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Resolution supporting the financing

plan for the Hudson Yards infrastructure projects in accordance with the terms of this resolution 


Today the Finance Committee will consider Preconsidered Res. No.   , a resolution supporting the financing plan for the Hudson Yards infrastructure projects agreed upon pursuant to negotiations between the Council and the Administration including certain agreed upon conditions. 

The Administration defines the Hudson Yards as approximately the area bounded by West 43rd Street on the north, the 11th Avenue on the west, West 30th Street on the south (with small areas going slightly further south) and Seventh and Eighth Avenues on the east.
    The desire is to create a 24-hour a day, seven-day per week commercial and residential community in the area, by providing for greater densities to accommodate substantial new office development, retail space and residential development.  In addition, the plan provides for new streets, parks and open space.  93-01 of the Zoning Resolution specifically excludes from its definition of Hudson Yards Redevelopment Area “the area bounded by the westerly side of Eleventh Avenue, the southerly side of West 43rd Street, the westerly side of Twelfth Avenue and the northerly side of West 30th Street… except for any portion of such blocks containing a transit easement for subway-related use.”   

Proposed Infrastructure


The infrastructure to support the redevelopment of the area is expected to occur in two phases.
  Phase one involves the following infrastructure components:  

Extension of No. 7 Line.  The No. 7 subway line would be extended from Times Square west to 11th Avenue and then south to an area near 34th Street and 11th Avenue with the creation of a new subway station at 34th Street.
  

Eastern Rail Yards Platform.  A platform over the Eastern Rail Yards from 30th to 33rd Streets and 10th and 11th Avenues would be built to create a “floor” over the rail yards for buildings and the six-acre park 
  

Open Space and Streets.  A new street system including “Hudson Boulevard”, a mid-block street running north-south between 10th and 11th Avenues from West 33rd Street to West 39th Street, would be created.
  The proposal also calls for a “network” of open spaces, which include a six-acre park on the eastern rail yards platform, and a network of parks along the newly created Hudson Boulevard.
  In Phase I, the Hudson Boulevard and bordering parks would be constructed between West 33rd Street and West 36th Street.
  

Phase II would involve the construction of a 41st Street subway station for the number 7 line and the construction of the northern blocks of Hudson Boulevard and open space in the area from 36th Street to 42nd Street.
  This phase would cost about $775 million and could be deferred until future development creates the need and the financial resources for this infrastructure. 
  According to the Administration, virtually all of the projects to be financed under the plan supported by this preconsidered resolution are Phase I projects, with the exception of the northern portion of the parks network bordering Hudson Boulevard. 

GENERAL OVERVIEW OF FINANCING


The Administration’s original plan for financing the Hudson Yards infrastructure projects (which was the subject of a hearing by this Committee on December 15, 2004 and is laid out in greater detail in the Committee Report for that hearing
) was intended to be self-financing.  The Administration has created a Local Development Corporation, the Hudson Yards Infrastructure Corporation (HYIC) pursuant to the State Not-for-Profit Corporation Law.
  To pay for the infrastructure and related construction costs, HYIC will issue bonds beginning in 2005 and continuing until 2011, and would ultimately service these bonds from revenues within the Hudson Yards Redevelopment Area.
  Thus, the infrastructure improvements proposed in the Hudson Yards Project would not be included in the City’s Capital Budget nor financed through issuance of debt by the City or the Transitional Finance Authority
 (nor would the No. 7 line be financed by debt issued by the MTA).  

Most of these revenues that would ultimately be used to pay off the bonds issued by the HYIC would be in the form of Payments in Lieu of Taxes (PILOTs) from new commercial buildings and property taxes from new residential buildings. Together they would provide over 85 percent of the project’s revenues. In addition, payments received from the sale of development rights over the Eastern Rail Yards platform and payments to the District Improvement Fund for increases in buildings’ FAR (Floor Area Ratio) would provide approximately 10-12 percent of the projects revenues. 

Residential development will be subject to the City’ property tax.  The original proposal called for the City to make available to the HYIC, support equivalent to the property taxes paid by owners of new residential development.  Such taxes are a part of City levy funds and subject to the City’s budgetary process.   

ORIGINAL PROPOSAL

The costs of the phase one project are approximately $2.8 billion.  However, under the original proposal to finance these costs the Administration’s plan called for borrowing by the HYIC in the amount of $4.1 billion.
  While the amount borrowed generally exceeds the amount of the costs by about 1% in the case of City general obligation debt and 8% to 10% in the case of public authority debt, the amount to be borrowed under the original proposal would have exceeded the costs by more than 47%.  Of the $1.3 billion in additional borrowing over the project costs that the original plan called for,  $948 million consisted of the additional borrowing needed to pay interest on previous borrowings, and to pay the cost of bond underwriting for the commercial paper borrowing program.

Under the Administration’s original financing proposal, the HYIC would make no payments on its principal and would borrow additional funds to make interest payments on its debt.  The funds to pay interest would be raised by short term borrowing, through the selling of commercial paper.  Under this original plan, the HYIC would, therefore, be paying interest on the money it borrows to make interest payments to its bondholders, and through the repeated issuances of commercial paper would also be paying interest on that interest as well.  Further, because the original plan called for the continuous issuance of commercial paper, transaction costs (the costs of issuing and rolling over the commercial paper) would be relatively high.  By 2020 revenues should be sufficient to cover all the interest payments.  At this point under the original plan, HYIC would refinance the commercial paper by issuing approximately $1 billion in 25 year bonds, thus ending the commercial paper program.

It was unlikely that the financial markets would be totally comfortable with a plan that calls for short-term borrowing to make interest payments to bondholders for a significant period of time because the ultimate revenues are dependent upon future construction and development.   Concerns on the part of the short-term lenders could have endangered the commercial paper program, which in turn could have created risk in the ability to make interest payments to bondholders.  To reassure the credit markets, and to make it more likely to sell the bonds, the original plan called for credit support – or backup – to ensure that the interest payments would be made to bondholders.  The Administration proposed that the TFA promise to buy any unsold commercial paper.  The TFA gets its revenue directly from the City’s income tax, before such tax revenues enter the City budget.
  So, in practice, the TFA would be pledging part of the City’s income tax revenues to guarantee interest payments to HYIC bondholders.  Even with TFA credit support, this method of financing is riskier for bondholders than normal City borrowing through the capital budget.  

CHANGES IN FINANCING PROGRAM


In response to the Council’s concerns about the costs of the original financing proposal, the Administration has proposed several changes to the financing plan for the Hudson Yards infrastructure projects.  According to OMB, under the current proposal (which is the subject of the resolution), current interest on the HYIC bonds would be paid when due.  If HYIC revenues were insufficient the City would make these payments, subject to appropriation by the Council in the budget process.  Therefore, rather than continuously conducting additional short-term borrowing in order to make interest payments on the bonds and accumulating additional interest costs, money could be appropriated by the Council to make the interest payments on the bonds as they come due. But bondholders will have no claim against the City should the City chose to not make these payments.  Even so it is another source of potential funding that should make it easier and perhaps less expensive to market the bonds.   According to OMB, eliminating borrowing to pay interest would reduce the amount needed to be borrowed by HYIC from approximately $4 billion to approximately $3 billion. 

  In addition, rather than using the credit of the TFA to back a commercial paper program to pay interest on the bonds (since current interest would be paid, if appropriations were made, by the City), the TFA’s credit could be used in a similar manner to provide credit support for up to $750 million of the HYIC bonds or around one-fourth of HYIC debt. According to OMB, this support could be used for the sale of variable rate bonds.  These are bonds whose duration typically ranges from 2 to 30 years and whose interest rates change on a regular basis according to a prearranged formula.  Bonds like this are a normal part of City finance.  Currently 18 percent of General Obligation and 22 percent of TFA bonds are of this type.
  According to OMB, the use of variable rate bonds with TFA credit support, would allow HYIC to get a substantially better interest rate on such debt, reducing borrowing costs by as much as 275 basis points (0.275 percent).  The Council and the Administration have agreed that any such use of the TFA would be limited to providing credit support for up to $750 million of HYIC debt and that such action could only be taken after a unanimous vote of the Board of Directors of the TFA to approve the action and any and all agreements.  

OMB also believes that an undertaking by the City, to pay (subject to appropriation by the Council) an amount equal to any property taxes on residential development in the Hudson Yards area, to HYIC for use in servicing its debt, would enhance the borrowing capacity of HYIC.  Finally, the Council and Administration agree that if revenues were sufficient, it would decrease the cost of the borrowing if excess revenues were applied to the retirement of debt.  As in the earlier plan, excess revenues will still go to the City’s general fund.  The use of these revenues to retire debt would be subject to appropriation by the Council as a part of the budget process.  

PRECONSIDERED RESOLUTION NO.   

The preconsidered resolution would support this current financing plan for the Hudson Yards infrastructure projects with the changes and conditions outlined above.   The resolution defines Hudson Yards infrastructure projects as the “principal infrastructure elements in such area such as the extension of the No. 7 subway line, the building of a platform over the Eastern Rail Yards and the network of streets and open spaces” required for the redevelopment of the Hudson Yards Redevelopment Area set forth in 93-01 of the zoning resolution.  By tying the definition of “Hudson Yards infrastructure projects” to those infrastructure projects in the “Hudson Yards Redevelopment Area” defined in the Zoning Resolution, the financing plan supported by this resolution covers the financing of the extension of the No. 7 subway line (including work that might need to be done on the westerly side of 11th Avenue because transit easements west of 11th Avenue are included in the definition); parks and streets in the area east of 11th Avenue as well as the park between 29th and 30th Streets west of 11th Avenue; and the platform over the Eastern Rail Yards.  However, the plan supported by the resolution does not include, for example, financing for the Javitz Center, a New York Sports and Convention Center (“NYSCC”), a tunnel between the Javitz Center and the NYSCC or a “game porch” between 33rd and 34th Streets.  These projects are not within the Hudson Yards Redevelopment Area and therefore could not be “Hudson Yards infrastructure projects” for purposes of the Resolution.  In addition, the Resolution specifically states that “Hudson Yards infrastructure projects” do not include any components of the New York Sports and Convention Center.”

Specifically, the Resolution does the following:   (1) Supports the approximately $3 billion in borrowing by HYIC for the financing of the Hudson Yards infrastructure projects;  (2) Supports an undertaking, by the City, subject to appropriation by the Council in accordance with the Charter, to pay current interest, to the extent not paid from the revenues of HYIC, on all HYIC indebtedness issued for Hudson Yards infrastructure projects, so long as such indebtedness remains outstanding; (3) Supports an undertaking, by the City, subject to appropriation by the Council in accordance with the Charter, to pay to HYIC revenues provided by residential real property taxes or other real property taxes in the Hudson Yards Redevelopment area not captured by PILOT mechanisms, necessary to support such indebtedness; (4) In these particular circumstances, and conditioned upon a unanimous vote of the Board of Directors of the TFA to take such action and approve any and all such agreements, supports and approves of the use of the TFA’s credit to support no more than $750 million of the HYIC indebtedness and the use by the TFA of revenues not exceeding an amount necessary to support such indebtedness, subject to the rights of its bondholders, to purchase the HYIC indebtedness if called upon; and (v) supports an undertaking by HYIC to apply revenues in excess of HYIC’s debt service costs to begin to discharge HYIC debt early, subject to appropriation by the Council of such excess revenues back to HYIC in accordance with the Charter.

� New York City Announces Lead Underwriters for Hudson Yards Infrastructure Corporation, OMB Press Release, February 11, 2004, and Request For Proposals (RFP) at 1.  These are the boundaries used when discussing the proposed development of the Hudson Yards area east of 11th Avenue and exclusive of the proposed New York Sports and Convention Center and Javits Center Expansion, which are not subjects of today’s hearing.


� Hudson Yards Financing Briefing, May 14, 2004 at 2. 


� Ibid. at 2 and 5; and No. 7 Subway Extension-Hudson Yards Rezoning and Development Program, New York City Planning Commission Final Generic Environmental Impact Statement (FGEIS) Executive Summary at ES-15. 


� “New York City Announces Lead Underwriters for Hudson Yards Infrastructure Corporation,” OMB Press Release, February 11, 2004 (“OMB Press Release”).


� FGEIS Executive Summary at ES-19 and City Planning Commission “In the Matter of an application submitted by the Department of City Planning pursuant to Section 201 of the New York City Charter, for an amendment to the Zoning Resolution of the City of New York, relating to Article VIII, Chapter I, (Special Midtown District), Article IX, Chapter 6 (Special Clinton District) Article XII Chapter 1 (Special Garment District), and the elimination of the Special Jacob K. Javits Convention Center District and the creation of the Special Hudson Yards District in Article IX, Chapter 3, November 22, 2004 Calendar No. 4 (“City Planning Application”).  


� Ibid. and OMB Press Release.


� RFP at 5, and Hudson Yards Financing Briefing, May 14, 2004 at 2.  


� RFP at 5, and Hudson Yards Financing Briefing, May 14, 2004 at 2.  


� New York City Council Finance Division projection based on HYIC estimate of $521 million in 2003 dollars .  HYIC RFP at 26.


� December 15, 2004 Finance Committee Briefing Paper.


� Not For Profit Corporation Law §1411.


� Hudson Yards Financing Briefing, May 14, 2004 at 8-12.


� The TFA receives the revenue from the City’s Personal Income Tax to pay interest and principal on the debt it issues.  


� There are several slightly different versions of project costs and financing.  This report and City Council Finance Division estimates below are based upon the HYIC May 2004 Base Case.  


� If it needs more it can draw upon the City’s sales tax revenues, after Municipal Assistance Corporation bonds are paid but once again before the City itself has access to the revenues.


� Fiscal Year 2005 Annual Report of the Comptroller on Capital Debt and Obligations,  New York City Comptroller p. 1.
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