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$720,000,000 General Obligation Bonds, Fiscal 1997 Series 1

$600,000,000 $120,000,000
Tax-Exempt Bonds Taxable Bonds
Principal Interest Price Principat Interest
April 15 Amount Rate or Yield Amount Rate Price
1999 $ 1,235,000 4% % 4.55% $17,000,000 6.85% 100%
2000 1,495,000 4.80 4.85 18,000,000 7.10 100
2001 : 1,800,000 5 100 19,000,000 7.24 100
2002 2,265,000 5.20 100 20,000,000 7.34 100
2003 1,850,000 5% 5.45 22,000,000 7.46 100
2004 1,790,000 5 5.60 24,000,000 TR 100
2005 27,495,000 5% 5%
2006 30,925,000 6Y4 5.85
2007 32,855,000(1) 644 5.45
2008 34,910,000 6 100
2009 37,005,000 6 6.10
2010 39,225,000 6.10 6.15
2011 41,615,000 6% 6.20
2012 44,165,000 6 6.22
2013 36,610,000 6 100
2014
2015
2016
2017 66,625,000 64 6.31
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027 198,135,000 64 6.39

(1)  Insured by MBIA Insurance Corporation.

$353,415,000 General Obligation Bonds, Fiscal 1997 Series J

$302,420,000 $50,995,000
Tax-Exempt Bonds Taxable Bonds
Principal Interest Price Principal Interest Price
August 1 Amount Rate or Yield Amount Rate or Yield

1997 $12,795,000 412 % 3.98% $ 995,000 612% 6.00 %
1998 1,160,000 4.20 4.20 10,815,835 ¢)) 99.91
1999 2,535,000 4 4.55 11,538,335 m 99.91
2000 2,680,000 4.80 4.85 12,375,000 n 99.91
2001 5,985,000 5 100 10,427,500 1) 99.91
2002 12,400,000 5.20 100 4,843,330 n 99.91
2003 7,685,000 5% 545
2004 8,940,000 5th 5.60
2005 8,625,000 5% 5%
2006 9,130,000 5% 5.85
2007 9,745,000 5.80 595
2008 10,270,000 6 100
2009 10,905,000 6 6.10
2010 11,590,000 6.10 6.15
2011 12,320,000 6's 6.20
2012 13,100,000 6% 6.22
2013 13,930,000 68 6la
2014
2015
2016
2017 64,920,000 6 6.29
2018
2019
2020
2021 83,705,000 6 6.36

(1)  $50,000,000 Fiscal 1997 Series J Bonds (the ‘‘Euronotes’’) not being offered by this Official Statement.




No dealer, broker, salesperson or other person has been authorized by the City or the Underwriters to give
any information or to make any representations in connection with the Bonds or the matters described herein,
other than those contained in this Official Statement, and, if given or made, such other information or
representations must not be relied upon as having been authorized by the City or the Underwriters. This Official
Statement does not constitute an offer to sell or the solicitation of an offer to buy, nor shall there be any sale of
the Bonds by any person in any jurisdiction in which it is unlawful for such person to make such offer,
solicitation or sale. The information and expressions of opinion contained herein are subject to change without
notice, and neither the delivery of this Official Statement, nor any sale made hereunder, shall, under any
circumstances, create any implication that there has been no change in the matters described herein since the date
hereof. This Official Statement is submitted in connection with the sale of the Bonds referred to herein and may not
be reproduced or used, in whole or in part, for any other purpose. The Underwriters may offer and sell Bonds to
certain dealers and others at prices lower than the offering prices stated on the inside cover page hereof. The
offering prices may be changed from time to time by the Underwriters. No representations are made or implied by
the City or the Underwriters as to any offering of any derivative instruments.

The factors affecting the City’s financial condition are complex. This Official Statement should be
considered in its entirety and no one factor considered less important than any other by reason of its location
herein. Where agreements, reports or other documents are referred to herein, reference should be made to such
agreements, reports or other documents for more complete information regarding the rights and obligations of
parties thereto, facts and opinions contained therein and the subject matter thereof.
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IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN MARKET PRICES OF THE BONDS AT
LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH
STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.
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OFFICIAL STATEMENT
OF
THE CITY OF NEW YORK

This Official Statement provides certain information concerning The City of New York (the “City’’) in
connection with the sale of $1,023,415,000 aggregate principal amount of the City’s General Obligation Bonds,
Fiscal 1997 Series I and J (the ‘‘Bonds’’). The Bonds consist of $902,420,000 tax-exempt bonds (the ‘“Tax-
Exempt Bonds’’), and $120,995,000 taxable bonds (the ‘‘Taxable Bonds’’). The Bonds do not include the
$50,000,000 variable-rate Furonotes, which are not being offered hereby.

INTRODUCTORY STATEMENT

The Bonds will be gencral obligations of the City for the payment of which the City will pledge its faith and
credit. All real property subject to taxation by the City will be subject to the levy of ad valorem taxes, without
limitation as to rate or amount, to pay the principal of, applicable redemption premium, if any, and interest on the
Bonds.

The City, with a population of approximately 7.3 million, is an international center of business and
culture. Its non-manufacturing economy is broadly based, with the banking and securities, life insurance,
communications, publishing, fashion design, retailing and construction industries accounting for a significant
portion of the City’s total eraployment earnings. Additionally, the City is the nation’s leading tourist destination.
Manufacturing activity in the City is conducted primarily in apparel and printing.

The national economic downturn which began in July 1990 adversely affected the local economy, which had
been declining since late 1939. As a result, the City experienced job losses in 1990 and 1991 and real Gross City
Product (*‘GCP”’) fell in those two years. Beginning in calendar year 1992, the improvement in the national
economy helped stabilize conditions in the City. Employment losses moderated toward year-end and real GCP
increased, boosted by strong wage gains. After noticeable improvements in the City’s economy during calendar
year 1994, economic growth slowed in calendar year 1995, and thereafter improved during calendar year 1996,
reflecting improved securities industry earnings and employment in other sectors. The City’s current four-year
financial plan assumes that moderate economic growth will exist through calendar year 2000, with moderating
job growth and wage increases.

For each of the 1981 through 1996 fiscal years, the City achieved balanced operating results as reported in
accordance with applicable generally accepted accounting principles (‘‘GAAP’’). See “‘SECTION VI: FINANCIAL
OPERATIONS—1992-1996 Statement of Operations”. The City was required to close substantial gaps between
forecast revenues and forecast expenditures in recent years in order to maintain balanced operating results. There
can be no assurance that the City will continue to maintain balanced operating results as required by State law
without additional tax or other revenue increases or additional reductions in City services or entitlement
programs, which could adversely affect the City’s economic base.

Pursuant to the New York State Financial Emergency Act for The City of New York (the ‘‘Financial
Emergency Act’” or the ““Act’’), the City prepares a four-year annual financial plan, which is reviewed and
revised on a quarterly basis and which includes the City’s capital, revenue and expense projections and outlines
proposed gap-closing programs for years with projected budget gaps. The City’s current four-year financial plan
projects substantial budget gaps for each of the 1999 and 2000 fiscal years. For information regarding the current
financial plan, as well as subsequent developments, see ‘‘SECTION II: RECENT FINANCIAL DEVELOPMENTS” and
““SEcTioN VII: 1997-2000 FINANCIAL PLAN". The City is required to submit its financial plans to review bodies,
including the New York State Financial Control Board (‘“Control Board’*). For further information regarding the
Control Board and the Act which provides for oversight and, under certain circumstances, control of the City’s
financial and management practices, see “‘SECTION III: GOVERNMENT AND FINANCIAL CONTROLS—City Financial
Management, Budgeting and Controls—Financial Emergency Act’’ and *‘—Financial Control Board Oversight.”

The City depends on State aid both to enable the City to balance its budget and to meet its cash requirements.
There can be no assurance that there will not be reductions in State aid to the City from amounts currently projected or
that State budgets will be adopted by the April 1 statutory deadline or that any such reductions or delays will not have
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adverse effects on the City’s cash flow or expenditures. See “‘SECTION II: RECENT FINANCIAL DEVELOPMENTS—The
State””. In addition, the Federal budget negotiation process could result in a reduction in or a delay in the receipt of
Federal grants which could have additional adverse effects on the City’s cash flow or revenues. See “*SECTION VIL:
1997-2000 FINANCIAL PLAN—Assumptions,”” and ‘‘—Certain Reports™”.

The Mayor is responsible for preparing the City’s four-year financial plan, including the City’s current financial
plan for the 1997 through 2000 fiscal years (the **1997-2000 Financial Plan’’ or ““Financial Plan’’). The City’s
projections set forth in the Financial Plan are based on various assumptions and contingencies which are uncertain and
which may not materialize. Changes in major assumptions could significantly affect the City’s ability to balance its
budget as required by State law and to meet its annual cash flow and financing requirements. Such assumptions and
contingencies are described throughout this Official Statement and include the condition of the regional and local
economies, the impact on real estate tax revenues of the real estate market, wage increases for City employees
consistent with those assumed in the Financial Plan, employment growth, the ability to implement proposed
reductions in City personnel and other cost reduction initiatives, the ability of the New York City Health and
Hospitals Corporation (‘‘HHC’) and the Board of Education (*BOE’’) to take actions to offset reduced revenues, the
ability to complete revenue generating transactions, provision of State and Federal aid and mandate relief and the
impact on City revenues and expenditures of Federal and State welfare reform and any future legislation affecting
Medicare or other entitlements. See ‘*SEcTION VII: 1997-2000 FINANCIAL PLAN™.

Implementation of the Financial Plan is also dependent upon the City’s ability to market its securities
successfully. The City’s financing program for fiscal years 1998 through 2000 contemplates the issuance of
$4.2 billion of general obligation bonds and $4.2 billion of bonds to be issued by the New York City Transitional
Finance Authority (the ‘‘Finance Authority’’) to finance City capital projects. The Finance Authority was created
as part of the City’s effort to assist in keeping the City’s indebtedness within the forecast level of the
constitutional restrictions on the amount of debt the City is authorized to incur. See °‘‘SecrioNn VIII:
INDEBTEDNESS—City Indebtedness—Limitations on the City’s Authority to Contract Indebtedness’’. In addition,
the City issues revenue and tax anticipation notes to finance its seasonal working capital requirements. The
success of projected public sales of City bonds and notes, New York City Municipal Water Finance Authority
(“Water Authority’*) bonds and Finance Authority bonds will be subject to prevailing market conditions, and no
assurance can be given that such sales will be completed. If the City were unable to sell its general obligation
bonds and notes or the Water Authority or the Finance Authority were unable to sell its bonds, the City would be
prevented from meeting its planned capital and operating expenditures. Future developments concerning the City
and public discussion of such developments, as well as prevailing market conditions, may affect the market for
outstanding City general obligation bonds and notes.

The City has announced that it expects to sell approximately $200 million to $300 million of tax-exempt
fixed rate bonds for capital purposes, on the basis of competitive bids, in May or June 1997. In addition,
depending on market conditions, the City may sell approximately $875 million of tax-exempt fixed rate bonds
before the end of June 1997, most of which are expected to be used in connection with a current refunding of
certain outstanding City bonds.

The City Comptroller and other agencies and public officials have issued reports and made public statements
which, among other things, state that projected revenues and expenditures may be different from those forecast in
the City’s financial plans. It is reasonable to expect that such reports and statements will continue to be issued
and to engender public comment. See “‘SEcTioN VII: 1997-2000 FiNaNcIAL PLAN—Certain Reports’. For
information concerning the City’s credit rating, see “‘SECTION IX: OTHER INFORMATION—Ratings’’.

The factors affecting the City’s financial condition and the Bonds described throughout this Official
Statement are complex and are not intended to be summarized in this Introductory Statement. This Official
Statement should be read in its entirety.




SECTION I: RECENT FINANCIAL DEVELOPMENTS

1997-2000 Financial Plan

The City’s operating results for the 1996 fiscal year were balanced in accordance with GAAP, after taking
into account a discretionary transfer of $224 million, the sixteenth consecutive year of GAAP balanced results.
Cn January 30, 1997, the City submitted to the Control Board the Financial Plan for the 1997 through 2000 fiscal
years, which relates to the City, BOE and the City University of New York (‘‘CUNY’’). The Financial Plan is a
modification to the financial plan submitted to the Control Board on June 21, 1996 (the “‘June Financial Plan’").

The June Financial Plan identified actions to close a previously projected gap of approximately $2.6 billion
for the 1997 fiscal year. The proposed actions in the June Financial Plan for the 1997 fiscal year included
(i) agency actions totaling $1.2 billion; (ii) a revised tax reduction program which would increase projected tax
revenues by $369 million due to the extension of the 12.5% personal income tax surcharge beyond December 31,
1996, and other actions; (iii) savings resulting from cost containment in entitlement programs to reduce City
expenditures and additional proposed State aid of $75 million; (iv) the assumed receipt of revenues relating to
rent payments for the City’s airports, which are currently the subject of a dispute with the Port Authority of New
York and New Jersey (the ‘‘Port Authority’’); (v) the sale of the City’s television station for $207 million; and
(vi) pension cost savings totaling $134 million resulting from a proposed increase in the earnings assumption for
pension assets from 8.5% to 8.75%. In March 1997, the 12.5% personal income tax surcharge was extended to
December 31, 1998.

The 1997-2000 Financial Plan published on January 30, 1997 projects revenues and expenditures for the
1997 and 1998 fiscal years balanced in accordance with GAAP, and projects gaps of $1.9 billion and $2.7 billion
for the 1999 and 2000 fiscal years, respectively. Changes in forecast revenues and expenditures since the June
Financial Plan include (i) an increase in projected tax revenues of $571 million, $207 million, $73 million and
$56 million in fiscal years 1997 through 2000, respectively; (ii) a delay in the assumed receipt of $304 million
relating to projected rent payments for the City airports from the 1997 fiscal year to the 1998 and 1999 fiscal
years; (iii) an approximately $200 million to $300 million increase in projected overtime and other expenditures
in each of the 1997 through 2000 fiscal years; (iv) a $250 million increase in expenditures for BOE in the 1997
and 1998 fiscal years for school text books and other initiatives, to be funded by savings from the refunding of
outstanding indebtedness of the Municipal Assistance Corporation for the City of New York (‘“MAC’’); and
(v) debt service savings of $44 million in the 1998 fiscal year resulting from the refunding of outstanding City
bonds consummated in the 1997 fiscal year, and a reduction in projected pension costs of $34 million,
$50 million, $49 million and $47 million in fiscal years 1997 through 2000, respectively.

In addition, the Fipancial Plan sets forth gap-closing actions to eliminate a previously projected gap of
$1.4 billion for the 1998 fiscal year, and to reduce projected gaps for the 1999 and 2000 fiscal years. The gap-
closing actions for the 1998 through 2000 fiscal years include (i) additional agency actions totaling $558 million,
$488 million and $600 million in fiscal years 1998 through 2000; (ii) the prepayment in the 1997 fiscal year of
$391 million of debt service due in the 1998 fiscal year; (iii) the proposed sale of various assets including the
U.N. Plaza Hotel in the 1998 fiscal year for $125 million; (iv) additional State aid of $210 million in the 1998
fiscal year and $85 million in each of the 1999 and 2000 fiscal years, including a proposal that the State
accelerate a $142 million revenue sharing payment to the City from March 1999; and (v) entitlement savings of
$415 million in the 1998 fiscal year and $364 million in each of the 1999 and 2000 fiscal years, which would
result from reductions in Medicaid spending for health care providers, reimbursement limits and the State making
available to the City $77 million of additional Federal block grant aid, as proposed in the Governor’s 1997-1998
Executive Budget on January 14, 1997. The Financial Plan does not reflect the subsequent amendment of the
1997-1998 Executive Budget by the Governor to restore part of the proposed reductions in Medicaid spending for
health care providers, which might reduce the projected entitlement savings for the City, depending upon the
method by which such restoration is implemented. The gap-closing actions are partially offset by a proposed tax
reduction program totaling $250 million, $463 million and $518 million in the 1998 through 2000 fiscal years,
respectively, including the proposed elimination of the 4% City sales tax on clothing items under $500 as of
December 1, 1997, which is subject to State legislative approval.
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The Financial Plan assumes (i) approval by the Governor and the State Legislature of the extension of the
14% personal income tax surcharge, which is scheduled to expire on December 31, 1997 and is projected to
provide revenue of $169 million, $504 million and $534 million in the 1998 through 2000 fiscal years,
respectively, and of the extension of the 12.5% personal income tax surcharge, which is scheduled to expire on
December 31, 1998 and is projected to provide revenue of $190 million and $528 million in the 1999 and 2000
fiscal years, respectively; (ii) collection of the projected rent payments for the City’s airports, totalling $270
million and $180 million in the 1998 and 1999 fiscal years, respectively, which may depend on the successful
completion of negotiations with the Port Authority or the enforcement of the City’s rights under the existing
leases through pending legal actions; (iii) the ability of HHC and BOE to identify actions to offset substantial
City and State revenue reductions and the receipt by BOE of additional State aid; and (iv) State approval of the
cost containment initiatives and State aid proposed by the City as gap-closing actions for the 1998 fiscal year, and
$115 million in additional State aid which is assumed in the Financial Plan but not provided for in the Governor’s
1997-1998 Executive Budget. The Financial Plan does not reflect any increased costs which the City might incur
as a result of welfare legislation recently enacted by Congress or legislation proposed by the Governor, which
would, if enacted, implement such Federal welfare legislation, but does assume the entitlement savings and
additional Federal aid for localities provided in the Governor’s 1997-1998 Executive Budget. See ‘‘SEcTioN VII:
1997-2000 FiNANCIAL PLAN—Assumptions—Revenue Assumptions—6. Federal and State Categorical Grants’’ and
*‘—Certain Reports’’. Moreover, certain proposed entitlement cost containment and other initiatives have been
previously considered and rejected by the State Legislature. The nature and extent of the impact on the City of
the State budget, when adopted, is uncertain, and no assurance can be given that the State actions included in the
State adopted budget may not have a significant adverse impact on the City’s budget and its Financial Ptan. It can
be expected that the proposals contained in the Financial Plan to close the previously projected budget gap for the
1998 fiscal year will engender substantial public debate which will continue through the time the budget is
scheduled to be adopted in June 1997. Accordingly, the Financial Plan may be changed significantly by the time
the budget for the 1998 fiscal year is adopted. In addition, the economic and financial condition of the City may
be affected by various financial, social, economic and political factors which could have a material effect on the
City.

The City’s financial plans have been the subject of extensive public comment and criticism. See
“Secrion VIL: 1997-2000 FINANCIAL Pran—Certain Reports’. On February 28, 1996, Fitch Investors
Service, L.P. (*‘Fitch”) placed the City’s general obligation bonds on FitchAlert with negative implications. On
November 5, 1996, Fitch removed the City’s general obligation bonds from FitchAlert, although Fitch stated that
the outlook remains negative. See ‘‘SECTION IX: OTHER INFORMATION—Ratings’’.

Collective Bargaining Agreements

The projections for the 1997 through 2000 fiscal years reflect the costs of the setflements with the United
Federation of Teachers (‘‘UFT™’) and a coalition of unions headed by District Council 37 of the American
Federation of State, County and Municipal Employees (‘‘District Council 37"*), which together represent
approximately two-thirds of the City’s workforce, and assume that the City will reach agreement with its
remaining municipal unions under terms which are generally consistent with such setilements. The settlement
provides for a wage freeze in the first two years, followed by a cumulative effective wage increase of 11% by the
end of the five year period covered by the proposed agreements, ending in fiscal years 2000 and 2001. Additional
benefit increases would raise the total cumulative effective increase to 13% above present costs. Costs associated
with similar settlements for all City-funded employees would total $49 million, $459 million and $1.2 billion in
the 1997, 1998 and 1999 fiscal years, respectively, and exceed $2 billion in each fiscal year after the 1999 fiscal
year. There can be no assurance that the City will reach an agreement with the unions that have not yet reached a
settlement with the City on the terms contained in the Financial Plan.

In the event of a collective bargaining impasse, the terms of wage settlements could be determined through
statutory impasse procedures, which can impose a binding settlement except in the case of collective bargaining
with the UFT, which may be subject to non-binding arbitration. On January 23, 1996, the City requested the
Office of Collective Bargaining to declare an impasse against the Patrolmen’s Benevolent Association (“PBA™)
and the Uniformed Firefighters Association (‘“UFA”’). On April 7, 1997, the City reached a tentative settlement
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with the UFA covering a 65-month period from January 1, 1995 to May 31, 2000. For recent developments
regarding the PBA, see ‘*SecTioN VII: 1997-2000 FINANCIAL PLAN—Assumptions—1. Personal Service Costs’’.

The State

The State’s budget for the State’s 1996-1997 fiscal year, commencing on April 1, 1996 and originally
enacted by the Legislature on July 13, 1996, is currently projected to be balanced on a cash basis, with a
projected surplus, resulting primarily from growth in projected receipts. The Governor presented his 1997-1998
Executive Budget to the Legislature on January 14, 1997. The Governor’s Executive Budget projects balance on
a cash basis in the General Fund. In his 1997-1998 Executive Budget, the Governor indicated that, before taking
action to balance the 1997-1998 Financial Plan, the budget forecast projected an imbalance of almost $2.3 billion.
The Executive Budget proposes to close this gap primarily through use of a portion of the projected surplus for
the 1996-1997 fiscal year and savings from Medicaid cost containment. The Legislature and the State
Comptroller will review the Governor’s Executive Budget and are expected to comment on it from time to time
prior to adoption. There can be no assurance that the Legislature will enact the Executive Budget into law, or that
the State’s adopted budget projections will not differ materially and adversely from the projections set forth in the
Executive Budget. Depending upon the amount of savings which the City might realize from the Medicaid cost
containment measures or the amount of State aid provided to localities, the City might be required to make
substantial additional changes in the Financial Plan.

The Executive Budget contains projections of a potential imbalance in the 1998-1999 fiscal year of $988
million and in the 1999-2000 fiscal year of $1.2 billion, assuming implementation of the 1997-1998 Executive
Budget recommendations and implementation of $600 million and $800 million of unspecified efficiency
initiatives and other actions in the 1998-1999 and 1999-2000 fiscal years, respectively. The Executive Budget
stated that the assumed unspecified efficiency initiatives and other actions for such fiscal years are comparable
with reductions over the past several years, and that the Governor plans to make additional proposals to limit
State spending in order to address any potential remaining gap. The Executive Budget identifies various risks,
including either a financial market or broader economic correction during the period, which risks are heightened
by the relatively lengthy expansions currently underway, and potential changes to Federal tax law which could
alter the Federal definitions of income on which many State taxes rely.

As a result of the delay in the enactment of the State’s budget for the 1996-1997 fiscal year, the amount
deposited by the Comptroller of the State of New York (the “‘State Comptroller’’) in the revenue anticipation
note debt service account was insufficient to pay the principal of the outstanding $900 million in general
obligation revenue anticipation notes which were due on June 28, 1996. Accordingly, the City transferred
$212 million from the General Fund to the revenue anticipation note debt service account, in addition to the
$688 million deposited by the State Comptroller, to pay the principal of such notes. In addition, as a result of
such delay in the State budget, the City offered a discount for the prepayment of property taxes for the 1997 fiscal
year, which resulted in the receipt of property taxes exceeding $1.0 billion in June 1996. For further information
concerning the State, including the State’s credit ratings, see ‘‘SECTION VIL: 1997-2000 FINANCIAL PLAN—
Assumptions’’.



SECTION II: THE BONDS

General

The Bonds will be general obligations of the City issued pursuant to the Constitution and laws of the State
and the New York City Charter (the ‘‘City Charter’’) and in accordance with a certificate of the Deputy
Comptroller for Finance. The Bonds will mature and bear interest as described on the inside cover page of this
Official Statement and will contain a pledge of the City’s faith and credit for the payment of the principal of,
redemption premium, if any, and interest on the Bonds. All real property subject to taxation by the City will be
subject to the levy of ad valorem taxes, without limitation as to rate or amount, to pay the principal of,
redemption premium, if any, and interest on the Bonds.

Payment Mechanism

Pursuant to the Financial Emergency Act, a general debt service fund (the ‘‘General Debt Service Fund’’ or
the ‘‘Fund”’) has been established for City bonds and certain City notes. Pursuant to the Act, payments of the
City real estate tax must be deposited upon receipt in the Fund, and retained under a statutory formula, for the
payment of debt service (with exceptions for debt service, such as principal of seasonal borrowings, that is set
aside under other procedures). The statutory formula has in recent years resulted in retention of sufficient real
estate taxes to comply with the City Covenants (as defined in ‘‘Section II: THE BoNDs—Certain Covenants and
Agreements”’). If the statutory formula does not result in retention of sufficient real estate taxes to comply with
the City Covenants, the City will comply with the City Covenants either by providing for early retention of real
estate taxes or by making cash payments into the Fund. The principal of and interest on the Bonds will be paid
from the Fund until the Act expires on July 1, 2008, and thereafter from a separate fund maintained in accordance
with the City Covenants. Since its inception in 1978, the Fund has been fully funded at the beginning of each
payment period.

If the Control Board determines that retentions in the Fund are likely to be insufficient to provide for the
debt service payable therefrom, it must require that additional real estate tax revenues be retained or other cash
resources of the City be paid into the Fund. In addition, the Control Board is required to take such action as it
determines to be necessary so that the money in the Fund is adequate to meet debt service requirements.

The rights of the owners of Bonds to receive interest, principal and redemption premium, if any, from the
City could be adversely affected by a restructuring of the City’s debt under Chapter 9 of the Federal Bankruptcy
Code. No assurance can be given that any priority of holders of City securities (including the Bonds) to payment
from money retained in the Fund or from other sources would be recognized if a petition were filed by or on
behalf of the City under the Federal Bankruptcy Code or pursuant to other subsequently enacted laws relating to
creditors’ rights; such money might then be available for the payment of all City creditors generally. Judicial
enforcement of the City’s obligation to make payments into the Fund, of the obligation to retain certain money in
the Fund, of the rights of holders of bonds and notes of the City to money in the Fund, of the obligations of the
City under the City Covenants and of the State under the State Pledge and Agreement and the State Covenant (in
each case, as defined in *“SECTION II: THE BoNns—Certain Covenants and Agreements’’) may be within the
discretion of a court. For further information concerning rights of owners of Bonds against the City, see *‘SECTION
VIII: INpEBTEDNESS—City Indebtedness’.

Enforceability of City Obligations

As required by the State Constitution and applicable law, the City pledges its faith and credit for the
payment of the principal of and interest on all City indebtedness. Holders of City debt obligations have a
contractual right to full payment of principal and interest at maturity. If the City fails to pay principal or interest,
the holder has the right to sue and is entitled to the full amount due, including interest to maturity at the stated
rate and at the rate authorized by law thereafter until payment. Under the General Municipal Law, if the City fails
to pay any money judgment, it is the duty of the City to assess, levy and cause to be collected amounts sufficient
to pay the judgment. Decisions indicate that judicial enforcement of statutes such as this provision in the General
Municipal Law is within the discretion of a court. Other judicial decisions also indicate that a money judgment
against a municipality may not be enforceable against municipal property devoted to public use.




Certain Covenants and Agreements

The City will covenant that: (i) a separate fund or funds for the purpose of paying principal of and interest
on bonds and interest on notes of the City (including required payments into, but not from, City sinking funds)
shall be maintained by an officer or agency of the State or by a bank or trust company, and (ii) not later than the
last day of each month, there shall be on deposit in a separate fund or funds an amount sufficient to pay principal
of and interest on bonds and interest on notes of the City due and payable in the next succeeding month. The City
currently uses the debt service payment mechanism described above to perform these covenants. The City will
further covenant in the Bonds to limit its issuance of bond anticipation notes as required by the Act, as in effect
from time to time, and to comply with the financial reporting requirements of the Act, as in effect from time to
time.

The State pledges and agrees in the Financial Emergency Act that the State will not take any action that will
impair the power of the City to comply with the covenants described in the preceding paragraph (the *‘City
Covenants’*) or any right or remedy of any owner of the Bonds to enforce the City Covenants (the ‘‘State Pledge
and Agreement’’). The City will include in the Bonds the covenant of the State (the ‘‘State Covenant™) to the
effect, among other things, that the State will not substantially impair the authority of the Control Board in
specified respects. The City will covenant to make continuing disclosure (the ‘‘Undertaking’’) as summarized
below under ‘“SECTION IX: OTHER INFORMATION—Continuing Disclosure Undertaking’’. In the opinion of Bond
Counsel, the enforceability of the City Covenants, the Undertaking, the State Pledge and Agreement and the State
Covenant may be subject to bankruptcy, insolvency, reorganization, moratorium and other similar laws affecting
creditors’ rights heretofore or hereafter enacted and may also be subject to the exercise of the State’s police
powers and of judicial discretion in appropriate cases. The City Covenants, the Undertaking, the State Pledge and
Agreement and the State Covenant shall be of no force and effect with respect to any Bond if there is a deposit in
trust with a bank or trust company of sufficient cash or cash equivalents to pay when due all principal of,
applicable redemption premium, if any, and interest on such Bond.

Use of Proceeds

The proceeds from the sale of the Series 1 Bonds will be used for various municipal capital purposes and
discrete municipal capital purposes. For further information concerning the City’s capital projects, see
““SECTION V: CITY SERVICES AND ExpENDITURES—Capital Expenditures’” and “‘SECTION VII: 1997-2000 FINANCIAL
PraN—Long-Term Capital and Financing Program’. Certain expenses of the City incurred in connection with
the issuance and sale of the Series I Bonds, preliminary costs of surveys, maps, plans, estimates and hearings in
connection with capital improvements and costs incidental to such improvements may be included in the above
purposes.

The proceeds from the sale of the Series J Bonds will be used for refunding purposes including certain
expenses of the City incurred in connection with the issuance and sale of the Series J Bonds. The proceeds from
the sale of the Series J Bonds are expected to be used to refund the bonds identified in Appendix C hereto by
providing for the payment of the principal of and interest and redemption premium, if any, on such bonds to the
extent and to the payment dates shown. The proposed refunding is subject to the delivery of the Series J Bonds.

Redemption

Thirty days’ notice shall be given to the holders of Bonds to be redeemed prior to maturity. The City may
select the dates, amounts and maturities of Bonds for redemption in its sole discretion. On and after any
redemption date, interest will cease to accrue on the Bonds called for redemption.
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Optional Redemption

The Series I Bonds maturing after April 15, 2007 will be subject to redemption at the option of the City on
or after April 15, 2007, in whole or in part, by lot within each maturity, on any date, at the following redemption
prices, plus accrued interest to the date of redemption:

Redemption Price

Redemption Dates as Percentage of Par
April 15, 2007 through April 14,2008 ...............c...o.o..... 101 %
April 15, 2008 through April 14,2009 .................ccvvuv..... 1002
April 15, 2009 and thereafter...............coooiviii ... 100

The Series ] Bonds maturing after August 1, 2007 will be subject to redemption at the option of the City on
or after August 1, 2007, in whole or in part, by lot within each maturity, on any date, at the following redemption
prices, plus accrued interest to the date of redemption:

Redemption Price

Redemption Dates as Percentage of Par
August 1, 2007 through July 31,2008................c.oeva..... 101 %
August 1, 2008 through July 31,2009............................. 100
August 1, 2009 and thereafter ........................ ... ... 100

The Series I Bonds maturing on or before April 15, 2007 and the Series J Bonds maturing on or before
August 1, 2007 are not subject to redemption prior to maturity.

Mandatory Redemption

The Series I Bonds maturing in 2017 and 2027 are Term Bonds subject to mandatory redemption, by lot
within each stated maturity, on each April 15 at a redemption price equal to the principal amount thereof, plus
accrued interest, without premium, in the amounts set forth below:

Principal Amount to be Redeemed

(In Thousands)
April 15 2017 Maturity 2027 Maturity
2014 .. e e e $28,310
2015 . e 11,170
20016, . e e e 13,160
2017 e e 13,985(1)
2018 e $14,855
2019 e e e 15,785
2020, . e e e e 16,770
2021 i e 17,820
2022 . e 18,935
2023 . e 20,115
2024 .. e 21,375
2025 . e e 22,710
2026 . et e e e 24,130
2027 . e e 25,640(1)

(1) Stated maturity




The Series J Bonds maturing in 2017 and 2021 are Term Bonds subject to mandatory redemption, by lot
within each stated maturity, on each August 1 at a redemption price equal to the principal amount thereof, plus
accrued interest, without premium, in the amounts set forth below:

Principal Amount to be Redeemed

(In Thousands)
August 1 2017 Maturity 2021 Maturity
2014 . e e $14,800
2005 e 15,715
20016, ... i e e 16,685
) P 17,720(1)
72 ) - Z $18,815
20019 . e e 19,975
7 .1 21,230
2021 .t 23,685(1)

(1) Stated maturity

At the option of the City, there shall be applied to or credited against any of the required amounts the
principal amount of any such Term Bonds that have been defeased, purchased or redeemed and not previously so
applied or credited.

Defeased Term Bonds shall at the option of the City no longer be entitled, but may be subject, to the
provisions thereof for mandatory redemption.

Bond Insurance

The following information pertaining to MBIA Insurance Corporation (‘“MBIA’’) has been supplied by
MBIA. The City makes no representation as to the accuracy or adequacy of such information or as to the absence
of material adverse changes in such information subsequent to the dates indicated. Summaries of or references to
the insurance policy to be issued by MBIA are made subject to all the detailed provisions thereof to which
reference is hereby made for further information and do not purport to be complete statements of any or all of
such provisions. See ‘‘APPENDIX E — SPECIMEN INSURANCE PoLiCY’’.

The fixed rate Series [ Tax-Exempt Bonds due in 2007 will be insured by MBIA (the ““MBIA Insured
Bonds’’). The following information has been furnished by MBIA for use in this Official Statement. Reference is
made to Appendix E for a specimen of the MBIA’s policy.

The MBIA policy unconditionally and irrevocably guarantees the full and complete payment required to be
made by or on behalf of the City to the City’s Fiscal Agent or its successor of an amount equal to (i) the principal
of (either at the stated maturity or by an advancement of maturity pursuant to a mandatory sinking fund payment)
and interest on, the MBIA Insured Bonds as such payments shall become due but shall not be so paid (except that
in the event of any acceleration of the due date of such principal by reason of mandatory or optional redemption
or acceleration resulting from default or otherwise, other than any advancement of maturity pursuant to a
mandatory sinking fund payment, the payments guaranteed by the MBIA policy shall be made in such amounts
and at such times as such payments of principal would have been due had there not been any such acceleration);
and (ii) the reimbursement of any such payment which is subsequently recovered from any owner of the MBIA
Insured Bonds pursuant to a final judgment by a court of competent jurisdiction that such payment constitutes an
avoidable preference to such owner within the meaning of any applicable bankruptcy law (a ‘‘Preference’”).

The MBIA policy does not insure against loss of any prepayment premium which may at any time be
payable with respect to any MBIA Insured Bond. The MBIA policy does not, under any circumstance, insure
against loss relating to: (i) optional or mandatory redemptions (other than mandatory sinking fund redemptions);
(ii) any payments to be made on an accelerated basis; (iii) payments of the purchase price of MBIA Insured
Bonds upon tender by an owner thereof; or (iv) any Preference relating to (i) through (iii) above. The MBIA
policy also does not insure against nonpayment of principal or interest on the MBIA Insured Bonds resulting
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from the insolvency, negligence or any other act or omission of the City’s Fiscal Agent or any other paying agent
for the MBIA Insured Bonds.

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by
registered or certified mail, or upon receipt of written notice by registered or certified mail, by MBIA from the
City’s Fiscal Agent or any owner of a MBIA Insured Bond the payment of an insured amount for which is then
due, that such required payment has not been made, MBIA on the due date of such payment or within one
business day after receipt of notice of such nonpayment, whichever is later, will make a deposit of funds, in an
account with State Street Bank and Trust Company, N.A., in New York, New York, or its successor, sufficient
for the payment of any such insured amounts which are then due. Upon presentment and surrender of such MBIA
Insured Bonds or presentment of such other proof of ownership of the MBIA Insured Bonds, together with any
appropriate instruments of assignment to evidence the assignment of the insured amounts due on the MBIA
Insured Bonds as are paid by MBIA, and appropriate instruments to effect the appointment of MBIA as agent for
such owners of the MBIA Insured Bonds in any legal proceeding related to payment of insured amounts on the
Insured MBIA Bonds, such instruments being in a form satisfactory to State Street Bank and Trust Company,
N.A., State Sireet Bank and Trust Company, N.A. shall disburse to such owners or the City's Fiscal Agent
payment of the insured amounts due on such MBIA Insured Bonds, less any amount held by the City’s Fiscal
Agent for the payment of such insured amounts and legally available therefor.

MBIA is the principal operating subsidiary of MBIA Inc., a New York Stock Exchange listed company.
MBIA Inc. is not obligated to pay the debts of or claims against MBIA. MBIA is domiciled in the State of New
York and licensed to do business in all 50 states, the District of Columbia, the Commonwealth of Puerto Rico,
the Commonwealth of the Northern Mariana Islands, the Virgin Islands of the United States and the Territory of
Guam. MBIA has two European branches, one in the Republic of France and the other in the Kingdom of Spain.
New York has laws prescribing minimum capital requirements, limiting classes and concentrations of
investments and requiring the approval of policy rates and forms. State laws also regulate the amount of both the
aggregate and individual risks that may be insured, the payment of dividends by MBIA, changes in control and
transactions among affiliates. Additionally, MBIA is required to maintain contingency reserves on its liabilities in
certain amounts and for certain periods of time.

As of December 31, 1996, MBIA had admitted assets of $4.4 billion (audited), total labilities of $3.0 billion
(audited), and total capital and surplus of $1.4 billion (audited) determined in accordance with statutory
accounting practices prescribed or permitted by insurance regulatory authorities. As of December 31, 1995,
MBIA had admitted assets of $3.8 billion (audited), total liabilities of $2.5 billion (audited), and total capital and
surplus of $1.3 billion (audited) determined in accordance with statutory accounting practices prescribed or
permitted by insurance regulatory authorities.

Furthermore, copies of MBIA’s year end financial statements prepared in accordance with statutory
accounting practices are available without charge from MBIA. A copy of the Annual Report on Form 10-K of
MBIA Inc. is available from MBIA or the Securities and Exchange Commission. The address of MBIA is
113 King Street, Armonk, New York 10504 and its telephone number is (914) 273-4545.

Moody’s Investors Service (‘‘Moody’s’’) rates the claims paying ability of MBIA *‘Aaa”.

Standard & Poor’s Ratings Services, a division of The McGraw Hill Companies, Inc. (“‘Standard &
Poor’s’’), rates the claims paying ability of MBIA ““AAA”’,

Fitch rates the claims paying ability of MBIA ““AAA”,

Each rating of MBIA should be evaluated independently. The ratings reflect the respective rating agency’s
current assessment of the creditworthiness of MBIA and its ability to pay claims on its policies of insurance. Any
further explanation as to the signiﬁcance of the above ratings may be obtained only from the applicable rating
agency.

The above ratings are not recommendations to buy, sell or hold the MBIA Insured Bonds, and such ratings
may be subject to revision or withdrawal at any time by the rating agencies. Any downward revision or
withdrawal of any of the above ratings may have an adverse effect on the market price of the MBIA Insured
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Bonds. MBIA does not guarantee the market price of the MBIA Insured Bonds nor does it guarantee that the
ratings on the MBIA Insured Bonds will not be revised or withdrawn.

This policy is not covered by the Property/Casualty Insurance Security Fund specified in Article 76 of the
New York Insurance Law.

Bond Certificates

Book-Entry Only System

The Depository Trust Company (‘‘DTC’’), New York, New York, will act as securities depository for the
Bonds. Reference to the Bonds under the caption ‘‘Bond Certificates™ shall mean all Bonds that are deposited
with DTC from time to time. The Bonds will be issued as one fully-registered Bond certificate for each maturity
in the aggregate principal amount thereof, and will be registered in the name of Cede & Co. (DTC’s partnership
nominee) and deposited with DTC.

DTC is a limited-purpose trust company organized under the New York Banking Law, a *‘banking
organization’’ within the meaning of the New York Banking Law, a member of the Federal Reserve System, a
“clearing corporation” within the meaning of the New York Uniform Commercial Code, and a “‘clearing
agency"’ registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds
securities that its direct participants (‘‘Direct Participants’”) deposit with DTC. DTC also facilitates the
settlement among Participants of securities transactions, such as transfers and pledges, in deposited securities
through electronic computerized book-entry changes in Participants’ accounts, thereby eliminating the need for
physical movement of securities certificates. Direct Participants include securities brokers and dealers, banks,
trust companies, clearing corporations, and certain other organizations. DTC is owned by a number of its Direct
Participants and by the New York Stock Exchange, Inc., the American Stock Exchange, Inc., and the National
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such as securities
brokers and dealers, banks and trust companies that clear through or maintain a custodial relationship with a
Direct Participant, either directly or indirectly (‘‘Indirect Participants’”). The Rules applicable to DTC and its
Participants are on file with the Securities and Exchange Commission.

Purchases of Bonds under the DTC system must be made by or through Direct Participants, which will
receive a credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser of each Bond
(under this caption, ““Book-Entry Only System’’, a *‘Beneficial Owner’) is in turn to be recorded on the Direct
and Indirect Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their
purchase, but Beneficial Owners are expected to receive written confirmations providing details of the
transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant through which
the Beneficial Owner entered into the transaction. Transfers of ownership interests in the Bonds are to be
accomplished by entries made on the books of Participants acting on behalf of Beneficial Owners. Beneficial
Owners will not receive certificates representing their ownership interests in the Bonds, except in the event that
use of the book-entry system for the Bonds is discontinued.

To facilitate subsequent transfers, all Bonds deposited by Participants with DTC are registered in the name
of DTC’s partnership nominee, Cede & Co. The deposit of Bonds with DTC and their registration in the name of
Cede & Co. effect no change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of
the Bonds; DTC’s records reflect only the identity of the Direct Participants to whose accounts such Bonds are
credited, which may or may not be the Beneficial Owners. The Participants will remain responsible for keeping
account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed
by arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time
to time.

Redemption notices shall be sent to Cede & Co. If less than all of the Bonds within a maturity are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such
maturity to be redeemed.
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Neither DTC nor Cede & Co. will consent or vote with respect to Bonds. Under its usual procedures, DTC
mails an omnibus proxy (the ‘‘Omnibus Proxy) to the City as soon as possible after the record date. The
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts
the Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Principal, redemption premium, if any, and interest payments on the Bonds will be made to DTC. DTC’s
practice is to credit Direct Participants’ accounts on the payment date in accordance with their respective
holdings shown on DTC’s records unless DTC has reason to believe that it will not receive payment on the
payment date. Payments by Participants to Beneficial Owners will be governed by standing instructions and
customary practices, as is the case with securities held for the accounts of customers in bearer form or registered
in “‘street name"’, and will be the responsibility of such Participant and not of DTC, the Fiscal Agent, or the City,
subject to any statutory or regulatory requirements as may be in effect from time to time. Payment of principal,
redemption premium, if any, and interest to DTC is the responsibility of the City or the Fiscal Agent,
disbursement of such payments to Direct Participants shall be the responsibility of DTC, and disbursement of
such payments to the Beneficial Owners shall be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the Bonds at any time by
giving reasonable notice to the City or the Fiscal Agent. Under such circumstances, in the event that a successor
securities depository is not obtained, Bond certificates are required to be printed and delivered.

‘The City may decide to discontinue use of the system of book-entry transfers through DTC (or a successor
securities depository). In that event, Bond certificates will be printed and delivered.

The information in this section concerning DTC and DTC’s book-entry system has been obtained from
sources that the City believes to be reliable, but the City takes no responsibility for the accuracy thereof.

No assurance can be given by the City that DTC will make prompt transfer of payments to the Participants
or that Participants will make prompt transfer of payments to Beneficial Owners. The City is not responsible or
liable for payment by DTC or Participants or for sending transaction statements or for maintaining, supervising or
reviewing records maintained by DTC or Participants. '

For every transfer and exchange of the Bonds, the Beneficial Owners may be charged a sum sufficient to
cover any tax, fee or other charge that may be imposed in relation thereto.

Discontinuance of the Book-Entry Only System

In the event that the book-entry only system is discontinued, the City will authenticate and make available
for delivery replacement Bonds in the form of registered certificates. In addition, the following provisions would
apply: principal of the Bonds and redemption premium, if any, will be payable in lawful money of the United
States of America to the registered owners thereof on the maturity date of the Bonds in immediately available
funds at the office of the Fiscal Agent, The Chase Manhattan Bank, if by hand, One Chase Manhattan Plaza
Level 1B, New York, New York 10081, Attn: Municipal Bond Redemption Window; if by mail, 4 Chase
Metrotech Center, Brooklyn, New York 11245, Attn: Box 2020, or any successor fiscal agent designated by the
City, and interest on the Bonds will be payable by wire transfer or by check mailed to the respective addresses of
the registered owners thereof as shown on the registration books of the City as of the close of business on the
fifteenth day (Series J) or the last business day (Series I) of the calendar month immediately preceding the
applicable interest payment date.
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SECTION III: GOVERNMENT AND FINANCIAL CONTROLS

Structure of City Government

The City of New York is divided into five counties, which correspond to its five boroughs. The City,
however, is the only unit of local government within its territorial jurisdiction with authority to levy and collect
taxes, and is the unit of local government primarily responsible for service delivery. Responsibility for governing
the City is currently vested by the City Charter in the Mayor, the City Comptroller, the City Council, the Public
Advocate and the Borough Presidents.

-—The Mayor. Rudolph W. Giuliani, the Mayor of the City, took office on January 1, 1994. The Mayor is
elected in a general election for a four-year term and is the chief executive officer of the City. The Mayor
has the power to appoint the commissioners of the City’s various departments. The Mayor is responsible
for preparing and administering the City’s annual Expense and Capital Budgets (as defined below) and
financial plan. The Mayor has the power to veto local laws enacted by the City Council, but such a veto
may be overridden by a two-thirds vote of the Council. The Mayor has powers and responsibilities
relating to land use and City contracts and all residual powers of the City government not otherwise
delegated by law to some other public official or body. The Mayor is also a member of the Control Board.,

-—The City Comptroller. Alan G. Hevesi, the Comptroller of the City, took office on January 1, 1994. The
City Comptroller is elected in a general election for a four-year term and is the chief fiscal officer of the
City. The City Comptroller has extensive investigative and audit powers and responsibilities which
include keeping the financial books and records of the City. The City Comptroller’s audit responsibilities
include a program of performance audits of City agencies in connection with the City’s management,
planning and control of operations. In addition, the City Comptroller is required to evaluate the Mayor’s
budget, including the assumptions and methodology used in the budget. The Office of the City
Comptroller is responsible under the City Charter and pursuant to State Law and City investment
guidelines for managing and investing City funds for operating and capital purposes. The City
Comptroller is also a member of the Control Board and is a trustee, the custodian and the delegated
investment manager of the City’s five pension systems. The investments of those pension system assets,
aggregating approximately $60 billion, are made pursuant to the directions of the respective Boards of
Trustees.

-——The City Council. The City Council is the legislative body of the City and consists of the Public
Advocate and 51 members elected for four-year terms who represent various geographic districts of the
City. Under the Charter, the City Council must annually adopt a resolution fixing the amount of the real
estate tax and adopt the City’s annual Expense Budget and Capital Budget (as defined below). The City
Council does not. however, have the power to enact local laws imposing other taxes, unless such taxes
have been authorized by State legislation. The City Council has powers and responsibilities relating to
franchises and land use and as provided by State law.

-—The Public Advocate. Mark Green, the Public Advocate, took office on January 1, 1994. The Public
Advocate is elected in a general election for a four-year term. The Public Advocate may preside at
meetings of the City Council without voting power, except in the case of a tie vote. The Public Advocate
is first in the line of succession to the Mayor in the event of the disability of the Mayor or a vacancy in the
office. The Public Advocate appoints a member of the City Planning Commission and has various
responsibilities relating to, among other things, monitoring the activities of City agencies, the
investigation and resolution of certain complaints made by members of the public concerning City
agencies and ensuring appropriate public access to government information and meetings.

—The Borough Presidents. Each of the City’s five boroughs elects a Borough President who serves for a
four-year term concurrent with other City elected officials. The Borough Presidents consult with the
Mayor in the preparation of the City’s annual Expense Budget and Capital Budget. Five percent of
discretionary increases proposed by the Mayor in the Expense Budget and, with certain exceptions, five
percent of the appropriations supported by funds over which the City has substantial discretion proposed
by the Mayor in the Capital Budget, must be based on appropriations proposed by the Borough
Presidents. Each Borough President also appoints one member to BOE and has various responsibilities
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relating to, among other things, reviewing and making recommendations regarding applications for the
use, development or improvement of land located within the borough, monitoring and making
recommendations regarding the performance of contracts providing for the delivery of services in the
borough, and overseeing the coordination of a borough-wide public service complaint program.

The City Charter provides that no person shall be eligible to be elected to or serve in the office of Mayor,
Public Advocate, Comptroller, Borough President or Council member if that person had previously held such
office for two or more full consecutive terms, unless one full term or more has elapsed since that person last held
such office. This Charter provision applies only to terms of office commencing on or after January 1, 1994.

City Financial Management, Budgeting and Controls

The Mayor is responsible under the City Charter for preparing the City’s annual expense and capital budgets
(as adopted, the ‘‘Expense Budget’’ and the ‘‘Capital Budget’’, respectively, and collectively, the ‘‘Budgets’)
and for submitting the Budgets to the City Council for its review and adoption. The Expense Budget covers the
City’s annual operating expenditures for municipal services, while the Capital Budget covers expenditures for
capital projects, as defined in the City Charter. Operations under the Expense Budget must reflect the aggregate
expenditure limitations contained in financial plans.

The City Council is responsible for adopting the Expense Budget and the Capital Budget. Pursuant to the
City Charter, the City Council may increase, decrease, add or omit specific units of appropriation in the Budgets
submitted by the Mayor and add, omit or change any terms or conditions related to such appropriations. The City
Council is also responsible, pursuant to the City Charter, for approving modifications to the Expense Budget and
adopting amendments to the Capital Budget beyond certain latitudes allowed to the Mayor under the City
Charter. However, the Mayor has the power to veto any increase or addition to the Budgets or any change in any
term or condition of the Budgets approved by the City Council, which veto is subject to an override by a two-
thirds vote of the City Council, and the Mayor has the power to implement expenditure reductions subsequent to
adoption of the Expense Budget in order to maintain a balanced budget. In addition, the Mayor has the power to
determine the non-property tax revenue forecast on which the City Council must rely in setting the property tax
rates for adopting a balanced City budget.

OMB

OMB, with a staff of approximately 300 professionals, is the Mayor’s primary advisory group on fiscal
issues and is also responsible for the preparation, monitoring and control of the City’s Budgets and four-year
financial plans. In addition, the City prepares a Ten-Year Capital Strategy.

State law requires the City to maintain its Expense Budget balanced when reported in accordance with
GAAP. In addition to the City’s annual Expense and Capital Budgets, the City prepares a four-year financial plan
which encompasses the City’s revenue, expenditure, cash flow and capital projections. All Covered
Organizations, as hereinafter defined, are also required to maintain budgets that are balanced when reported in
accordance with GAAP. From time to time certain Covered Organizations have had budgets providing for
operations on a cash basis but not balanced under GAAP.

To assist in achieving the goals of the financial plan and budget, the City reviews its financial plan
periodically and, if necessary, prepares modifications to incorporate actual results and revisions to projections
and assumptions to reflect current information. The City’s revenue projections are continually reviewed and
periodically updated with the benefit of discussions with a panel of private economists analyzing the effects of
changes in economic indicators on City revenues and information from various economic forecasting services.
The City conforms aggregate expenditures to the limitations contained in the financial plan.

Office of the Comptroller

The City Comptroller is the City’s chief fiscal officer and is responsible under the City Charter for
reviewing and commenting on the City’s Budgets and financial plans, including the assumptions and
methodologies used in their preparation. The City Comptroller, as an independently elected public official, is
required to report annually to the City Council on the state of the City’s economy and finances and periodically to
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the Mayor and the City Council on the financial condition of the City and to make recommendations, comments
and criticisms on the operations, fiscal policies and financial transactions of the City. Such reports, among other
things, have differed with certain of the economic, revenue and expenditure assumptions and projections in the
City’'s financial plans and Budgets. See *‘Secrion VII: 1997-2000 FiNANCIAL PLAN—Certain Reports”’.

The Office of the Comptroller, with a professional staff of approximately 620, establishes the City’s
accounting and financial reporting practices and internal control procedures. The City Comptroller is also
responsible for the preparation of the City’s annual financial statements, which, since 1978, have been required to
be reported in accordance with GAAP.

The Comprehensive Annual Financial Report of the Comptroller for the 1995 fiscal year, which includes,
among other things, the City’s financial statements for the 1995 fiscal year, has received the GFOA award of the
Certificate of Achievement for Excellence in Financial Reporting, the fifteenth consecutive year the
Comprehensive Annual Financial Report of the Comptroller has won such award.

All contracts for goods and services requiring the expenditure of City moneys must be registered with the
City Comptroller. No contract can be registered unless funds for its payment have been appropriated by the City
Council or otherwise authorized. The City Comptroller also prepares vouchers for payments for such goods and
services and cannot prepare a voucher unless funds are available in the Budgets for its payment.

The City Comptroller is also required by the City Charter to audit all City agencies and has the power to
audit all City contracts. The Office of the Comptroller conducts both financial and management audits and has
the power to investigate corruption in connection with City contracts or contractors.

The Mayor and City Comptroller are responsible for the issuance of City indebtedness. The City
Comptroller oversees the payment of such indebtedness and is responsible for the custody of certain sinking
funds.

Financial Reporting and Control Systems

Since 1978, the City's financial statements have been required to be audited by independent certified public
accountants and to be presented in accordance with GAAP. The City has completed sixteen consecutive fiscal
years with a General Fund surplus when reported in accordance with then applicable GAAP.

Both OMB and the Office of the Comptroller utilize financial monitoring, reporting and control systems,
including the Integrated Financial Management System and a comprehensive Capital Projects Information
System, which provide comprehensive current and historical information regarding the City’s financial condition.
This information, which is independently evaluated by each office, provides a ba51s for City action required to
maintain a balanced budget and continued financial stability.

The City’s operating results and forecasts are analyzed, reviewed and reported on by each of OMB and the
Office of the Comptroller as part of the City’s overall system of internal control. Internal control systems are
reviewed regularly, and the City Comptroller requires an annual report on internal control and accountability
from each agency. Comprehensive service level and productivity targets are formulated and monitored for each
agency by the Mayor’s Office of Operations and reported publicly in a semiannual management report.

The City has developed and hitilizes a cash forecasting system which forecasts its daily cash balances. This
enables the City to predict more accurately its short-term borrowing needs and maximize its return on the
investment of available cash balances. Monthly statements of operating revenues and expenditures, capital
revenues and expenditures and cash flow are reported after each month’s end, and major variances from the
financial plan are identified and explained.

City funds held for operation and capital purposes are managed by the Office of the City Comptroller, with
specific guidelines as to investment vehicles. The City does not invest such funds in leveraged products or use
reverse repurchase agreements. The City invests primarily in obligations of the United States Government, its
agencies and instrumentalities, and repurchase agreements with primary dealers. The repurchase agreements' are
collateralized by United States Government treasuries, agencies and instrumentalities, held by the City’s
custodian bank and marked to market daily.
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More than 95% of the aggregate assets of the City’s five defined benefit pension systems are managed by
outside managers, supervised by the Office of the City Comptroller, and the remainder is held in cash or managed
by the City Comptroller. Allocations of investment assets are determined by each fund’s board of trustees. As of
December 31, 1996, aggregate pension assets were allocated as follows: 54.6% U.S. equities; 31.8% U.S. fixed
income; 11.5% intemnational equities; 1.1% international fixed income; and 1.0% cash.

Financial Emergency Act

The Financial Emergency Act requires that the City submit to the Control Board, at least 50 days prior to the
beginning of each fiscal year (or on such other date as the Control Board may approve), a financial plan for the
City and certain State governmental agencies, public authorities or public benefit corporations (‘*‘PBCs’’) which
receive or may receive monies from the City directly, indirectly or contingently (the ‘‘Covered Organizations’’)
covering the four-year period beginning with such fiscal year. BOE, the New York City Transit Authority and the
Manhattan and Bronx Surface Transit Operating Authority (collectively, ‘‘New York City Transit’” or
“NYCT’"), HHC and the New York City Housing Authority (the ‘‘Housing Authority’’ or *“HA’’) are examples
of Covered Organizations. The Act requires that the City’s four-year financial plans conform to a number of
standards. Unless otherwise permitted by the Control Board under certain conditions, the City must prepare and
balance its budget covering all expenditures other than capital items so that the results of such budget will not
show a deficit when reported in accordance with GAAP. Provision must be made, among other things, for the
payment in full of the debt service on all City securities. The budget and operations of the City and the Covered
Organizations must be in conformance with the financial plan then in effect.

From 1975 to June 30, 1986, the City was subject to a Control Period, as defined in the Financial
Emergency Act, which was terminated upon. the satisfaction of the statutory conditions for termination, including
the termination of all Federal guarantees of obligations of the City, a determination by the Control Board that the
City had maintained a balanced budget in accordance with GAAP for each of the three immediately preceding
fiscal years and a certification by the State and City Comptrollers that sales of securities by or for the benefit of
the City satisfied its capital and seasonal financing requirements in the public credit markets and were expected
to satisfy such requirements in the 1987 fiscal year. With the termination of the Control Period, certain Control
Board powers were suspended including, among others, its power to approve or disapprove certain contracts
(including collective bargaining agreements), long-term and short-term borrowings, and the four-year financial
plan and modifications thereto of the City and the Covered Organizations. After the termination of the Control
Period but prior to the statutory expiration date of the Financial Emergency Act on July 1, 2008, the City will still
be required to develop a four-year financial plan each year and to modify the plan as changing circumstances
require. During this period, the Control Board will also continue to have certain review powers and must
reimpose a Control Period upon the occurrence or substantial likelihood and imminence of the occurrence of any
one of certain events specified in the Act. These events are (i) failure by the City to pay principal of or interest on
any of its notes or bonds when due or payable, (ii) the existence of a City operating deficit of more than
$100 million, (iii) issuance by the City of notes in violation of certain restrictions on short-term borrowing
imposed by the Act, (iv) any violation by the City of any provision of the Act which substantially impairs the
ability of the City to pay principal of or interest on its bonds or notes when due and payable or its ability to adopt
or adhere to an operating budget balanced in accordance with the Act, or (v) joint certification by the State and
City Comptrollers that they could not at that time make a joint certification that sales of securities in the public
credit market by or for the benefit of the City during the immediately preceding fiscal year and the current fiscal
year satisfied its capital and seasonal financing requirements during such period and that there is a substantial
likelihood that such securities can be sold in the general public market from the date of the joint certification
through the end of the next succeeding fiscal year in amounts that will satisfy substantially all of the capital and
seasonal financing requirements of the City during such period in accordance with the financial plan then in
effect.
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Financial Control Board Oversight

The Control Board, with MAC and the Office of the State Deputy Comptroller (*‘OSDC’"), reviews and
monitors revenues and expenditures of the City and the Covered Organizations. In addition, an independent
budget office (the *‘IBO’") has been established pursuant to the City Charter to provide analysis to elected
officials and the public on relevant fiscal and budgetary issues affecting the City.

The Control Board is required to: (i) review the four-year financial plan of the City and of the Covered
Organizations and modifications thereto; (ii) review the operations of the City and the Covered Organizations,
including their compliance with the financial plan; and (iii) review long-term and short-term borrowings and
certain contracts, including collective bargaining agrecments, of the City and the Covered Organizations. The
requirement to submit four-year financial plans and budgets for review was in response to the severe financial
difficulties and loss of access to the credit markets encountered by the City in 1975. The Control Board must
reexamine the financial plan on at least a quarterly basis to determine its conformance to statutory standards.

During a Control Period, in addition to the requirements described above, the Control Board is required to
establish procedures with respect to the disbursement of monies to the City and the Covered Organizations from
the Control Board Fund created by the Act.

The ex officio members of the Control Board are George E. Pataki, Governor of the State of New York
(Chairman); H. Carl McCall, Comptroller of the State of New York; Rudolph W. Giuliani, Mayor of The City of
New York; Alan G. Hevesi. Comptroller of The City of New York. In addition, there are three private members
appointed by the Governor, Heather L. Ruth, President of the Public Securities Association; Stanley S. Shuman,
Executive Vice President of Allen & Company. Incorporated; and Robert G. Smith, Ph.D., President of Smith
Affiliated Capital Corp. The Executive Director of the Control Board is appointed jointly by the Governor and
the Mayor and Cornelius F. Healy is currently serving as Executive Director of the Control Board. The Control
Board is assisted in the exercise of its responsibilities and powers under the Financial Emergency Act by the
State Deputy Comptroller, who is Rosemary Scanlon.



SECTION 1IV: SOURCES OF CITY REVENUES

The City derives its revenues from a variety of local taxes, user charges and miscellaneous revenues, as well
as from Federal and State unrestricted and categorical grants. State aid as a percentage of the City’s revenues has
remained relatively constant over the period from 1980 to 1996, while unrestricted Federal aid has been sharply
reduced. The City projects that local revenues will provide approximately 67.4% of total revenues in the 1997
fiscal year while Federal aid, including categorical grants, will provide 12.4%, and State aid, including
unrestricted aid and categorical grants, will provide 20.2%. Adjusting the data for comparability, local revenues
provided approximately 60.6% of total revenues in 1980, while Federal and State aid each provided
approximately 19.7%. A discussion of the City’s principal revenue sources follows. For information regarding
assumptions on which the City’s revenue projections are based, see *‘Section VII: 1997-2000 Financial Plan
Assumptions”’. For information regarding the City’s tax base, see ‘‘APPENDIX A—ECONOMIC AND SOCIAL
FACTORS™’.

Real Estate Tax

The real estate tax, the single largest source of the City’s revenues, is the primary source of funds for the
City’s General Debt Service Fund. The City expects to derive approximately 39% of its total tax revenues and
21% of its total revenues for the 1997 fiscal year from the real estate tax. For information concerning tax
revenues and total revenues of the City for prior fiscal years, see ‘‘SECTION VI: FINANCIAL OPERATIONS—1992-1996
Statement of Operations’”.

The State Constitution authorizes the City to levy a real estate tax without limit as to rate or amount (the
“‘debt service levy’’) to cover scheduled payments of the principal of and interest on indebtedness of the City.
However, the State Constitution limits the amount of revenue which the City can raise from the real estate tax for
operating purposes (the ‘‘operating limit’”) to 2.5% of the average full value of taxable real estate in the City for
the current and the last four fiscal years less interest on temporary debt and the aggregate amount of business
improvement district charges subject to the 2.5% tax limitation. The table below sets forth the percentage of the
debt service levy to the total levy. The most recent calculation of the operating limit does not fully reflect the
recent downturn in the real estate market, which is expected to lower the operating limit in the future. The City
Council has adopted a distinct tax rate for each of the four categories of real property established by State
legislation.

COoMPARISON OF REAL ESTATE TAX LEVIES, TaAXx LiMITS AND TAX RATES

Percent
of Levy
Percent of Within
Levy Debt Operating
Within Debt Service Limit to Rate Per Average Tax Rate
Operating  Service Levy to Operating  Operating  $100 of Full Per $100 of
Fiscal Year Total Levy(1) Limit Levy(2)  Total Levy Limit Limit Valuation(3) Assessed Valuation
(Dollars in Millions)
1993 .... $8,3925 $6,469.9 $1,922.6 229% $11,945.0 54.2% $1.60 $10.59
1994 .... 8,113.2 59209 2,1922 270 13,853.8 42.7 1.30 10.37
1995 .... 7,889.8 56139 22759 28.8 13,446.5 41.7 1.14 10.37
1996 .... 7,871.4 5,261.6 2,609.8 33.2 8,633.4 60.9 1.88 10.37
1997 .... 7.835.1 50077 28274 36.1 7,857.3 63.7 2.46 10.37

(1) As approved by the City Council.

(2) The debt service levy includes a portion of the total reserve for uncollected real estate taxes.

(3) Full valuation is based on the special equalization ratios (discussed below) and the billable assessed valuation. Special equalization ratios
and full valuations are revised periodically as a result of surveys by the State Board of Real Property Services.

Assessment

The City has traditionally assessed real property at less than market (full) value. The State Board of Real
Property Services (the *‘State Board’’) is required by law to determine annually the relationship between taxable
assessed value and market value which is expressed as the *‘special equalization ratio.”” The special equalization
ratio is used to compute full value for the purpose of measuring the City’s compliance with the operating limit
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and general debt limit. For a discussion of the City’s debt limit, see ‘‘SEcTiION VII: INDEBTEDNESS—City
Indebtedness—Limitations on the City’s Authority to Contract Indebtedness’’. The ratios are calculated by using
the most recent market value surveys available and a projectiun of market value based on recent survey trends, in
accordance with methodologies established by the State Board from time to time. Ratios, and therefore full
values, may be revised when new surveys are completed. The ratios and full values used to compute the 1997
fiscal year operating limit and general debt limit which are shown in the table below, have been established by
the State Board and include the results of the calendar year 1993 market value survey. These estimates of full
value established by the State Board do not fully reflect the recent downturn in the real estate market. For
information concerning litigation asserting that the special equalization ratios calculated by the State Board in the
1991 calendar year violate State law because they substantially overestimate the full value of City real estate for
the purposes of calculating the operating limit for the 1992 fiscal year, and that the City’s real estate tax ievy for
operating purposes in the 1992 fiscal year exceeded the State Constitutional limit, see ‘*SECTION IX: OTHER
INFORMATION—Litigation—-Taxes .

BILLABLE ASSESSED AND FULL VALUE OF TAXABLE REAL ESTATE(1)

Billable
Assessed Valuation Special
of Taxable Equalization
Fiscal Year Real Estate(2) + Ratio = Full Valuation(2)
1993 ... $79,370,561,446 0.2965 $267,691,606,901
1994, .. .. ... ... ... 78,364,554,204 0.2627 298,304,355,554
1995, . e 76,202,446,309 0.2384 319,641,133,846
1996.... .ot 76,029,436,876 0.2209 344,180,338,959
1997 . e 75,668,457.,434 0.2069 365,724,782,185

Average: 319,108,443,489

(1) Also assessed by the City, but excluded from the computation of taxable real estate, are various categories of property exempt from
taxation under State law. For the 1997 fiscal year, the billable assessed value of real estate categorized by the City as exempt is
$61.5 billion, or 44.9% of the $137.0 billion billable assessed value of all real estate (taxable and exempt).

(2) These figures are derived from official City Council Tax Resolutions adopted with respect to the 1997 fiscal year. These figures differ
from the assessed and full valuation of taxable real estate reported in the Annual Financial Report of the City Comptroller which excludes
veterans’ property subject to tax for school purposes. (The value of such property is approximately $200 million in each year.)

State law provides for the classification of all real property in the City into one of four statutory classes.
Class one primarily includes one-, two-, and three-family homes; class two includes certain other residential
property not included in class one; class three includes most utility real property; and class four includes all other
real property. The total tax levy consists of four tax levies, one for each class. Once the tax levy is set for each
class, the tax rate for each class is then fixed annually by the City Council by dividing the levy for such class by
the billable assessed value for such class.

Assessment procedures differ for each class of property. For fiscal year 1997, class one was assessed at
approximately 8% of market value and classes two, three and four were assessed at 45% of market value. In
addition, individual assessments on class one parcels cannot increase by more than six percent per year or twenty
percent over a five-year period. Market value increases and decreases for most of class two and all of class four
are phased in over a period of five years. Increases in class one market value in excess of applicable limitations
are not phased in over subsequent years. There is also no phase in for class three property.

Class two and class four real property have three assessed values: actual, transition and billable. Actual
assessed value is established for all tax classes without regard to the five-year phase-in requirement applicable to
most class two and all class four properties. The transition assessed value reflects this phase-in. Billable assessed
value is the basis for tax liability, and is the lower of the actual or transition assessment.

The share of the tctal levy that can be borne by each class is regulated by the provisions of the Real Property
Tax Law. Each class’s share of the total tax levy is updated annually to reflect new construction, demolition,
alterations or changes in taxable status and is subject to limited adjustment to reflect market value changes among
the four classes. Fiscal year 1997 tax rates were set on June 12, 1996 reflecting a provision of State law that
limits the market value adjustment for 1997 to a 212% increase in any class’s share compared to its share in 1996,
For fiscal year 1998, the average tax rate is expected to be held at the current rate of $10.37, though individual
class tax rates may vary.
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City real estate tax revenues may be reduced in future fiscal years as a result of tax refund claims asserting
overvaluation, inequality of assessment and illegality. For a discussion of various proceedings challenging
assessments of real property for real estate tax purposes, see ‘‘SECTION IX: OTHER INFORMATION—Litigation—
Taxes’’. For further information regarding. the City’s potential exposure in certain of these proceedings, see
**ApENDIX B—FINANCIAL STATEMENTS—Notes to Financial Statements—Note H. LONG-TERM OBLIGATIONS—
Judgments and Claims’’.

The State Board annually certifies various class ratios and class equalization rates relating to the four classes
of real property in the City. *‘Class ratios’’, which are determined for each class by the State Board by calculating
the ratio of assessed value to market value, are used in real property tax certiorari proceedings involving
allegations of inequality of assessments. The City believes that the State Board overestimated market values for
class two and class four properties in calculating the class ratios for the 1991 and 1992 assessment rolls and has
commenced proceedings challenging these class ratios. A lowering of the market value determination by the
State Board for classes two and four would raise the class ratios and could result in a reduction in tax refunds
issued as a result of tax certiorari proceedings. For further information regarding the City’s proceeding, see
“‘SecTioN IX: OTHER INFORMATION—Litigation—Taxes’’.

Trend in Taxable Assessed Value

During the decade prior to fiscal year 1993, real property tax revenues grew substantially. Because State law
provides for increases in assessed values of most properties to be phased into property tax bills over five-year
periods, billable assessed values continued to grow and real property tax revenue increased through fiscal year
1993 even as market values declined during the local recession. For the 1994 fiscal year, billable assessed
valuation for taxable property decreased by approximately 1.25% from the $79.3 billion final valuation for fiscal
year 1993, Actual assessed valuation decreased approximately 3.0% in fiscal year 1994 from the prior fiscal year
valuation of $81.7 billion. These results reflect changes made to the assessment percentages for class three
property, which resulted in a 46% increase in class three billable assessed value. After adjusting for the change in
assessment percentages, billable assessed values for all classes declined by 3.6%.

For the 1994 and 1995 fiscal years, billable assessed valuation continued to decline, by 1.3% and 2.8%,
respectively. The bulk of the decline was due to continued weakness in class four. For the 1996 fiscal year,
billable assessed valuation in total was essentially unchanged from the prior year (a decline of 0.2%), as the rate
of decline in class four slowed and slight increases in the valuations of the other classes offset the class four
decline. For the 1996 fiscal year, actual assessed valuation increased by 0.8%, the first improvement since fiscal
year 1991. Billable assessed valuation for 1996 was essentially unchanged at $75.9 billion. Fiscal year 1997
actual assessed valuation on the final assessment roll increased by 0.1 percent or $86 million, while billable
assessed valuation decreased by 0.5 percent or $356 million from fiscal year 1996 to $75.5 billion. Based on the
fiscal year 1998 tentative roll, billable assessed valuation on the 1998 final roll is expected to remain unchanged
from fiscal year 1997, reflecting continued growth in class one and class two and continued weakness in class
four. Billable assessed value is expected to achieve growth approaching the rate of inflation by 2000, reflecting
improved economic conditions.

Collection of the Real Estate Tax

Real estate tax payments are due each July 1 and January 1, with the exception of payments by owners of
real property assessed at $40,000 or less and cooperatives whose individual units on average are valued at
$40,000 or less, which are paid in quarterly installments on July 1, October 1, January 1 and April 1. Since
July 1, 1991, an annual interest rate of 9% compounded daily is imposed upon late payments on properties for
which the annual tax bill does not exceed $2,750 except in the case of (i) any parcel with respect of which the
real property taxes are held in escrow and paid by a mortgage escrow agent and (ii) parcels consisting of vacant
or unimproved land. Since July 1, 1991, an interest rate of 18% compounded daily is imposed upon late payments
on all other properties. These interest rates are set annually.

The City primarily uses two methods to enforce the collection of real estate taxes. The City is authorized to
sell real property tax liens on class one properties which are delinquent for at least three years and class two,
three and four properties which are delinquent for at least one year. In addition, the City is entitled to foreclose
delinquent tax liens by in rem proceedings after one year of delinquency with respect to properties other than
one- and two-family dwellings and condominium apartments for which the annual tax bills do not exceed $2,750,
as to which a three-year delinquency rule is in effect.
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The real estate tax is accounted for on a modified accrual basis. Revenue accrued is limited to prior year
payments received, offset by refunds made, within the first two months of the following fiscal year. In deriving
the real estate tax revemue forecast, a reserve is provided for cancellations or abatements of taxes and for
nonpayment of current year taxes owed and outstanding as of the end of the fiscal year.

The following table: sets forth the amount of delinquent real estate taxes (owed and outstanding as of the end
of the fiscal year of levy) for each of the fiscal years indicated. Delinquent real estate taxes do not include real
estate taxes subject to cancellation or abatement under various exemption or abatement programs. Delinquent real
estate taxes generally increase during a recession and when the real estate market deteriorates. Delinquent real
estate taxes generally decrease as the City’s economy and real estate market recover.

In June 1994, the City sold to Tax Collections Trust; a Delaware trust, the City’s delinquent real property tax
receivables outstanding as of May 31, 1994 for $201 million plus a residual interest in the receivables. In April
1995, the City sold to Asset Securitization Cooperative Corporation, a California cooperative corporation, the
City’s delinquent real property tax receivables outstanding as of April 1, 1995 for $223 million, with the City
retaining a residual interest in the receivables. In fiscal year 1996, the City sold to NYCTL 1996-1 Trust, a
Delaware business trust, real property tax liens for which the City received approximately $182 million in cash.
Amounts shown in the table below are adjusted as indicated in the notes.

REAL ESTATE Tax COLLECTIONS AND DELINQUENCIES
{In Millions)

Cancellations,
Tax Net Credits, Delinquency
Collections Abatements,  Delinquent as a
Tax Collectlons as a Prior Year Exempt Property as of End Percentage
Tax on Current Percentage (Delinquent Tax) Restored and of Fiscal of Tax
Fiscal Year Levy(l)  ‘ear Levy(2) of Tax Levy Collections(3) Refunds  Shelter Rent Year(4) Levy
1990 ..... $6,872.4  $6,507.1 94.7% $109.6 $(74.1)  $(135.0) $(230.2) 3.35%
1991(5)... 7,681.3 7,199.2 93.7 149.7 62.7) (166.4) (315.7) 4.11
1992 ..... 8,318.8 7,748.4 93.1 193.7 (124.3) (200.2) (370.2) 445
1993 ..... 8,392.5 7,766.1 92.5 227.7 (107.2) (215.2) (411.2) 490
1994 ..... 8,113.2 7,520.3 92.7 223.1 (199.1) (189.5) (403.4) 497
1995 ..... 7,889.8 73774 93.5 210.8 (162.4) (130.8) (381.6) 4.84
1996 ..... 7.871.4 7,226.4 91.8 385.5 (399.7) (275.5) (289.1) 3.67(6)
1997(7) ... 7,835.1 7,289.2 93.0 114.6 (3329 (276.5) (269.4) 3.44

(1) As approved by the City Council.

(2) Quarterly collections on current year levy. Amounts for fiscal years 1994, 1995 and 1996 are adjusted to eliminate the effects of the 1994
and 1995 sales of delinquent tax receivables.

(3) Adjusted to exclude the effect of sales of delinquent tax reccivables. Figures include $169.1 million of net proceeds from the 1996 sale of
real property tax liens and $55 million from an expected tax lien sale in 1997.

(4) These figures include taxes due on certain publicly owned property and exclude delinquency on shelter rent and exempt property restored
in 1995 and 1996.

(5) Does not include supplemental levy of $61.7 million raised in mid-year for the Criminal Justice Fund,

(6) The fiscal year 1996 delinquency does not include real property tax liens sold in fiscal year 1996,

(7) Forecast

Other Taxes

The City expects to derive 61.0% of its total tax revenues for the 1997 fiscal year from a variety of taxes
other than the real estate tax, such as: (i) the 4% sales and compensating use tax, in addition to the State 4V4%
retail sales tax imposed by the State upon receipts from retail sales of tangible personal property and certain
services in the City; (ii) the personal income tax on City residents and the earnings tax on non-residents; @Giii) a
general corporation tax levied on the income of corporations doing business in the City; (iv) a banking
corporation tax imposed on the income of banking corporations doing business in the City; and (v) the State-
imposed stock transfer tax (while the economic effect of the stock transfer tax was eliminated as of October 1,

21



1981, the City’s revenue loss is, to some extent, mitigated by State payments to a stock transfer tax incentive
fund).

For local taxes other than the real property tax, the City may adopt and amend local laws for the:levy of
local taxes to the extent authorized by the State. This authority can be withdrawn, amended or expanded by State
legislation. Without State authorization, the City may locally impose property taxes to fund general operations in
an amount not to exceed 2%% of property values in the City as determined under a State mandated formula. In
addition, the State cannot restrict the City’s authority to levy and collect real estate taxes in excess of the 2/2%
limitation in the amount necessary to pay principal of and interest on City indebtedness. For further information
concerning the City’s authority to impose real property taxes, see *“SECTION IV: SOURCES OF CITY REVENUES—Real
Estate Tax’’. Payments by the State to the City of sales tax and stock transfer tax revenues are subject to
appropriation by the State and are made available first to MAC for payment of MAC debt service, reserve fund
requirements and operating expenses, with the balance, if any, payable to the City.

Revenues from taxes other than the real property tax, including Audits and Criminal Justice Fund, in the
1996 fiscal year increased by $801 million or approximately 7.8% from the 1995 fiscal year, primarily due to
increases in the personal income tax, general corporation tax, banking corporation tax, unincorporated business
income tax and sales tax. The following table sets forth, by category, revenues from taxes, other than the real
property tax, for each of the City’s 1992 through 1996 fiscal years.

ez 1993 1994 1995 199
: (In Millions)

Personal InCOmME(2) ... vvvvvnneriiennnininaraennenaensns $3223 $3,451 $ 3,530 $ 3,591 § 3,908
General Corporation ............. e 964 978 1,193 1,079 1,209
Banking COrporation ...........c..ooviveiiiiiaiiiann. 310 362 497 250 361
Unincorporated Business Income ....................... 340 389 382 379 496
T T TP P 2,262 2,379 2,451 2,588 2,714
Commercial Rent.......covvrviiiiiinnneaae e 649 624 629 624 531
Real Property Transfer................ooiiiiioiiionnt 123 125 149 167 175
Mortgage Recording . ........oocovviiniiiiieniiaiennn. 121 118 134 170 147
L8131 T R R R R 183 190 208 197 214
AlLOher(3) .o cvveeriiiiiiiaie it 561 588 622 593 628
AT . o e e e e e ee e e 528 519 570 601 657

TOtAl . vveeeevreeannensanei e aaneen $9,264 $9,723 $10,365 $10,239 $11,040

(1) A change in certain accounting standards issued by the Governmental Accounting Standards Board applicable to the City resulted in a
restatement of the figures for the 1993 fiscal year and the results of operations for the 1993 fiscal year. Such restatement is reflected in the
City’s audited financial statements for the 1994 fiscal year. For further information concerning such change in accounting standards, see
+SreTION VI: FINANCIAL OPERATIONS—1992-1996 Statement of Operations’”. )

() Personal Income Tax includes $110 miltion of Criminal Justice Fund revenues in the 1993 fiscal year, $200 million in fiscal year 1994,
$167 million in fiscal year 1995 and $185 million in fiscal year 1996.

(3) All Other includes, among others, the stock transfer tax, New York City Off-Track Betting Corporation (‘‘OTB’’) net revenues, cigarctte,
beer and liquor taxes, the hotel tax and the automobile use tax.
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Miscellaneous Revenues

Miscellaneous revenues include revenue sources such as charges collected by the City for the issuance of
licenses, permits and franchises, interest earned by the City on the investment of City cash balances, tuition and
fees at the Community Colleges, reimbursement to the City from the proceeds of water and sewer rates charged
by the New York City Water Board (the ‘“Water Board’’) for costs of delivery of water and sewer services and
paid to the City by the Water Board for its lease interest in the water and sewer system, rents collected from
tenants in City-owned property and from the Port Authority with respect to airports, and the collection of fines.
The following table sets forth amounts of miscellaneous revenues for each of the City’s 1992 through 1996 fiscal
years.

1992 1993 1994 1995 1996

T T (In I\Tilﬁons) T T
Licenses, Permits and Franchises ..............c..oooian $ 210 $ 213 $ 225 $ 222 $ 237
Tnterest INCOMIE . .. vovrnr it ieee e cinnaneeracnnnannaaneanns 133 87 82 95 112
Charges for Services. .......oooveiiaiiiiieiiieii o, 369 397 389 396 415
Water and Sewer Payments ..............cooiieiiiiiiiia 644 709 718 738 731
Rental INCOME .. oo vt ettt tiitaes v eennaaaaaaesasnas 158 162 133 127 139
Fines and Forfeitures ........cciiiinrerermmonaeeeeanenas 404 380 369 417 417
(01117 oy 316 478 659 722 683

13 7 1 P P $2,234  $2,426 $2,575 $2,717 $2,734

Effective on July 1, 1985, fees and charges collected from the users of the water and sewer system of the
City became revenues of the Water Board, a public benefit corporation all of the members of which are appointed
by the Mayor. The Water Board currently holds a long-term leasehold interest in the water and sewer system
pursuant to a lease between the Water Board and the City (the “‘Lease™).

Miscellaneous revenues for the 1992 fiscal year include one-time collections from audits of $50 million and
the sale of mortgages of $35 million. The increase in miscellaneous revenues for the 1993 fiscal year is mainly
due to a one-time collection from the transfer of surplus funds from the Rehabilitation Mortgage Insurance
Corporation amounting to $23 million, a litigation settlement amounting to $46 million and on-going payments
from HHC amounting to $161 million. The increase in miscellaneous revenues for the 1994 fiscal year was
primarily due to $81 million being made available to the City by the municipal labor unions from surplus funds in
the Stabilization Funds to offset the cost of the January 1993 labor settlement. In addition, fire officers and
superior police officers agreed to transfer $72 million to the City from the Variable Supplements Fund.
Miscellaneous revenues for the 1995 fiscal year include $200 million from the recovery of prior year FICA
overpayments and $120 million from the sale of upstate jails to the state of New York. Fiscal year 1996 includes
an increase of $170 million resulting from actions at HHC, a one-time collection of $28 million from HFA and
$55 million from the recovery of prior year FICA overpayments.

Unrestricted Intergovernmental Aid

Unrestricted Federal and State aid has consisted primarily of per capita aid from the State government.
These funds, which are not subject to any substantial restriction as to their use, are used by the City as general
support for its Expense Budget. State general revenue sharing (State per capita aid) is allocated among the units
of local government by statutory formulas which take into account the distribution of the State’s population and
the full valuation of taxable real property. In recent years, however, such allocation has been based on prior year
levels in lieu of the statutory formula. For a further discussion of unrestricted State aid, see ‘‘Section VII:
1997-2000 FINANCIAL PLAN—Assumptions—Revenue Assumptions—S5. Unrestricted Intergovernmental Aid’’.

23



The following table sets forth amounts of unrestricted Federal and State aid received by the City in cach of

its 1992 through 1996 fiscal years.
1992 1993 1994 1995 199

(In Millions)

State Per Capita Aid...........coviiii i $534 $535 $300 $325 $369
State Shared Taxes(1) ......coviiiriiiiii ittt iaanannanns 27 8 27 16 17
(0717 {721 265 164 340 262 235

50171 $826 $707 $667 $603 $621

(1) State Shared Taxes are taxes which are levied by the State, collected by the State and which, pursuant to aid formulas determined by the
State Legislature, are returned to various communities in the State. Beginning on April 1, 1982, these payments were replaced by funds
appropriated pursuant to the Consolidated Local Highway Assistance Program, known as ‘‘CHIPS”’.

(2) Included in the 1992, 1993, 1994, 1995 and 1996 fiscal years are $75 million, $88 million, $105 million, $126 million and $121 million,
respectively, of aid associated with the partial State takeover of long-term care Medicaid costs.

Federal and State Categorical Grants

The City makes certain expenditures for services required by Federal and State mandates which are then
wholly or partially reimbursed through Federal and State categorical grants. State categorical grants are received
by the City primarily in connection with City welfare, education, higher education, health and mental health
expenditures. The City also receives substantial Federal categorical grants in connection with the Federal
Community Development (‘‘Community Development’”) and the Job Training and Partnership Act (“JTPA™’).
The Federal government also provides the City with substantial public assistance, social service and education
grants as well as reimbursement for all or a portion of certain costs incurred by the City in maintaining programs
in a number of areas, including housing, criminal justice and health. All City claims for Federal and State grants
are subject to subsequent audit by Federal and State authorities. Federal grants are also subject to audit under the
Single Audit Act of 1984 by the City’s independent auditors. The City provides a reserve for disallowances
resulting from these audits which could be asserted in subsequent years. For a further discussion of Federal and
State categorical grants and recent welfare legislation, see ‘‘SECTION VII: 1997-2000 FINANCIAL PLAN—
Assumptions—Revenue Assumptions—6. Federal and State Categorical Grants’ and ‘‘—Certain Reports’”.

The following table sets forth amounts of Federal and State categorical grants received by the City for each
of the City’s 1992 through 1996 fiscal years.

1992 1993 1994 195 19%
(In Millions) T
Federal
TTPA oottt et e e $ 8 $ 128 $ 106 $ 108 $ 105
Community Development(1) ................ .. ... ... 187 193 264 281 279
VR aTE vttt e ettt e et e 2,108 2,111 2,321 2,318 2241
EdUCAHON .. vvtettttee s e ttanes e rensnerrenarvannenea 744 867 882 857 887
(0117 297 311 387 442 682
07 (R $3,422 $3,610 $3,960 $4,006 $4,194
State
LYY |1t ¢ =S O $1,773  $1,767 $1,897 $1,984 $1,720
BAUCAON .o oottt e et eetiareenseeannnrennarennns 3,072 3,309 3,380 3,769 3,746
Higher Education ........covvieeiiiiiieninina... 119 117 134 125 118
Health and Mental Health. . ........... ..o, 201 189 207 235 241
(011475 S 270 279 285 317 254

TOtal oo et $5,435 $5,661 $5903 $6,430 $6,079

(1) Amounts represent actual fonds received and may be lower or higher than the appropriation of funds actually provided by the Federal
government for the particular fiscal year due either to underspending or the spending of funds carried forward from prior fiscal years,
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SECTION V: CITY SERVICES AND EXPENDITURES

Expenditures for City Services

Three types of governrnental agencies provide public services within the City’s borders and receive financial
support from the City. One category is the mayoral agencies established by the City Charter which include,
among others, the Police, Fire and Sanitation Departments. Another is the independent agencies which are funded
in whole or in part through the City Budgets but which have greater independence in the use of appropriated
funds than the mayoral agencies. Included in this category are certain Covered Organizations such as HHC, the
Transit Authority and BOE. A third category consists of certain PBCs which were created to finance the
construction of housing, hospitals, dormitories and other facilities and to provide other governmental services in
the City. The legislation establishing this type of agency contemplates that annual payments from the City,
appropriated through its Expense Budget, may or will constitute a substantial part of the revenues of the agency.
Included in this category are, among others, the HFA and the City University Construction Fund (“‘CUCF’"). For
information regarding expenditures for City services, see “SECTION VI: FINANCIAL OPERATIONS—1992-1996
Statement of Operations’’.

Federal and State laws require the City to provide certain social services for needy individuals and families
who qualify for such assistance. Aid to Families with Dependent Children will be replaced by the Temporary
Assistance for Needy Families (‘“TANF’") block grant, which is required to begin by July 1, 1997. TANF funds
are supplemented by City and State contributions. In addition, Home Relief provides support for those who do
not qualify for AFDC but are in need of public assistance and will provide such support for eligible persons who
do not otherwise qualify for TANF. The cost of Home Relief is borne equally by the City and the State.

The Federal government fully funds and administers a program of Supplemental Security Income (*‘SSI"")
for the aged, disabled, and blind which provides recipients with a grant based on a nationwide standard. State law
requires that this standard be supplemented with additional payments that vary according to an individual’s living
arrangement. Since September 30, 1978, the State has assumed responsibility for the entire cost of both the State
and City shares of this SSI supplement. State assumption of the City’s share has been extended through
September 1997.

The City also provides funding for many other social services such as day care, foster care, family planning,
services for the elderly and special employment services for welfare recipients some of which are mandated, and
may be wholly or partially subsidized, by either the Federal or State government. For further information
regarding recent welfare legislation, see ‘‘SECTION VII: 1997-2000 FINANCIAL PLAN—Assumptions—Revenue
Assumptions—6. Federal and State Categorical Grants™” and ‘‘—Certain Reports™.

The City’s elementary and secondary school system is operated under the general supervision of BOE, with
considerable authority over elementary and junior high schools also exercised by the 32 Community School
Boards. BOE is responsible to the State on policy issues and to the City on fiscal matters. The number of pupils
in the school system for the 1996-1997 school year is estimated to be 1,085,050. Actual enrollment in fiscal years
1992 through 1996 has been 973,263, 995,465, 1,016,728, 1,034,235 and 1,057,344, respectively. Between fiscal
years 1992 and 1996, the percentage of the City’s total budget allocated to BOE has remained relatively stable at
approximately 25.57%: in fiscal year 1997 the percentage of the City’s total budget allocated to BOE is projected
to be 26.9%. See “*SECTION VII: 1997-2000 FINANCIAL PLAN—Assumptions—Expenditure Assumptions—2. Other
Than Personal Service Costs—Board of Education’’. The City’s system of higher education, consisting of its
Senior Colleges and Community Colleges, is operated under the supervision of CUNY. The City is projected to
provide approximately 30.2% of the costs of the Community Colleges in the 1997 fiscal year. The State has full
responsibility for the costs of operating the Senior Colleges, although the City is required initially to fund these
Costs.

The City administers health services programs for the care of the physically and mentally ill and the aged.
HHC maintains and operates the City’s eleven municipal hospitals, five long-term care facilities and a network of
neighborhood health centers. HHC is funded primarily by third party reimbursement collections from Medicare,
Medicaid, Blue Cross-Blue Shield and commercial insurers, and also by direct patient payments and City
appropriations. On February 23, 1995, the Mayor announced that the City would seck to privatize three of the
City’s municipal hospitals: Coney Island Hospital, Elmhurst Hospital Center and Queens Hospital Center. The
goal of the privatization initiative is to improve efficiency in the delivery of services while relieving the City of
the costs associated with owning and operating the three hospitals. Any lower costs resulting from the
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privatization of these hospitals are not reflected in the Financial Plan. HHC and PHS-NY, a private hospital
management corporation, have agreed on a form of sublease by which HHC will sublease Coney Island Hospital
to PHS-NY. On November 8, 1996, the Board of Directors of HHC approved the form of sublease and authorized
the President of HHC to conclude negotiations on all related documents. On January 13, 1997, the State Supreme
Court, Queens County, held, in an action brought by the New York City Council and other plaintiffs against the
Mayor and other defendants challenging such approval, that the subleasing of HHC facilities requires the
application of the Uniform Land Use Review Procedure pursuant to the City Charter and the approval of the New
York City Council and that the sublease of Coney Island Hospital to PHS-NY constitutes an ultra vires act. The
defendants have appealed the decision. The sublease is subject to various approvals which may take several
months to obtain.

Medicaid provides basic medical assistance to needy persons. The City is required by State law to furnish
medical assistance through Medicaid to all City residents meeting eligibility requirements established by the
State. The State’s budget for the 1984 fiscal year reduced the City’s share of Medicaid costs in 1983 from its
previous level of 25% of the cost of all Medicaid eligible care. The State commenced on January 1, 1984 to
assume over a three-year period all but 20% of the non-Federal share of long-term care costs and all of the costs
of providing medical assistance to the mentally disabled. The Federal government will continue to pay
approximately 50% of Medicaid costs for Federally eligible recipients.

The City’s expense budget has increased during the five-year period ended June 30, 1996, due to, among
other factors, the costs of labor settlements, higher mandated costs, including increases in public and medical
assistance, and the impact of inflation on various other than personal service costs.

Employees and Labor Relations

Employees

The following table presents the number of full-time employees of the City, including the mayoral agencies,
BOE and CUNY, at the end of each of the City’s 1992 through 1996 fiscal years.

1992 1993 1994 1995 1996

Education ...........cvvviivneiiiniaanenn. 83,863 86,981 88,639 88,340 85959
Police(1) ...ovvvir i 41,736 42,649 45,652 43,040 43,589
Social Services and Homeless Services ...... 28,890 28,810 26,013 23,948 23,604
City University ............oociivvnennnn.., 3,516 3,682 4,071 3,579 3,581
Environmental Protection and Sanitation ..... 16,560 16,714 16,046 15258 15313
Fire(1)(2) voviiiiiiii e 15,646 15,830 15,871 15,649 15,703
AllOther .........ocovvviiinns. e 54,491 54,184 50,491 47,486 47,320

B | 244,702 248,850 246,783 237,300 235,069

(1) For comparison purposes, fiscal years 1992-1995 have been restated to include the Transit Authority and Housing Authority Police
Departments and EMS.
(2) Fiscal year 1996 includes the impact of the EMS merger with the New York City Fire Department.

The following table presents the number of full-time employees of certain Covered Organizations, as
reported by such Organizations, at the end of each of the City’s 1992 through 1996 fiscal years.

oz 1993 194 1995 1996
Transit Authority(1). .......ccovvrvnonn.... 43,622 44388 44949 44954 42,802
Housing Authority(1)....................... 12,518 13,698 13,837 13,820 14273
HHC(I)2) «vvevveeenieeeee e, 42423 44,445 44,195 39243 37527
TOtAl(3) « v evveeerneeaeee e, 98,563 102,531 102,981 98,017 94,602

———— — ———— ————— —_—
—_—— —_—— — ——— _—

(1) For comparison purposes, fiscal years 1992-1995 have been restated to exclude the Transit Authority and Housing Authority Police

Departments and EMS. : .
(2) In fiscal year 1996, EMS merged with the New York City Fire Department.
(3) The definition of *‘full-time employees’* varies among the Covered Organizations and the City.
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The foregoing tables include persons whose salaries or wages are paid by certain public employment
programs, principally programs funded under JTPA, which support employees in non-profit and State agencies as
well as in the mayoral agencies and the Covered Organizations.

Labor Relations

Substantially all of the City’s full-time employees are members of labor unions. The Financial Emergency
Act requires that all collective bargaining agreements entered into by the City and the Covered Organizations be
consistent with the City’s current financial plan, except for certain awards arrived at through impasse procedures.
During a Control Period, and subject to the foregoing exception, the Control Board would be required to
disapprove collective bargaining agreements that are inconsistent with the City’s current financial plan.

Under applicable law, the City may not make unilateral changes in wages, hours or working conditions
under any of the following circumstances: (i) during the period of negotiations between the City and a union
representing municipal employees concerning a collective bargaining agreement; (i) if an impasse panel is
appointed, then during the period commencing on the date on which such panel is appointed and ending sixty
days thereafter or thirty days after it submits its report, whichever is sooner, subject to extension under certain
circumstances to permit completion of panel proceedings; or (iii) during the pendency of an appeal to the Board
of Collective Bargaining. Although State law prohibits strikes by municipal employees, strikes and work
stoppages by employees of the City and the Covered Organizations have occurred.

For information regarding the City’s most recently negotiated collective bargaining settlement, as well as
assumptions with respect to the cost of future labor settlements and related effects on the 1997-2000 Financial
Plan, see ‘‘SECTION VII: 1997-2000 FINANCIAL PLAN—Assumptions—Expenditure Assumptions—1. Personal
Service Costs’’.

Pensions

The City maintains a number of pension systems providing benefits for its employees and employees of
various independent agencies (including certain Covered Organizations). For further information regarding the
City’s pension systems and the City’s obligations thereto, see “‘SECTION IX: OTHER INFORMATION—Pension
Systems’’.

Capital Expenditures

The City makes substantial capital expenditures to reconstruct, rehabilitate and expand the City’'s
infrastructure and physical assets, including City mass transit facilities, sewers, streets, bridges and tunnels, and
to make capital investments that will improve productivity in City operations. For additional information
regarding the City’s infrastructure, physical assets and capital program, see *‘SECTION VII: 1997-2000 FINANCIAL
PLaN—Long-Term Capital and Financing Program’ and ‘‘ApPENDIX A—ECONOMIC AND SOCIAL FacTors™.

The City utilizes a three-tiered capital planning process consisting of the Ten-Year Capital Strategy
(previously, the Ten-Year Capital Plan), the Four-Year Capital Program and the current-year Capital Budget. The
Ten-Year Capital Strategy, which is published once every two years in conjunction with the Executive Budget, is
a long-term planning tool designed to reflect fundamental allocation choices and basic policy objectives. The
Four-Year Capital Prograrm translates mid-range policy goals into specific projects. The Capital Budget defines
for each fiscal year specific projects and the timing of their initiation, design, construction and completion.

On January 30, 1997, the City published a Preliminary Ten-Year Capital Strategy for fiscal years 1998
through 2007 (the ““Preliminary Ten-Year Capital Strategy’’). The Preliminary Ten-Year Capital Strategy totaled
$43.4 billion, of which approximately 94% would be financed with City funds. See “‘Secrion VIII:
INpEBTEDNESS—City Indebtedness—Limitations on the City’s Authority to Contract Indebtedness’’. The
Preliminary Ten-Year Capital Strategy provides $5.0 billion for the Board of Education for fiscal years 1998
through 2001. The Preliminary Ten-Year Capital Strategy also assumes that $200 million of these education
commitments will be financed by projected current revenue. See *“Secrion VII: 1997-2000 FINANCIAL PLAN’. The
Preliminary Ten-Year Capital Strategy also assumes that the Wicks Law will be repealed by the State legislature,
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and that the City will achieve savings of $1.6 billion over the ten-year period due to increased capital program
efficiency once the law is repealed.

The Preliminary Ten-Year Capital Strategy includes (i) $12.6 billion to construct new schools and improve
existing educational facilities; (ii) $4.2 billion for expanding and upgrading the City’s housing stock;
(iii) $2.7 billion for reconstruction or resurfacing of City streets; (iv) $1.3 billion for continued City-funded
investment in mass transit; (v) $4.3 billion for the continued reconstruction and rehabilitation of all four East
River bridges and 410 other bridge structures; (vi) $1.3 billion to expand current jail capacity; and
(vii) $2.1 billion for construction and improvement of court facilities.

Those programs in the Preliminary Ten-Year Capital Strategy financed with City funds are currently
expected to be funded primarily from the issuance of general obligation bonds issued by the City and revenue
bonds issued by the Finance Authority. Debt service on such bonds is paid out of the City’s operating revenues.
From time to time in the past, during recessionary periods when operating revenues have come under increasing
pressure, capital funding levels have been reduced from those previously contemplated in order to reduce debt
service costs. For information concerning the City’s long-term financing program for capital expenditures, see
«SpetioN VI 1997-2000 FiNANCIAL PLan—Long-Term Capital and Financing Program’’.

The City’s capital expenditures, including expenditures funded by State and Federal grants, totaled
$18.3 billion during the 1992 through 1996 fiscal years. City-funded expenditures, which totaled $16.9 billion
during the 1992 through 1996 fiscal years, have been financed through the issuance of bonds by the City, the
Water Authority and, commencing in fiscal years 1993 and 1994, respectively, HHC and the Dormitory
Authority. The following table summarizes the major categories of capital expenditures in the past five fiscal
years.

1992 1993 1994 1995 1996 Total

(In Millions) T
EAUCAON «ovvvvveneveaananoneaeeanons $ 681 $ 754 $ 722 $ 875 § 807 § 3,839
Environmental Protection ............... 894 746 616 705 1,004 3,965
Transportation . .......cooveessceereeees 364 341 423 444 554 2,126
Transit Authority(1)......cocoveinvenns 329 250 221 150 218 1,168
HOUSINE. « « v oevvnnnnmecscmnnnenneneess 639 431 387 292 246 1,995
13 013 111 LR PR 155 167 163 137 104 726
SANIALOM « oo v v vevemecnranenansaees 153 188 151 114 131 737
AHOher(Z) .o voceviainnraneiees 678 740 660 977 732 3,787
Total Expenditures(3) .............. $3,893 $3,617 $3,343  $3,694 33,796 $18,343
City-funded Expenditures(4)........ $3,582 $3,395 $3,370 $3,237 $3,355 $16,939

(1) Excludes the Transit Authority’s non-City portion of the MTA’s Capital Program.

(2) All Other includes, among other things, parks, correction facilities, public structures and equipment.

(3) Total Expenditures for the 1992 through 1996 fiscal years include City, State and Federal funding and represent amounts which include
an accrual for work-in-progress. The figures for the 1992 through 1996 fiscal years are derived from the Comprehensive Annual Financial
Report of the Comptroller.

(4) City-funded Expenditures do not include accruals, but represent actual cash disbursements occurring during the fiscal year.

In January 1996, the City issued a condition assessment and a proposed maintenance schedule for the major
portion of its assets and asset systems which have a replacement cost of $10 million or more and a useful life of
at least ten years, as required by the City Charter. For information concerning a report which sets forth the
recommended capital investment to bring certain identified assets of the City to a state of good repair, see
«§gcTion VI 1997-2000 FiNANCIAL PLAN—Long-Term Capital and Financing Program’’.
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SECTION VI: FINANCIAL OPERATIONS

The City’s General Purpose Financial Statements and the auditors’ opinion thereon are presented in
““APPENDIX B—FINANCIAL STATEMENTS’’. Further details are set forth in the Comprehensive Annual Financial
Report of the Comptroller for the Fiscal Year Ended June 30, 1996, which is available for inspection at the Office
of the Comptroller. For a summary of the City’s significant accounting policies, see ‘‘ APPENDIX B—FINANCIAL
Starements—Notes to Financial Statements—Note A’". For a summary of the City’s operating results for the
previous five fiscal years, see **SECTION VI: FINANCIAL OPERATIONS—1992-1996 Statement of Operations’’.

Except as otherwise indicated, all of the financial data relating to the City’s operations contained in this
Official Statement, although derived from the City’s books and records, are unaudited. In addition, the City’s
independent certified public accountants have not compiled or examined, or applied agreed upon procedures to,
the forecast of 1997 resulis or the Financial Plan.

The estimates and projections contained in this Section and elsewhere in this Official Statement are based
on, among other factors, evaluations of historical revenue and expenditure data, analyses of economic trends and
current and anticipated Federal and State legislation affecting the City’s finances. The City’s financial projections
are based upon numerous assumptions and are subject to certain contingencies and periodic revisions which may
involve substantial change. Consequently, the City makes no representation or warranty that these estimates and
projections will be realized.
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1992-1996 Statement of Operations

The following table sets forth the City’s results of operations for its 1992 through 1996 fiscal years reported
in accordance with GAAP. The information regarding the 1992 through 1996 fiscal years has been derived from
the City’s audited financial statements and should be read in conjunction with the notes accompanying this table
and the City’s 1995 and 1996 financial statements included in *‘APPENDIX B—FINANCIAL STATEMENTS’’, The 1992
through 1994 financial statements are not separately presented in this Official Statement. For further information
regarding the City’s revenues and expenditures, see ‘*SECTION IV: SOURCEs OF CiTy REVENUES’® and “‘SECTION V:
CiTy SERVICES AND EXPENDITURES™.

Fiscal Year (1)
1992 1993(2) 1994 1995 1996
(In Millions)

Revenues and Transfers

Real Estate Tax(3) ..covvirneennreinnaninnnennenn. $ 7818 $ 788 $ 7,773 $ 7474 $ 7,100
Other Taxes(d)(5) v vuveirr it 9,264 9,723 10,365 10,239 11,040
Miscellaneous Revenues ... ...ovvvrvverievennannn. 2,234 2,426 2,575 2,717 2,734
Other Categorical Grants ................coia.... 95 129 128 143 343
Unrestricted Federal and State Aid(4) .............. 826 707 667 603 621
Federal Categorical Grants ........................ 3,422 3,610 3,960 4,006 4,194
State Categorical Grants ..............covevininnn. 5.435 5,661 5,903 6,430 6,079
Less: Disallowances Against Categorical Grants .. .. (72) (26) (19) 2D (40)
Total Revenues and Transfers .........covvevvvnnnn. $29,022 $30,116 $31,352 $31,591 $32,071
Expenditures and Transfers
SOCIAL SEIVICES .+ vieiieiieiiranneonnonenaanns $ 7,08 $ 7430 $ 8,030 $ 8112 §$ 7,902
Board of Education ...........ccovveiiiiiiinnnnn, 6,626 7,213 7,561 7,863 7,835
City UNIiVersity . ........counieenrrneeaenneranonnnn 458 571 353 348 348
Public Safety and Judicial ........................ 3,586 3,759 3,846 4,121 4,446
Health SEIVICES . ..o ovveeeiie e eaaeeaaecananns 1,276 1,452 1,620 1,737 1,829
PEnSIONS .« vvvvveteereeaeeaeeaaeeananeraneanas 1,370 1,427 1,274 1,273 1,356
Debt Service(d) . ..o.oivieii i 2,502 2,103 2,136 2,320 2,512
MAC Debt Service Funding(4) .................... 540 370 354 29 132
AlL OthET. o ottt e it aee e 5,552 5,827 6,173 5,783 5,706
Total Expenditures and Transfers ........... $29,018 $30,152 $31,347 $31,586 $32,066
SUIPIUIS(6) e v v vvvvii e $ 4 $ (36) $ 5 % 5 S 5

(1) The City’s results of operations refer to the City’s General Fund revenues and transfers reduced by expenditures and transfers. The
revenues and assets of PBCs included in the City’s audited financial statements do not constitute revenues and assets of the City’s
General Fund, and, accordingly, the revenues of such PBCs, other than net OTB revenues, are not included in the City's results of
operations. Expenditures required to be made by the City with respect to such PBCs are included in the City’s results of operations. For
further information regarding the particular PBCs included in the City’s financial statements, sec ‘“ APPENDIX B-—FINANCIAL STATEMENTS—
Notes to Financial Statements—Note A™.

(2) In October 1993, the City reported a General Fund operating surplus of $5,079,000 for the 1993 fiscal year as reported in accordance with
then applicable GAAP. The City has been required to restate its fiscal year 1993 financial statements because the City has implemented
for the 1994 fiscal year Governmental Accounting Standards Board (*‘GASB”’) Statement Number 22, which provides for a change in the
method of recognizing certain tax receipts. For purposes of presenting comparative financial statements for the 1994 fiscal year, the City
was required to restate the fiscal year 1993 financial statements as if the Statement were adopted in fiscal year 1993. Accordingly, for
purposes of presenting fiscal year 1993 financial statements on a comparative basis, the opening fund balance of fiscal year 1993 was
restated from $82,974,000 to $311,435,000 and the surplus for the 1993 fiscal year was restated from $5,079,000 to $(36,025,000).

(3) Real Estate Tax for the 1992, 1993, 1994, 1995 and 1996 fiscal years includes $131 million, $128 million, $147.5 million, $147 million
and $146 million, respectively, of Criminal Justice Fund revenues. Real Estate Tax for fiscal years 1994, 1995, and 1996 also includes
$201 million and $223 million from the sale of the City’s delinquent tax receivables outstanding as of May 31, 1994 and April 1, 1995,
and $169 million from the sale of real property tax liens, respectively.

(Footnotes continued on next page)
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(4) Revenues include amounts paid and expected to be paid to MAC by the State from sales tax receipts, stock transfer tax receipts and State
per capita aid otherwisc payable by the State to the City. Pursuant to State statute, these revenues flow directly from the State to MAC,
and flow to the City only tc the extent not required by MAC for debt service, reserve fund requirements and for operating expenses. The
City includes such revenues as City revenues and reports the amount retained by MAC from such revenues as ‘‘MAC Debt Service
Funding”’, although the City has no control over the statutory application of such revenues to the extent MAC requires them. Estimates of
City “‘Debt Service’ include, and estimates of ‘‘MAC Debt Service Funding’’ are reduced by, payments by the City of debt service on
City obligations held by MAC.

(5) Other Taxes include transfers of net OTB revenues. Other Taxes for the 1992 fiscal year includes $1.5 million of Criminal Justice Fund
revenues from the City lottery. For further information regarding the City’s revenues from Other Taxes, see ‘‘SECTION 1V: SOURCES OF
Ciry REVENUES—Other Taxes™.

(6) The General Fund surplus is the surplus after discretionary transfers and expenditures. The City had General Fund operating surpluses of
$229 million, $71 million, $72 million, $371 million and $570 million before discretionary transfers and expenditures for the 1996, 1995,
1994, 1993 and 1992 fiscal years, respectively.
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Forecast of 1997 Results

The following table compares the forecast for the 1997 fiscal year contained in the financial plan submitted
to the Control Board on June 21, 1996 (the ‘‘June 1996 Forecast’’) with the Financial Plan submitted to the
Control Board on January 30, 1997 (the “‘January 1997 Forecast’’). These forecasts were prepared on a basis
consistent with GAAP. For information regarding recent developments, see ‘‘SECTION I: RECENT FINANCIAL
DEVELOPMENTS”’.

June January  Increase (Decrease)
1996 1997 from June 1996
Forecast  Forecast Forecast
REVENUES (In Millions)
Taxes
General Property Tax ........ccooiiiiiiiiiiiiiiiiiiiininn, $ 7,088 $ 7,126 $ 38(D
Other Taxes ..ottt et e e re e eeeenns 10,407 10,940 533 (2)
Tax Audit Revenue ...........cooiuiiiiiiiiiiiiiinnean.. 659 665 6
Tax Reduction Program ..................ooiiii L (25) — 25 (3)
Miscellaneous Revenues ............ocoviiiiiiiiiiininn., 4,468 4,121 (347)(4)
Unrestricted Intergovernmental Aid ........................ ... 523 584 61
Anticipated State ACHONS ...ttt 50 — (50)
Other Categorical Grants ...........coovviiniernirenerenin... 293 352 59 (5)
Inter-Fund Revenues ..........coovivieiiniiniiiinaan... 260 253 @)
Less: Intra-City Revenues............oooiiiiiiiiininiinn, 647) (667) 20)
Disallowances Against Categorical Grants.................... (15) (15) 0
Total City Funds ..., $23,061 23,359 298
Federal Categorical Grants ..............c.coiiiiiniininenin.n, 3,771 4,155 384(5)
State Categorical Grants ..........covvviiiiiri o, 6,149 6,292 143(5)
Total REVENUES. .. eerrriiiirareneeareneeeeenenns $32,981 $33,806 $ 825
EXPENDITURES
Personal SEerVICE .. ...oviirtrtveeriiic e iaereennaens $16,237 $16,479 242 (6)
Other Than Personal Service ............oooiiiiiiiiiaia... 14,128 14,492 364 (7)
Dbt SEIVICE . ..t erieartneat it 2,735 3,062 327 (8)
MAC Debt Service Funding ..............oooiiiiiii, 328 340 12
General RESEIVE ... ..v.riiniii it 200 100 (100)
$33,628 $34.473 $ 845
Less: Intra-City Expenses ............ooiiiiiiiiiiiiiain, 647) (667) (20)
Total Expenditures ..........oocviiiiiiiiaiiiiaai.... $32,981 $33,806 $ 825
GAP TO BE CLOSED v evvvevnetrnnnnsnnaensetsnetnsinesnaesnann. $ 0 5 0 $ 0

(1) The increase in the property tax resulted from a decrease in the reserve for uncollectibles.

(2) The increase in Other Taxes resulted primarily from increases in the personal income tax of $172 million, business taxes of $273 million,
sales tax of $41 million and all other taxes of $47 million,

(3) The decrease in Tax Reduction Program resulted from a postponement of various tax reductions.

(4) The decrease in Miscellaneous Revenues is due to decreases in rental income, resulting from a delay in the assumed receipt of revenues
from the Port Authority for the City’s airports.

(5) The increase in Federal, State and Other Categorical Grants is due in part to budget modifications increasing such grants that were
processed from July 1996 to December 1996.

(6) The increase in the Personal Service forecast is due to increased spending, primarily for BOE and City overtime offset by reductions from
budget modifications processed from July 1996 to December 1996 and reductions in agency expenditures proposed in the Financial Plan,

(7) The increase in the Other Than Personal Service forecast is due to budget modifications processed from July 1996 to December 1996 to
reflect increased State, Federal and other categorical grants and increased spending of $70 million for school books, offset by reductions
proposed in the Financial Plan, including prior year payables.

(8) The increase in Debt Service is due to the prepayment in the 1997 fiscal year of $391 million of debt service due in the 1998 fiscal year
offset by refunding savings and other factors.
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SECTION VII: 1997-2000 FINANCIAL PLAN

The following table sets forth the City’s projected operations on a basis consistent with GAAP for the 1997
through 2000 fiscal years as contained in the 1997-2000 Financial Plan. This table should be read in conjunction
with the accompanying notes, ‘‘Actions to Close the Gaps’’ and ‘‘Assumptions’, below. For information
regarding recent developments, see ‘‘SECTION I: RECENT FINANCIAL DEVELOPMENTS’’.

1997-2000
Fiscal Years(1)(2)
597 1998 1999 200
(In Millions) T
REVENUES
Taxes
General Property Tax(3) .. .ceevimiiiniiiiiiaiiiiiaianannans $ 7126 $ 7,187 $ 7,283 $ 7,513
Other Taxes(4) -..vvvrriiiiii e i et 10,940 11,039 11,521 12,082
Tax Audit Revenue .......... 000t .. 665 676 676 676
Tax Reduction Program(5)........................ooooiaL. — (250) (463) (518)
Miscellaneous ReVENUES ... ...ttt iiiiiieaaiirnennes 4,121 3919 3,385 2,940
Unrestricted Intergovernmental Aid ........................... 584 647 505 505
Other Categorical Grants .....................c..ooiiiien.. 352 278 283 282
Inter-Fund Revenues(6) ............cccoviiiiiriiiiiinnnnnn, 253 260 259 257
Less: Intra-City Revenues.................cooiiniiiiaina..., (667) (662) (664) (664)
Disallowances Against Categorical Grants................... (15) (15) (15) (15)
Total City Funds. . .........coiiiiii e inie e, $23,359 $23,079 $22,770 $23,058
Federal Categorical Grants ..............covuiineinennnannnn., 4,155 3,675 3,558 3,545
State Categorical Grants ..........c...virvnvniviiireaneneans 6,292 6,178 6,275 6,325
Total ReVENUES ... viit ittt iiiiiieiirarienrasnnness $33,806 $32,932 $32,603 $32.928
EXPENDITURES
Personal Service(7)......ovvviiininiiiiiiiiiiiiii i, $16,479 $17,032 $17,567 $18,605
QOther Than Personal Service ............ccvviiiiiiinnnnn.nn. 14,492 13,600 13,795 13,836
Debt Service(d) .. ooviirii i et e 3,062 2,432 3,049 3,202
MAC Debt Service Funding(4) ................ooiiiiiiaa, 340 280 551 488
General ReseIve ... e 100 250 200 200
Total EXpenditires .. ......vvvvvveenineirrnrerrerneroannnn. $34,473  $33,594 $35,162 $36,331
Less: Intra-City EXpenses ........ccviiiiiiiiniiiinneennnnna.. (667) (662) (664) (664)
Net Total EXPenditures ... ....ovvveuieniienenerrereenrinns. $33,806 $32,932 $34,498 $35,667
GAP TOBE CLOSED ... vivitiien e enen et enaeanneneannnana, $ 0 $ 0 $(1,895) $(2,739)

(1) The four-year financial plan for the 1996 through 1999 fiscal years, as submitted to the Control Board on July 11, 1995,
contained the following projections for the 1996-1999 fiscal years: (i) for 1996, total revenues of $31.460 billion and total
expenditures of $31.460 billion; (i) for 1997, total revenues of $31.620 billion and total expenditures of $32.508 billion,
with a gap to be closed of $.888 billion; (iii) for 1998, total revenues of $32.055 billion and total expenditures of $33.514
billion, with a gap to be closed of $1.459 billion; (iv) for 1999, total revenues of $32.906 billion and total expenditures of
$34.344 billion with a gap to be closed of $1.438 billion.

The four-year financial plan for the 1995 through 1998 fiscal years, as submitted to the Control Board on July 8, 1994,
contained the following projections for the 19951998 fiscal years: (i) for 1995, total revenues of $31.635 billion and total
expenditures of $31.635 billion; (ii) for 1996, total revenues of $31.561 billion and total expenditures of $33.026 billion
with a gap to be closed of $1.465 billion; (iii) for 1997, total revenues of $31.922 billion and total expenditures of
$33.913 billion with a gap to be closed of $1.991 billion; and (iv) for 1998, total revenues of $32.582 billion and total
expenditures of $35.002 billion with a gap to be closed of $2.420 billion.

The four-year financial plan for the 1994 through 1997 years, as submitted to the Control Board on August 30, 1993,
contained the following projections for the 1994-1997 fiscal years: (i) for 1994, total revenues of $31.247 billion and total

(Footnotes continued on next page)
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expenditures of $31.247 billion; (ii) for 1995; total revenues of $31.141 billion and total expenditures of $32.416 billion,
with a gap to be closed of $1.275 billion; (iii) for 1996, total revenues of $31.986 billion and total expenditures of
$33.756 billion, with a gap to be closed of $1.770 billion; (iv) for 1997, total revenues of $32.831 billion and total
expenditures of $34.853 billion with a gap to be closed of $2.022 billion.

(2) The Financial Plan combines the operating revenues and expenditures of the City, BOE and CUNY. The Financial Plan
does not include the total operations of HHC, but does include the City’s subsidy to HHC and the City’s share of HHC
revenues and expenditures related to HHC’s role as a Medicaid provider. Certain Covered Organizations and PBCs which
provide governmental services to the City, such as the Transit Authority, are separately constituted and their revenues
(other than net OTB revenues), are not included in the Financial Plan; however, City subsidies and certain other payments
to these organizations are included. Revenues and expenditures are presented net of intra-City items, which are revenues
and expenditures arising from transactions between City agencies.

(3) Includes $55 million, $40 million, $30 million, and $25 million for the sale of real property tax liens in fiscal years
1997-2000, respectively, and property tax relief for owners of condominiums and co-operatives totaling $8.5 million in
the 1997 fiscal year, $70 million in the 1998 fiscal year, $120 million in the 1999 fiscal year and $125 million in fiscal
year 2000.

(4) Revenues include amounts paid and expected to be paid to MAC by the State from sales tax receipts, stock transfer tax
receipts and State per capita aid otherwise payable by the State to the City. Pursuant to State statute, these revenues flow
directly from the State to MAC, and flow to the City only 1o the extent not required by MAC for debt service, reserve
fund requirements and operating expenses. The City includes such revenues as City revenues and reports the amount
retained by MAC from such revenues as ‘‘MAC Debt Service Funding’’, although the City has no control over the
statutory application of such revenues to the extent MAC requires them. Estimates of City ““Debt Service’’ include, and
estimates of *“MAC Debt Service Funding”’ are reduced by, anticipated payments by the City of debt service on City
obligations held by MAC. Other Taxes include transfers of net OTB revenues. This also includes the extension of the 12
1/2% personal income tax surcharge through tax year 2000.

(5) Tax Reduction Program includes the proposed elimination of the City’s 4% sales tax on clothing items under $500,
increase in the unincorporated business tax credit, further reduction of the effective commercial rent tax rate, exemption
from the real property transfer tax for transfers of real property in exchange for the assumption of an existing mortgage
and elimination of the vault charge and the tax on coin operated amusement machines. '

(6) Inter-Fund Revenues represent General Fund expenditures, properly includable in the Capital Budget, made on behalf of
the Capital Projects Fund pursuant to inter-fund agreements.

(7) For an explanation of projected expenditures for personal service costs, see “‘SecTioN VII: 1997-2000 FiNANCIAL PLAN—
Assumptions—Expenditure Assumptions—1. PERSONAL SERVICE COSTS"”.

Various actions proposed in the Financial Plan are uncertain. See ‘‘SECTION I: RECENT FINANCIAL
DEVELOPMENTS”’. If these measures cannot be implemented, the City will be required to take other actions to
decrease expenditures or increase revenues to maintain a balanced financial plan. See ‘‘SEcrion VII: 1997-2000
FINANCIAL PLAN—Certain Reports”” and ‘‘“—Assumptions’’.

Actions to Close the Gaps

In connection with the Financial Plan, the City has outlined a gap-closing program for the 1999 and 2000
fiscal years to eliminate the remaining $1.9 billion and $2.7 billion projected budget gaps for such fiscal years.
This program, which is not specified in detail, assumes for the 1999 and 2000 fiscal years, respectively,
additional agency programs to reduce expenditures or increase revenues by $450 million and $765 million;
savings from restructuring City government and privatization and procurement initiatives of $275 million and
$300 million; additional revenue initiatives and asset sales of $230 million and $224 million; additional State aid
of $340 million and $465 million; additional entitlement cost containment initiatives of $450 million and
$885 million; and the availability of $150 million and $100 million of the General Reserve.

The City’s projected budget gap for the 2000 fiscal year does not reflect the savings expected to result from
the prior year's program to close the gap set forth in the Financial Plan. Thus, for example, recurring savings
anticipated from the actions which the City proposes to take to balance the fiscal year 1999 budget are not taken
into account in projecting the budget gap for the 2000 fiscal year.

Although the City has maintained balanced budgets in each of its last sixteen fiscal years and is projected to
achieve balanced operating results for the 1997 fiscal year, there can be no assurance that the gap-closing actions
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proposed in the Financial Plan can be successfully implemented or that the City will maintain a balanced budget
in future years without additional State aid, revenue increases or expenditure reductions. Additional tax increases
and reductions in essential City services could adversely affect the City’s economic base.

Assumptions

The 1997-2000 Financial Plan is based on numerous assumptions, including the condition of the City’s and
the region’s economy and a modest employment recovery and the concomitant receipt of economically sensitive
tax revenues in the amounts projected. The 1997-2000 Financial Plan is subject to various other uncertainties and
contingencies relating to, among other factors, the extent, if any, to which wage increases for City employees
exceed the annual wage costs assumed for the 1997 through 2000 fiscal years; continuation of projected interest
earnings assumptions for pension fund assets and current assumptions with respect to wages for City employees
affecting the City’s required pension fund contributions: the willingness and ability of the State, in the context of
the State’s current financial condition, to provide the aid contemplated by the Financial Plan and to take various
other actions to assist the City; the ability of HHC, BOE and other such agencies to maintain balanced budgets;
the willingness of the Federal government to provide the amount of Federal aid contemplated in the Financial
Plan; the impact on City revenues and expenditures of Federal and State welfare reform and any future legislation
affecting Medicare or other entitlement programs; adoption of the City’s budgets by the City Council in
substantially the forms submitted by the Mayor; the ability of the City to implement proposed reductions in City
personnel and other cost reduction initiatives, and the success with which the City controls expenditures; the
impact of conditions in the real estate market on real estate tax revenues; the City’s ability to market its securities
successfully in the public credit markets; and unanticipated expenditures that may be incurred as a result of the
need to maintain the City's infrastructure. See ‘‘SECTION I: RECENT FINANCIAL DEVELOPMENTS™. Certain of these
assumptions have been questioned by the City Comptroller and other public officials. See *‘SectioN VIIL
1997-2000 FINANCIAL PLan—Certain Reports’’.

The State’s budget for the State’s 1996-1997 fiscal year, commencing on April 1, 1996 and originally
enacted by the Legislature on July 13, 1996, is currently projected to be balanced on a cash basis, with a
projected surplus, resulting primarily from growth in projected receipts, including higher than projected tax
collections. The State has closed projected budget gaps of $5.0 billion and $3.9 billion for its 1995-1996 and
1996-1997 fiscal years, respectively. In recent years, State actions affecting the level of receipts and
disbursements, the relative strength of the State and regional economy, actions of the Federal government and
other factors have created structural budget gaps for the State. These gaps resulted from a significant disparity
between recurring revenues and the costs of maintaining or increasing the level of support for State programs. To
address a potential imbalance in any given fiscal year, the State would be required to take actions to increase
receipts and/or reduce disbursements as it enacts the budget for that year, and under the State Constitution, the
Governor is required to propose a balanced budget each year. There can be no assurance, however, that the
Legislature will enact the Governor’s proposals or that the State’s actions will be sufficient to preserve budgetary
balance in a given fiscal year or to align recurring receipts and disbursements in future fiscal years.

The Governor presented his 1997-1998 Executive Budget to the Legislature on January 14, 1997, which was
subsequently amended by the Governor. The Governor’s Executive Budget projects balance on a cash basis in the
General Fund. Total General Fund receipts and transfers from other funds and total General Fund disbursements
and transfers to other funds are projected to be $32.9 billion. The Legislature and the State Comptroller will
review the Governor’s Executive Budget and are expected to comment on it. There can be no assurance that the
Legislature will enact the Executive Budget into law, or that the State’s adopted budget projections will not differ
materially and adversely from the projections set forth in the Executive Budget.

In his 1997-1998 Executive Budget, the Governor indicated that, before taking action to balance the
1997-1998 Financial Plan, the budget forecast projected an imbalance of almost $2.3 billion as a result of the
underlying disparity between receipts and disbursements caused by spending demands, the effect of previously
enacted tax reduction programs, and the use of non-recurring revenues to fund recurring spending in the
1996-1997 State Financial Plan. The Executive Budget proposes to close this gap and fund new proposed tax
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reductions totaling $170 million in the 1997-1998 fiscal year primarily through use of (i) $943 million of the
projected surplus for the 1996-1997 fiscal year; (ii) approximately $900 million in savings from Medicaid cost
containment, resulting primarily from proposed reductions in reimbursements to medical providers; and (iii) over
approximately $700 million in savings from efficiencies, consolidations and program restructurings, including
savings provided under Federal welfare reform, while increasing assistance for school districts by $277 million.
The 1997-1998 Executive Budget presented by the Governor to the Legislature on January 14, 1997 has been
subsequently amended by the Governor to restore $100 million of funding for Medicaid Programs. There can be
no assurance that the Legislature will enact the Governor’s proposals for Medicaid cost containment, certain of
which have been previously rejected by the Legislature, or that the State’s actions will be sufficient to preserve
budgetary balance or to align recurring receipts and disbursements in future fiscal years. Depending upon the
amount of savings which the City might realize from the Medicaid cost containment measures or the amount of
State aid provided to localities, the City might be required to make substantial additional changes in the Financial
Plan.

The State Financial Plan contains projections of a potential imbalance in the 1998-1999 fiscal year of
$1.08 billion and in the 1999-2000 fiscal year of $1.35 billion, assuming implementation of the amended
1997-1998 Executive Budget recommendations and implementation of $600 million and $800 million of
unspecified efficiency initiatives and federal funding in the 1998-1999 and 1999-2000 fiscal years, respectively.
The Executive Budget stated that the assumed unspecified efficiency initiatives and other actions for such fiscal
years are comparable with reductions over the past several years, and that the Governor plans to make additional
proposals to limit State spending in order to address any potential remaining gap. The projections reflect constant
law income tax liability growth of approximately 5.5% and sales tax growth averaging slightly less than 4.5%,
while business tax receipts are projected to rise slowly over the two years. The projections in the Executive
Budget were prepared on the basis of an economic forecast of a steadily growing national economy, in an
environment of low inflation and slow employment growth and slow but steady State economic growth. The
Executive Budget identifies various risks, including either a financial market or broader economic correction
during the period, which risks are heightened by the relatively lengthy expansion currently underway, and
potential changes to Federal tax law which could alter the Federal definitions of income on which many State
taxes rely. Moreover, there has been discussion of additional tax reductions, beyond those reflected in the State’s
current projections for 1997-98 and the out-years, as well as increased spending, that, if enacted, could make it
more difficult to achieve budget balance over this period. In particular, modifying the State’s sales tax treatment
of clothing has been discussed. The State now receives approximately $700 million annually under the current
tax statutes from taxation on clothing, and localities receive a roughly equivalent amount. In addition, the
Executive Budget notes a normal forecast error of one percentage point in the expected growth rate could raise or
lower receipts by $600 million by the last year of the projection period. '

The State provided its third quarter update to the Annual Information Statement on January 31, 1997, which
discussed the Executive Budget and the State Financial Plan for the 1997-1998 fiscal year. The Annual
Information Statement, updates, and supplements may be obtained by contacting the Division of the Budget,
State Capitol, Albany, NY 12224, Tel.: (518) 473-8705.

On August 22, 1996, the President signed into law the Personal Responsibility and Work Opportunity
Reconciliation Act of 1996. See “‘SECTioN VIL 1997-2000 FINANCIAL PLAN—Assumptions—Revenue
Assumptions—6. Federal and State Categorical Grants’” and ‘‘—Certain Reports’’. On October 16, 1996, the
Governor submitted the State’s TANF implementation plan to the federal government, as required under the new
federal welfare law. Legislation will be required to implement the State’s TANF plan. On November 13, 1996,
the Governor proposed legislation necessary to conform with Federal law, which is reflected in the 1997-1998
Executive Budget. The Governor’s proposals will be considered by the Legislature in the 1997 legislative
session. The net fiscal impact of any changes to the State’s welfare programs that are necessary to conform with
Federal law will be dependent upon such factors as the ability of the State to avoid any Federal fiscal penalties,
the level of additional resources required to comply with any new State and/or Federal requirements, and the
division of non-Federal welfare costs between the State and its localities. States are required to comply with the
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new Federal welfare reform law no later than July 1, 1997. Given the size and scope of the changes required
under Federal law, it :s likely that these proposals will produce extensive public discussions. There can be no
assurances that the State Legislature will enact welfare reform proposals as submitted by the Governor and as
required under Federal law.

In recent years, the State has failed to adopt a budget prior to the beginning of its fiscal year. The State
budget for the State’s 1997-1998 fiscal year was not adopted by the statutory deadline of April 1, 1997. However,
legislation making interim appropriations has been enacted which maintains State spending until May 9, 1997.
A prolonged delay in the adoption of the State’s budget beyond the statutory April 1 deadline without interim
appropriations could delay the projected receipt by the City of State aid, and there can be no assurance that State
budgets in future fiscal years will be adopted by the April 1 statutory deadline. The State’s Annual Information
Statement, updates and any supplements may be obtained by contacting the Division of the Budget, State Capitol,
Albany, New York 12224, Tel.: (