
 
NEW YORK 
LOCAL 
GOVERNMENT 
ASSISTANCE 
CORPORATION 

 

 
 

 
 
 

Basic Financial Statements 

2003 
 
 
 
 
 

 



  

 

   
 
 

NEW YORK   
LOCAL GOVERNMENT ASSISTANCE CORPORATION 

A Component Unit of the State of New York 
Basic Financial Statements  

Year Ended March 31, 2003 
 
 
 
 

T A B L E    O F    C O N T E N T S 
 

 
SECTION           PAGE 
 
Independent Auditors’ Report              1 
Management’s Discussion and Analysis             2 
Basic Financial Statements: 
    Governmental Funds Balance Sheet/ Statement of Net Assets (Deficit)           6 
    Statement of Revenues, Expenditures and Changes in Fund Balances/ 
       Statement of Activities              7 
    Notes to Financial Statements             8 





  

 

 2  
 

MANAGEMENT’S DISCUSSION AND ANALYSIS 
 

 Our discussion and analysis of the New York Local Government Assistance Corporation’s (the 
Corporation) financial performance provides an overview of the Corporation’s financial activities for the 
fiscal year ended March 31, 2003.  
 
FINANCIAL HIGHLIGHTS 
 
• The Corporation’s net asset deficit decreased by $13 million as a result of this year’s operations.  
• During the year, the Corporation had revenues of $196 million, which included $187 million in 

appropriations from New York State and $9 million in income earned on investments.  
• The total cost of all the Corporation’s operations was $184 million, which includes $180 million for 

interest on the Corporation’s outstanding bonds, $0.3 million for arbitrage rebate expense to the United 
States Treasury, and $3.5 million for other expenses incurred by the Corporation, including fees for 
trustee services, financial advisory services, remarketing agents, legal services, and letters of credit. 

• The Corporation’s General Fund reported a surplus this year of $557 thousand and an accumulated 
surplus of $5.8 million. 

• The Corporation’s Debt Service Fund reported an operating deficit this year of $124 million, principally 
reflecting the use of prior year fund balance to pay current year debt service.  The Debt Service Fund 
reported a fund balance of $332 million, which included $88 million in cash held by a trustee that will be 
used to pay debt service that is due on April 1, 2003, $247 million in investments and other cash, and 
$700 thousand in interest receivable.  Both the operating deficit and fund balance decline reported in the 
Debt Service Fund are attributable to a restructuring of the Corporation’s debt service requirement for its 
next fiscal year (ending March 31, 2004).  

• The Corporation’s $408 million combined capital reserve requirement was met on an amortized cost basis 
by holding cash and investments with an amortized cost of $238 million and owning a surety bond that 
will pay up to $170 million through 2021 if needed to pay debt service. 

• During the year the Corporation refunded $1,302 million in bonds as part of a plan to save an estimated 
$201 million in future cash flow with an estimated present value of $190 million.  The immediate effect 
was a loss of $80 million, which has been deferred and will be amortized into future interest expenses. 

• The Corporation’s new refunding bonds include $1 billion of variable rate bonds. The Corporation 
entered into four variable rate to fixed rate interest rate exchange agreements totaling $1 billion to achieve 
synthetic fixed rate bonds. 

• The Corporation’s total debt outstanding at year-end was $4,619 million net of unamortized amounts, a 
decrease of $88 million from the prior year. 

• The Corporation’s outstanding variable interest rate bonds equaled 41% of all its outstanding bonds, 
however due to the interest rate exchange agreements this has been effectively reduced to 19%. 

 
USING THIS ANNUAL REPORT 
 

This annual report consists of four financial statements presented on two pages.  The first two 
financial statements are the Governmental Funds Balance Sheet/Statement of Net Assets (Deficit) found on 
page 6.  The final two financial statements are the Statement of Revenues, Expenditures and Changes in Fund 
Balances/Statement of Activities found on page 7. 
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 The Statement of Net Assets (Deficit) and the Statement of Activities provide information about the 
activities of the Corporation as a whole and present a longer term view of the Corporation’s finances by 
focusing on total available resources and changes therein.  The fund financial statements tell how services 
were financed in the short term as well as what remains for future spending.  Fund financial statements also 
report the Corporation’s operations in more detail than the Corporation-wide statements by providing 
information about the Corporation’s two separate funds; the General Fund and the Debt Service Fund.   
 
 For the Corporation, the change in the focus between currently spendable resources and total 
available resources can be identified in the adjustment columns found on each of the financial statements.  To 
arrive at the Statement of Net Assets (Deficit), the accrued interest expense on the Corporation’s bonds, the 
outstanding balance of bonds and certain other adjustments are added to the total column on the 
Governmental Funds Balance Sheet.  This is displayed in the Adjustments column to the left of the Statement 
of Net Assets (Deficit).  To arrive at the Statement of Activities, transactions that have no affect on the 
Corporation’s net assets are eliminated from the Statement of Revenues, Expenditures and Changes in Fund 
Balances.  For the Corporation, transactions not affecting its reported net assets are payments of debt 
principal, the advance repayment of debt, and expenditures incurred in prior periods.  Amounts relating to the 
aforementioned transactions are displayed in the Adjustments column to the left of the Statement of 
Activities.  
 
Reporting the Corporation as a Whole 
 
The Statement of Net Assets (Deficit) and the Statement of Activities 
 
 These two statements report the Corporation’s net assets (deficit) and changes in them.  Annual 
changes in the Corporation’s net assets (deficit)—the difference between assets and liabilities—is one way to 
measure the Corporation’s financial health, or financial position.  Over time, increases or decreases in the 
Corporation’s net assets (deficit) are one indicator of whether its financial health is improving or 
deteriorating.  As the Corporation is entirely dependent on appropriations from the State of New York, in 
evaluating the financial health of the Corporation, the reader will also need to consider the ability and 
likelihood of the State to continue to make appropriations to the Corporation to support the debt service on 
the Corporation’s bonds as well as operating expenses.  
 
Reporting the Corporation’s Funds 
 
Fund Financial Statements 
 
 The fund financial statements provide detailed information about its two distinct funds—not the 
Corporation as a whole.  The fund financial statements are prepared using a different approach than the 
Corporation-wide financial statements.  The Corporation’s expenditures are reported in governmental funds, 
which focus on how money flows into and out of those funds and the balances left at year-end that are 
available for spending.  These funds are reported using an accounting method called modified accrual 
accounting, which measures cash and all other financial assets that can readily be converted to cash.  The 
governmental fund statements provide a detailed short-term view (less than one year) of the Corporation’s 
general government operating requirements for the year ended March 31, 2003.  
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THE CORPORATION AS A WHOLE 
 
 
 The Corporation will annually report a deficit in its net assets.  The deficit in the Corporation’s net 
assets arose as it carried out its statutory purpose of eliminating the State’s annual short-term borrowing. 
During the years 1991 through 1995, the Corporation issued long-term obligations to finance State local 
assistance payments, capital reserve requirements, and costs of debt issuance.  This debt will be repaid from 
appropriations expected to be received from the State in subsequent years.   This unrestricted deficit can be 
expected to continue for as long as the Corporation remains in existence. 
 

The Corporation’s combined net asset deficit decreased by $12.6 million from a year ago—
decreasing from a deficit of  $4,347 million to a deficit of $4,334 million.  In comparison, the 2002 net asset 
deficit decreased by $82 million from the 2001 net asset deficit. This decrease in the comparative annual net 
asset deficit reduction is attributable to utilization of estimated debt service savings from refunding debt in the 
current year. 
 
 
THE CORPORATION’S FUNDS 
 
 As the Corporation completed the year, its governmental funds (as presented in the balance sheet on 
page 6) reported a combined fund balance of $337.7 million, which was 27 percent lower than the prior year’s 
total of $462 million.  Included in this year’s total change in fund balance is a surplus of $557 thousand in the 
Corporation’s General Fund and an operating deficit of $124.5 million in the Corporation’s Debt Service 
Fund.  The primary reason for the Debt Service Fund’s deficit was the use of a portion of the prior year’s fund 
balance for the redemption of outstanding Corporation bonds including interest earned thereon. 
 
Corporation Revenues and Expenditures 
 
 During the year, the Corporation received State appropriations of $4 million to its General Fund for 
its administrative costs.  Additionally, the Corporation earned $88 thousand in investment income, which was 
collectively used to fund $3.5 million in administrative operating costs.  The Corporation also received 
$183.5 million in State appropriations to its Debt Service Fund for payment of debt service on its outstanding 
bonds and additionally earned $8.9 million in investment income on its reserve funds.   
 
Debt 
 
 The Corporation was authorized to issue up to $4.7 billion of debt plus an amount necessary to fund 
capital reserve requirements, costs of issuance and, in certain cases, capitalized interest.  As of March 31, 
1996 the Corporation issued all the debt it was authorized to issue.  Any future debt issuance would be for 
refunding purposes.  At year end the Corporation had $4,619 million in bonds outstanding, net of unamortized 
deferred amounts. This represents a $88 million decrease from the prior year.   
 
 In addition to the debt noted on the prior page, the Corporation has $4.5 million in other long-term 
obligations which represents investment earnings payable to the United States Treasury for arbitrage rebate 
liabilities, of which $1.6 million is expected to be paid within the next year.  
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 During the year the Corporation refunded $1,302 million in existing fixed rate bonds by issuing 
$1,350 million in refunding bonds at a $26 million premium and releasing a net amount of $21 million from a 
capital reserve.  The result was to save an estimated $201 million in future cash flow with an estimated 
present value of $190 million.  The immediate effect was a loss of $80 million, which has been deferred and 
will be amortized into future interest expense.   As part of the plan of refunding the Corporation issued $1 
billion in new variable rate bonds and entered into four variable to fixed rate Interest Rate Exchange (swap) 
agreements  to achieve what is referred to as synthetic fixed rate debt service on the new variable rate bonds.  
The swap agreements are a hedge against higher future interest rates that could cause an unfavorable increase 
in the corporation’s future debt service if interest rates rise.  Under the swap agreement the Corporation 
continues to be responsible for and service its own variable rate debt, but it also makes and receives payments 
from counterparties that are based upon market conditions and are structured so that the Corporation’s net 
swap payments and variable rate debt service payments when added together equal  debt service payments at 
the synthetic fixed rate amount.  The swap contracts carry certain risks as discussed in note 4 of the financial 
statements. 

 
 

DEBT SERVICE COVERAGE RATIO 
 
              The Corporation is dependent upon receipts from the State of New York for payment of debt service 
on its bonds and its operating costs.  The State makes its payments from the Local Government Assistance 
Tax Fund (the Fund), under the custody of the State Comptroller and the Commissioner of Taxation and 
Finance.  The Fund receives receipts collected within the State from the imposition of the sales and 
compensating use taxes, including interest and penalties (sales tax) at a one percent rate of taxation.  If sales 
tax receipts continue at the same level received during the State’s 2002-2003 fiscal year, debt service 
coverage for the maximum annual debt service and net payments under interest rate exchange agreements on 
the Corporation’s outstanding bonds, including remarketing agent costs and Letter-of-Credit fees, would be 
approximately 5.7 times.   

 
 

CONTACTING THE CORPORATION’S FINANCIAL MANAGEMENT 
 

 This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors 
with a general overview of the Corporation’s finances and to show the Corporation’s accountability for the 
money it receives.  If you have any questions about this report or need additional financial information, 
contact the Corporation’s Office of Public Information at 110 State Street, 15th Floor, Albany, New York 
12236.  
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NEW YORK
LOCAL GOVERNMENT ASSISTANCE CORPORATION

A Component Unit of the State of New  York
Governmental Funds Balance Sheet/Statement of Net Assets (Deficit)

March 31, 2003
Amounts in thousands

Statement of
General Debt Service Adjustments Net Assets

Fund Fund Total (Note 6)  (deficit)
Assets

Cash and investments $ 6,699   $  335,123   $  341,822   $ —    $  341,822   
Interest receivable 5    698    703   —    703   
Unamortized bond issuance costs —    —    —     14,820    14,820   

Total assets $ 6,704   $  335,821   $  342,525    14,820    357,345   

Liabilities

Accounts payable $ 929   $ 3,908   $  4,837   —     4,837   
Accrued interest payable —    —    —     63,062    63,062   
Long-term liabilities:

Due within one year —    —    —     26,527    26,527   
Due after one year :

Bonds Payable, net —    —    —    4,674,711   4,674,711   
Arbitrage Rebate —    —    —    2,868    2,868   
Deferred loss on refunded bonds —    —    —    (80,368)  (80,368)  
Total liabilities 929   3,908    4,837   4,686,800   4,691,637   

Fund Balances/Net Assets (deficit) 

Reserved for debt service —     331,215    331,215   (331,215)  —    
Unreserved 5,775    698    6,473   (6,473)  —    

Total fund balances 5,775    331,913    337,688   (337,688)  —    

Total liabilities and fund balances $ 6,704   $  335,821   $  342,525   
Net assets (deficit):
 Restricted for debt service  331,215    331,215   
 Unrestricted (deficit) (4,665,507)  (4,665,507)  
Total net assets (deficit) $ (4,334,292)  $ (4,334,292)  

See accompanying notes to basic financial statements.
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NEW YORK
LOCAL GOVERNMENT ASSISTANCE CORPORATION

A Component Unit of the State of New  York
Statement of Revenues, Expenditures and Changes in Fund Balances/Statement of Activities

Year Ended March 31, 2003
Amounts in thousands

General Debt Service Adjustments Statement of
Fund Fund Total (Note 7) Activities

General Revenues:
Appropriation from New York State $  4,000   $  183,498   $  187,498   $ —    $  187,498   
Investment income 88   8,906   8,994   —     8,994   

Total revenues  4,088    192,404    196,492   —     196,492   

Expenditures/Expenses:
Operations  3,531   14,820   18,351   (14,556)   3,795   
Debt service:

Principal —    93,555   93,555   (93,555)  —    
Interest —     208,494    208,494   (28,355)   180,139   

Total expenditures/expenses  3,531    316,869    320,400   (136,466)   183,934   

Excess (deficiency) of revenues over expenditures 557   (124,465)  (123,908)   136,466   —    

Other financing sources and uses
Issuance of refunding bonds —     1,376,018   1,376,018   (1,376,018)  —    
Payments to refunding bond escrow agent —    (1,376,018)  (1,376,018)   1,376,018   —    

Net Other Financing Sources and Uses —    —    —    —    —    

Excess (deficiency) of revenues and other financing sources
over expenditures and other financing uses 557   (124,465)  (123,908)   123,908   —    

Change in net assets (deficit) —    —    —     12,558    12,558   

Fund balances/net assets (deficit):
Beginning of year  5,218    456,378    461,596   (4,808,446)  (4,346,850)  
End of year $  5,775   $  331,913   $  337,688   $ (4,671,980)  $ (4,334,292)  

See accompanying notes to basic financial statements.
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(1) Summary of Significant Accounting Policies 
 
 (a) Organization 
 
  The New York Local Government Assistance Corporation (the "Corporation") was established by 

Chapter 220, of the Laws of 1990 (as amended by Chapter 2, Laws of 1991) to issue up to $4.7 
billion in long-term debt, subject to annual authorization by the State Legislature, in order to finance 
certain local assistance payments, and amounts necessary to fund a capital reserve account, costs of 
issuance and up to six months of capitalized interest.  Issuance of the $4.7 billion bond authorization 
eliminated the need for New York State's (the “State”) annual Spring Borrowing.  Prior to the 
creation of the Corporation certain large payments due to the State's local government units were 
made in the first quarter of the State's fiscal year, particularly in support of primary and secondary 
education, while revenues were received more evenly throughout the fiscal year.  To meet these 
payments, the State issued short-term tax and revenue anticipation notes referred to as the annual 
Spring Borrowing. Primarily as a result of issuances by the Corporation, there was no Spring 
Borrowing in the State's 1995 through 2003 fiscal years and the State does not project the need for a 
Spring borrowing in its 2004 fiscal year.  The fiscal year ended March 31, 2003 was the  thirteenth 
year of the Corporation's existence.  The Corporation is a component unit of the State. 

 

  Payments of debt service on the Corporation's bonds will be made from appropriations received 
from the State.  Pursuant to the Act establishing the Corporation, the State deposits 1 cent of the 
State's 4 cent (i.e., 25% of the total State portion collected) Sales and Use Tax into a special fund 
(the “Local Government Assistance Tax Fund”) which is to be used by the State to make payments 
to the Corporation.  Amounts in excess of the Corporation's needs are transferred from the Local 
Government Assistance Tax Fund to the State's General Fund after the Corporation's requirements 
have been met as provided by statute.  State payments to the Corporation are subject to annual 
appropriations by the State Legislature.  The Corporation's bondholders do not have a lien on 
monies deposited in the Local Government Assistance Tax Fund. 

  
 (b) Basis of Presentation 
 
  The Corporation has prepared its financial statements in accordance with accounting principles 

generally accepted in the United States of America. The Corporation has prepared corporation-wide 
financial statements titled “Statement of Net Assets (Deficit)” and “Statement of Activities” as well 
as the required supplementary information titled “Management’s Discussion and Analysis” which 
precedes the financial statements.  The Corporation also prepares the fund financial statements, 
which are the “Governmental Funds Balance Sheet”, and “Statement of Revenues, Expenditures and 
Changes in Fund Balance.”  The basic financial statements include both the corporation-wide and 
the fund financial statements, which have been combined together and presented on the same pages. 
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  The Corporation follows the principles of fund accounting in that each segment of operations is 

represented under a discrete fund presentation in the fund financial statements.  The Corporation 
uses funds to report its financial position and results of operations.  The General Fund consists of the 
Operating Account, Cost of Issuance Accounts for new issues and the Local Assistance Payment 
Account while the Debt Service Fund consists of the Debt Service Account, the Capital Reserve 
Account, the Rebate Account, and the cost of issuance account for refunding issues.  The General 
Fund is used to account for all financial transactions of the Corporation except for debt service 
related transactions which are accounted for in the Debt Service Fund.  The Rebate Account within 
the Debt Service Fund will be used to remit arbitrage earnings to the United States Department of 
the Treasury, when necessary, in accordance with the Internal Revenue Code. 

  
 (c) Basis of Accounting 
 
  The Corporation utilizes the modified accrual basis of accounting, which focuses on changes in 

current financial resources, in the preparation of the fund financial statements.  Under the modified 
accrual basis of accounting, revenues and related receivables are recorded in the accounting period 
that they become both measurable and available.  Available means collectible within the current 
period or soon enough thereafter to be used to pay liabilities of the current period.  Expenditures and 
related liabilities are recorded in the accounting period the liability is incurred and payment is due, 
except for principal and interest on long-term debt and estimated other long-term liabilities which 
are recorded only when payment is due. 

 
  Operations expenditures are direct costs incurred by the Corporation, such as legal fees, financial 

advisory fees, printing costs, trustee fees, letter of credit fees, remarketing agent fees, arbitrage 
rebate payments, and other related costs.  

   
  Operations expenditures are paid from either bond proceeds or monies received from the State.  

Administrative staff support is provided by the State at no charge to the Corporation. 
 
  The Corporation utilizes the full accrual basis of accounting, which focuses on changes in total 

economic resources, in the preparation of the corporation-wide financial statements.  Under the full 
accrual basis of accounting changes in long-term assets and liabilities are incorporated into the 
financial statements.  Since the fund financial statements are prepared on a different measurement 
focus and basis of accounting than the corporation-wide financial statements, an Adjustments 
column is presented to convert the fund basis financial statements into the corporation-wide 
financial statements. 

 
  The Corporation amortizes bond premiums under the bonds outstanding method, which relates 

amortization to the retirement of the bonds they are associated with.  In addition, the Corporation 
defers and amortizes issuance costs under the bonds outstanding method.   Interest on capital 
appreciation bonds is accreted using the effective interest rate method. 
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(2) Cash and Investments 
 
 The Corporation's trustee holds investments for each of the funds included in the financial statements. The 

following are authorized investments for the Corporation's fund balances: direct bond obligations of the 
United States, direct and general obligations of New York State, bank certificates of deposit insured by the 
FDIC, any bank or trust company repurchase agreement secured by one or more of the above securities 
and general obligation bonds and notes of any state maintaining the highest rating from the major rating 
services.  All investments are insured, registered, or held by the Corporation's trustee in the Corporation's 
name.  The following table represents investments of the Corporation by investment type with related 
reported amounts which are equal to fair values (excluding accrued interest) at March 31, 2003 (amounts 
in thousands): 

 
 
   Reported   
   Amount   
 

 Repurchase agreements         $ 73,186      
 U.S. Treasury Bills           87,379 
 U.S. Treasury Notes  89,442   
           $ 250,007   
  
 The Corporation reports its investments with an original maturity of greater than one year at quoted market 

price (fair value) and reports investments with an original maturity of one year or less at cost.  The 
Corporation experienced a net decrease in the fair value of its investments during the year of $2.7 million 
which has been reflected in the amount of investment income reported by the Corporation.  This amount 
takes into account all changes in fair value (including purchases and sales) that occurred during the year. 

  
 The Corporation's repurchase agreements are collateralized by U.S. Treasury Notes with market values 

which are equal to or greater than the reported amount.  Collateral in support of the investments is held 
by the trustee in the name of the Corporation. Pursuant to the Corporation's General Bond 
Resolution, the Corporation's trustee is required to transfer available debt service funds to a separate 
account on the business day preceding a debt service payment date.  This transfer occurred on March 
31, 2003 and the resulting transfer of $87.9 million is included in cash and investments. 

 
 
(3) Bonds Payable 
 

The Corporation is authorized to issue up to $4.7 billion in bonds plus an amount necessary to fund a 
capital reserve, costs of issuance, and in certain cases, capitalized interest.  As of March 31, 1996 the 
Corporation had issued all of its authorization.  Under existing statutes any issuance of bonds by the 
Corporation in the future will be for refunding purposes only. 
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As of March 31, 2003 the Corporation had $1.9 billion of variable interest rate debt in nineteen series 
bonds outstanding as follows: 

   Interest  Current 
  Outstanding Rate  Interest  
 Series (thousands) at 3/31/2003           Rate Mode  
 1993A $  240,100 1.10%    Weekly 
 1994B  135,400 1.10%    Weekly 
 1995B  85,900 1.10%    Weekly 
 1995C  87,700 1.10%    Weekly 
 1995D  85,600 1.10%    Weekly 
 1995E  85,700 1.15%    Weekly 
 1995F  85,400 1.10%    Weekly 
 1995G  87,800 1.10%    Weekly 
 2003A-BV  188,320 1.15%    Weekly 
 2003A-3V  137,500 1.15%    Weekly 
 2003A-4V  137,500 1.15%    Weekly 
 2003A-5V  91,665 1.10%    Weekly 
 2003A-6V  100,000 1.10%    Weekly 
 2003A-7V  50,780 1.10%    Weekly 
 2003A-8V  40,885 1.15%    Weekly 
 2003A-9V  63,350 0.95%     Auction  
 2003A-10V  63,325 1.00%     Auction  
 2003A-11V  63,350 1.00%     Auction  
 2003A-12V  63,325 0.98%     Auction  
 

The interest rates on variable interest rate bonds in the weekly interest rate mode, are reset at rates 
determined by the Corporation’s remarketing agents.  The interest rates on variable interest rate bonds in 
the auction rate mode is determined by the Corporation’s auction agent in accordance with the auction rate 
procedures established by Corporate resolution.  The mode of interest of each of the variable rate bonds 
may be changed by the Corporation from or to the daily rate mode, weekly rate mode, long-term rate mode 
and also to fixed rate mode.  The banks securing the Series 1993A and Series 1994B variable interest rate 
bonds have a joint and several interest in the letter of credit issued to the trustee.  The Series 1995B 
through Series 1995G variable interest rate bonds are individually secured by letters-of-credit with five 
banks (one bank holds a letter-of-credit for two separately secured series).  The trustee is authorized to 
draw on each of the credit facility banks for the entire principal amount of variable interest rate bonds 
outstanding of each series, plus 70 days of interest calculated at a rate of 12%. The letter of credit securing 
the Series 1993A variable interest rate bonds and the Series 1994B variable interest rate bonds expires on 
July 1, 2007.  The letter of credit securing the Series 1995B through Series 1995G variable interest rate 
bonds expires on July 6, 2003.   The Series 2003A-BV through Series 2003A-8V are secured by bank 
Standby Bond Purchase Agreements which expire on February 20, 2006.  The amount available 
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under the Standby  Bond Purchase Agreement supporting the Series 2003A-BV through Series 2003A-8V 
is equal to the bond purchase price and up to 35 days interest at an annual rate of 12%.  The Series 2003A-
9V through Series 2003A-12V bonds, currently in the auction rate mode, do not require a letter of credit or 
bank standby bond purchase agreement because investors do not have the right to “demand or put” the 
bonds back to LGAC as is the case with all the variable rate bonds in the weekly interest mode. 

  
 The State has dedicated a portion of its sales and use tax revenues which will be used by the State to make 

payments to the Corporation pursuant to a payment agreement between the State Director of the Budget 
and the Corporation for the purpose of funding the Corporation's debt service.  Subject to appropriation, 
the State will make these payments to the Corporation five days prior to the debt service due date.  The 
$302 million representing 2003 debt service payments is comprised of $93.6 million in principal and 
$208.4 million in interest including amounts paid to escrow agents from released capital reserve funds.   

  

 The Corporation's general bond resolution requires that one or more capital reserve accounts be 
established and funded in an amount equal on an amortized cost basis to the maximum amount of 
principal, sinking fund installments or redemption price of and interest on all bonds outstanding or on any 
related reimbursement obligations, coming due during the then current or any succeeding fiscal year.  The 
Corporation may also fund a capital reserve account with a surety bond or other similar instrument.  The 
Corporation has established two separate capital reserve funds to support bonds based upon the priority of 
their lien against funds of the Corporation—bonds holding a first lien (Senior Lien) and bonds holding a 
subordinate lien (Subordinate Lien)  The Senior Lien capital reserve fund requirement is met by a surety 
bond of $170 million, expiring on April 1, 2021, and cash and investments with an amortized cost of 
$188.2 million.  The Senior Lien Capital Reserve Account had investments which have been reported in 
the financial statements at their fair value of $188.3 million. The Subordinate Lien capital reserve fund 
requirement is met by cash and investments with an amortized cost of $49.9 million.  The Subordinate 
Lien Capital Reserve Account had investments which have been reported in the financial statements at 
their fair value of $49.9 million.   The cash and investments of both the Senior Lien and Subordinate Lien 
Capital Reserve Accounts are reported as a part of cash and investments in the Debt Service Fund with a 
corresponding reservation of fund balance. 

  

 The Corporation has entered into Interest Rate Exchange Agreements (Swap agreements), as disclosed 
under Note 4 “Interest Rate Swap Agreements”.  The effect of these Swap agreements is to change the 
effective amount of interest the Corporation pays on a portion of its variable rate bonds totaling $1 billion 
in principal to fixed rates.  Estimated annual debt service and net swap payments required to maturity for 
all of the Corporation’s bonds are as follows (amounts in thousands): 
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 Fiscal                         Net Swap   
 Year Principal         Interest                 Amount                Total   
 

 
                             2004 $ 24,900 $ 144,180 $ 12,875 $ 181,955 
 2005  115,605  151,615  20,973  288,193 
 2006    140,085  146,107  20,973  307,165  
 2007  143,610  141,225  20,973               305,808 
 2008  182,080  136,095    20,973     339,148 
                    2009-2013 1,099,625     565,049  104,866  1,769,540 
                    2014-2018  1,393,920  323,344   91,505  1,808,769 
                    2019-2023  1,448,510  91,276   35,956  1,575,742 
                    2024-2028     204,640  2,748        1,352  208,740 
     $ 4,752,975    $1,701,639 $    330,446 $ 6,785,060 
 
          Future debt service is calculated using rates in effect at March 31, 2003 for variable rate bonds.  The net 

swap payment amounts were calculated by subtracting the future variable rate interest payments subject to 
swap agreements from the synthetic fixed rate amount intended to be achieved by the swap agreements. 

 
 The actual amount of net swap payments is affected by changes in a published index—the London 

Interbank Offer Rate (LIBOR). At March 31, 2003 this index was outside a favorable range for the 
Corporation and if this condition were to continue the effect would be to require the Corporation to make 
net swap payments greater than the amount shown above.   

 
 The Corporation is in compliance with all significant limitations and restrictions related to bonds payable. 
 
 During its fiscal year ended March 31, 2003 the Corporation issued $1,349.7 million par amount of new 

bonds, including eleven series of variable rate bonds totaling $1 billion to advance refund existing fixed 
rate bonds.  In separate but simultaneous transactions executed as part of the plan of refunding the 
Corporation entered into Interest Rate Exchange Agreements to exchange or swap its new variable rate 
debt service for effectively fixed rate debt service.  The effect of these transactions combined was to lower 
the Corporation’s estimated future debt service and to limit the Corporation’s exposure to effects of market 
interest rate changes on variable rate debt.   The substance of the combined transactions were such that the 
Corporation refunded $1,301.9 million in fixed rate bonds with $1,349.7 million in bonds requiring lower 
estimated debt service at effectively fixed rates.  At the time of the transaction, this resulted in an estimated 
$201 million in future cash flow savings and an estimated present value gain of $190 million.  Actual 
future cash flow savings and present value savings may be either more or less due to unfavorable future 
conditions including the unscheduled termination of one or more of the swaps, greater than anticipated net 
swap payments required by unfavorable circumstances effecting the swaps, and risks that a counter party 
to the swap may fail to perform.  At March 31, 2003 market conditions required the Corporation to make 
net swap payments that exceeded amounts anticipated in the calculation of cash flow savings and present 
value savings above. 
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 This refunding transaction, while resulting in lower estimated future debt service costs, resulted in a loss in 

the year it occurred equivalent to the difference between the carrying amount of the bonds refunded 
($1,301.9 million) and their reacquisition price ($1,382.2 million).  This loss of $80.4 million has been 
deferred and will be amortized into future interest costs over the shorter of the life of the new bonds or the 
old bonds using the bonds outstanding method.  This period is the same and is 21 years ending April 1, 
2024. 

 
 
(4) Interest Rate Swap Agreements 
 

Objective of the Interest Rate Swap Agreements 
 
As a means to lower its borrowing costs, when compared against fixed-rate bonds at the time of 
issuance in February 2003, the Corporation entered into four interest rate swaps in connection with its 
issuance of $1 billion variable-rate revenue bonds (Series 2003A-BV through Series 2003A-12V). 
These bonds and swap agreements were part of the refunding transaction described in note 3 above.  
The intention of the Swap agreements were to effectively change the Corporation’s interest rate on the 
bonds to a fixed rate of approximately 3.57 percent including support costs and bond insurance fees.  
 
Terms of the Interest Rate Swap Agreements  
 
The bonds and the related Swap agreements have final maturity on April 1, 2024, and the swap’s 
notional amount of $1 billion matches the $1 billion variable-rate bonds. Under the swap, the 
Corporation pays the counterparties a fixed payment at rates ranging from 3.15 percent to 3.26 percent 
and receives a variable payment computed as 65 percent of one month LIBOR. The bond’s variable-rate 
coupons are based upon rates determined by remarketing agents for bonds in the weekly interest rate 
mode and by auction rate agents for bonds in the auction rate mode. The bonds and the related swap 
agreement mature on April 1, 2024.  As of March 31, 2003 average rates were as follows: 

 
 

Terms     Rates 
Interest rate swap: 

Effective fixed payment to counterparty   Fixed     3.57% 
Variable payment from counterparty  65% of LIBOR                (1.01%) 

Net interest rate swap payments         2.56% 
Average variable-rate bond coupon payments  Remarketing/Auction Agent   1.10% 
Approximate Synthetic interest rate on bonds       3.66% 
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Fair Value of the Interest Rate Swap Agreements 
 
Due to the fact that interest rates have declined since execution of the swaps, the swaps have an 
estimated negative fair value equal to their termination cost of $16.2 million at March 31, 2003. The 
swaps estimated negative fair value may be countered by a reduction in total interest payments required 
under the variable-rate bonds, creating a lower synthetic fixed interest rate. Because the coupons on the 
Corporation’s variable-rate bonds adjust to changing interest rates, the bonds do not have a 
corresponding fair value increase. The fair value was estimated using the zero-coupon method. This 
method calculates the future net settlement payments required by the swap, assuming that the current 
forward rates implied by the yield curve correctly anticipate future spot interest rates. These payments 
are then discounted using the spot rates implied by the current yield curve for hypothetical zero-coupon 
bonds due on the date of each future net settlement on the swap.  
 
Credit Risk of the Interest Rate Swap Agreements 
 
The swap contracts require each counterparty shall have credit ratings from at least one nationally 
recognized statistical rating agency that is within the two highest investment grade categories and 
ratings which are obtained from any other nationally recognized statistical rating agencies for such 
counterparty shall also be within the three highest investment grade categories, or the payment 
obligations of the counterparty shall be unconditionally guaranteed by an entity with such credit ratings. 
The swap agreements also require that should the credit rating of a counterparty fall below the rating 
required, that the obligations of such counterparty shall be fully and continuously collateralized by 
direct obligations of, or obligations the principal and interest on which are guaranteed by, the United 
States of America, with a net market value of at least one hundred two percent of the net market value 
of the contract to the Corporation and such collateral shall be deposited with the Corporation or its 
agent. 
 
As of March 31, 2003 the Corporation was not exposed to credit risk because the swaps had a negative 
fair value. However, should interest rates change and the fair value of the swap becomes positive, the 
Corporation would be exposed to credit risk in the amount of the swap’s fair value. The lowest ratings 
of the four counterparties were AA- by Fitch Ratings, A+ by Standard & Poor’s, and Aa2 by Moody’s 
Investors Service as of March 31, 2003.   
 
Basis Risk of the Interest Rate Swap Agreements 
 
The Swap agreements expose the Corporation to basis risk should the relationship between LIBOR and 
actual variable rate payments converge, changing the synthetic rate on the bonds. The effect of this 
difference in basis is indicated by the difference between the intended synthetic rate (approximately 
3.57 percent) and the actual synthetic rate resulting from future market conditions. 
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Termination Risk of the Interest Rate Swap Agreements 
 
The Swap contract uses the International Swap Dealers Association Master Agreement, which includes 
standard termination events, such as failure to pay and bankruptcy. The schedule to the Master 
Agreement includes “additional termination events”, providing that the Swaps may be terminated if 
either the Corporation's or a counterparty's credit quality rating falls below certain levels. The 
Corporation or the counterparties may terminate the Swap agreements if the other party fails to perform 
under the terms of the contract. If one or more of the Swap agreements is terminated, the related 
variable-rate bonds would no longer be hedged and the Corporation would no longer effectively be 
paying a synthetic fixed rate with respect to those bonds.  Also, if at the time of termination the Swap 
has a negative fair value, the corporation would be liable to the counterparty for a payment equal to the 
Swap’s fair value. 

 
 
(5) Changes in Long-Term Liabilities 
 
Long-term liability activity for the year ended March 31, 2003 was as follows: 
 
               Amounts 
     Beginning      Ending Due within 
       Balance     Additions Deletions  Balance    One Year  
  
Bonds payable   $ 4,798,740 $ 1,349,660       $ 1,395,425 $ 4,752,975  $  24,900 
Unamortized premium              -          26,358          -          26,358          - 
Unaccreted Discount on Bonds         (91,648)         11,926          -              ( 79,722)          -      0 
    Net bonds payable     4,707,092    1,387,944    1,395,425    4,699,611      24,900 
Other liabilities: 
Deferred loss on advance  
  refunding  of bonds              -               (80,368)          -         (80,368)          -     
Arbitrage rebate liability            4,231              264           -                  4,495        1,627     
0 
Long-term liabilities activities $ 4,711,323  $ 1,307,840     $ 1,395,425  $ 4,623,738   $  26,527   
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(6) Explanation of Certain Differences between the Governmental Fund Balance Sheet and the 

Statement of Net Assets (Deficit). 
 
 Long-term liabilities of the Corporation’s activities are not due and payable in the current period and 

therefore are not reported as fund liabilities.  All liabilities, both current and long-term, are reported in the 
Statement of Net Assets (Deficit).  Balances at March 31, 2003 were:  

 
 Bonds payable, net       $ 4,619,243 
 Interest on bonds payable                 63,062  
 Unamortized bond issuance costs              (14,820)  
 Arbitrage rebate liability not due and payable at year-end             4,495  
 Net adjustment          $ 4,671,980   
 
 
(7) Explanation of Certain Differences between the Governmental Fund Statement of Revenues, 

Expenditures, and Changes in Fund Balances and the Statement of Activities. 
 
 Repayment of bond principal and payment of bond issuance costs are reported as an expenditure in the 

governmental funds and therefore contributes to the change in fund balance.  In the Statement of Net 
Assets (Deficit), however, repaying bond principal decreases long-term liabilities and payment of bond 
issuance costs becomes an asset to be deferred over the life on the bonds and does not affect the statement 
of activities.  Similarly, recognition of revenues and expenditures not expected to be received or paid in 
the current year will not affect the fund balance reported for the governmental funds.  In the Statement of 
Activities prepared on the full accrual basis, however, all revenues and expenses are recognized in the year 
they are earned or incurred regardless of when they are paid and will therefore be reflected in the 
Statement of Activities. These differences in measurement recognition affect both the reported fund 
balance and reported net assets.  The adjustment for interest expense reflects a decline in accrued interest 
payments due to bondholders at year end.  This decline in interest payable at year end is principally the 
result of the refunding certain payments due to bondholders on April 1, 2003.  Adjustments required to be 
made to the reported governmental funds expenditures to arrive at the statement of activities are as 
follows: 

  
 Adjustment to expenditures 
 Repayment of bond principal:          
  To bondholders for repayment of debt                             $     (93,555) 
  Expense for bond issue costs to be amortized over the life on the bonds       (14,820) 
  Expense for arbitrage rebate expense not due at year-end                264 
  Net adjustment to arrive at interest expense             (28,355) 
 Net adjustment to expenditures                          $  (136,466)    
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(8) Subsequent Events 
 
 As part of enactment of the State’s budget for the 2003-04 fiscal year the Corporation was authorized to 

make payments of $170 million a year via the Local Government Assistance Tax Fund to the City of New 
York or its assignee for a period of 30 years. The State and the Corporation are reviewing the enacted 
legislation to assess its impact on the Corporation’s operations, covenants and pledges. Amendments were 
proposed to this legislation to clarify this matter but have not been enacted as of the close of the 2003 
regular legislative session.   
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