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Foreword

QOctober 31, 1979

For the City of New York, fiscal year 1979 was in many respects a paradox.
The City made significant progress on a wide number of fronts in its ongoing effort
to achieve genuine budget balance, comprehensively reform its fiscal affairs, improve
its economic climate and ultimately regain full investor confidence.

With the exception of its capital program, which continued to lag, every major
fiscal objective which the City set for itself in fiscal year 1979, or which its friends
or critics insisted upon, was achieved—often ahead of schedule and often in a manner
which surpassed earlier expectations,

This progress was reflected in five key developments:

¢ For the second year in a row the City's budget was balanced as defined
by the accounting principles prescribed under New York State law for its
Financial Plan. Indeed, actual results for the year were $216 million better
than Plan.

e The City made further progress toward budgetary balance as defined
by Generally Accepted Accounting Principles (GAAP), reducing its audited
deficit from $712 million in 1978 to $422 million in 1979. (This figure contrasts
with the City’s unaudited deficit for 1976, an estimated $1.8 billion.)

¢ The timing of revenue inflows was more closely synchronized with
expenditure outflows; hence, the City’s seasonal borrowing needs were reduced
from $1.873 billion in 1978 to $650 million in 1979.

o For the first time since the loss of its credit in 1975, the City was able
to raise part of its seasonal borrowing needs—some $275 miilion—in the pubtic
credit markets through a negotiated underwriting. Public demand for two
issues of highly secured short-term notes was strong enough to permit the
issuance of these notes at interest rates below the cost provided by a T.oan
Agreement with private lenders.

¢ Despite the continuing GAAP deficit and the issuance of bonds for
capital and other purposes, combined City and Municipal Assistance Corpora-
tion (MAC) net debt and lease purchase obligations increased by a relatively
modest amount, from $12,157 million as of June 30, 1978 to $12,375 million as
of June 30, 1979.

All other things being equal, the City’s progress in fiscal year 1979 might today
be celebrated as far-reaching evidence that full and complete recovery from the
near-disaster of 1975 is now only a matter of time.

But other things are not equal.

While the City, with Federal assistance in the form of loan guarantees. was
achieving tactical objectives on schedule, the overall strategy and economic base
supporting the massive campaign were being eroded.

Inflation took command of the nation’s economy, sweeping over ineffectual
counter-measures in Washington. Stagnation gripped large sectors of the business



economy, with the housing industry especially hobbled by the cost of money.
Workers saw their real purchasing power decline, while increasingly larger shares
of income were drained away by the rising cost of energy.

For the City of New York, still the home of a disproportionate share of the
nation’s poor, stili bearing extraordinary local costs for welfare and health despite
promises of welfare reform and national heaith insurance, still recovering from the
last recession and its own fiscal crisis, 2 raging inflation and an uncertain economy
threaten the hard-won gains of the post-crisis period,

It is regrettable that so somber an observation must accompany this report on
a year which began encouragingly on the strength of new Federal loan guarantees
and the agreements between Mayor Koch and the municipal unions on the terms
of labor contracts extending into 1980.

The signing by President Carter of the Loan Guarantee Act in August, 1978,
capping his successful campaign for its adoption in Congress, was followed by
intensive negotiations to compiete arrangements for financing the City during the
four years ending in 1982. Agreement was reached in November on a program
which many have described as the largest and most complex financing plan ever
negotiated. Involving such parties as the Executive Branch of the Federal Govern-
ment, the Congress, the State, the Municipal Assistance Corporation, the New
York Clearing House Banks, certain savings banks and insurance companies, and
with the support of municipal unions and City and State pension funds, the pian
provides $4.5 billion to finance the City through the sale of City and MAC bonds
over four years.

During fiscal year 1979, the City, under terms of this plan, sold $400 million in
guaranteed City bonds, while MAC sold $901 million of its own obligations,

While the four-year financing plan provided a source of funds for all the City's
long-term borrowing needs until 1982, it did not assure the availability of short-term
credit to cover seasonal imbalances between receipts and expenditures. Since 1975
such seasonal loans had been provided by the Federal Government ; but the Seasonal
Loan Act expired at the end of fiscal year 1978, replaced by the Loan Guarantee
Act for long-term debt.

To meet its seasonal needs, the City entered into a separate Loan Agreement
with the Clearing House Banks and four of the City’s pension funds, providing up
to $750 million in seasonal loans during fiscal year 1979, For the first time since
1975, the City would no longer be dependent upon the Federal government for
seasonal financing. In addition, and even more importantly, the estimated seasonal
borrowing need for the year was sharply reduced, to only forty percent of the
amount actually borrowed in the previous year.

In the end, the City found it necessary to horrow only $650 miilion of the
$750 million maximum anticipated for fiscal year 1979; and, as previously noted,
$275 million of the $650 million was borrowed through the public credit markets,
rather than the standby loan facility,

Additionally, in each of the City’s fiscal years from 1975 through 1978, the
City had found it necessary to secure from the State an advance of $800 million in
local assistance funds due at a later date. In fiscal year 1979 the City eliminated
the need for this advance; $400 million was financed through the issuance of
MAC bonds and $400 million through available cash balances. ' This reduced Jevel
of seasonal borrowings. and the resuitant savings in interest costs, is expected to
continue through the remainder of the four-year plan.

Last year I reported that the first opinion on the City's financial statements
ever rendered independently by a consortium of certified public accounting firms






