

to a peak of almost $1.7 billion in 1974/75. A large portion

*over-taxing for debt service would not increase tax rates
were the City to reduce taxes within the limit.



-

of this increase was due to snowballing amounts of capitalized
operating expenses which reached $663 million in the last
fiscal year. To stabilize taxes, the City should limit

capital expenditures and capital debt issuances to $1 billion

a year for four years beginning 1978-79. The City can begin

to increase this amount by $50 million a year beginning 1982-83.
As the City phases out borrowing for operating expenses, an
increasing amount of capital borrowings will be available for
capital construction.

Structure. As City debt issuances rose over the past
decade, debt maturities rather than being lengthened, were
shortened, reaching an average maturity of about seven years.

In addition, the City followed the policy of level principal
repayments. When interest is added, this policy produces a
pattern of total debt service charges which is highest in the
first year and then declines.

The City should reverse these policies. First, it should
schedule increasing principal fepaymenté which will produce
debt service as level as legally possible. Second, it should
lengthen maturities on debt. For capital construction projects,
an average maturity of 15 years is suggested, (Certain capital-
ized expenses, however, are limited by law to shorter year

maturities.)

Agide from stabilizing taxes, issuance in this size and

maturity pattern will maintain a stable relationship between

debt outstanding and real estate values. For example, total

debt outstanding stabilizes at 11% of the full value of real
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estate for the next ten years under Case B (see Table 1). Thus,
lengthening maturities in the manner suggested is not a gimmick
to postpone problems. Rather, it moves City finances toward

equilibrium.

Moratorium Debt

This City has announced plans to issue approximately
$527 million of new debt to finance redemptions cf notes held
by the public moratorium. The City has indicated that the
remaining $456 million could be redeémed through a MAC stretch
($206 million) and proceeds from Mitchell-Tama refinancing
($250 million).

The City has indicated that in addition to normal MAC
and City bonds, this new debt could take the following forms:

Super-MAC: MAC bonds which are fully backed by City
securities. Accordingly, Super-MAC bonds would be serviced by
real estate taxes.

convertible-MAC:. MAC bonds with relatively short maturities,

which upon maturity are converted to City serial bonds. In this
case, interest prior to conversion would be paid from sales and
stock transfer taxes. After conversion, interest and amortiza-
tion would be paid from real estate taxes.

In addition, the City has suggested converting moratorium
notes held by banks and pension to long term debt which also
might be serviced by real estate taxes. This new debt should
be structured with the objective of stabilizing real estate taxes.
Two possible combinations of moratorium financings which meet

this objective are:



Case A
Amount
Type ($ Million) Terms
Super-MAC 5277 9%, 15 years with amortization
beginning year 6 1978-79. 138.5 issued
FY 76/77, 138.5 issued FY 77/78
Convertible $250 9%, $B0 million maturing in 1978-
MAC 79 and $170 million in 1979-80;
convertible to 15.5 year 9% City
serial bond upon maturity.
Super-MAC
{Exchanged
for moratorium $819 15 years with amortization
notes held by beginning in 1979-80
institutions)
Case B
Super MAC $357 9%; 10 years with amortization
beginning year 1978-79. 178.5 issued
FY 76/77, 178.5 issued by 77/78
Convertible $170 %; maturing 1979/80; convertible
MAC into 9% 15.5 year City bond.
City Bonds $8109 8% level principal repayment, issued

(Exchanged for
notes held by
institutions

in moratorium

FY 76/77
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Budgetary Impact of Moratorium Financings

Both Cése A and B would reduce the City's short term
interest expense. The 1977-78 Financial Plan allocates $66
million dollars for interest on RANS and TANS. By law, this
interest cannot be paid by raising taxes outside the limit, and
is therefore considered a normal operating expense. Since these

notes would be redeemed in both Cases A and B, operating expenses

would be reduced. However, operating expenses will increase to the
extent that MAC debt is issued without full backing by City

debt, since in this case, interest must be paid from sales taxes.

'Because of the complexities involved--taxes within and out-
side the limit, debt service within and outside the 1imit)
levies and rates of delinquencies, moratorium financings, etc.--
the best way to evaluate the overall budgetary iﬁpact of any
moratorium financing plan is to consider the net revenue produced from
real estate taxes, real estate tax revenues less debt service expenses--
in other words, the amount of real estate taxes available for
City services. 1In both Case A and Case B next year's tax rate
can be held at $8.80 while producing net revenue slightly above

the financial plan requirement as shown below:

Net Real Estate Tax Revenue

FY 1977-78
($ Million)
Financial Plan Case A Case B
Tax Rate 8.98 $8.80 $8.80
Tax Levy 3476 3399 3399

{Continued)
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Financial Plan Case A Case B
Less: Delinquenciesl (277) (269) (269)
Plusg: Prior Year Collecticns 70 70 70
Subtotal: Gross Revenue 3269 3200 3200
Less: Debt Service
Outside Limit 1519 1469 1462
Within Limit? 199 145 145
MAC 593 616 608
Subtotal: Debt Service
and MAC 2311 2231 2215
Net Revenue 958 969 985

Increase in Net
Revenue QOver Plan - 11 27

lDelinquencies are a function of the tax levy. Thus,
delinquencies will decline as the tax levy declines.

2rederal interest rate in Financial Plan = 7%. In Cases
A and B and Plan 7 federal rate = 6%. Within limit payment
for moratorium RANS and TAN = 32.7 million assuming six months
interest on 50% of RANS and TANS held by public.



Table 1

Outstanding Debt Compared

With Full value-Case B

{$ Million)

*Serial bonds, notes in moratorium and Convertible MAC

Outstanding
Debt Outstanding
Fiscal Beginning of End of Fiscal
Year Fiscal Year* Issued Redeemed Year Full Value

8527 1686 1063 8710 10,7
| 1977-78 8710 383 946 8747 10.8
1978;79 8747 1000 949 8798 10.9
1979-80 8798 1000 812 8986 11.1
1980~81 8986 1000 831 9155 11.1
1981-82 9155 1000 849 9306 11.1
1982-83 9306 1050 913 9443 11.0
1983-84 9443 1100 933 9610 11.0
1984-85 9610 1150 309 9851 11.0
1585—86 9951 1200 936 10115 11.1






