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LETTERS OF TRANSMITTAL

_ AvucusT 29, 1977.
Hon. Henry S. Reuss,
Chairman, Committee on Banking, Finomce and Urban Affairs, U.S.
House of Representatives, Washington, D.C.
- Dzrar Mzr. Caarman : Enclosed for your consideration is a copy of
a report entitled “Stafl Report on Transactions in Securities of the
- City of New York,” which was transmitted to me on August 26, 1977,
by the Honorable Harold E. Williams, Chairman, Securities and
Exchange Commission. _
~ The report is the result of an investigation conducted by the staff
of the Securities and Exchange Commission into events occurring dur-
ing the period from October 1974 through April 1975, when New York
City faced a fiscal crisis and issued large amounts of short-term
securities. : .
- The information and materials contained in the report will be most
useful to the Members of the Subcommittee on Economic Stabilization
in their oversight and legislative activities in connection with the
New York City Seasonal Financing Act of 1975 (P.L. 94-143). Be-
cause of the importance of the issues raised in the report, it is sug-
gested that the report be made available for the use of Members. of the-
Committee on Banking, Finance and Urban Affairs and Members of
Congress. _

The views and conclusions presented in the report do not necessarily
represent those of the Subcommittee on Economic Stabilization or of
any individual Members. :

' Sincerely, :
. WiLLiam S. MoORHEAD,
Chairman, Subcommitiee on Economic Stabilization.

(I11)



SecUrITIES AND Excuance ComMIssion,

. Washington, D.C., August 26, 1977.

Hon. Wirriam S. MoorHEAD,

Chairman, Subcommittee on Economic Stabilization, Committee on
Banking, Finance and Urban Affairs, U.S. House o f Bepresenta-
tives, Washington, D.C. o _

Dear Concressman Moormeap: T am pleased to transmit herewith
a report by the staff of the Commission, on Transactions in Securities
of the City of New York. ' ,

This report is submitted in accordance with your requests of Sep-
tember 7, 1976, and June 9, 1977, made in conjanction with the Sub-
committee’s oversight responsibility for the New York City Seasonal
Financing Act of 1975. '

With best wishes,

Sincerely, -
- Harorp M. Wirriawms,
: Chairman.
av)



SECURITIES AND
A EXCHANGE COMMISSION
Washington, D. . 20549

(202) 755-4846

FOR RELEASE: 1 p.m. Friday, August 26 77-20
COMMISSION ISSUES STAFF REPORT ON
TRANSACTIONS IN NEW YORK CITY SECURITIES

The‘Commission transmitted to Congress today a Staff Report
on Transactions in Securities of the City of New York. The Report °
is the product of a l19-month investigation and focuses on events
which occurred during the period from October 1974 through April
1975, when the City faced a fiscal crisis and issued very large
amounts of short-term securities.

The Réport was transmitted to Congress at this time in
response to requests from Senator William Proxmire, Chairman of the
‘Senate Committee on Banking, Housing and Urban Affairs; Congressman
William S. Moorhead, Chairman of the House Banking Subcommittee on
Economic Stabilization; and Congressman Benjamin Rosenthal, Chairman
of the House Government Opgrations Subcommittee on Commerce, Consumer
and Monetary Affairs. Senator Proxmire‘s Committee and Congressman
Moorhead's Subcommittee are pursuing their oversight responsibilities
with regard to the New York City Seasonal Financing Act of 1975,
and Congressman Rosenthal's Subcommittee is examining activities
of several New York Clearinghouse member banks and the Federal

agencies that regulate them.
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The investigation which underlies the‘Report, conducted by
the New York Regional Office, was one of the most complex ‘in the
Commission's history and involved collection of more than 250,006
documents- and over 12,000 pages of sworn testimony. It sought to --

(1) determine the nature and extent of the knowledge of
City officials, underwriters, and bond counsel with respect to
the steadily-worsening financial condition of the City; and

(2) compare the knowledge of these parties to the
disclosures made to the public from October, 1974 through April,
1975 -- a period during which appréximétely 54 billion worth
of City short-term debt securities were sold to the public.

"The federal securities laws administered by the Securities
and Exchange Commission have as their principal purpose the pro-
tection of public investors,” the Report declares. “Accordingly,
our inquiry has been to determine whether, in the offer, sale and
distribution of the City's debt securities, under the circumstances,
there was provided the measure of disclosure mandated under the
federal securities laws in the interests of the investing public.
We conclude that it was not."

;The Report is accompanied by an Introduction and Summary
and is divided into seven chapters as :follows:

(1) Chronology of Events;

(2) Accounting Practices and Financial.Reporting;

(3) The Role of the City and Its Officials;




3.

(4) The Role of the Underwriters;
(5) The Rating Agencies;
(6) The Role of Bond Counsel; and

(7) Analysis of Questionnaires Sent to Individual Investors,
syndicate Members and Managing Underwriters.

The Commission will, after receiving staff recommendations,
consider what Commission action-or legislative recommendations,

if any, should follow.
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SECURITIES AND EXCHANGE COMMISSION STAFF REPORT ON
TRANSACTIONS IN SECURITIES OF THE CITY OF NEW YORK

INTRODUCTION AND SUMMARY

The last offer of securities by the City of New York to the general
public was made in March, 1975. Since that time, the public debt market
has been closed to the City. On November 15, 1975, the New York State
Legislature enagted the Moratorium Act, which suspended the enfgrcement of
the City's short-term debt, because the City was unable to meet its matur-
ing obligations.' Thousands of small investors had purchased a substantial
part of-ﬁhe approximately $4 billion of short-term securities sold during
the six months preceding March 31, 1975. On November 5, 1975, ten days
before the passage of the. Moratorium Act, certain short-term notes actually
traded at a 35 percent dlscount from their principal face amount. On
December 31, 1975, af@er the Moratorium Act was passed, but before it was
declared unconstitutional, prices of certain short-term notes had declined
to a 45 percent discount from their principal face amouﬁt.

The Investigation

In January, 1976, the Commission commenced an investigation into trans-
actions in securities of the City. The staff's inquiry principally focused
on the period from October 1, 1974, to March 31, 1975 ~- the period during
which the City's reliance on shoft—term borrowing increased dramatically
over prior comparable periods, and the period during which the City issued
substantial amounts of certain debt instruments to the investing public.
that remained outstanding at the time of the passaée of the Moratorium Act.

During its 19-month investigation, the staff obtained over 250,000

documents and compiled over 12,000 pages of investigative testimony.
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The staff's Report is a distillation, analysis and evaluation of the
evidence that has been obtained to date. The investigation, which is a
continuing one, is in no sense an adjudicatory proceeding. Nor is the
investigationbor this Report a determination of the rights or liabilities
of any person.
Background

For a number of years, the City was incurring increasing deficits in
its operations. In order to finance these deficits, and to appear to comply
with the legal requirement that it balance its operating budget, the City,
among other things, increasingly resorted to the sale of "short—term" debt
securities. 1/

On March 31, 1975, the City‘had.outstandihg debt in excess of

$14 billion, as follows:

$ 7,887,733,170 Funded Debt
1,102,000,000 TANs
1,767,655,000 BANs
3,185,000,000 RANS
107,610,000 Other short-term debt
$14,049,998,170 TOTAL 2/ -

1/ The "short-term” debt securities offered by the City, with stated
maturities of one year or less,. included: Tax Anticipation Notes
(“TANs"), issued by the City in anticipation of the collection of real
estate taxes; Revenue Anticipation Notes (“RANs"), issued in anticipa-
tion of the collection of estimated taxes (other than real estate
taxes), monies that were estimated to be received from the New York
State and federal governments and certain other kinds of revenue;
and Bond Anticipation Notes ("BANs"), issued in the anticipation of

" revenues from subsequent sales of bonds.

2/ Office of the Comptroller, City of New York. “Annual Report of the
Comptroller of the City of New York for the Fiscal Year 1974-1975,"
October 3Y, 1975, parts 6-A and 6-C.
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The City employed budgetary, accounting and financing practices which
it knew distorted its true financial condition. These practices enabled
the City to issue about $4 billion of short-term securities during the
six-month period preceding its preclusion from. the Nation's securities
markets. 1/ This record amount of securities was issued at the very
time the City was on the brink of financial collapse.

In fact, the City dramatically increased its short-term debt six-
fold —- from $747 million to $4.5 billion — in the six years from 1969 to
June 30, 1975. The New York State Charter Revision Commission primarily
attributed this "enormous increase" in the City's debt to:

- . .the City's refusal to soundly finance its expense
budget. Since 1970-71, every expense budget has been
balanced with an array of gimmicks—-revenue accruals,
capitalization of expenses, raiding reserves, appro-
priation of illusory fund balances, suspension of
payments, carry-forward of deficits arid questionable
receivables, and finally, the creation of a public
benefit corporation whose purpose is to.borrow funds
to bail out the expense budget. 2/ .
These practices, it was concluded, did not "produce any cash in themselves;
they simply enable([d] the City to borrow to pay current expenses." 3/

The June 30, 1975 deficit, as later adjusted by the City, exceeded

$5 billion. Reliable financial information was unavailable, and the adjusted

deficit could only be est imated because, among other things, the City's

internal accounting control system had been deficient in material respects.

1/ Id.

2/ Preliminary Recommendations of the State Charter Revision Commission
' for New York City, p. 33.

3y, 1.
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The estimates of receivables, which formed the basis for the huge
amount of RANs and TANs offered in the October, 1974 - March, 1975 period,
were overstated by the accrual of revenues, inciuding federal and New York
State aid receivables and real estate and other local taxes which were
unearned, uncollectible or non-existent. For example, on October 1, 1974,
a -consultant to City Comptroller Goldin prepared an internal memor andum, -
stating in part:

To balance the‘expense budget, the City employs a

series of unsound budgeting and accounting prac-

tices including carrying forward bogus receivables,

levying taxes on City-owned property. . . [and]

overestimation of revenues. . . . The total amount

of bad receivables which may have been rolled over

exceed $500 million. 1/
Subsequent reports’ of New York State and City officials disclosed yet addi-
tional, significant areas in which the City's actual financial condition
during the October, 1974 - March, 1975 period was vastly different from
that claimed by the City and its officials.

During this period, the City continued to issue debt securities to

investors throughout the United States and in. foreign countries.

1/ Graphic evidence of these practices was confirmed by two audit reports
on New York City prepared by the New York State Comptroller in July and
August 1975. Thus, for example, he estimated that "the $502 million
of real estate taxes receivable on the City's books at June 30, 1975
[was] overstated by approximately $408 million. . . ." Similarly, the

~ State Comptroller also found that receivables from New York State and
the federal government, which formed a basis for the issuance of RANs,
were "grossly overstated.” In an examination of $373.3 million out of
$434.2 million of such receivables, the Comptroller “found them to be
overstated by $324.6 million.” Audit Reports Nos. NYC-3-76 and NYC-26-76.
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As the City's financial plight worsened, it reduced the minimum face amount
of the instruments it issued from $100,000 to $10,000, in order to penetrate
the indivdual investor market more effectively. City securities were also
placed with the City's pension funds and with a bond sinking fund — funds
under the management of City officials, who were acting in fiduciary
capacities on behalf of the beneficiaries of such funds.

The critical importance of adequate disclosure to public investors
during this périod is illustrated by a letter of April 1, 1975 by counsel
involved in the distribufion of the City's securities:

In view of the rapidity with which events are develop~
ing in connection with the City's finances, we feel it
is appropriate to summarize for the Banks our views on
what has come to be known as the question of "disclosure.”
You will recall that an attempt was made to address the
problem in the form of the City's Report of Essential
Facts dated March 13, 1975. While it may be possible by
updating and supplementing that Report to satisfy the
applicable legal requirements with respect to future
underwritten offerings, we understand from our discus-
sions with the banks that the adverse information which
would be required in such a report, would in all likeli-
hood render the City securities unsaleable. 1/

In a May 4, 1976, speech, 2/ the City's Comptroller, Harrison J.
Goldin, sought “to describe some of the conditions which existed, with
respect to accounting and budgeting at the start of the City's fiscal

crisis" as follows:

1/ Letter of White & Case.

2/ Address of New York City Comptroller Harrison J. Goldin, at the Annual
Conference of Municipal Finance Officers Association of the United
States and Canada, San Francisco, California, May 4, 1976.
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The City could not be sure of the amount of valid State
and Federal receivables because agencies conducted their
own negotiations on Federal and State grants, provided
their own budgetary input on the amounts expected,

spent the money long before the grants were received
(if, indeed, they were ever received) and clung to a
touching faith in the validity of receivables long after
they had proved as unreliable as a politician's promise.

* * * *

The City could never count on receiving the full amount
of real estate taxes budgeted in any particular year,
because it insisted on budgeting 100 percent of the

tax levy even though it was the invariable experience

in New York - even in better times - that collections
would run less than 95 percent of the tax levy. The
difference in the case of tax levy of over three billion
would obviously be somewhere around $200 million.

* * * *

There was a broad feeling, I believe, that even though
the City's accounting and budgeting had been revealed
as a kind of Rube Goldberg conception — a system which
defied understanding or control - it was better to leave
it alone as long as it churned out enough money to meet
the bills and pay the debts.

The functioning .of the process by which City securities were brought
to the market place depended not only upon the issuer, but also upon the
principal underwriters, bond counsel and rating agencies. As is evident
from the facts set forth in this Report, in varying degrees, they also
failed to meet their responsibilities. Thus, public investors were
denied the protections to which they were entitled.

The Report
This Report consists of seven chapters.  Chapter One of the Report, the

Chronology, describes the principal financial events during the critical

period. It sets forth the meetings and other events participated in by
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City officials, bond counsel, the underwriters of the City's securities,
rating service officials and certain other persons. The Chronology, and
the underlying evidence on.which it was prepared, éet forth, in large part,
the factual basis for the succeeding Chapters which examine the roles of
the various participants in the offer and sale of the City's securitieé
to the.investing public.

Chapter Two discusses certain of the City's unsound accounting and
reporting practices, and the syétem of internal accounﬁing control on which
-financial data. of the City was based, These practices successfully obscured
the City's real revenues, costs and financial position. Substantiél weak—
nesses in the City's system Qf internal accounting control caused its
financial information to be inherently unreliable. Many of the City's
accounting practices were specifically designed to assist the City in its
buaget-balancing exercises by prematurely recognizing revenues and post-~
poning expenses to unrelated future periods. The increase in revenue
recognition was accomplished by the accrual of-revenues, inéluding federal
and New York State aid receivables and real estate and other iocal taxes
which weré unearhed, uncollectible or nonexistent. The essentially cash—.
basis accounting for City expenditures failed to recognize significant
-costs incurred but unpaid during the year, including millions of dollars
anhually in pension costs, which were calculated based on outdated actuarial
assumptions and paid two years later. These were significant factors which
contributed to the City's financial difficulties and enabled it to borrow
funds from the public which could not be supported by its sources of

revenue.
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Chapter Three describes the role of the City and its cfficials in the
events surrounding the City's fiscal crisis. It concludes that:

(1) City officials were aware that there was an ever-growing
disparity between revenues and expenses;

(2) City officials employed certain unsound budgetary, accounting
and financial reporting practices which created the appearance
that revenues and expenses were in balance;

(3) City officials prepared and published various reports which'did
not, individually or in the aggregate, clearly and accurately
describe such practices or reveal the City's true financial
condition; and ' .

(4) The Mayor and the Comptroller made numerous reassuring public
statements concerning the City's financial condition and the
safety of investments in the City's debt securities, which
statements facilitated the sale of the City's securities,
and which did not provide adequate disclosure of the facts.

In sum, the Mayor and the Comptroller misled public investors in the offer,
sale and distribution of billions of dollars of the City's municipal
securities from October, 1974, through at least March, 1975.

Chapter Four focuses upon the key role played by the underwriters in
the distribution of the City's securities. It discusses the underwriters'
knowledge of the financial crisis and the City's related problems, the
inadequacies of their disclosure of materially adverse information regarding
‘the budgetary and financial problems of the City, and their failure to ful-
fill their responsibilities to the investing public. It also discusses the
realization of these underwriters, and their failure to disclose, that their
capacity to distribute substantial additional quantities of secu;ities
successfully was significantly impaired because of the City's financial

crisis and that the market had become saturated with City securities. As

the City's fiscal crisis further deteriorated, the public was subjected
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. to a confusing and contradiétory financial picture, with the result that
public investors were misled.

Chapter Five discusses the role of the rating agencies. These agencies
rate the creditworthiness of municipal obligations. Their ratings have a
significant imbaét upon investment decisions and access by municipalities to
the capital markets. The agencies éppear to have failed, in a numbér of
respects, to make either diligent inquiry into data which called for further
investigation, or to adjust their ratings of the City's securities based on
known data in a manner consistent with standards uéonbwhich prior ratings
had been based.

Chapter Six examines the role of bond counsel. During October, 1974,
through March, 1975, four firms issued opinions on the validity of the
issuancé of New York City securities. The Report examines the engagement
of the firms and the procedures they used in providing their opinions. The
Report also explores bond counsel's awarenéss of circumstances relating to
the City's fiscal problemé that affected matters basic to bond counsel's:
opinions. In addition, the Report examines the knowledge of bond counsel
of other matters that should have been, but were not, disclosed to investors.
The Report concludes that bond counsel, when on notice of circumstances that
called into question matters basic to their. opinions, should have conducted
additional investigation. It also concludes that bond counsel, who continued
with their engagement having knowledge of information material to investors,
should, in view of the particular circumstances, have taken reasonable steps

to satisfy themselves that such material facts were disclosed to the public.
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Chapter Seven contains analyses of the responses received from ques-—
tionnaires sent to individual investors, syndicaté member s. and managing
underwriters. The individual investor responses indicate that the
majority had never invested in municipal securit'i‘es befc;re.,' and 9“0 gercent,
responded that a factor in their investment was their belief that an\“i\nvest-
ment in City securities was “safe. and secure.” The survey also found %::hat,

at the time they made their investments: ' \
!

—- 78 percent of the investors believed the City's bookkeeping A
and accounting practices to be excellent or good; and \

-- 79 percent of the investors believed that the Clty was in [
good or excellent financial condition.

Additional comments volunteered by a number of these individual investors
concerning their experiences with these investments were overwhelmingly
negativé , and indicated ql._lite clearly tﬁat, in their purchase of City
securities, they had been "misled." '
Epilogue

The Commission's mandate is to assure that investors in secu;ities,
whether issued by municipalities or others, receive the protections afforded '
by the federal securities laws. This Report concludes that investors in the
securities of New York City did not receive those protections.

On a number of occasions, the key participants had a clear dpportunity
to prevent further serious damage to public investors. However, they did
not do so. As the City's financial condition deteriorated, additional steps
were taken to sell its notes to individual inveétors, thus unfairly and
‘mproperly shifting the inherent risks. At a minimum, before such a shift-

1g of risk was attempted, the key participants had the duty to assure

aquate disclosure upon which investment decisions could be predicated.

T e o S
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Depfiving inves:tors of their clearly defined righ‘ts cannot be justified
by the need to provide vital services to New York's citizens. Rather than
serving the salutary goals the City sought to effect, the failure to
make meanir}g-f:’ul -disclosure prolonged the agony of the City's fiscal crisis,
and delayéi major necessary corréctive efforts. This failure cauéed undue
risks and substantial injury to investors. in the City's securities. It
also impaired the liquidity of a number of the City's major banks,"whic':h"v
are leading financial institutions in the United Sfates, and cast a pall on
the CEapaciﬁy of municipalities generally to utilize the Nation's securities
markets to fund their essential operations. -

it is imperative that personé with responsibilities in the ma;:kéting
of municipal seéurities reaséess their roles to assure that, when requiréd,
they will meet the demands of such occasions. It is hoped that this Report
will be studied by the various participants. in municipal financing, and
. that they will comneﬁcg a critical review of the facts as the first step in
the development of a program designed to pléce into effect at the earliest
possible time the necessary remedi*a'l rﬁeasures, not only to prevent a recur-
rence of what took i)lace in New York City, but also to install a system
that will assure municipalities vftal access to the Nation's securities

markets and the protection .of those who invest in municipal securities.
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TUESDAY, OCTOBER 1, 1974

A memorandum to Harrison J. Goldin, Comr_._a&oller of the City of New York, -
from Steven Clifford, consultant to the Office of the Comptroller, examined
"unsound budgeting and accounting practices” of the City of New York. The
memorandum commenced : |

To balance the expense budget, the City employs a series of
unsound budgeting and accounting practices, including carry-
ing forward bogus receivables, levying taxes on city-owned
property, paying retroactive wage settlements from judgement
and claims, postponing payments (or postponing the re-
cognition of expenses), appropriating chemical [sic) balances,
speeding up the recognition of revenue, overestimation of

revenues, and underestimation of expenses. ) . L

These practices produce a supposedly balanced budget, at

least at the start of ‘the year. ‘Unfortunately they do not
generate any cash, and force [the] City to increase short term
borrowings which currently total about $4 billion. 1In addition
to increasing debt service costs, these practices subvert the
budgeting and taxation processes. By translating discretionary
costs in one year to mandatory debt service costs in ‘subsequent
years, they deprive the taxpayers and voters of a choice
between services and taxpayers [sic]. By allowing the City

to increase expenses without. an immediate increase in taxation,
these practices encourage the City to over cormit itself and
disregard the future consequences.

The memorandum recormended " [2]ludits of property taxes and other city
receivables to be completed by October '15;" "[plublication of a white paper,
about Jan. 15, documenting Ehe effects of unsound accounting and.budgeting
on City debt service costs;" and "[i]nclusion of a five year forecast of ra-

venues and expenditures in the Comptroller's Feb. 15 statement." 1/

l/ Memorandum, Steven Clifford to Harrison J. Goldin, October 1, 1974,

Indeed, as early as May 6, 1974, Jonathan Weiner, Speciél Advisor to
the Comptroller, in a memorandum to Comptroller Goldin, noted that

( footnote continued)



WEDNESDAY, OCTCBER 2, 1974

The City announced the sale of $420.4 million in Bond Anticipaﬁicn
Notes ("BANS") at an interest rate ofﬁ5.7§%, the highest interest thg .
City ever paid on BANS, and $97.4 million in Urban Renewal Notes ("URNS")
at a rate of 7.7%. The successful bidders were syndicates headed by
Chemical Bank and by First National City Bank ("Citibank") and Chase
Manhattan Bank ("Chase"). 1/ There was no public.dissemination of an offering
circular or comparable document.

MONDAY, CCTOBER 7,°1974

A monthly meeting was held of the_Comptroller's.Technical Debt Manage—
ment Committee ("CTDM Committee"), a committee.first established by Goldin's
predecessor, Bbraham D. Beame, to advise the Comptroller.on debt issuance,

the condition of the municipal securities markets and related matters. 2/

(continued)

Mayor Abraham Beame's proposed plan to meet the 1974-75 gap of $1.5
billion consisted of (1) one—shot items totalling $185.1 million, (2)
phony savings and revenues totalling $80 million, and (3) other less-
than-sound fiscal practices totalling $151 million, for a total

of $416.1 million. 1In addition, Weiner stated that the Mayor's

plan accepted the Governor's "outrageous proposal” that the State
accelerate its aid payments to the City totalling $114 million.
Weiner concluded:

"Hence, thus far $530.1 million (at least) in budget balancing
items for 1974-75 is gimmickry, a total which I believe surpasses
most previous years excesses. Very seriously, of this total $295.1
[million] is in one-shot ventures, and an additional $80 million

. {at the very least) is ohony. Beame is storing up a lot of trouble
for himself. wWhat in fact will be done next year? Borrow again?"

Weiner then urged Comptroller Goldin to "responsibly disassociate
fhimself] from some of these practices."

1/~ News Release, Office of the Comptroller, 74-118, Octcber 2, 1974.

2/ Testimony of Harrison J. Goldin (August 26, 1976) at 37. Herainafter

- all testimony will be cited by the witness' name and the page(s) of the .
transcript of such witness' testimony. The testimony of several witnesses
who testified on more than one occassion began on each occasion with page
one. In those instances, the date of the person's testimony being
cited will also be included.

311 references to exhibits marked for identification Guring a witness'
testimony will be referred to as " Ex. _".
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Present at the meeting, besides Goldin, were Dr. Seymour Scher;
First Deputy Camptroller; Wiiliam T. scot_t( Third Deputy Comptroller;
Sol Lewis, .Chief Accountant; and various oti_her members of the Comptroller':s,
staff. John De'vine of Chase, C;edéle D. Horowitz of Salomon Brothers,
Richard F. Kezer and Paul s. Tracy, Jr. of Citibank, Zane Klein of
Berlack, Israels & Liberman, Richard B. Nye of First Security Co.,
Wai,lace 0. Sellers of Merrill Lynch, Pierce, Fenner & 'Smithl ("Merrill
'Lynch"), Frank P, Smeal of Morgaﬁ Guaranty Trust‘Co. ("Mérganf'), and
Jameé F. Trges of Fisher, Francis, Trees & Watts, Inc., all members.
of the CTDM Comnit.teeb,‘ were also p‘resent-:. 1/ - -

--- At this meeting, -the Comptroller announced variocus changes in the
City's borrowing schedule, including cha.nges' to ensure compliance with
the New York State Local Finance Law requirement that outstanding Revenue
Anticipation Notes {"RANS") not exceed like}.y Federal and State
receivables. Deep concern was expressed by CTDM Committee members about
the potenti;':ll saturat;ion of ‘the market because of the magnitude
of the City's projected borrowings; that a point might be reached
where the City would not be able to market its securities at any
yields; and that difficulties might arise with th_e next scheduled
bond offering on October 16th. The Camptroller and his staff were
informed by CTDM Committee members that the volu:ﬁe of City securities
being introduced into the market might bring a rieéative reaction
from tﬁe municipal securities rating_ agencies and that, because of
extreme market pressure,.a negotiated sale might be more beneficial .
to the City than selling the securities through_ competitive bid_s.

The Ccomptroller indicated that he also was extremely concerned about

these matters and solicited assistance from the CIDM Committee. _2_/

1/ ’'Minutes of the CTDM Committee, October 7, 1974.

2/ 1.
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The CTDM Committee requested a téntative schedule of proposed sales of City
securities thrbugh June 30, 1975, inciudihg proposed sales of the obliga-
tions of the Stabilization Reserve Corporation ("SRC"). 1/ Lewis promised
to provide such a schedule excluding p{pposed sales of-the SRC which was

under the control of a separate Board.-g/

-TUESDAY, CCTCBER 8, 1974

A memorandum was addfessed from Steven Clifford and Jonathan Weiner,
Special Ad&isor to the Comptroller, to Seymour Scher and other members of
the Office of the Comptroller, c@ncerning the increasing frequeﬁcy and amcunt
oéuthe City's issuancé of short-term debt and éhe validity of the State and
Federal receivables used to support the issuance of RANS. It was noted that
end-of-year outstanding short-term debt had risen 241.1% from June 30,-1970
to June 30, 1974, whereas State and Federal éid in the expense .budget
had increased only 64.1% between the 1969-70 and 1973-74 fiscal years.

The memorandum noted that, as of June 30, 1974, all but $75 million
of the 1973-74 expense budget appropriations had been spent and there was
a $40 million negative balance of cash on hand. Clifford and Weiner °
observed that, "[H]ence, barring some as yet unkncwn revenue windfall or
barring some accounting effort to charge expenditures already incurred to
'6ther fiscal years, we actually needed substantially all the borrowing we

did on expense budget account."” 3

=

l/ The SRC was one 6f several "moral obligation" financing entities
utilized by the City to raise funds, outside constitutional deobt
limits, for various projects and purposes

2/ Minutes of the CTDM Committee, October 7, 1974.

3/ Memorandum, Steven Clifford and Jonathan Weiner to Seymour Scher,
October 8, 1974. .



The memorandum stated:

At this point we should have a very good idea ) t
as to whether the $300 million borrowing for
general fund revenues was appropriate. (the expected
revenues as of 6/30/74 should have come in during
the July-September 1974 quarter). If not, we have
‘a clear indication of over~estimation on these accounts.

Clifford and Weiner maintained that it was important to-fesolve the validity
of State and Federal receivables as of June 30, 1974, and outlined the steps
reggired to verify the receivables. They postulated, "[Tlhe amounts of
RANS outstanding in . . . major accounts [totaling $998.1 million]

-as of 6/30/74 at first blush suggests that the results of such an under- -
taking as outlined may be alarming." l/ The authors added the folléwing'caveat:
... [Alt the macro budget-balancing level everything through
one technique or another is fungible. Surpluses on one
account in one fiscal year can be matched against def1c1ts
in another. 2/
The memorandum concluded with the following listing of “Suggested Tactics":
1. Engage in some relatively discrete and rapidly
. accomplished post audits verhaps of such items.as
the’possibility that the City may be taxing its
own property, some miscellaneous revenue accounts
(e.g., limited profit housing) and one or more
state and federal accounts, verhavs Elementary
and Secondary school aid.
2. ﬁndertake a more comprehensive set of audits.

3. Develop on~going procedures and policies as follows:

a. What evidence of validity would be sufficient
for us to borrow’

b. What evidence (or cash collected) would be
sufficient for us to approve vouchers? On
items a & b we should develop rules flexible




enough to allow certain lags in receipt of
information.

c. what evidence do we need to credit receivables
to a given fiscal year account?

d. How should we write off bad receivables if such
exist in large amounts?

e. What reporting system do we want to develop in~

house to track receivables through the bllllng,
collection and credit procedures? pv4

* .* ) L*
Mayor Beame, by letter to Comptzoiler Goldin, elected to charge dgbt
incurred for specifieé hduSing brbjects as'houéing or urban_renéwal in-
debtedness against the 2% limitation on such.indebtedness rather than as long-term
debt, which was legally limited, thereby allowing the City to incur additional
long-term debt under the legal limitation. 2/
"k * *
A memorandum of this date from Melvin N. Lechner, Director of the
Budget for the City, to Mayor Beame, discussed the 1976 Capital Budget.
aAmong other things, this memorandum proposed including at least $390
million of expense items in the Capital Budget and raised the possibility
of using capital funds to subsidize the transit system. In discussing

ways in which to reduce an anticipated budget gap of up to $643

1/ 1d.

2/ 'Letter, Abraham D. Beame to Harrison J. Goldin, Cctober 8, 1974.

This practice, also engaged in under the administration of Mayor John
V. Lindsay, is treated separately in the "City" section of this Report,



-7 -

million, Lechner made the following comments:

{2)

(3}

While there are a number of methods to reduce the “budget
gap" —— use of TCF [Transit Construction Fund], use

of Convention Center bonds, refusing to fund lower
priority projects——a substantial problem would remain.
Use of these devices might reduce the $648 million

gap mentioned above by as much as $500 million, depending
-on the extent to which TCF can be used.

The remainder of the budget gap — together with any
increase in reserve that may be desired — will require -
a combination of rescindments and reduction of new
projects. I regard the size of the reserve as particu-
larly important because of its effect on the City's
credit rating and the marketability of our bonds.
Marketability has become and will continue to be in-
creasingly difficult for the following reasons:

(a) The size and frequency of bond and note offerings
has increased. :

(b) One of the two syndicates currently bidding on
City debt — headed by First National City -- may
drop out of competition, leaving only one effec~
tive bidder. :

(c). A rating change to BBB is entirely possible.

(d) There is a growing concern in the bond market with
the City's fiscal condition, a concern which is
amplified by the relatively "thin" market for City
obligations. )

In these circumstances, I.believe public, affirmative action is
important to demonstrate the City's willingness to acknowledge- -
and deal with its fiscal problems. .A reduction in the rate of
capital spending, as exemplified by an increase in the reserve
achieved by cancelling or deferring projects, would be the most
dramatic demonstration.

(4)

While specific rescindments may not have to be identified
at this time, I believe it important to communicate our
intention to enforce budget stringency as 2arly as possible.
An indication of this intention will affect not only the
bond community and rating agencies but also those interested
in advancing City projects we may ultimately decide to delay



or eliminate. Currently, 2 number of lower priority projects
~have completed designs and are ready for bid; if we are to
prevent commmencement of this work, a clear signal will be
required. Y

WEDNESDAY, OCTOBER 9, 1974

A memorandum for internal circulation from James Carney of the Office

of the Comptroller summar ized discussions among himself, Scott and Lewis,
_ concerning the current ang proposed allocation of responsibility within

that Office for debt management. The memorandum proposed that ‘the Bureau
of Accountancy continue to determine . the need to 1ssue cebt but not con-
tinue to make the policy decision as to how to incur the necessary debt,
1nclud1ng the dec151ons as to maturlty, the length and type of obligations
issued and the’ timing of their sale. These decisions would be made by a
standing committee, to be established, comprised of the Comptroller, the
First and Third Deputy Comptrollers and the Chief Accountant, which would
" meet once a month prior to the meeting of the CTDM Committee and would deter-
Mine the. borrowing schedule and the form of the borrowing for the month The
implementation of debt issuance would continue to be handled by the Bureau

of Investments. The memorandum stated that the debt redemption part of debt
.Management was "in poor condition in terms of records, systems and procedures”
and that an overhaul of the current system was necessary before the decision
to transfer the debt redemption functlon to a banklng 1nst1tut10n could be

made. 2/

i/ - Memorandum, Melvin N. Lechner to Abraham D. Beame, October 8, 1974.

2/ Memorandum, James Carney to Harrison J. Goldin, Seymour Scher, William
Scott and Sol Lewis, October 9, 1974.



THURSDAY, OCTOBER 10, 1974

on this date, Fitch Investors Service, Inc., ("Fitch) issued an up-
date 1/ of its July 24 report. 2/ The earlier report was an analysis of the
City and its debt, prepared by David M. Breen, Vice President of Fitch,
pointing out tbg increasing reliance of the City, over the preceding five
years, upon short term financing and upon the capital budget, as opposed
to the expense budget, to finance recurring expense items. According to
the report,.almost half of the 1974-75 capital budget was being used to
finance recurring expenées which equalled 5.68% of‘tﬁe City's total éperating
bidget. Additionally, the report noted that the Cify had lost jobs, that
its expenses conﬁinued to increase and that new or increaséd taxation would
e required to fund the contributions to the City's pension funds. The report
stated that speculgtive factors rather than investment characteristics
might predominate unless the City took steps tc halt the "recent course
of financial debilitation.” 3/

In its update, Fitch reduced the rating for New York City Bonds from
"A" to "BBB" for maturities prior to January 1, 1980 and to "BB" for maturities
Jahuary 1, 1980 and thereafter. The updated report was based upon a feview
of the Comotroller’'s Annual Report for the fiscal year ended Jure 30, 1974;

Among the items cited by the Fitch updated report were:

(i) the increase in real estate tax delinguencies requiring more

short-term borrowing at higher costs;

1/ "New York City — Its Debt, Financial Structure (Financial Future?)—
An Analysis; An Update of July 24, 1974 Report,” Fitch Investors
Services, Inc., Cctober 10, 1974 ("Fitch Update").

2/ "New York City — Its Debt, Financial Structure (Financial Future?) ——
An Analysis," Fitch Investors Services, Inc., July 24, 1974.

¥ .
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(1i)y the City's waiver of the requirement to apprépriate money_
for the Raihy Day Fund for ;even’succe;sive years; 1/

(iii) the.current deficit (disbursements over receipts) for the
1974 fiscal year of $1.977 billion, an increase of 152%
over the pfeceding fiscal year; and

(iv) deferral of on-going maintenance and provision in the

1974-75 capital budget of only $165 million for new

construction. (The update stated that continual

deferral of on-going maintenance would necessitate

cgmplete reconstfuction.bf mahy City properties, a
. ~ task likely. requiring new or -increased taxes.)

Referring to the constitutional "first lien” on city revenues for debt
service, the update noted that funding for the "police power" function of
government might have an equal or superior 1ien.> A chart contained in the
update sho@ed that for the four years prior to fiscal 1974, the City main-
tained a year-end cash balance by utilizing borrowings and, despite such
borrowings, had a deficit for fiscal 1974.

Fitch's reduction of the ratings'for City bonds was baséd»on
"the predcminance of speculative factors" as follows:

{a)  previous and continuing short-falls in realization of
revenue projections; ’

(b) continued reliance on short-term borrowing for cash flow
purposes;

(¢) continued use of the Capital Budget for operating expeﬁses

which reduced the ability of the City to properly maintain
its properties; and

(d) reliance upon financing vehicles outside the City's debt
limitations (Stabilization Reserve Corporation).

The Fitch report concluded that the City's failure tc reverse these

trends suggested that it might have "difficulty in meeting all its financial

1/ The Rainy Day.Fund was a reserve fund which was supposed to be
maintained for the purvose of helping the City through fiscal
Gifficulties.
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.

obligaticns, debt service as well as operating expenses." 1/

FRIDAY, OCTCBER 11, 1974

A memorandum written from.Weiner to Goldin, Scher and Scott concerning
the ;arket‘for the City's short-term debt noted that major banks were '
finding it unprofitable to carry tax exemp£ debt for trading and holding
purposes because other types of loans and leases had provided the banks with
sufficent tax shelters for their purposes, thus. eliminating the value of

tax exemﬁt 6b;igations. The mémorandum'discussed_a suggestion that the
Federal Reserve "give commercial banks some diﬁferential credit against
demand deposit reserve requirements depending on the average daily size of
municipal debt held in their porffolios.“ It was noted that this proposal
would avoid the criticism directed towards an earlier proposal in that the‘
Federal Reserve '"need nbt be called upon to support the debt of particular
states or localities or operate with less than desirable ancnyﬁity in its
open market program in what is, compared to the Treasury Bill market, &
relatively fhin sector." Ccmmenting generally on market absorbability,

the memorandum referred to attached tables that showed that City short-term
iésues, as a percentage of all municipal offerings, comprised 20.563%

of all 1973 issues and 27.57% of all issués in %he first half of

1974. It was indicated that both percentages would soon increase

substantially as certain "project notes" backed by HUD were removed

from the market. 2/

1/ Fitch Update.

2/ Memorandum, Jonathan Weiner to Harrison J. Goldin, Seymour Scher ard
William T. Scott, October 11, 1574.
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TUESDAY, OCTOBER 15, 1974

Comptroller Goldin issued his required report on the proposed 1975—76
capital budget'; of the City and the capital program for the five succeeding
fiscal years, as mandated by Section 212 of the City Charter, which directs -
that the report be submitted to the Mayor,_the Board of Estimate, the City

Council and the City Planning Commission, iand that it be published in thé
City Record. In his report, the Comptroller stated that 53% of the cohtem—
plated capital budget would be Used to pay for items usually considered to be
_expense items, noting that, as .a result of this practice,. the City's capital
projects would not receive ‘the attention they required and real est;ate taxes
could increase. 1/ -

* * *

An internal reéort of Bankers Trust Company ("Bankers Trust") discussed
the updated Fitch Report of October 10, and the October 15 Goldin report. The
report noted that the City had $5.33 billion in notes outstanding, with $1.2
. billion bto be rolled over before December 31, 1974, and that tﬁere was a'possibii;
ity of growing pressure on Moody's. ‘and Standard & Poor's to downgrade their "A”
ratings of City securities. . It concluded, however, that it was expected that

the City would maintain its ability to meet its debt service-obligations. .

1/ - "Report Pursuant to Section 212 of the Charter with Respect to the
1975-1976 Capital Budget ‘and the Capital Program for the Succeeding
Five Years" Office of the Comptroller, October 15, 1974.

¥  "New York City's Credit," Bankers Trust Internal Report, October 15,
1975.
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WEDNESDAY, OCTOBER' 16, 1974

Messrs. -0’Connor, Ranséhburg and.Jany of the Citizens Budget Commis-
sion, Inc. ("CBC"), an iﬁdependent citizens' organization, met with Richard
adams, Senior Vice President of Chemical Bank, to discuss New York City
financeé and debt managehent. A memorandum from Richard Adams to William
S. Renchard, Chairman of’the CBC, and Donald Platten and Norborn Berkley,
of the Chemical Bank, stated that the initial gquestion raised by the CBC
staff was whether the City could yse the proceeds of a one—;ime $500~700
million bond issue outside the capital‘budget to replenish operating funds
aﬂé thereby reduce thé aﬁount ﬁndervthe Cép;tai Budget whiéh héd.to be used
for current operations. The memorandum characterized this approach as a
"gimmick" and noted that, §uring the meeting, Adams had stated that:

...two basic things must be done to improve the City's finances:

(1) stop running budget deficits, balance receipts and
expenditures, and ’

(2) rationalize the financing operations of the City by
regularizing market borrowings and by extending the
average maturity of the’City's debt.
According to the memorandum, the meeting ended with Adams agreeing to do
some technical work on the November 8 presentation which the CBC was going
to make to the Mayor's Council of Economic and Business Advisors. /
* * *

The City announced the sale of $475.58 million in bonds at an average

interest rate of 7.3318%. This was the largest sale of municipal bonds ever

_/ Memorandum, R, V. Adams to W. S. Rénchard, October 16, 1974.
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conducted by the City up to that time. 1/

SATURDAY, OCTCBER 19, 1974 o

As reported in The New York Times; the Chairman of the State Charter
Study Commission, State Senator Roy Goodman, issued a report that charged
that the fiscal operations of the City involved the use of "a bewildering
and perhaps questionable variety of devices to muddle through to the next
year." 1In an accompanying statement, Senator Goodman described the expense
and capital budgets as involving “an elaborate web of decision-making and,
at times, conscious deception.f 2/

TUESDAY, OCTOBER 22, 1974

Mayor Beame issued a press release stating that despite increasingly
higher interest rates, New York City's credit position had improved con-
-siderably. The release stated, in part:

The Mayor emphasized that the City's credit position was
"solid and strong," even though the national economy is
under the stresses of both inflation and recession, and
even though these inflationary-recessionary trends are
"creating some budget balancing problems for the City."

The.Mayor said, "There is absolutely no question about the
City's ability to repay all of its debts on time, and that
this ability has improved over the last fifteen years."

As proof, Mayor Beame_citéd three commonly accepted fiscal
indicators in the October issue of the City's "Fiscal News-
letter," issued by Finance Administrator Ivan E. Irizarry.

The Mayor stressed that these indicators of the City's sound
credit position were over and above the absolute guarantee
which the City's bondholders had under the State Constitution

1/ News Release, Office of the Camptroller, 74-122, Cctoker 15, 1974.

2/ The New York Times, "City Is Criticized on Budget-Making, "
’ October 20, 1974, p. 37. :
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that they would receive their scheduled interest and
principal payments cn time. ‘

THe indicators cited in the "Newsletter" were:

* The full value of taxable real estate rose much faster
than the City's net funded debt. The net debt was only
8.5% of the full value of real estate in 1973-74, compared
with 11.8% in 1$59-60.

* gimilarly, the City's revenues rose much faster than its
debt service, that is, what the City has to spend in interest
payments and bond and note redemptions. The significance of
this lies in the fact that the State Constitution makes the
City's debt service payments a first lien on all revenues
not just revenue from real estate. Revenues were a full
nine times more than debt service in 1973-74, compared with

- only 5.5 times in 1959-60. : : - :

* pinally, a full 71.1% of the City's current debt will be:
repaid in ten years. And, 47.3% of the present debt —
almost half — will be repaid in only five years — a better
maturity schedule of its obligations than the schedules of
eight other large cities. 1/

FRIDAY, OCTOBER 25, 1974

One of a series of periodic memoranda from Adams to Platten at Chemical
Bank concerning the statﬁs of the dealer inventory in the various departments
of the bank reported that most of Chemical Bank's municipal inventory was in
City notes and that there was very little liguidity in the market for such
notes. 2/°

SATURDAY, OCTOBER 26, 1974

A memorandum from First Ceputy Mayor James Cavanagh to Mayor Beame con—
cerning the 1974-75 expense budget described the environment surrounding the

" budget, listed the causes of the budget problems, and outlined a series of

1/ News Release, Cffice of the Mayor, 529-74, October 22, 1974.

2/ Memorandum, R. V. Adams to D. C. Platten, October 25, 1974.
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steps and solutions designed to mee£ tﬁe budge£ crisis. The causes
cited in the memorandum were:
I. The environment
- = New York City is.in*deep economic trouble (N, Y. Times)
-— Mayor has warned of large deficit

— Mayor says (at Chamber of Commerce) “an even wider gap is
opening" :

- —= Broad range of fiscal authorities agree that crisis has
arrived - o

II. The causes
-—=. Inflation - zxincreased costs:

— Recession = depressed reverues, increased welfare and health
costs :

— Borrowing for day-to-day expenses

—— . Gimmicks --overstatement of revenues, understatement of
expenses

-— Depletion of reserves

—— New. York City. economy has not been able to grow enough to
- meet -government needs

— Difficulties of cutting the budget
-~ Heavy ‘temporary borrowing
III. Solutions
— New and higher taxes - drive people and business from City
——- Layoffs - add to unemployment -
~— -Postponements - adds to. general unemployment

== Reduced services - politically difficultl/

¥  Memorandum, James A. Cavanagh to Abraham D. Beame, October 26, 1974.
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SUNDAY, CCTOBER 27, 1974

In an article in The New York Times, the City was described by a group

of fiscal authorities as being in deeper econcmic trouble than at any time
since the Great Depression, "Fiscal crises are annual events in New York,
and Mayors have cried wolf so often ‘tl_'lat Mr. Beame felt compelled to tell
. hi‘s audience that 'what I'm talking about is real — it'; not pnony.'" The
fiscal authorities cited the use of budget gimmicks and borrowing for day-to~
day expenses aé among the causes of the City's problems and the City was -
described as facing fiscal decisions that were unattx.:active both politically

and economically. 1/

MCNDAY, CCTOBER 28, 1974

Comptroller Goldin announced that on November 4, 1974 the City would
sell $500 million of Revenue Anticipation Notes ('RANS") and $115 millidn of

Tax Anticipation Notes ("TANS"). 2/ A Wall Street Journal article appearing

the next day stated that, with this offering, tﬂe City would have placed $2.5
billion of its notes iﬂ the market in 2 months, causing a dramatic increase
in the yield on City notes while the yield on other short-term notes had been
falling sharply. 3/ »

TUESDAY, OCTCBER 29, 1974

In a news wire entitled "New York City Bonds," Jean Rousseau 4/ stated,

"We do not have any serious concern about the city's willingness and ability

1/ The New York Times, "Fiscal Experts See the City in Severe
Financial Crisis”. October 27, 1974.

2/ News Reléase, Office of the Comptroller, 74—125,\October 28, 1974.

3/ Wall Street Journal, "Yields Rise on Notes of New York City as New
Issue 1s Slated,” October 29, 1974, p. 35.

4/ Mr. Rousseau was a vice oresident of Merrill Lynch and the manager of its
_Municipal Bond Department.
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to pay the interest and principal on its debt, although we do believe that

marketability has been affected by recent publicity." 1/

FRIDAY, NOVEMBER' l,-1974

The 1973-1974 Annual Report of the Comptroller was issued. 2/

The ‘numerous omissions and misstatements of this document were largely the

results of the City’s innovative accounting and disclosure practices and lack

of internal control. The more salient deficiences included:

1. A failure to disclose the probable inaccuracies of cash balances.
(As a'result of the City's inadequate bank reconciliations, the
City's cash balances later had to be reduced by some $19 million.) g/_

2. - Failure to disclose that payroll costs were based on a 364 day
year, and the related cummulative [sic] unrecorded liability.
In addition, there was no liability reflected for unpaid payroll
and fringe benefit related.costs, such as vacation pay. 4/

3. Failure to disclose the City's massive obligation for unfunded
pension costs. 5/ ’

4, Real estate taxes "receivable" of $50i million of which $408
million was later estimated to be uncollectible. 6/

5. Material Federal and State aid receivables recorded as if they
were 100% collectible. 7/

Merrill Lynch Newswire, October 29, 1974.
News Release, Office of the Comptroller, 74~127, November 1, 1974.

annual Report of- the-Comptroller -of the City of New York for-the-Fiscal
Year 1975-1976, n. M, o. 25.

See the section of this Report entitled "Accounting Practices and Financial
Reporting" at 40-44.

City of New:York, Official Statement, May 20, 1977, o. 52.

Audit Report of the New York State Comptroller, "Interim Report No. 2.-
Uncollected Real Estate Taxes;" Report No. NYC-26-76, August 4, 1975, o. 2.

Audit Report of the New York State Comptroller, "Interim Report No. 1 -
Prior Year Accounts Receivable;" Revort No. NYC3-76, July 1, 1975,
Managerial Summary, at 3. :
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6. A non-existent “revenue" from the New York Stabilization Reserve
Corperation ("SRC") (organized to issue debt for the City to meet
its expenses and balance its budget). The debt was never issued
and the SRC did not provide the needed funds. The report reflected
$150 million as a "Source of Revenue of the General Fund." 1/ -

7. A significant undisclosed cumulative deficit. 2/

MONDAY, NOVEMBER 4, 1974

The New York Times publiéhed an editorial entitled "Near-Bankrupt

City," stating that the current déficit-of the City could run to $1 billion
and that the "city is-sliding into bankruptcy with dismaying-speed.” 3/
* * ok ’
The City issued $500 million of RANS and $115 million of TANS,
through a syndicate headed by Morgan Guaranty at an average interest rate
of 8.3359%. 4/ No offering circular or comparable document was publicly

disseminated.

1/ Audit Report of the New York State Comptroller, Interim Report No. 3 -
Special and Miscellaneous Revenue Accounts, Report No. NYC-31-76, January
5, 1976, p. 3.

2/ Annual Report of the Comptroller.of the City of New York For the Fiscal
. Year 19075-1976, po. 4, 25; Municipal Assistance Corporation Press Release,
August 29, 1975, at 2. .

3/ The New York Times, Editorial, "Near-Bankrupt City," November 4, 1974,
at 36.

4/ News Release, Office of the Comptroller, 74-128, November 4, 1974.
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FRIDAY, NOVEMBER 8, 1974

The CBC made a presentation to Mayor Beame's Cbuncil of Economic and
Business Advisors. William Renchard, Dr._Herbert Ranschburg and Roderic
0O'Connor of the'CBC were present. Deputy Mayor-Cavanagh represented the
‘Mayor's office. The presentation was reduced to a typewritten report and
sent to the members of the CBC with the notation "not for publication*.
The covering letter included a statement that Deputy Mayor Cavanagh had no
argument with the CBC projections. 1/ _ -

The report stated that “[f]of:the past eleven years, New York City's

total budget expeﬁdiﬁures’HaQe'exceedéd‘thé City's expehse‘budgets in
increasing amounts,” that "the gap between these two budgets has grown’
to $1,486 million, equal to 13.4% of the expense budget,” that "in 1974-
75, $722 million will be borrowed to cover 48.6%. of that gap," and that
the net .debt of the City rosé 72% from 1965 to 1974 while debt service
rose 147%. It projected a minimum deficit of $1 billion in the 1975-76
f%scal year.- | |

The report recommended three basic approaches to the City's problems:

(1) decrease expenditures and limit borrowing;

(2) ihcrease revenues - from City, State and Federal sources; and

(3) seek legislative and/or constitutional reforms of certain
“ fiscal oractices.

1/ Letter, Roderic L. O'Connor to All CBC Subscribers, Movember 20,
1974; and attached "A Presentation to Mayor Beame's Council of
Economic and Business Advisors by the Citizens Budget Commission,”
November 8, 1974.
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After setting forth various ways of aécomélisﬁiné these objectives the
presentation ended with-the CBC officers requesting the support of the
members of the Council. /

* V * *

A memorandum concerning the City's finances was drafted for Alfred
Brittain, III, Chairman of the Board of Bankers Trust, as background for a
meeting with Goldin. This internal memorandum stated that the recently
released Cify financial statement For the fiscal year ended June 30, 1974,
éhgwed that the'City continued to deteriorate financially as evidenced by
the following:

(1) the excess of expenditures over re&enues by nearly $2 billion,

with less than half of the difference to be made up eventually

by planned state and federal payments;

(2) the increase of short-term interest payments from $62.5 million
the preceding year to $300 million the current year;

(3) SRC was being used to retire budget notes that were refunded

by revenue anticipation notes, leaving only some $200 million
to aid in balancing the more recent deficits. /

The memorandum also stated that expense items accounted for 53% of’
the capital budget; that there had been a reduction of the ratings on City
bonds by Fitch Investors Service to BRB and BB; that during the first half
of 1974, New York City accounted for 27% of the nationwide tax exempt

short~term borrowing; and that there was $55 million of long-term bonds

unsold from the last month's offerings. /.

/ 1d.
/  Draft Memorandum to Alfred Brittain, III; November 8, 1974.

/  Id. -
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Notes from the files of Bankers Trust also indicated that there was
pressure on rating agencies to keep the ratings of City obliéations above
the point at which savings banks would be required to divest themselves of
such obligations. 1/

SATURDAY, NOVEMBER 9, 1974

As reported by The New York Times, Mayor Beame ordered a $330 million

budgetary reduction consisting of pay reduétions to City employees and
reduced services to residents, in response to an emergency situation brought
about by inflation and the recession. Mayor Beame stated, "for eight yéars
John Lindsay cried 'wolf' and the public no longér believes — they think it
~ is just for Albany's sake . . . I want you to know this is not crying wolf,"
At his press conference, Mayor Beame said that the situation the City found
itself in was no fault of the present administration and the bulk of the
problem was inflation and recession. He stated, "I want you to understand
that this has no relat;onship to the word 'bankruptcy.' Our bonds are

good and secure. They will be paid.” 2/

MONDAY, MOVEMBER'11; 1974

A letter from Mayor Beame and Comptroller Goldin to The New York Times,

responding to an editorial of November 4, entitled "Nearly-Bankrupt City,"
appeared in the Times. The letter stated that the.two officials agreed with
the catalog of fiscal problems contained in the editorial, but took issue

"~ with the use of the word "bankrupt," on the basis that this word might create

1/ Handwritten notes received from Bankers Trust, November 8, 1974.

2/ The New York Times, November 9, 1974, pe. 1, 64.




"unwarranted fears for the safety of their investments among the.city's
bondholders." The letter stated that, under the State Constitution, Ciﬁy
bonds and notes héd a first lien on all revenues, and that "[o]ver and
above the constitutional, legal and moral guarantees afforded to investors
in New York City notes and bonas is the fact that they are investing in
the world's wealthiest and soundest city as far as these obligations are
concerned.” They agreed that tough fiscal decisions and reforms had to

be made and.asserted “hat they would do what was necessary to protect

the City "and to insure the continuing soundness of the City's obligations

as an investment medium." 1/

TUESDAY, NCVEMBER 12, 1974

At the moﬁthly meeeting of the CTDM Committee, Comptroller Goldin and
rembers of hislstaff, including Scher, Scott, and Lewis, were in attendance,
as well as John Devine and Thomas Labrecque of Chasé; Mark Kessenich and
pPaul S. Tracy, Jk. of Citibank; Gedaie Horowitz of Salcmon Bros.; Zane
glein of Berlack, Israels & Liberman; Richard Nye of First Security Co.;
Wallace.Sellers of Merrill Lynch; and James Trees of Fisher, Francis, Trees
& Watts, Inc.

At the meeting, a new borrowing schedule was distributed which added
a January boné sale of $300 million to those oreviously planned. The
City repérted that a cash projection computer program had been installed

and was in the process of being brought up to date. The Comptroller

1/ Letter, Abraham D. Beame and Harrison J. Goldin to the Editor, The
New York Times, dated November 7, 1974, oublished in The New York
Times, November 11, 1974.
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indicated a desire to reduce the minimum denomination of City notes
to $10,000 for the December 2 sale. Additionally, ne drew the CTDM

Cormittee's attention to a series of articles in The New York Times

concerning City finances, indicated his hope that these articles would

enhance the public's understanding of the City's problems, and announced

that the letter he had written jointly with the Mayor, which had been

published on November 11 in the Times, would be reprinted as a full—page

advertlsenent pald for by a brokerage firm. l/

*_ *_ .* ;

A meeting was held in the Office of Comptroller Goldin betweeﬂ Ciéy

officials and analysts of Standgrd & Poor's. This meeting had been reguested

by the analysts who had become concerned aftér having reviewed the.City's

rénnual Report for the fiscal year ending June_30, 1974. At this meeting,

the City officials present took the position that the City acknowledged

the problems detailed in the Annual Report and was in the process of-

instiﬁuting cutbacks in expenditures and of improving management operationé

to remedy the situation. 2/ No rating change was effected by Standard

& Poor's as a result of this meeting and it was ;ltimately decided that

the City should be allowed time to implement its propoéed solutions

to its problems. 3/

THURSDAY, NOVEMBER 14, 1974

A meeting similar to the Standard & Poor's meeting was held between

1/ Minutes of the CTDM Committee, November 12, 1974.

2/ dargolies at 38-42.

3/ I4. at 38-46.
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City officials and analysts of Moédy'é. 1/
* * *

The Comptroller issued a press release quoting the CBC as endorsing
the joint -effort by Mayor Beame and the Comptroller to "reassure investors
concerning the City's basic financial strength while at the same time
.pledging Capital Budgét reductions and other economiés to close a looming
'budget gap." 2/

T * x S

A four page document, prepafed for a meeting with the agencies that
rated the City's securities and captioned "City of New York Officé of
the Comptroller - Some Essential Facts About the City of New York's Debt
pPosition," discussed several aspects of the City's debt and. its financial
situation, including the following:

(1) with regard to outstanding long-term debt, as of June 30,

1974, the City had incurred debt ($5 billion) totaling
58% of its debt incurring capacity ($7.4 billion) under
the 10% legal borrowing limit;

(2) the City's full faith aﬁd credit is behind all its obligations;

(3) net funded City debt had decreased as a percentage of full

value of real property over the past decade and, from 1964~
65 to 1973-74, net outstanding funded debt as a rercentage

of personal income generated in the City had also declined;

(4) thirty percent of the total funded debt is either self-sustaining
or guaranteed by the Sinking Funds' assets;

(5) as of June 30, 1574, 21% of total outstanding debt was for
© transit, a service which few other cities vay for, and the
remainder of the debt is proportionately comparable to other
"Grade A" cities;

1/ dandwritten notes and diary page provided by Moody's, November 14, 1974.

2/ News Release, Office of the Comptroller, November 14, 1974.
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{6) the amount of City debt held by City pension systems and
sinking funds had been:reduced to-maximize their earninas and
minimize tax levy appropriations and, correspondingly, !
the percentage of City debt publicly held had increased;

(7) the City's debt maturity schedule compared favorably with
that of other major cities of the United States in that,
as of November 30, 1974, 72.7% of the City's $8.027 billion
outstanding debt would mature within 10 years while 48.6%
would mature within five vears; and

(8) with regard to outstanding short term debt, out of a total
of $3.416 billion, $1 billion was for housing and was
secured by mortgages and $308 million Stemmed fram budget
notes that had been issued in 1970-71 and redeenied on
July 31, 1974. AV )

The document also discussed various aspects of debt service and taxing

(1
(2)
(3)

(4)

In a

debt service represented 16.2% of projected expense budget
revenues in the 1974-75 budget which debt coverage ratio
is "comfortable;"

although the City Real Estate Tax Levy for general purposes

-ard for debt service had increased 120.7% for the decade

ending in 1974-75, effective rates per $100 of full value
of taxable property had increased only 7.9% in that decade;

in the last five years, the assessed value of real estate
had incr_eased 12% and the full value had increased 28%; and

the City had not utilized all its taxing power within the
2-1/2% limit in the past two years. 2/ .

discussion of real estate tax delinquencies it was stated:

Although arrears of real estate taxes have gone up to
5.59 percent in 1973-74 from 4.94 percent in 1972-73, only
3.27 percent of the total real estate taxes for the past
five years remained uncollected on 6/30/74. This relatively - ]
good collection record, plus the fact that 3 of the past 5 .
years resulted in expense budget surpluses, was reflected :
in the fact that no appropr iation has been required for the
Tax Deficiency Account to offset the accumulating cancellations
of taxes. The most recent increase in arrears is in large
part a reflection of high interest rates comvared to the
City's 9 percent penalty on late taxes. wWe expect this is a
temporary chenomenon. k% .

"Some Essential Facts About the City of New York's mbtfosition," Office
of the Comptroller, November 14, 1974. : ’

Id.
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The document also pointed out that the ratio of.current assets to
current liabilities-exceeded 100% for the second successive yeai, the welfare
rolls in 1973-74 had declined by 6,000 persons per month, and the population
of the City had been stable for more than 10 years. _

The final section of the document dealt with steps already taken by the
City to ecpnomize on ;ts resources, stating that: | i
(1) the Mayor's certificate for the 1975-76 capitgl budget -

set aside a "true" reservé of $225 million; 7
(2) .construction appropriations would be limited largely to

renovations and modernizations instead of.hew projects;

(3) by June 30, 1975, the City's work force would be reduced

by 8,000 through an attrition prégram, in addition to

the. 2,500 provisional employees dismissed prior to the

current fiscal year; and
(4) high-cost programs would be eliminated as a result of an

intensive review of facility utilization. 1/

FRIDAY, NOVEMBER 15, 1974

Mayor Beame and Comptroller Goldin issued a joint statement, whiéh
closely paralleled their November 7, 1974 letter to The New York Times,
directed against ﬁhe “unwarranted fears” bondholders might have for the safety
of their investments. The statement. pcinted out that "there is a distinction
between the problems of balancing the budget and the basic ability of the
City to meet its credit obligations." Budget problems were acknowledged
by the two officials, but théy asserted that the City's ability to meet its
credit obligations was not affected in light of the facts that (1) New York

City bonds and notes had a first lien on all City revenues, (2) the payment of

v
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interest and redemption of bonds had priority over any other obligations,
and (3) both the Mayor and Comptroller would do what_had to be done in order to

preserve the City's economy and insure the soundness of its obligations. 1/ -

TUESDAY, NOVEMBER 19, 1974

The Comptroller's Office decided to Qse $10,000 denomination certifi-
cates in connection with a December 2 offering of $600 million of TANS
and RANS. Citibank had suggestea that 10 percent of the offering éonsiét
of $10,000 denomination certificates while Chase felt that 40 percent of the
issue should be in this denomination; the City compromised at 15%.2 / The
sale of such small demoninations was initially resisted by the banks because
it would ihcrease costs and -thus decrease profitability to the underwriters. ¥
In the course of the underwriting effort, additional amounts of  $10,000 notes

were made available. 4/

"Joint Statement by Mayor Abraham D. Beame and Comptroller Harrison
~J. Goldin," Office of the hayor, November 15, 1974.

I<4

2/ Memorandum, Paul S. Tracy, Jr. to Richard F. Kezer and others,
November 19, 1974.

3/ Charbonneau at 116-17.

4/ “See page 29, infra.



- 26 -

. WEDNESDAY, NOVEMBER 20, 1974

An article appeared 'in The Daily Bond Buyer quoting Mayor Beame and

Comptroller Goldin as stating that the City was. fully capable of meeting
its obligations., These obligatibns were said to have a first lien on
all revenues and would be. repaid oﬁ time. “'I'm.not a rich man,'" the Mayor
. said, "'but I've got a good portion of my assets in City bonds.'" Mayor
Beame stated that one of the chief reasons for the City's .heavy short-
term borrowing was the-tardiness.of the State and Federal .governments in
transmittiné their aid payments. -chnptiol»lér Goldin -admitted the serious-
ness of the City's finangial problems, -but also referred to the City as
" a "'superb investment. ' 1/
* . w* ’ *
_A memorandum to Merrill Lynch account executives advised them that

New York City notes were then available in multiples of ten thousand
~dollars. The release emphasized that "this should open up a whole
- new market of potential tax-exempt note buyers. This _should

afford a-great opportunity to open Up new accounts and. to brinq

in new funds." 2/

. THURSDAY, NOVEMBER 21, 1974

In a memorandum to-New York State Senator Roy Goodmah, Chairman of the
State Charter Revision Commission, Steven Clifford, then Consultant to the
Camptroller, pointed out that the City's 1974-75 budget was out of balance

by $4OO million and that the problems for fiscal year 1975-76 would be greater.

1/ The Daily Bond Buyer, November 20, 1974, pp. 1, 22, 23..

2/ Memorandum, John S. de Graffenried to Account Executives, November 20, 1974.
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* * *

The Canpﬁroller issued a press release anhouncing that City no'tes would
be available in $10, 000 denommatl?ns beglnnmg with the $600 million offermg
of December 2 in order to achieve a broader market for the City's notes and
possibly improve bids for the City's securities. He noted that the City did
not sell securities directly to individual investors but stated that interested
individuals .should contact their banks or brokerage houses. ‘The release sta.ted:
"'The change to smaller denominations will permit add-itional private investors
to obtain the good yiéldé which’ afe currenﬂy béing offered on Ehe City's_
short-term obligations.'" Although City bonds aré issued in $5,000 units,
the City had not sold its notes in denominations as small as $10,000 in over
four years. 1/

MCNDAY, NOVEMBER 25, 1974

In an article in The New York Times, the City was depic'_ced as facix_'lg four
major problems: '

(1) its "A" credit rating was in serious jeopardy;

(2) its demand for money — already straining the market

— would be more difficult to neet;

2/ News Release, Office of the Camptroller, November 22, 1974.
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(3) its interest costs would soar well above market norms; .and

(4). the budget — already pinched —— would be increasingly
eroded by the cost of paying off the loans.

The remairder of the article quotea various municipal experts disagree—
ing about the City's fiscal problems and possible remedies. .It was noted
that the underwriting of City securities had become a dangerous profession,
with huge amounts of unsold bonds still in syndicate hands from the October
issue threatening the banks with substantial losses. 1/ . .

* TUESDAY, NOVEMBER 26, 1974

State Senatbr Goodman issaed a.?reQS'release-based on the Steven
Clifford memorandum of November 21, 1974. The release estimated a $1.7
billion deficit for the next 19 months and stated that "[t]he City is a sick
patient with a rapidly spreading form of financial cancer. The cancer
iS runaway short-term borrowing to cover huge expense budget deficits.”

The items in the Clifford memorandum were feiterated in this public release,
inclgding the statement that the banks might refuse to continue underwriting
City short-term debt. 2/
v ‘ * * *
The statement issued by Hayor Beame and Comptroller Geoldin on November

15, 1974 was reprinted in The New York Times in the form of an advertisement

paid for by Lebenthal & Company. The letter distinguished between the admit-

ted fiscal problems of the City and the soundness of the City securities. 3/

1/ The New York Times, November 25, 1974, pp. 1, 48.

2/ News Release, State Senator Roy .M. Goodman, Novewmber 26, 1974.

3/ The New York Times, November 26, 1974.
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*‘, . * *
The Citizens Budget Commission issued a préss release stating ;hat the
-City had “serious problems, but they are not insoluble." “Neither ao they
warrant any concern regarding the City's ability to meet its credit obliga-
tions.” The Mayor's efforts to respond to the fiscal crisis were endorsed. ;/

£ * *

The New York Times printed an article concerning the City's budget

deficit. The article discussed the size of the deficit, its origin and
various approaches to eliminate it. Mayor Beame was quoted as saying that
the deficit was caused by the cual problems of recession and inflation. 2/

WEDNESPAY, NOVEMBER 27, 1974

The Daily Bond Buyer published an article reporting over $1 billion of

unsold municipal securities (including those of New York City) in dealer
accounts. There had been substantial price erosion of the City's October
bonds and it was reported that "there was siﬁply’no market for the City bonds
‘at the original price levels." When the October bonds were releaéed from
syndicate érice restrictions, the prices of the bonds dropped dramatically.
The article stated that City notes were reaching 8.33% in interest while

rates on other short-term obligations were declining. 3/

1/ "Statement on New York City's Fiscal Crisis by William S. Renchard,
Chairman of the Board," CBC, November 26, 1974.

2/ Thé New York Times, November 26, 1974.

3/ "New York City Prices Plummet 100 Basis Points in Free Market," ggg
Daily Bond Buver, November 27, 1974.
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* ’ * *

In a Merrill Lynch release to its account executives entitled,
"Opportunity Knocks," they were advised'that six hundred million
dollars of New York City notes wereiavailable in minimum denominations
of ten thousard dollars. Account exécuti?es were told not to
"overlook Ehe opportunity afforded here.to call accounts and
pfospects who are no;mally_precluded from buying téx;exempt notes
because of the $25,00b.réquireﬁeht", and to do their customers and
themselves a favor by bringing this new iss&e to their ittention. 1/

\

‘l/ Merrill Lynch Release, November 27, 1974.
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FRIDAY, NOVEMBER 29, 1974
Comptrollér éoldin sent a letter -to Mayor Béame, which was ._oubl'icly S

released on Sunday, December 1, 1974. 1In the letter, Comptroller Goldin

stated that the budget deficit for the current fiscal year, 1974-75, would

be $650 million, $250 million higher Ehan projected by the Mayor.' The budget .

deficit was calculated as beihg composed of $250 million in revenue short-

fall and $400 million in expenditure over-runs. Goldin warned the Mayor

that the deficit could be increased by_ adverse economic conditions, and that

it must be élosed in the remaining seven months of the fiscal year. He also

stated: "As you know from my orivate and oublic gtatements starting as

eérly as last February, I strongly supéort the policy of giving the public

full and frank information on the City's serious fiscal problems, not only

becauée the public has a right to know, but also because only an informed

and concerned public can provide the support for difficult measures neces-

sary to erase the deficit." v As to solutions, Goldin said that it would not

be possible to rely on the Prospect. of additional federal or state aid.:

He also ruled out higher taxes. With respect to additional borrowings,

he stated: "I think it vital also that we say a clear and firm 'mo’ to

any prospect of additional borrowing to close the budget gap.” He stated

.that significant cuts in spending and a freeze on new capital commitments

ard _newly announced commitments constituted the only sound solution, to-

gether with more federal or- state aid, if obtainable. He concluded: "You

know, far better than most, that the City's situation today is largely the

result of a practice m Previous years of getting through the present by‘

rortgaging the future.® Y4

1/ News Release, Office of the Comptroller, 74-138, December 1, 1974.



-33 -

SATURDAY, NOVEMBER 30, 1974

The Mayor's office, through Deputy Mayor Cavanagh, issd;d an immedi-
ate rebuttal press release stating that the Comptroller's figures were
incorrect and more than twice the deficit éhe\ﬁudget Bureau had projected, -
and that a cut of $650 million in the Eudget would mandate at least 28,000
emplo&ee layoffs and unthinkable re@uctions'ﬁn City services. The release
indicatgd thatvthe City did have fiscal problems, but far fewer than the Comptrol-

- ler stated, and it was addressing those problems.'L/

_SUNDAY, DECEMBER 1, 1974 - S -

Comptroller Goldin issued a press release containihg the text of the
letter sent to Mayor Beame on November 29, 1974. The current fiscal year
deficit was said to be $650 million, and Mr. Goldin contended that addi~
tional borrowing to cover this deficit would only worsen a serious situation.
He stated, however, that the budget deficit "should not impair ipvestor éon—
fidence in the essential soundness. and safety of the Cityks obligations." 2/

MONDAY, DECEMBER 2, 1974

The Comptroller announced the sale of $400 millionrof RANS and $200
million of TANS to a combined syndicate led by Bankers Trust, which syndicate
had .submitted the only bid for the notes. Interest on the RANS was 9.5%, and
on the TANS 9.4%, the highest rates ever paid by thé City. The Comptroller,
in his acceptance of the bid, stated that borrowing, Both short~-term and longg‘

term, must ‘be curtailed -and put under rigid control. He also said, "[Tlhere

1/ News Release, Office of the Mayor, 585-74, November 30, 1974.

2/ = News Release, Office of the Comptroller, 74-138, December 1, 1974.
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is no question in the world that these borrowings will be repaid fully
and on time ., . . S

* * *

It was at one point planned that $160 million of the RANS would be

in $100,000 denominations, $180 million in $25,000 denominations and $60
million in $10,000 denominations. 2/ Ultimately, however, only $80 million
of the notes were in $100,000 denor;inati-ons;. $140 million were in the
relatively small $10,000 denominations. ¥ - -

* * *

The Wall Street Journal reported that the City had borrowed $6.8

billion short-term since the beginning of the calendar year. Losses on
the unsold October City bonds and inventory losses on City vaper were
‘said to have dramatically hurt the bidding ability of many dealers. 4/

* * *

Pursuant to a letter from Cavanagh, a meeting was scheduled for

1/ News Release, Office of the Comptroller, 74-139A, December 2, 1974.

" The December RANS offering was the first offering of City securities
which was not fully repaid in reliance on the Moratorium Act ($249.5
million becare subject to the Moratorium Act). (See Municipal Assist-
ance Corporation exchange offer to holders of certain short-term notes
of the City of New. York, November 26, 1975.)

2/ Memorandum, Paul S. Tracy, Jr. to Richard F. Rezer and others, Movember
19, 1974.

3/ Certificate of Delivery and Payment for $400 Million Revenue Anticipation
Notes, signed by Harrison J. Goldin, December 13, 1974. -

4/ Wall Street Journal, "New York City's $600 Million Note Offer, Due
Today, Is Hurt by Losses on Its Bonds", December 2, 1974, p. 25.
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December 3 between members of the staffs of the Mayor and the Comptroller
to review their differing budget estimates. 1/

TUESDAY, DECEMBER 3, 1974

A letter of. this date on the letterhead of Richard L. Tauber, a Vice
President of Morgan, addressed to a substantial client, advised on the
status of New York v;ity debt instruments. The letter indlicated tﬁat the
City's ability to pe;y its obligations was not in question‘, but the City
was undergoing a financial crisis.- The letter stated that aithough the
author believed that the rating agencies woﬁl& give the City the benefit
of the doubt, a downgrading was very possiblé if the financial deterioration
of the City continued; this would narrow the market for Cityl securities.

The letter recommended that the client reduce his holdings of City securities
by not renewing maturing obligations and by tax loss trading. 2/
* * *

In a _Merrill Lynch release to its office, account executives were told
that the recent issue of MNew York City tax—exempt notes offer.fed them an _

- opportunity .to call customers and prospects with "something interesting to
talk about." The release went on to state that all the recent adverse publi-
city had "hurt the market for New York City bonds and notes." Branch offices
were given "[u]p to 250 M [sic] notes firm overnight to work on a sales
campaign.” Salesmen were advised "[w]hy not make some calls this evening

and discuss New York City notes with your customers or prospects.” 3/

AN

Letter, James A. Cavanagh to Seymour Scher, December 2, 1974; letter,
Seymour Scher to James A. Cavanagh, December 2, 1974.

2/ Letter, Richard L. Tauber to Corey R. Smith, December 3, 1974.

3/ Merrill Lynch Release entitled "Something to talk about," December 3,
1974. .
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WEDNESDAY, DECEMBER 4, 1974 ]

The New York Times reported that aides to the Mayor and the Canptroiler
met for two hours on December 3, 1974 and, after arguing over’ their differing
estimates of the size of the City'.s-expense budget deficit, "agreed to
disagree.” 1/ The zi.rE published an editorial attacking the bractice of
including expense items in the capital budget, thereby iﬁcreasing their
cost in_ the long run, by running W larger interest payments and reducing
allocations for true capital projects. ' The editorial stated.'that the
broposed capital budget listed $780 millicn for expense items. 2/ )

The Wall Street Journal reported that individual investors, responding

to the high interest rates on the recent offering, flooded dealers with
purchase orders for notes in the new $10,000 dencmination. 3

THURSDAY, DECEMBER 5, 1974

The New York Times reported that in spite of Mayor Beame's previously

announced austerity program; 12,950 persons had been added to the City'
payroll over the preceding four nbnths. 574

FRIDAY, DECEMBER 6, 1974

A statement by the Mayor attacked the Times article of the previous
day concerning the increase in City jobholders. It alleged that the story

was "misleading" and used "raw payroll data” which was difficult to analyze.

1/ The New York Times, "Aides to Beame and Coldin Disagree at Budget
Deficit Parley,™ December 4, 1974.

2/ The New York Times, Editorial, "Capital loss,"” December 4, 1974.

3/ Wall Street Journal, "Several Firms Put Off Offerings As Price Cuts
Continue On Old Issues," December 4, 1974, ». 34.

4/ The New York Times, "City Payroll Rose 12,950 in 4 Months,"
December 5, 1974, zp. 1, 52. )
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The statement cited Budget Bureau figures showirng a net increase of 1,213
employees. 1/

MONDAY, DECEMBER 9, 1974

The CBC .issued a press release calling for a total freeze on beth
City hiring and existing wages which it claimed would result in savings
of over $1 billion over a two-year period. 2/

TUESDAY, DECEMBER 10, 1974- -

Rederic O'Connor, President of tbelCBC, -appeared before the City
Pl;aﬁning Commission ‘to— di'scuss t;_he proposeé 1975-76 capital -budget.
O'Connor stated that this day was "the day the capital budget died.”
"This budget is a terminal case - murdered by .a decade of fiscal
.mismanagement." Referring to the $780 million of expvense items in the
draft capital budget, he stated that the CBEC had iwarned repeatedly that
. such practices deplete the cepital budget of mcney for capital needs,
ard accelerate ‘the érowth' of future debt service payments in the exper.;sg
budget. 3/ He called for a total job and wage freeze.

* * *

Comptroller CGoldin appeared before the CBC band prledged his surport
to Mayor Bearre‘ to help close the projected budget gap. Goldin cited "basic
areas. of agreement with the Mayor," including the need for substantial
cuts in City expenditures, renewed efforts to secure increased Federal

and State aid, and a careful review of capital commitments. He acknowledged

1/ Mews Release, Office of the Mayor, 599-74, December 6, 1974.
2/ Yews Release, (BC, December 9, 1974.

3/ News Release, CEC, December 10, 1974.
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It is clear that, under the above provisions regarding
appropriation, New York City, as well as the other

political subdivisions, must make appropriation for

interest on .all indebtedness and the maturing principal

of bonds. However, as to revenue anticipation notes, tax
anticipation notes, and bond anticipation notes, the above
provisions apparently contemplate that repayment of principal
may be accomplished by roll-overs of short term debt during a
period limited to five years after the date of original issue.
At the end of this period, the political subdivision must
either (1) make appropriation for the payment of the unpaid
principal of tax anticipation notes or revenue anticipation
notes or (2) in the case of bond anticipation notes, sell

the series of bonds in anticipation of which the notes were
issued. : ‘

- This memorandum also briefly discussed the question of hardship to a
municipality as a defense to payment of indebtedness noting "{wlhether, in
a case of extreme hardship, the court would require the payment of bond-
holder in full before any payment of municipal employees'® salaries has

never been decided."” 1/’

WEDNESDAY, DECEMBER 11, 1974

an internal Bankers Trust memorandum reported that during 1974 the

City issued $8 billion in short-term notes. 2/ It stated that the early

1/ Memorandum, Paul S. Tracy, Jr. to Salesmen and Traders, December 10,
1974.

2/ Memorandum, Truxton B. Pratt to William H. Moore, December 11, 1974.



-39 -

December issue of $600 million in notes was sold after only one bid had
been submitted because of the following:

(1) the market was overburdened with City paper:;

(2) the October bond sale had met a poor reception; and

(3) there had been a public dispute, between the Mayor and
Comptroller, over the size of the budget deficit.

The memorandum noted that it appeared there might be only one bid for
future Cipy-underwritings résulting in high interest rates and that there’
migh; be some necessity for the‘élearinghouse Association 1/ to respond to a
-plea for help by the City. The memorandum mentioned Ehe “Bankers Agreementf
of the 1§30's, under which all short-term City financing was negotiated
with New York City banks and noted that in 1970 Mayor Beame, then
Comptroller, aecided to use competitive bidding.

| Noting that some projected City offerings to fund prior deficits
would not be subject to the City's constitutional debt limit, including
an SRC plan to offer $500 million in bonds, the memorandum sug-
geéted fhat "the Clearing House should address this problem in advance of
the next sale while the atmosphere is relatively cool and unemotional.” 2/

THURSDAY, DECEMBER 12, 1974

The New York Times reported that prices continued to move downward on

the New York City bonds and that some dealers estimated that losses on some
bonds were close to 20% on trades consummated at current prices. It was

reported that many of the October bonds were still in dealers’ hands and

1/ The New York City Clearinghouse is a voluntary association of New York
banks. : ' )

2/ Memorandum, Truxton B. Pratt to William H. Moore, December 11, 1974.
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would have to be sold if these dealers were to be capable of bidding on
other issues. 1/

FRIDAY, DECEMBER 13, 1974

In an internal Morgan Guaranty memorandum, Amos T. Beason reported
on the New York City situation to Frank Smeal, Executive Vice President. 2/
The memorandum stated that the City's financial probleﬁs were still solvable,
but that Qity officials did not appeér to comprehend the seriousness of the
situation. It was asserted that: in-fhe“recent past, the City's problems
were solved by more-borrowings, budget gimmicks and increased Federal and
State aid receivables. The .reported attitude among dealers and investors
‘was that the New York City financial institutions and the State and Federal
governments would not permit the demise of the City to occur. However,
investors were said to need concrete signs that the City's problems were
being addressed by City officials and the financial institutions. The
memoranaum asserted that the bank's ability:

- - - to-apply some financial discipline to the City's

operation will be better accomplished while they can

still fund themselves in the marketplace than when our

vaults are loaded with nonmarketable City debt. Once

the pattern becomes established of the City's not being

able to sell debt and the City's financial institutions )
providing funds, we will find ourselves on a one way street.

§v4 The New York Times, December 12, 1974, p. 73.

2/ Memorandum, Amos T. Beason to Frank P. Smeal, December 13, 1974.
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The memorandum suggested that the banks require:
(1) a substantiai‘moratorium on capital expenditures;
(2) - a substantial cut in the City payroll; .
(3) a review of the City tax structure;

(4) a termination of the public disagreements between
Beame and Goldin;

(5) "an honest certified assessment" of Federai and
State receivables;

(6) the development of "honest three-year plans” on
revenues and expenses;

(7) a solicitation of additional State relief; and

(8) an analysis of the City's overall debt structure be

conducted by officials of the City, State and City's
business community with particular attention toward
ameliorating the effects of the State's "phantom debt”
requirements, i.e., the City's policy of repaying bond
issues within half the useful life of the project for
which debt has been incurred; the results of the study
should include suggested remedial legislation.

In return for this program, the memorandum suggested that the City
banks would take on substantial amounts of short-term City debt; The
situation was said to require forthright discussion between the City
officials and the bankers. 1/

* Tk *

One of a continuing series of internal memoranda from Richard Adams,

Senior Vice President for the Bank Investment Division of Chemical Bank, to

Donald Platten, Chairman of the Board and Chief Executive Officer of the

Chemical Bank, reported on the status of Chemicai's municipal dealer accounts.

v
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, The memorandum stated the following: that the market for City securities
was no longer viable, while the bond market was othe;wise generally strong;
the market was paralyzed with concern asout the Ciéy's affairs and there
were huge dealer inventories, which would not beqﬁéld except at heavy losses;
the banks were forecasting a declining need for éax free bond income; the
proposed purchase of City securities by ‘the municipal employee pension
funds would help the situation, but at least some of the contemplated
financiﬁg would quite possibly have to be negotiated with New York City
banks. 1/ |

* * -

The New York Times reported a statement by Mayor Beame urging the

trustees of the City's five employee pension funds to purchase City bonds. 3/

MONDAY, DECEMBER 16, 1974

The New York Times reported that in recent weeks both banks and

brokerage Houées were suffering enormous underwriting losses on New York
.Ci;y bonds. Approximately $200 million of the October bond offering was
-still unsold and losses on the bondé that had been sold apprcached $40-50
million. The article stated that the possibility of future borrowing by
the City had become increasingly uncertain and the market was described
as 3 "disaster." The public bickering between the Mayor and the

Comptroller was cited as a partial .cause of the situation and several City

1Y/ Memorandum, Richard Adams to Donald Platten, December 13, 1974.

% The New York Times, December 13, 1974.
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bankers were said to be planning to.meet with the Comptroller to discuss

the market problems. 1/

* * *

Karen Gerard, a researcher for Chase, wrote an internal memorandum
entitled "The City's Fiscal Situation — The Budget Gap Is Real." 2/ It
noted that a "'budget crisis'" was an annual event in New York City but
unliké previous ones, this crisis was real. Ms. Ggrard presented a general
overview and analysis of the City's Budget prbblems. She concluded that
-fhe City's economic‘baéé had Eéen weakeﬁing ét the same time £hat expen-—
ditures had grown at a more rapid rate than revenues, thus compounding
the City's long-standing fiscal problems.

* * *

The CTDM Committee met at 5:00 P.M. at the Comptroller's office.
Comptroller Goldin and eight members of his staff attended, along with
Wallace Sellers of Merrill Lynch, Gedale Horowitz of Salomon éros., Richard
Nye of First Sécurity Co., Richard Kezer of Citibank, Frank Smeal of Morgan,
Thomas Labrecque and John Devine of Chase, James Trees of Fisher, Francis,
Trees & Watts, Inc. and Zane Klein of Berlack, Israels and Liberman. The
Comptroller distribu;ed a new proposed borrowing schedule designed to stab-
ilize the market by feducing the large guantities of City'obligations

" and stated that his purpose in disclosiné the magnitude of the developing

1/ The New York Times, December 16, 1974.

2/ Raren Gerard, Internal Memorandum for the Economics Group of the
Chase Manhattan Bank, December 16, 1974.
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deficit in the current budget was to refute rumors of a $1 billion éeficit '
estimate which had been circulating. - -

Members of the CTDM Committee é(pressed concern about the problems of
rolling over short-term debt ard the Comptroller stated that the current
level of short-term borrowing wog}d be conti-nued_ at least through the first
quarter of the next fiscal year. The CTDM Committee suggested that both
the Mayor and Comptroller commence a public relations effort to inform
the public of approaches that were being. taken with respect to .some of
the City's broblems. The serious 'natu:é of the market problems was diséussed.
The CIDM Committee indicated that pension purchases would provide only
temporary relief and that this had to be told unequivocally to the Mayor .
The meeting adjourned to reconvene at Grécie Mansion the next day at 8:00
AM. 1/ '

TUESDAY, DECEMBER 17, 1974

The meeting of the CTDM Committee reconvened at Gracie Mansion.
A mermorandum by Frank Smeéal indicates that Messrs. Beame, Coldin, Cavanagh
and Lechner apparently caucused for approximately 15 minutes prior to
the start of the meeting. 2/ At the reconvened meeting, Mr. Sellers of
Merrill Lynch told the Mayor that the City securities market was a "total
disaster” in rec&_ent weeks, 3/ Therefore, he stated, it was likely that
there would be no bid on the January bonds. The CTDM Camittee did not
question the City's ability to pay its debt, but indicated that the market

could not absorb offerings of the magnitude conten{plated. The basic

1/ Minutes of the CTDM Cammittee, December 16, 1974.
2/ Memorandum, Frank Smeal to the File, December 17, 1974.

3/ Minutes of the Special Meeting of the CTDM Committee, December 17, 1974.
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problem was said to be the size ard freque;-ncy of the borrowirgs. He
stated that purchases by the rension éystems could afford only temporary
relief and borrowing to finance deficits was no longer a viable procedure.
The Mayor disagreed with the CTDM Committee about the effect of the
purchases by the pension funds, indicating that these pux;chases could
continue as lohg as the rates of interest remained high. - Furthermore,
he asserted- that . it was the timing and not the size of the oorrow:.ng that
was the problem and the banks should help "sell" the City and rot just.
tell the City to reform. In addition, because of the ever—-growing militancy
of the municipal unions, Mr. Smeal . indicated there were doubts as to whether
City debt really had a first lien on revenues. Mr. ‘Sellers stated that
losses on the October bonds totalled nearly $50 million and it was important
to the City that the banks survive.
The Mayor stated that, with the exception of the borrowing by the
SRC, all City borrowing was against expected revenues, as it always had been._
He refused to con;mit himself to the elimination of deficit financing. The
CTDM Committee indicated that the institutional market was closed to City
securities and that the. out—of-state banks were not buying these obliga-~
tions. The Mayor stated that the City was borrowing against "firm
receivables" and that the banks must "'sell'" the City to the rest of the

country. he meeting concluded with the Mayor requestirg, and the
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CTDM Committee offering, support for attemots to obtain increased federal
and state aid. 1/

* * *
v Following the meeting, the Comptroller issued a press release
stating that the éonsensus of the CTDM Committee was that City obligations
continued to offer absolute security to investors. 1In response to the
market problem.of oversupply, the City would reduce its borrowing and thus
-improve the supply-demand balance i; the marketplace. " The Cohptroller explained
that - the reduction in public offerings would be chiefly accomplished by short-
term limited investments of City pension furd ard sinking fund money in City
obligations. 2/

WECNESDAY, DECEMBER 18, 1974

Bankers Trust generated an internal memorandum listing the maturity
dates ard amounts of all outstanding City notes ard the reduced borrowing
schedule for the City through June 1975. The memorandum demonstrated a
cunulative increase in outstanding notes of over $1.5 billion as of the.
end of June i975. k74

* * %

The local ‘newspapers, The New York Times, Caily News and The Caily

_Bord Buyer, crinted stories to the effect that the City would reduce its

borrowing for the rest of the fiscal year by $1 billion. 4/ They reported

1/ Id.
2/ News Release, Cffice of the Comptroller, 74-141, December 17, 1974.

3/ Memorandum entitled ™"Wew York City Maturity Schedule of Cutétanding
Notes," December 18, 1974.

4/ The New York Times, Daily News, and The Baily Bond Buver articles,
Cecermper 18, 1372,
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that the market reacted well to the news and the effective rates on City
securities trading in the market declined.

THURSDAY, DECEMBER 19, 1974

An internal Citibank document addressed to Richard Kezer, Vice
President, stated that the City still had a $135 million deficit for fiscal
year 1974-75 and, in order to balance the expense budget for 1975-76, the
City would require more State and Federal aid as well as additional City

taxes.l/

* * *

Steven Clifford- addressed a memorandum to the Comptroller and Seymour
Scher, William Scott, Sol Lewis, Jonathan Weiner,.Jerome Turk, James Carney
and Richard Wells, all of the Comptroller's Office, regarding a proposal
for a restructuring of City finances. Clifford characterized the City'é

'accounting as "Guestionable," and identified the problem as two-fold: the
City needed to issue $7.3 billion in‘short and long-term debt during the
next ten months in what was already a saturated market; and (2) unsound
accounting_and budgeting practices-increased the need to iésue debt while
causing a decrease in investor confidence. He proposed that the City
introduce various budgeting and accounting practices, including placing
the City's general fund on a cash basis; putting the payroll and other
payables on aﬁ accrual basis; establishing annual audits and certifica-
tions of receivablés by an independent certified public accounting firm;
removing City-owned property from the tax rolls; creating and:maintain-

ing three reserve funds, a general fund reserve, a debt setvice reserve

v Memorandum, John Berenyibto Richard Kezer, December 19, 1974.
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ard a social service reserve; recognizing reductions 'j.n real estate
taxes due to delinquencies and reduced assessments in the current year;
and repaying the prior year's deficits, i.e., $520 million of stabili-
zation notes and $200 million of the 1974~75 deficit.

Mr. Clifford's memorandum indicated that federal legislation would be
necessary to implement his proposal. In instituting the éccounting reforms,
the City wou}d write off and retire $2.7 billion short-term debt. The U.S.
Treasury would lend thé City the fu;ds réquij.;ed at 8 1/2% interest and the
City could repay the lean -over 20 years. : -

Clifford cited the financial advantages of this provosal for both the
- .City and the Treasury and noted that the sound practices established would
also be advantageous. The final item on his list of advantages was: "Total
-.collapse of city, capital markets and U.S. economv postponed for at least
six months.” 1/

Clifford urged that .this proposal not be limited to aiding New York '
City but should be available for all states and municivalities -that
encountered deficits when they applied the sound accounting and budgeting
practices. This would be the first step towards the requlation.of the
municipal market. It was also noted that maintenance of.the accounting
and budgeting standards should be covenants of the Treasury's loan and

that, should the City violate them, it would be in default. 2/

1/ Memorandum, Steven Clifford to J. Goldin, B. Scott, S. ILewis, J.
Weiner, J. Turk, J. Carney and R. Wells, December 19, 1974.

2/ I
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FRIDAY, DECEMBER 20, 1974

Comptroller Goldin delivered a public address to the City Club of New
York in which he discussed the fiscal problems of the City, with particular
emphasis on the budget deficit. He stated:

New York's budget problems should be of only marginal interest to
investors, who are protected by the State Constitutional guarantee
making New York City bonds and notes a first lien on all revenues.

It would be a great disservice to investors and to the City if
important fiscal information were withheld or manipulated. The
City's bondholders and noteholders. must have justified faith that
government officials will be open and candid about the fiscal

. . state of New York City. o . N

Distrust is bred not by prompt public disclosure but by concealment
of truth. 1/ )

MONDAY, DECEMBER 23, 1974

The Daily Bond Buyer reported that Standard & Poor's issued a report

"stating that they were retaining their "A" rating for NMew York City bonds,
provided that the City'continue.its efforts to put its financial house
in order. 2/
.* * *
Mayor Beame issued a press release, commenting on the Standard &
Poor's announcement, saying "It shows the proper awareness of the fact
that the City's current budget balancing problems do not impair the City's

ability to repay its debts...." 3/

1/ Remarks by Harrison J. Goldin at the City Club of New York,
December 20, 1974.

2/ The Daily Bond Buyer, December 23, 1974.

3/ News Release, Office of the Mayor, 618-74, December 23, 1974.
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THURSDAY, DECEMBER 26, 13974

In a nemorandum to Amos T. Beason, Vice President of Morgan, Eric
-‘Altman, é researcher at Morgan, stated that the City was using short-term
borrowing as an ordinary source of revenue. He'ésserted that the City had
violated accredited accounting standards and was usiﬁg gimmicks to achieve
the appearance of a balanced budget; that_the City had switchedlto an accrual
basis for receivables while retaining a cash basis for péyébles; that the
"City budget assuméd full collection of all revenues despite'expérience to
the contrary; and that the City employed'one—shot revenﬁes to balance the
budget. "By some estimates, restating the City's financial position inl
-realistic terms according to accepted accounting principles will invg}ve
a write—off [of] $2.7 billion at June 30, 1975." Altman contenged that this
write~off was too large for the banking community to finance and that the
State could be [of] limited financial assistance because of its éwn'fiscal

- difficulties. 1/

FRIDAY, DECEMBER 27, 1974

In another report to Donald Platten of Chemical Bank, Richard Adams,
Senior Vice President for the Bank Investment Division, stated that the

market for City securities was narrow and dependent on the New York City

1/ Memorandum, Eric Altman to Amos T. Beason, December 26, 1974.
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banks. Problems in the 1976 fiscal year loomed large, with expenses out-
growing the economic base of the City. He declared that there was a need
to reorganize the City's debt structure. 1/

MONDAY, DECEMBER 30, 1974

1y

Moody's confirmed their»"A" rating for New York City bonds in a
detailed 1S9-page report. The City's fiscal situation was reviewed and
the "A"_rating was said to be confifmed because the City's debt was
well-secured by a constitutioA;l reéuirément for ‘debt service, its

" internationally important economy and-tﬂe prospects for- administrative
control of its financial difficulties. 2/
- * * *

The Mayor issued a press release préising the action of Moody's and
stating: "As Standard & Poor's did, Mcody's also shows its awareness of-
the fact that the City's current budget-balancing problems do not impair
the City's ability to repay its debts" 3/ .

TUESDAY, DECEMBER 31, 1974

The Comptroller's Office performed a review of the debt service

accounts as of December 31, 1974. The memorandum summarizing this review

1/ Memorandum, Richard Adams to Donald C. Platten, December 27, 1974.

2/ Moody's Investors Service, Inc., Municipal Credit Report, December 31,
1974. - -

3/ Hews Release, Office of thé Mayor, 624-74, December 30, 1974.
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stated that over the years, the controls used in determining the liapili-
ties in the various debt service accounts had been discontinued and bank
reconciliations had not been effected. It was indicated that accurate
data as to these accounts was not available on a timely basis. }/

THURSDAY, JANUARY 2, 1975

In an internal Citibank document, David Gaston, investment officer,
reported to Paul Collins; Sénior Vice President, that Citibank held $23
million par value in New York_City obligations in accounts for which tﬁe
bank had fiduciary responsibility.- Mr. Gaston also reported that the
'lbank was not purchasing Cifylbonds fof fidﬁciary accouﬁts ét the present
time. 2/

MONDAY, JANUARY 6, 1975

In a letter to Comptroller Goldin, Mayor Beame directed that cerﬁain
indebtedness incurred for loans to limited profit housing companies be
excluded from the legally imposed two percent limitation on long-term
debt with respect to housing and urban renewal and further instructed
that certain other indebtedness incufred with respect to similar housing

companies be charged against the two percent limitation. ¥

* * *

1/ New York City Report of Debt Service Reconcilations as at December
31, 1974.

2  Memorandum, David #%. Gaston to Paul Collins, January 2, 1975.

3/ Letter, Abraham D. Beame to Harrison Goldin, January 6, 1975.
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Marine Midland Municipals Co. sent a ietter.to its municipél customeré
informing them of the actions of Moody's and Standard & Poor's in confirming
their "A" ratings.for City bonds and stating that Marine Midland believed
that the securities of New York City were a sound and attréctive'investment.
The letter also included a copy of a Joint Statement by Mayor Beame and
Comptroiler Goldin dated November 15, 1974, that restatgd the constitutiénal,
legal and moral guarantees afforded to investors in New York City notes
and bonds.. 1/

TUESDAY, JANUARY 7, 1975

The Comptroiler'anhounced fhe sale of $620 million of RANS to a
syndicate headed by Chase and Citibank at an interest rate of 9.4%. The
announcement was not made until 3:00 p.m. because the Comptroller had
sought to determine whether there was any alternative to this bid. The
Mayor and Cémptroller each issued a press release attacking the 9.4% rate
of interest. They stated that this rate was not reflective of the City's
"A" rating and that they were going to meet with members of the financial
community in order "to avoid a repetition of this unfair, unwarranted’

and outrageously high interest rate.” 2/

L/ Letter, Marine Midland Municipals Co. to its'clients, January 6, 1975,
with attachment. >

2/ News Release, Office of the Comptroller, 75-1, January 7, 1975.
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WEDNESDAY, JANUARY 8, 1975

In an internal memorandum, Richard Adams of Chemical Bank reported to
Donald Platten, Chairman of Chemical Bank, that there had been only one bid, at
an interest rate of 9.4%, on the $620 million RANS. The market was said to
be improving and all of the notes had been sold; this was the second’
successive offering where a merged sydicate submitted the only bid on the
notes. -Adams said, "Support of the'City of New York by the New York banks as -
'lending institutions' has been enormous. Chemical Bank holds an amount
of N.Y.C. obligations which far exceeds the amount it could or would lend
to any other borrower, except the U.S. Treasury.” 1/

Mr. Adams noted that the City may argue that the 9.4% interest rate
was excessive, but that the following points,:among others, might be made:

(1) there was still an oversupply. of City securities in
the marke;;

(2) there was much negative publicity about the City
in the marketplace;

1/ Memorandum, Richard V. Adams to Donald C. Platten, January 8, 1975.
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(3) the market was continuing to narrow with several
institutions withdrawing; :

(4) the real size of the City's deficit for fiscal 1975
was in doubt ("([wle just don't know the facts."); and

(5) figures between $1 and $2 billion had been discussed
‘as the deficit for fiscal 1976. 1/

THURSDAY, JANUARY 9, 1975

The Mayor had requested that leaders of the financial community attend
a meeting at Gracie Mansion at 8:00 A.M. Messrs. Beame, Goldin and Cavanagh,
among otheté, represented the Cityt David Rockefeller and Thomas Labrecque
represented Chase; Richard Kezer and William Spencer represented Citibank;
Richard Adams and Donald Platten represented Chemical Bank; Ellmore
Patterson and Frank Smeal represented Morgan; Charles Sanford and Alfred
Brittain represented Bankers Trust; and John McGillicuddy and David Barry
represented Manufacturers Hanover Trust Co. ("Manufacturers Hanover"). 2/

The primary topic of conversation was the 9.4% interest rate on the
$620 million RANS offering of January 7, 1975. The Mayor stated that the
banks were not selling the City and its securities. He said that the
9.4% rate of interest forced upon the City by the single bid was not

reflective of the City's financial strength, its substantial tax base,

2/ The Daily Bond Buyer, January 10, 1975, pp. 1, 15.
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and of the fact that City securities had a first lieh on all City revenues.
The mayor stated that the City was aware that it had problems, but he said
that these were inherited from the previous administration, and there already
had been great cuts in the budget. He claimed the financial community had
been "bad mouthing" the City. 1/

The bank representatives respended by describing their views as to
the status qf the market.for City secufities. They 'said that there wére
serious doubts as to the market's ;apacify tb absorb more Ciﬁy securities

' and -that the clearing house banks did not have the capacity "to take on all
of the proposed City financing by themselves. They further stated that (1) the
underwriters of the Cctober bonds had incurred large losses, (2) the rate of
9.4% was not a rate set by the undefwfiters but one imposed by the market-
place, and (3) the market had reacted to the public dispute between the Mayor
and the Camptroller over the size of the City's deficit and other fiscal
problems. The bankers indicated that the City's investment community was
willing to assist and work with the City to solve the market problems. 2/

The Mayor ard the bank executives agreed that a committee would ke
established to work with the City to re-open the marketplace for- City securities..
Ellmore Patterson, then the head of thre Clearing House Association and Chairman
of Morgan, was to lead this committee which would become known as the Finanéial

Community Liaison Group ("FCLG"). £

1/ E. Patterson at 23-24, 27.
2/ E. Patterson at 25, 28-29; Sanford at 22, 25.

3/ E. Patterson at 28-29; Memorandum, David A. Grossman to Willard C.
Butcher, January 22, 1975. :



In a briefing memorandum prepared for David Rockefeller by Thomas .
Labrecque prior to the meeﬁing, it was reported (1) that the Ci;y would
issue or refinance approximately $7 billion in bonds ané notes during_calenéér
1975, (2) out-of-state banks were withdrawing from the underwriting syndicates,
(3) institutional investors were selling their City obligations, and (4)
an estimated $50 million was lost by the underwriters in the fourth quar£er
on City underwritings. 1/ ' -
Cx * *
The Mayor and Comptroller issued a joint press reléase after the
méeting stating that, as a result of the meeting, "closer communications
between the financial community and the City could provide potential
investors with information that would strengthen confidence in the City

as a sound investment." 2/

FRIDAY, JANUARY 10, 1975

In a speech delivered to the City Club of New York, David M. Breen,

an analyst for Weeden & Co., formerly employed by Fitch, ‘informed the

1/ Memorandum, Thomas Labrecque to David Rockefeller, January 8, 1975.

2/ Joint Statement from the Offices of the Mayor and the Comptroller,
18-75, January 9, 1975,
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club members of particular City probléms that were causing him concern. 1/
He stated that delinquent real estate taxes had increased from $80 million
to $149 million in four years and; if the first quarter percentage
delinquency continued, it appeared that $190 million of such takés would
not be collected in the current fiécal year. He noted that, as the tax
rate increased, the delinquency rate appeared to increase. Further, -
Breen asserted that the City had been in an economic slump since fisqal'
1969-70 and the rate of abandonment 'of real property was.consideraﬁle. He
‘noted that the Ci;y had deferred, for phe most part, its maintenance programs
because little money was available in the Capital Budget, which was almost
entirely being'utilized for operating‘expenses. Eventually, hé said, this
practice "must mean complete reconstruction and/or replacement of the City's
physical plant." The City's short-term borrowing was said to display its
acute cash-flow problem. Mr. Breen claimed that (1) the City's d;}icit for
the éurrent fiscal year would be substantially larger than the Mayor's
estimate and somewhat above that of the Comptroller and (2) the Rainy Day
Fund had been depleted. He declared that:

The City, actually, has had deficits.averaging"sl.l billion

annually for the past five years. The bottom line[s]... have

shown cash balances only because of the City's ability to

borrow for its cash flow needs. ‘

Mr. Breen suggested three possible approaches to the City's problems:

(1) mass firings of City workers;

(2) a procedure whereby the financial institutions would manage

the City's fiscal affairs, similar to what occurred in the
1930's; and

1/ Remarks by David M. Breen, Municipal Bond Analyst, Weeden & Co.,
before the City Club of New York, January 10, 1975.
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(3) reorganization pursuant to Chapter IX of thé Bankruptcy Act.

The City's fiscal problems were alleged to be the result of fiscal
mismanagement and political expediency, exacerbated by the departure of
the middle .class from the City. 1/

* * ! *

The New York Daily News reported that the City was exploring the
possibilit)} of offering City bonds to .its éznployees on a payroll deduction
basis in-the hope that $250 million could be raised. 2/

. %* * *-

A meeting waé héld among Richard Adams and Herman Charbonneau of
Chemical Bank and David Grossman of Chase to discuss f:ossible efforts by
the clearing house banks to help improve the City's financial condition,
including the organization of a financial committee to assist the City.
Among the matters discussed were New York City debt management and
fimancial reportin;', the latter's quality.being -described. as "poor." 3/

SATURDAY, JANUARY 11, 1975

:I’he. Mayor and Comptroller issued a joint press release attacking the
speech by David Breen at the City Club, characterizing it as a call for bank-
ruptcy. The press release stated that budget—balancipg problems "have ’nothin.g
to do with a city's ability, willingness and legal mandate to repay its debt.”

Mr. Breen was described, not by name, as irresponsible and as a person who

Y Id.

2/ Daily News, January 10, 1975, po. 23.

3/ JVMemorandurm, Herman R. Chaibonnead- to Richard V. Adams, January 14,
- 1975. )



_'50_

would yell "Fire" in a crowded theater when there was no fire. 1/

MONDAY, JANUARY 13, 1975

In.a letter to Melvin Lechner, Director of the Budget,-Comptroller
Goldin stated that the estimated debt service for fiscal year 1975-76 would
be $2 billion, an increase of about 12% over the prior year. He estimated
that the interest payments on temﬁorary debt for the same period would show
an increase of 160% from $145 million to $377 million because of the recent
higher interest rates. The fact that the City had issued $7 billion of
'_short;term debt ig fiscal 1973-74, an increase of $3 billion over fiscal
1972-73, was said to be due té'larger budgets and cash flow problems. 2/

* * *

Mayor Beame met with Ellmore Patterson and Frank Smeal ahd continued
the discussion that began on January 9 at Gracie Mansion regarding the
formation of a financial committee. They decided that the cormittee would

work on financial planning and economic development for the City. 3/

* Lk *
The New Yorker magazine published an article concerning the City's-
fiscal crisis with an emphasis on the job cuts ordered by Mayor Beame.
ihe announced job reductions of Phases I, II ‘and I1I, which totalled 7,935,

were shown by the author to have actually resulted in the dismissal of

1/ Joint Statement by Hayor Abraham D. Beame and Comptroller Harrison
J. Goldin, 20-75, January 11, 1975.

2/ letter, Harrison J. Goldin to Melvin N. Lechner, January 13, 1975.

3/ E. Patterson at 31-32.
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-436 employees, none of whom was a member of -a éivil service-union. The
remainder.of the job cuts weré accomplished through attrition, retire—
ment or the elimination of unfilled positions. 1/

* * *

Barrpn's, the financial weekly, printed an editorial stating-tha£
"[yJou can't win on New York City bonds." The editorial discussed the
problems of the City as well as the City officials' declaration that they
would address these problems, The editorial noted, however, that despite
highly publicized gestures toward economy ‘the City’s financial plight was
growing worse with the City continuing to borrow and spend. It was
asserted that the City's reéeated.assufance that its securities were sound
"smacks of the repeated assurances of no devaluation which invariably
precede a currency's debasement.” 2/

TUESDAY, JANUARY 14, 1375

Alan Weedeﬁ, President of Weeden & Co., sent a letter to the Mayor in
response to the Mayor's comments of January 1l on David Breen's spéech
to the City Club. iir. Weeden wrote that Mr. Breen had not advocated
bankruptcy for the City but had mentioned reorganization as an alternative
approach to the City's fiscal problems. He further stated that Weeden &
Co. was an active supporter of the market for City securities but it had

sensed a concern in the marketplace over the rate of interest necessary

1/ New Yorker, January 13, 1975, p. 67.

2/ Barron's, January 13, 1975, p. 7.
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to sell these securities. Weeden asserted that the City's fiscal

problems should be discussed candidly and openly. 1/

* * *

Herman Charbonneau of Chemical Bank received a n.v_emorandum from
Bdward A. Rabson, also of the bank, regarding Chapter IX of the
Bankruptcy Act as pertaining to New York City. Mr. Rabson outlined

provisions of this Chapter and stated:
While we agree with Mr. Breen's charges of "fiscal mismanage-
ment"” and "political expediency” as adding to Mew York City's
- -financial difficulties, we cannot, at this time, foresee a

default on the City's general obligations, nor can we foresee
the necessity of the City taking as drastic a step as filing
a petition of insolvency under Chapter 9. [Emphasis in
original]. 2/

* * *

Comptroller Coldin delivered an address to the Association for
Corporate Growth in which he discussed the City's current financial
difficulties. The City was said to be cutting back its expense budget
spending, reviewing costly capital projects and sharply curtailing public
borrowing. None of these efforts, he said, were reflected in the single
bid by City underwriters of 9.4% on the last offering of City rotes, which
were sold out to yield 8~1/2 per cent ard below. He asserted that such
a vield was "an incredible bargain for investors.” Mr. Goldin contended

that the City was not being treated fairly by the lending institutions. He

1/ Letter, Alen N. Weeden to Abraham D. Beame, January 14, 1975.

2/  Memorandum, Edward A. Rabson to Herman R. Charbonneau; January 14,
1975. '
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admitted that the City was suffering from inflation and recession but
he assured his audience that the Mayor and Comptrolier would meet the
economic challenge confronting the City. 1/

WEDNESDAY, JANUARY 15, 1975

Karen Gerard, of Chase Manhattan, prepared a memorandum for David
Grossman entitled "A Note on the Relationship Between New York City's
vInmediate Debt Problems and the Longer Range Budget Situation.” At
the outset of the memorandum she-noted thaf "it is generally claimed”
that the City's "mushrooming of short;term debﬁ" has expanded "with
Eﬁe growth of federél aﬁd stage aid."” Héwever, she stateé tﬁat the-
growth in short-term debt had increased more rapidly than the growﬁh
in aid. She provided figures to support her observation, e.q., in
_1969 the City issued $885 million in RANS and received $2.57 billion
'in aid, but in 1974 the City issued $4.51 billion in RANS and received
only $4.55 billion in aid. She noted that, "In fiscal 1974 aiope,
federal and state aid rose $450 million while new issues of [RANS]
for federal and state aid rose by $2.8 billion." Gerard stated that
the trend suggested "that one of three things has been happening.
and a knowledge of which is orimarily responsiblé is necessary if
“one is to judge whether the volume of temporary 8ebt is a 'temporary'
phenomenon or indicative of more deep-seated problems.” The enumerated
causes were:

(1) ...[Slhifts in financing schedules, particularly
at the state level...;

_/ Remarks by Harriscn J. Goldin -before Association for Corporate
Growth, New York Chapter, January 14, 1975.
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{2) ...[Wlorsening efficiency in the lag between city expenditures ) ;
and reimbursements...; :

(3) The large volume of new issues could conceal a more serious
problem of whether there is in fact anticipated aid behind the
debt. If the latter were true, the consequences would be )
grave for both the short-term and the long-tem municipal market.

She concluded that:

Because the impact is far different depending upon which factor is
behind the rise, it is extremely important to have this Question
answered candidly. If there is no cause for long-term concern, it

is easier to fimd bragmatic solutions and it would be well to advertise
the fact that the short—-term debt ‘problem, at least, is temporary.

If the issue is deeper, then it is ‘essential to find out what the

"7 real situation is. p v C : : : -

THURSDAY, JANUARY 16, 1975

Minutes of a regular meeting of the Trust Investment Ccmﬁittee of the Trust
Department of First National Bank of Boston indicated that:

A progress report on the Credit of the City of New York was presented
for discussion. The previous improvement in the City's financial
operations noted in August, 1974 has been deteriorating. The double
adverse impact of inflation on operating costs and an increase in
accounts receivable has produced a budget deficit gap requiring
substantial short-term borrowing. A running controversy between the
mayor's office and the comptroller on budget matters has damaged
investor confidence.

Despite the possibility of some temporary improvement, it was felt

the longer term prospects for the City's finances were not encouraging.
Therefore, it was voted to discontinue approval for the purchase for
general trust investment of all obligations of the City of New York,

and sale should be considered on all issues maturing after August, 1975. 2/

FRIDAY, JANUARY 17, 19757

William Scott, Third Deputy Comptroller, addressed a memorandum to Sol Lewis,
Chief of the Bureau of Accountancy, asking that certain analyses be performed
with respect to BANS. This request was said to be pursuant to a conversation

among Scott, Lewis, the Comptroller and Steven Clifford. Scott requested:

1/ D. Crossman Ex. 1.

2/ Minutes of Regular Meeting of Trust Investment Committee of the Trust
Department of First National Bank of Boston, Januarv 16, 1975 i
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(1) a listing of the amount, interest rate, and bond buyer index for
each BAN issuance since July 1, 1967 as well as the same infor-
mation on the RAN and/or TAN issues immediately preceding or
following each BAM issue; and

(2) a computation of the total interest charges on BANS for each
fiscal year beginning with 1967-68 and the total amount of interest
payments that the City received from projects funded by the BANS.

Additionally, the following two questions were posed in this memorandum:

1. Are these BANS a first lien on all City revenues?

2. Are.they a first lien on the project properties themselves?
If yes, please calculate the assessed value of the projects.

Finally, Mr. Scott asked whether the City had ever converted housing BANS to funded
debt and, if so, he requested the dates and the amounts involved. 1/

Early in January, Dr. Jackson Phillips, Executive Vice President of Moody's,
met with the Comptfoller ard informed him that Moody's analysts were considering
reducing its MIG-1 rating for the City's BANS to MIG-2. 2/ The Carptroller stressed
the recent measures taken by the City to enforce budget cuts and asked that
they be taken into consideration. He asked for and was granted time to prepare
a presentation as to why the rating should not be reduced.

MONDAY, JANUARY 20, 1975

Comptroller Goldin gave an address to the New York City Treasurers Club in which
he discussed the City's fiscal problems and its new computerized cash projection
system. He stated that this system would enable the City to minimize interest
costs .amd increase its return on short-term investments. With regard to the City's’:,
fiscal problems, Mr. Coldin asserted that the City was making the hard decisions -

that were required and was moving towards fiscal reform. 3/ He reported in part:

1/ Memorandum, William T. Scott, Third Ceputy Comptroller, to Sol
Lewis, Chief, Bureau of Accountancy, January 17, 1975.

2/ Memorandum, Freda Stern Ackerman to the files, January 17, 1975.

3/ Remarks by Harrison J. Coldin before the New York City Treasurars Club,
January 20, 1975.
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The difficult and painful Steps which New York is taking to meet
the Challenges posed by the current economy, and to deal with
the effects of past fiscal oractices, are unmatched by any other
municipal government in the country.

* * * *

Its not easy for a mayor to order-mass lay—offs. The pressures
mitigating against such cutbacks are far greater than those
confronting a corporation president.

Its not easy to bring to a halt capital projects of great
importance to the people of the City.

But these actions, and more to come, prove that the City means
business in stressing economy, austerity, and improved fiscal
»lanning. :

In my office, we have developed, in line with a sharp curtailment
of public borrowing for the remainder of the fiscal year, a
regularized borrowing schedule, through the use of our new
computerized cash projection system.

* * * *

For New York City to come out of the current economic crunch with
renewed strength and a justified confidence in the future, the
restraint and self-discipline, which have been forced uoon the
City by inflation and competing demands in the capital markets,
must be adopted as conscious, long-term policy. :

we can begin this year by ruling out any additional borrowing to
close the budget gap. The issuance of Budget Notes obviously does
not "solve" a deficit., It merely adds to future debt service.
This year we are paying the price of the Budget Notes issued in
Fiscal 1971 by repayment and, in fact, borrowing to make the '
repayment.

I am strengly opposed to any such "solution® this year.

* * * *
Hext year's debt service, as I informed the Director of the
Bureau of the Budget last week in the Comptroller's annual
official estimate, will be in excess of $2 billion.

This rising trend, the result of past fiscal practices, clearly
must be reversed. And the only effective way to do it is to
make a first consideration of how much the City can afford to



- 66 -

take away from the delivery-of services, rather than how much
‘it can get away with borrowing each year.

A percentage of the Expense Budget should be established which
can reasonably be committed to debt service, then translated
into dollars and the impact on tax rates determined. The amount
of debt issued should be restricted to what the established
level of debt service can sustain -- and no more.

Each year we should be narrowing the gap between redemption of
debt and new debt commitments.

That is the first trend which must be reversed.

The second, which relates closely to the fifst, is the increasing
load of current expense items which are charged to the Capital
Budget.

More than half of the Capitél Bﬁdget'for the current fiscal year
or $724 million, is consumed by these items.

Mext year, inflation could push that figure above $300 million.
With a combined estimated total of more than $200 ‘million going
for transit and for judaments and claims, over a billion dollars
would already be committed out of a Capital Budget debt-incurring
capacity of $1.36 billion.

Furthermore, I have recommended to the Mayor, who has concurred
that an unencumbered margln of $225 million must be held
inviolate.

But if the City is to renew itself, if it is even to build for
essential purposes of health and safety, the trend of mounting
expense items in the Capital Budget rmust be reversed.

The shifting of current expenses to the Capital Budget is akin
to the back-door financing which has plagued Expense Budgets,
increasingly over the past ten years, as guasi-independent
authorities and public corporations have proliferated in New
York State and throughout the nation, floating bond issues at
great cost to the taxpayers but remaining unaccountable to
public control.

There is a common theme running through all of these trends:
the short~sighted approach of fiscal finagling which takes us
che year at a time toward the day of reckoning.
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Thus far, municipal governments have managed to survive from
year to year on what appeared to be a limitless reservoir of
mathematical ingenuity.

But the game is over. The stakes have grown higher and the
clock has run out.

There is no possible way for cities, and even smaller
communities, to maintain their viability unless stop—gaps and
gimmicks are replaced by long-range fiscal planning which
looks 'ahead not just to the close-out of a fiscal year, and

' not just to next year, but to five years ahead, and into the
next decade..

1 believe that New York C ity is beginning to take important
stevs in this direction.

It really has no choice.

My optimism is based on what I perceive to be a growing sense
of realism in this City. :

New York has a bright future precisely because it is beginning
to face the urgent realities of the present, and to recognize
the mistakes of the rast.

The. City is sadder but wiser today. It has experienced the
same fiscal pains as every community in the -nation, but
magnified because of New York's size, its vitality, its
influence, and its high visibility.

It is still the strongest and most creative city on earth. Ard
it has in full the capacity anrd the will for the kind of tough
fiscal planning which is the hallmark of successful management. 1/

TUESDAY, JANUARY 21, 1975

Steven Clifford provided the Comptrcller with a backgr:ound memor andum
on the City's fiscal crisis. 2/ The memorandum recorted that:
1) there had been a "massive increase" of $5 billion in short-term

debt over five years;

v o m.

2/ Hemor‘andurn, Steven Clifford to Harrison J. Goldin, January 21, 1975.



2) the increase could not be explained merely'by delays in the receipt
of Federal and State aid and such receivables had "not been audited”
and may have been "seriously ovér—stat_ed";

3) $2.4 billion in short-term debt couid be attributed to "budget
gimmicks (i.e. disguised deficit financing) and.recognized deficits,”
broken down as follows:

2mount of Current Short
- o . Term Debt Generated
Gimmicks ‘ ($ million)
Accruals of ‘revénue o : ) $- 440
Changing from cash to accrual on
payables 239
Raiding .reserves . 136
" Double use of fund balances ' 50
Excess stabilization borrowing 62
: Subtotal : $ 927
Recognized Deficits
70/71 Budget Notes $ 308
71/72 Receivable Writeoff 86
72/73 " " 180 (?).
73/74 " "o 180 (?)
73/74 Stabilization Borrowing 150
74/75 Anticipated Deficit 600
Subtotal $1,504

Total Recognized Deficits and Gimmicks $2,431

4) the City had financed $700 - $1500 million of expense items through
the capital budget since June 30, 1969;

5) in total the City had overspent its expense budget revenues by
$3.1.- $3.9 [billion] since June 20, 1969;

6) the deficit for the 1974-75 fiscal year would be $400-$600 million
and would reach $1.2 to $1.4 billion for fiscal 1975-76;

7) long-term debt had increased by $3.3 billion since June 30, 1969;

8) the City would have to issue $8 billion "plus" in new debt obliga-
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.tions in the next 12 months;
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9) interest rates were at an all time high-of 9.4% - 9.5% on the last
City note issues, secondary trades were as high as 11.5%, ard if
City debt could not sell at these rates it could not sell at all; and
10) the market could collapse forcing a bankers' agreement or a
moratorium on redemption of debt. ‘
Mr. Clifford listed the following under the he;';lding of "Solutions":
1. Restrictive Finances - term loan to Fund SZ - $3 billion of debt.
2. Drop at least $1 billion .of City services =~ CUI-\IY, Heai-th '& Hospitais,
Welfare, .etc. - '
3. Keep wage and salary inéreases in line with normal revenue growth -
4 - 5%. 1/ -

. * * *
In an internal Benkers Trust document, it was reported that the Mayor had

announced 11,985 job cuts but only 2,'000 jobs had been eliminated to date. 2/

WEDNESDAY, JANUARY 22, 1975

G. C. McCarthy, a Vice President of Citibank, sent a memorandum to
Paul Collihs, Senior Vice President of the bank, stating that Citibank
would not purchase City securities for any fiduciary account. The only
‘exce'pticn to this policy would be where a client requested the purchase
in writing and the securities sought had a maximum maturity of two

years. 3/

1/ 1d.

2/ Memorandum, Bankers Trust, "New York City Financial Undate,"”
January 21, 1975. ' :

3/ Memorandum, G. C. McCarthy, Jr. to Paul J. Collins, January 22, 1975.
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"
) DaQid Grossman, Seniér Vice President of Chase, prepared a back-.
- ground memorandum for Willard C. Butcher, President of Chase, in prepara-—
tion for a breakfast meeting with City officials to be held on January 24,
1975. The earlier meeting of January 9 with the Mayor and City bankérs'
was reviewed. The memorandum stated that the City faced two serious‘
fiscal problems, the debt situation and the budget situation. Mr. Grossman
reported that there had been a_rapid increase in the City's short and
long-term borrowing which brought heavy pressures>on the.market.
“The City had issued $7.3 billion in short-term debt in fiscal 1974 and
over $5 billion of City notes were outsténding. Further, the City
planned to issue at least $500 million of notes each month for the rest
of the fiscal year and over $600 million in bonds. The City's debt
problems were Seen as an outgrowth-of its budget situation which could
only be sol&ed by bringing under control the imbalance between revenues
and expenditures. Grossman reported that the City faced a current Qea;
.deficit of $450-650 million and $1 billion for next year. Further
complicating the problem was the fact that there were differences
between City officials and commercial City banks as to the specific

nature of the current problems that the City was encountering. V/

THURSDAY, JANUARY 23, 1975
First National Bank of Boston offered for sale $150 million of

City RANS from their portfolio. Notes aggregating $100 million were

1/ Memorandum, David A. Grossman to Willard C. Butcher, Januvary 22, 1975.
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dated September 30, 1974 to mature on Aughst 22, 1975, and\the
remaining $50 million in notes were dated September 16, 1974 to mature -
on September 15, 1975. A syndicate led by.Chase, which included
the joint managers of the two classical New York City note syndicates,
purchased these notes for resale and investment purposes. This
underwriting was completely sold by January 30 at a profit. Y4

* * *

George Roniger and C. E. Wairhouse, researchers for Citibank,
addressed a memorandum to Peter Crawford, a Vice President of the bank,
concerning the City's current fiscal difficulties. They stated that the
City was faced with two types of problems: 1) an imbalance between
revenues and expenditures; and 2) an imbalance between the issue of, and
the demard for, City securities at other than premium rates of interest.
These difficulties were said to be related inasmuch as concerns about
the City's ability to-meet budget requirements raised questions about
its ability to service and refund its rapidly growing volume of debt.
The memorandum states:

[T]he City's administration generally finds it to its own

advantage to create the strongest possible impression of

fiscal crisis. This strategy is pursued in order to

improve its case for new State and Federal aid and for new

taxes, and to prepare the public for a lower level of

public services than demanded. It also serves the purpose

of scaling down the demands of the administrators of City

programs themselves and of municipal unions, and to prepare
taxpayers for possible increases in taxation. :

1/ Notes from filés of Manufacturers Hanover, January 23, 1975.
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The memorandum asserted that the City also em'plog(ed a series‘of
gimmicks in preparing the budget. ‘I‘ab>les‘ includeﬁ in the memorandum
demonstrated that over a five year period there had been a pattern
of overestimates of City revenues. Additionally, short-term borrowing
had been used to finance budget deficits and the SRC was created to
provide borrowed funds to finance current expenses and to rollover
debt incurred in 1971. Finally, the authors stated that the current
recession had adversely affected New York's budgetary position, particularly
causing a décline in "real" tax collections. The City's borrowing to
pay. for current expenses, characterized as a mortgaging of its future
tax base, was alleged to be the greatest fiscal danger to the City and
a risk t;o its long-term financial viability. 1/

FRIDAY, JANUARY 24, 1975

Mayor Beame, Comptroller Goldin, James Cavanagh, Melvin Lechner,
Alfred Eisenpréis and other City officials met with leaders of the
City's financial community for breakfast at Gracie Mansion. 2/

The following peréons were also present, among others: 3/

Ellmore Patterson and Frank Smeal of Morgan, Alfred Brittain, III, and

1/ Memorandum, George Roniger and C.E. Wainhouse to Peter Crawford,
January 23, 1975.

2/ News Release, Cffice of the Comptroller, January 24, 1975;
News Release, The City of New York, January 24, 1975.

3/ Letter, David A. Grossman to Paul Busse, Economic Development
Council, January 24, 1975. :
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Truxton Pratt of Bankers, Willard Butcher and David Grossman of Chase,
William Spencer and Richard Kezer of Citibank, Albert Gordon of Kidder,
Peabody & Co., Inc. ("Kidder Peabody"), Donald Regan ard Wallace Sellers
of Merrill Lynch, Dr. John Fey of Equitable Life Insurgnce Co.,

George Jenkins of Metropolitan Life Insuraﬁce Co., Arthur Miles of Dime
Savings Bank and Morfis Crawford of Bowery'Savings Bank. 1/.

The meeting began with a distribution of documents énd a
pnesentatiop by Melvin Lechner, the Director of the Budéet, as to the
status of the 1974-75 budget, inciuding thevbudget gép, the.steps
taken by the administration to eliminate it, the service reductions
and cuts already accomplished, the additional cuts that had been
planned, the deficits in tax levies and the programs designed to meet
these probiems. 2/

Mr. Alfred Eisenpreis, Economic Development Administrator:for the
Ci;y, also made a presentation 3/ on the City's general economic
picture and the steps being taken to build the City's tax base and

to stimulate business activity despite the nationwide recession. &/

1/ This was the first meeting of the FCIG which was to be chaired by
Ellmore Patterson (E. Patterson at 32).

2/ D. Grossmen at 28-29; E. Patterson at 32-33; Smeal at 46-48, 55-56;
Letter, Ellmore C. Patterson to Donald T. Regan, January 27, 1975.

3/ Patterson at 33; Smeal at 46-47.

74 In the days following the meeting, Patterson caused a working
staff level of the FCIG to be formed (Letter, Patterson to Regan,
Januery 27, 1975).
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* * *

Mayor Beame testified before the State Commission on Tax Limita-
tions, and asserted that the State had "avoided its responsibility
for the fiscal problems of the cities by permitting them to borrow
for current expense items in order to avoid providing them with
édditional revenues. The Mayor reiterated his opposition to borrowing
for expenses but acknowledged that economic circﬁmétances had forced

-

him to engage in it. 1/
- . * *. -k

John fava, Deputy Finance Administrator of the City, addressed the
New York Municipal Analysts Group on the City's fiscal base. 2/ Mr. Fava
stated that the City provided more services than other cities in the country
obut that the recessioﬁ had affected its capacity to finance those services.
‘The large increase in short-term borrewing could be attributed, he said, to
the manner in which budgeé gapé of the past several years had been closed.
He said'that one shot revenues would be put into a particular budget and
anticipation notes would be issued against these regeivables thereby increasing
the debt. If the receivable proved to be overestimated, the City had four
options: 1) the budget could.be cut; 2) budget notes could be issued;

3) new notes against new receivables could be issued, or; 4) real estate taxes

1/ Statement by Abraham D. Beame -before the Temporary State Commission
to Study Constitutional Tax Limitations, January 24, 1975.

2/ The text of this address was printed in The Daily Bond Buyer,
January 27, 1975. ‘ -
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could be increased. Mr. Fava ended his presentation with the thought
that the City had the will to make budget cuts to solve its fiscal
problems and was taking positive steps in thét direction. 1/

MONDAY, JANUARY 27, 1975

William L. Wood, Jr., counsel to the Comptroller, addressed a

memorandum to Cemptroller Goldin concerning two important aspects

of the City's 1975 legislative program. The first was a-provision which
would suspend the application of two sections of the Local Finance.
Law that established a maximum rate of -intefest of 5% per anhum

for City bonds or notes. - These- sections had been suspended -yearly for
the last several years and Mr. Wood noted, "[i]f the interest fate
limitation is not suspended for this coming year, New York City
obligation [sic] will become unmarketable." He also stated that if
the Comptroller approved, Mr. Wood would seek the State Comptroller's
support for the permanent removal of the interest rate limitations.
The secord prdposal was an amendment to the City Charter that would
.repeal a section limiting the permissible investments of Sinking Fund
monies. The section was characterized as precluding the City from
"purchasing City obligations at var in many cases if such obligations
are available in the market place at less than par." Wood stated
. tkllat the section did not make good sense from an investment management

perspective and greatly reduced the desired flexibility that the

1/ Remarks by John L. Fava, Ceputy Finance Administrator, before the
New York Minicipal Analysts Group, Januarv 24, 1975.
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Comptroller should have in the contj.-nuir;g fiscai crisis of the City.

The proposal was said to have been reviewed and approved by Ken Hartman

of the Corporation Counsel's Office,.. the law firm of Wocd, Dawson, Love &
Sabatine, ("Wood Dawson"), Steven Clifford and Jon Weiner. Attached were
textskof the proposed legislative enactments as well as texts of the
proposed memoranda in support, prepéred for the Comptroller's signature. 1/

TUESDAY, JANUARY 28, 1975

The C;I‘DM Committee held its’rnonth'ly meeting; Cénptroller Goldin,
Dr. Seymour Scher, William Scott, Sol Lewis and other staff members
represented the City. Gedale Horowitz of Salomon Bros., Richard Kezer
of Citibank, Wallace Sellers of Merrill Lynch, Frank Smeal of Morgan, .
Zane Klein of Berlack, Israels & Liberman and Richard Nve of First Security
Co. were also present. The Comptroller informed the Committee that Moody's
was considering rescinding the MIG-1 rating assigned to the City's BANS.
He stated that another meeting might be scheduled with Moody's to discuss
the City's view of this change and a poéition paper was being prepared.
The Comptroller then outlined the proposed February borrowing.

A discussion ensued as to the relationship between the FCIG and
CTCM Committee. Various members of -the latter described their
views as to the role of the FCLG, and statements ranged from the FCLG

being merely to "sell the City"” to its being & financial and budgetary

1/ Memorandum, William L. Wood, Jr. to Harrison J. Goldin,
Janvary 27, 1975.
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consultant. The Camptroller was concerned that the public might perceive
that the financial affairs of the City were in the hands of the
bankers. Mr. Horowitz and Mr. Sellers stated that the information
presented at the January 24 meeting of the FCLG was too general

‘and incomplete and had been heard many times beforé.

The Ccmpéroller"raised the question of alternative ways to market '
City securities, such as the City's plan to initially sell the securities
to its employees. .The meeting coépluded with the Committee agreeing
to.provide Sol Lewis with thoughts on What’thé'maximﬁm interest
rates would be for the Fébruary offerings. v

L * * .

Comptroller Coldin, in a speech to the Harvard Businesschhool Club
on the fiscal plight of the City, pointed out that the City was suffering
enormously from the naticnwide recession which was putting great stress on
the capital markets. He noted, for example, that the banks had committed
more .than 50% of their portfolios to municipal obligations.

Mr. Goldin stated that, iﬁ this time of high interest rates,
some lending institutions had taken uhfair advantage of the cities.

The City was forced to pay 9.4% interest on an offering of City
notes Backed by an "A" rating and various legal and moral guarantees.

Mr. Goldin conceded that the City had problems but he asserted that

1/ Minutes of CIDM Committee, January 28, 1975.
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the City would "never default on the payment of its obligations,

under any circumstances, barring the collapse of the entire economic
system." He stated that the City recognized its fiscal problems and
had the will and the capacity for the fiscal planning nécessary to
meet those problems and fulfill its responsibilities. 1/ h

THURSDAY, JANUARY 30, 1975

In the continuing series of memoranda from Richard Adams to
Donald Platten, it was reported that Chemical's holdings of City
securities in their dealer and portfolio accounts had decreased. $15.5 million
since late December, after acquiring $58 million of City securities
from Security National Bank when that bank was acquired by Chemical.
The market for City securities was said to have improved and it did
not appear that Chemical would have to increase its holdings of City
securities because of an inability to sell the forthcoming issues.
Mr. Adams stated: "The syndicate pricing will be aimed squarely at
prompt sales to investors."” He also asserted:

[W]le continue to believe that the City will meet its obliga-

tions. The real new money financing pressure for the City

is likely to occur after August of this Year. By this time

we will be in a vosition to assist the City if necessary since

by then $185.5 million of our holdings will have run off.

Recormendation: that we do nothing precipitous with regard to

reducing our holdings immediately, but let maturities do this
for us. P74 .

1/ Remarks of Harrison J. Goldin to Harvard Business School
Club, January 28, 1975.

2/ Memorandum, Richard V. Adams to D.C. Platten, January 30, 1975,

e
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* * *

Comptroller Goldin announced 'that-, with the -advice and participation
of labor leaders and representatives of the finarcial community, the
City would establish a procedure to sell City securities through a
system of voluntary payroll deductions. 1/

FRIDAY, JANUARY 31, 1975

The Mayor submitted the Executive Capital Budget for 1975-1976 to
the City Council and Board of ‘Estimate. Expense items which were to
be funded by the Capital Budget wefe sef forth for the First time in a
separate schedule "in the interest,” in the Mayor's wbrds, "of greater
accountability and disclosure."” 2/

* * *

In January, mermbers of the staff of the Office of the.Canptroller
Drepared a number of drafts of a provosed letter to the Queens
‘ Comnunity Board #10 regarding the draft capital budget. 1In one such
draft, dated January .29, 1975, it wes suggested. that the Comptroller

state that although the Maydr and he projected that more than $1.3
billion would be potentially available to be borrowed for long-term
capital purposes, after the deduction of a $225 million reserve;
almost $800 million would have to be set aside for the sale of bonds
to finance current and recurring expenditures, $109 million was being
- allocated for judgments and claims and $70 million would be used to

. subsidize the 35 cent transit fare. The draft letter .indicated

. 1/ News Release, Office of the Comptroller, 75-9, Januwary 30, 1975.

2/ letter, Office of the Mayor to City Council and Board of
Estimate, January 1, 1975, accompanying Executive Capital Budget
for 1975-1976. ) )
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that there was virtually no money available for new capital priorities,
and stated:

We must start the process of freeing up bonding capacity

for true capital purposes. Otherwise we run the risk of

repetitions of the West Side Highway collapse and the

perpetuation of the virtual standstill in capital renewal

that we are now experiencing. ’
The draft letter further stated that the formulation of the Capital Budget
"appears to be little more than an exercise in futility" and was in danger
of becoﬁing a "charade." 1/ °

Victor Marrero, a staff member of the Comptroller's Office, in a
memorandum dated January 31, 1975 to the-Comptroller, stated that the
draft letter contained terms "that may be uhnecessarily blunt," could be
misinterpreted, might incur the ill-will of the Board of Estimate and
City Council, and might attract newspaper headlines focusing on the words

- "charade" and "exercise in futility." 2/

SUNDAY, FEBRUARY 2, 1975

A New York Times article contrasted the views of the Mayor with
those of "others" with regard to the causes of the City's fiscal crisis.
According to the article, since September , when the Méyor first
announced the City's troubles, he had blamed forces out of his control,
i.e., inflation and recession, which created greater costs and produced
lower revenues than anticipated. Others, such as the CBC, criticized .

the use of "soft" figures in the Mayor's budget and "the budgetary

1/ Draft letter, Office of the Comptroller to William Fells, Chairman,
Queens Community Board #10, January 29, 1975.

2/ Memorandum, Victor Marrero to Harrison J. Goldin, January 31, .1975.
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gimmicks of past administrations," some of which Mayor Beame had -
continued. Mayor Beame, the article stated, placed his hope ir a

. federal takeover of the costs of welfare and a State takeover of the
costs of the educational and court systems, but the Times stated
that "in view of the budgetary problems at the Federal and state
levels, the prospect of a huge infusion from the outsidé seéms
unlikely."” Rather, it was indicated, the City would havé to put its
house in ord_er on its own through service and employee reductions or

higher taxes. 1/

MONDAY, FEBRUARY 3, 1975

J. Chester Johnson, an assistant Vice—President of Morgan, addressed

a memorandum concerning the City to Amos T. Beason, a Vice~President
of the bank. Reacting to a David Grossman memorandum on the .fiscal
problems of the City, dated January 28, 1975, Mr. Johnson stated that
- the memorandum offered virtually no cpportunity for analyzing the
City's "structﬁral problems." _Johnson contended that for the FCLG to
offer the City more than its image of a "patching" plan, it would have
to study, in addition to the agenda in the Grossman memorandum, the
City‘s inadequate budgetary controls, the impact of "ghantom debt" and
"down payments" on the expense budget, the historic trerd of the City's
short and long-term debt load and the erosion of the City's economic

base. 2/

1/ The New York Times, "Just How Did New York City's Finances Come to
This?", February 3, 1975.

2/ HMemorandum, J. Chester Johnson to Amos T. Beason, February 3, 1975'.
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TUESDAY, FEBRUARY 4, 1975

The Comptroller announced the sale by the City of $290 million in
RANS, at an interest rate of 7.55%, to a syndicate headed by Morgan
and the Bank of America. Other bids on this issue were received
from a syndicate headed by Citibank/Chase and from the European-—

American Bank & Trust Company. 1/
* '* *

In a memorandum to David ‘Rockefeller of Chaée, David Grossman stated

" that, after a review of thé potential areas of involverient by Chase in

1/ News Release, Office of the Comptroller , 75-12, February 4, 1974 [sic].
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City affairs in 1975, he recommended that he {Grossman) concentrate on the
following items: the City budget problem; the subway system, primarily . i
the Second Avenue Subway; the economic development of lower Manhattan;

and strengthening municipal productivity and manpower utilization. {/

THURSDAY, FEBRUARY 6, 1975

Moody's announced that it was retaining its "A" Rating for General .
Obligation Bonds of the City, as well as its "MIG 1" rating on City BANS
.and its "MIG 2" rating for other notes. Moody's stated: "New York City
has a revenue problem, a systemic difficulty in raising additional revenues

to keep up with expanding needs." 2/

Mayor Beame, in a letter to Ellmore Patterson; amplifying a
prior telephone conversation, complained about the‘interest rate of-
7.55% on the $290 million of RANS séld on February 4th. The Mayor
pointed to several concurrent developments in the money market which,
he stated, showed ﬁhat 7.55% was an unwarranted rate: these RANS had
sold so briskly that the yield had dropped to 7%; local Public Housing
Agencies, through HUD, had sold $680 million of tax exehpt notes

recently at an average rate of 3.485%, the lowest rate in two years;

1/ Memorandum, David A. Grossman to David Rockefeller, February 4, 1975,

2/ Munifacts, February 6, 1975.
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. notes of cher governmental units, including taxable notes, were being
sold a£ rates substantially‘lower than those for tax-exempt City notes;
and the Federal Reserve had lowefed,its discount rate for member banks
on February 4 from 7.25% to 6.75%, signalling the coming of e;sier credit.
Accordingly, the Mayor could not understand how taxable notes qould be -
sold at yields less than tax-exempt City notes. The Mayor also stated:

There have been disturbing reports of brokers advising clients
.not to invest in New York City bonds and notes because of the
"risk" involved. I cannot believe that persons peddling this
kind of destructive advice are ignorant of the tremendous legal,
-constitutional and moral guarantees of repayment which back our
obligations. - I.can only conclude that the peddlers.of: this
nonsense are being malicious, and it is unfortunate that the
investing public is so impressionable that false and misleading
information can sweep the investing public like a prairie fire
and this kind of sabotage and disloyalty among financial insti-
tutions tends to reduplicate itself.

The  financial community's leading institutions themselves not
only feed on this kind. of unjustified fright, but they contribute
to it when they submit bids for City obligations which are wholly
out of line both with the basic strength of our obligations and
the actual current market developments.

The Mayor reiterated his concern for the pricing of City notes at higher
yields than coméarable taxable Treasury bills, and further stated:

I think it is up to the financial community to turn this topsy-
turvy situation right side up again. As I said at our meetings,
I believe the financial community has a selling job to do to
make the investing public see the financial strengths of our
obligations.

We in the City government are doing everything in our power to
deal with the budget problems which the national recession -
inflation created, and I believe the general public supports
what the City Administration is doing. 1/

;/v Letter, Abraham D. Beame to Ellmore C. Patterson, February 6, 1975.
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FRIDAY, FEBRUARY 7, 1975

David Grossman‘requested comments on his outline of the City's

problems, whicﬁ he enclosed in a letter to F-rankv Smeal of Morgan. 1/

The outline, labelled "draft" » Stated that the 'City's budget had increased
between 10% and 15% in each of the last three years because of the wide
range of serviceis provided by the Ci’cy, and not provided by other municipal
governments; the rap_idly increasing welfare costs (which had.risen six
fold in 10 years); rapid increase's‘in wage and benefit costs of.city
wo.rkers; and the rapid- ri-se in debt service. . 2/ The outline stated that
this growth in expenditures had been only partially balanced by growth

in revenues, and that the'growing gap between revenues and expenditures had
been made up by short and long-term borrowing. Grossman noted that "[aln
increasing portion™ of the short-term borrowing, such as over $400 million
in TANS to finance uncollected real és£ate taxes, appeared to represent
"'oermanent' temporary debt, rolled over from year to year," and that
"budget-balancing 'gimmicks,'" such as requiring advance payment of

water and sewer charges, had resulted in an additional $150 million

in rolled-over short-term debt. Also utilized since 1964 was the practice
of borrowing against general furd receipts due in June of each year

but not collected until after the _'end of the fiscal year. Mr. Grossman .
noted that, since Fiscal Year 1969-70, the cash gap had ranged from
, $92 million to $986 million, and that the .gap had largely beén made

U by an increase in short-term debt. The outline stated that

L/ letter, David A. Grossman to Frank P. Smeal, February 7, 1975.

2/ Draft, "An Cutline Discussion of New York City's Budget Problems,"
February, 1975.
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City borrowing for other than operating purposes also had increased greatly
in recent years, and further stated:

The City has also developed a number of means to issue additional

debt not subject to Constitutional limitations through various

public benefit corporations authorized by the State Legislature.
“These included the Educational Construction Furd, the City University
Construction Fund, the Housing Development Corporation, the Stabilization
Reserve Corporation, and the Transit Construction Furd. while some of
this debt was said to be for self—suppoﬁting projects, the back-up was
the City's expense or éapital bddgets ard claims on State aid to the
City. 1It was also asserted that the current year- budget was badly out
of balance.

Grossman's cutline continued:

-- The City's plans to meet its next year problem — which have

been kept secret until now — will almost certainly involve

efforts to obtain major amounts of aid from the State. In light

of the Governor's own budget statements, success does not appear

likely.
The outline concluded that, in light of the absence of State aid and the
limited capacity to cut City expenditures, the City would "almost certainly"

seek to increase taxes and look toward more borrowing to meet its 1975-76

budget gap. 1/

Y. .
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MONDAY, FEBRUARY 10, 1975

In a memorandum to David Rockefeller, copies of which wére addressed
to Messrs. Bergford, Labrecque, Elliott and Reed, dated February 10, 1975,
Grossrﬁan stated that he anticipated a budget gap for thg next .year of
over $1 billion, ard stated that his own analysis 'sﬁowed a "'hard core' gap
of around $900 million ~ 'a very difficult problem to meet.'" Grossman also
Stated that the City would be discussing the 1975-76 Budcjet gap for the
first time with State officials on February 12, and that Deputy Mayor
Cavénagh had agreed to provide Gro.ssmén with copies of certain materials
" the’ next day. 1/
) . * * ’ *

The Comptroller announced that the SRC had postponed the sale of
>$260 million»of its BANS scheduled for February 13, because a lawsuit had
‘been filed challenging the constitutionality of the SRC Act. 2/ The news
release stated that the Corporation Counsel had advised that the suit was
l without merit, but that the SRC had decided -to postpone the offering bécause
of the possible adverse effect on interest rates that this suit may have

had. 1t further stated that the suit alleged that the City had exceeded its

1/ Memorandum, David a. Grossman to David Rockefeller, "Progress Report —
New York City," February 10, 1975.

2/ ' New Release, Office of the Comptroller, 75~15, February 10, 1975.

The officials of the SRC (and their City affiliation), as shown in the
official sale statement, were: James D. Carroll, Chairman, James A.
Cavanagh, Vice-Chairman (First Deputy Mayor), Melvin N. Lechner,
Sxecutive Director (Director of the Budget), W. Bernard Richland,
Attorney and Counsel ex officio (Corporation Counsel), Kenneth F. Hartman,
Secretary and General Counsel (Assistant Corporation Counsel), Dennis C.
During, Treasurer (Analyst, Bureau of the Budget), and Alexandra Altman,
Assistant Secretary and Peputy General Counsel {(Attorney, Bureau of the
Budget). SRC, Official Statement and Notice of Salte, January 31, 197s.
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constitutional debt limit, but the Comptroller's computations showed a
remaining constitutional debt capacity of $1.97 billion, and ‘that the City

intended to sell $141.44 million of ponds on February 1l. 1/

TUESDAY, FEBRUARY 11, 1975

The staff committee of the FCIG met at the Chase Bank at 3:00 P.M. 2/
Present, in addition to David Grossman of Chase, were Jac Friedgut of Citibank,-
William Fish of Bankers Trust, 2mos T. Beason of .Morgan,.Gene Crowley of
“Salomon Bros., Jean Rousseau of M_errill Lynch, Duncan Gray of Kidder Peabody,
Elmer Harmon of Bowery .Savings, Francis échott of Equitable Life, Karen Gerard
of Chase and William Solari of Donéldsbn, Lufkin & Jenrette. 3/ The meeting
was opened by David Grossman,'who distributed a memorandum he had prepared
entitled "Areas for Analysis - the New York City Budget." The memorandum
stated that the current year's budget deficit was between $400 and $600
million and the budget gap for the following year (1975-76) was estimate_d

at between S1 and 51.5 billion. 4/

News Release, Office of the Comptroller, 75-,-:(5, February 10, 1975.

N l<

"Meeting of Technical Advisory Staff of Mayor's Financial Liaison
Committee," attached to Memorandum, Jean J. Rousseau to Donald Regan,
February 12, 1975 ("Rousseau Memorandum” ) .

1d.

SN

"Areas for Analysié - The New York City Budget," attachea to letter of
David A. Grossman to Ellmore Patterson, February 13, 1975.
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The basic discussion at the meetix_'lg‘concerned what the scope of the Staff -
Committee's activities should be. 1/ It was agreed that the Staff Committee
would begin an analysis of the City's budget problems and borrowing
practices, 2/ and would work to.ward development of a long-range plan
for the City's financial management. 3/ William Solari stated that there
had been a serious lack of adequate informatiovn about New York City, |
and suggested that the Staff Committee consider assembling a data book
of information or working on an Official Statement, disclosing information -
concerning the Clty s flscal condltlon, for City debt offermgs. 4/ There
‘was a discussion of how to improve the investing public's understandlng of
the City's problems. Gene Crowley raised the Question of whether all of the
pa;:ticipants at the meeting, t;he principal underwriters in the City, would
become "insiders." g/

Francis Schott stated that the Mayor should be told to cut the 1975-76
budget gap by $1 billion, and that the participants at the meeting would help

. the Mayor at the federal and state level. 6/ It was decided that the "crunch"

1/ Rousseau Memorandum.
2/ Letter, David A. Grossman to Ellmore Patterson, February 13, 1975.
3/ Rousseau Memorandum. :

4/ Id.; See also, Memorandum, Duncan C. Gray to Albert H. Gordon,
February 13, 1975 ("Duncan Memorandum”) .

5/ Crowley at 38-39.

(74 Duncan Memorandum.
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would come with the 1975-76 @udget gap of $1.5 billion, which needed the

most immediate attention, aftér-which the long-term could ke addrésseé. l/
The members agreed to collect a "library” of useful working papers

already available in-house and circulate a bibliography to the Committee.

The pext meeting of the group was scheduled for February 25 at 3:30 P.M. 2/
Ellmore Patterson -wrote a letter to -Alfred Brittain, III, aporising him

of a letter received from Mayor Beame aﬁd the telephone call that had preceded

it, complaining about the rate of interest on the last City offering. 3/

* * ' x
Comptroller Goldin announced the sale by the City of $141.44 million of
cerial bonds, at an average interest rate of 7.169%, to a syndicate headed
by Chase. In the news release announcing the sale, Goldin was quoted as
saying that the interest rate "'dées.not adequately reflect the security and

quality of the City's tax-exempt obligations.'" 4/
* * %
In the evening, the Comptroller delivered an address to the National

Secretaries Association. ‘Mr. Goldin stated:

1/ 1d.; Hendwritten notes marked "2/11 N.Y.C. meeting.”
2/ Rousseau Memor andum.
3/ Letter, Ellmore C. Patterson to Alfred Brittain, III, February 11, 1975.

4/ News Release, Office of the Comptroller, 75-16 February 11, 1975.
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... I would say that budgets are conceived in illusion and
dedicated to the proposition that the hand is quicker than the
eye.

.k k. %
1Y

But budget~-making is serious business. It has become habitual
with government to over-estimate certain revenues and under-—
estimate certain expenditures as a matter of routine.

It's a game of numbers, in order to meet the statutorir require-
ment of a Balanced Budget. 1/ ’

WEDNESDAY, FEBRUARY 12, 1975

The ,Ccmptrbller announced that the City would sell $260 million of
TANS on February 19, 1975, and that the proceeds of this sale would replace
the funds which the City had expectea to receive from the sale of SRC BEANS, ‘

postponed on February 10, 1975. 2/.

The Comptroller issued another news release which contéined the
text of his speech to the National Secretaries Association delivered

the previous evening. %

1/ Address by Harrison J. Goldin, National Secretaries Association Dinner
Meeting, February 11, 1975.

2/ News Release, Cffice of the Comptroller, 75-18, February 12, 1975.

3/ Néws_ Release, Office of the Comptroller, 75-17, February 12, 1975.
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THURSDAY, FEBRUARY 13, 1975

In.a statement before the Board of Estimate and City Council Finance
Committee, the Citizens Budget Commission warned that the City's physical
plant was deteriorating because of the fiscal practice of ﬁsing capital
budget funds to pay for operating expenses. 1/ Tt noted:

The rescindment process has made more construction money available
for high priority projects necessary for the maintenance of the
city's capital stock. However, the continued diversion of capital
funds to the operating budget has resulted in a level of true
capital funding ‘too low to prevent the city's infrastructure

from deteriorating at a rate faster than it is being replaced.

For example, the rate of water main replacement indicated "in this
proposed budget. imvlies that the pipes are expected to last

145 yearst Street resurfacing is done at a rate still 30 percent
short of what is necessary to stay even! This same problem
exists in varying degrees for all the other public facilities:
parks, sewers, ard so on. This may soon bresent a hazard to the
city's very economic base. i

The city has two options. It can either continue to use the
capital budget as an escape route for operating expenses and in
so doing further damage the infrastructure of the city, accelerate
the growth of future debt service payments in the expense budget,
and 2dd some 15 percent to the cost of operating expense financed
this way. Alternatively, City Hall can slow the growth of the
capital and expense budgets and begin to recover from our past
fiscal excesses. The capital budget will have to be kept low
for a number of years in order to produce savings in debt service
paid from future expense budgets. The Mayor has rightly kept

the proposed debt incurred below the constitutional limit.

But the city must go further by phasing out such borrowing over

a five-year period. The city then could use part of the
borrowing power thus freed for capital construction purposes.

SATURDAY, FEBRUARY 15, 1975

The Mayor announced that after the receipt of increased revenues and
other final! measures, the City would have a budget gap for fiscal

1975-1976 of $883.9 million. "This gap," stated the Mayor, "is the

1/  Statement of Roderick L. O'Connor, President CBC, to the Board of
Estimate and Finance Committee of the City Council on the Executive
1975-76 Capital Budget, February 13, 1975.



-93-

result of a carry-over of part of the inherited $1.5 billion gap which
was not closed by recurring revenues last year, of the inflation and
recess-ion of 1974<1975 and of new requirements for 1975-1976." He
asserted that "increased revenue from existing and anticipated sources
and other fiscal measures will produce $800;6 million," leaving an
$883.9 million gap, which he proposed to fill by additional federal
and state aid.- 1/

SUNDAY, FEBRUARY 16, 1975

The Comptroller issued a report addressed to the Mayor, the Board ]
of Estimate and the City Council, ard a news release stating that two ..
reserve funds (the tax deficiency account and the Rainy Day Fund),
maintained for the purpose of heiping the City through fiscal dif-
ficulties, had been-depleted and would require an allolcation of $123
million in the next budget. In the same report, he stated that in the
next expense budget the City would be required to provide over $2
billion for debt service, an increase of $212 million over the amount
appropriated for the current fiscal year. 2/

* * *

An article in The New York Times on the Mayor's report of the

previous day reported that various legislative sources had expressed

"skepticism mixed with caution" as to whether the City would receive

1/ News Release, Office of the Mayor, 74-75, February 16, 1975.

2/ Report of the Comptroller, City of New York, February 15, 1975;
News Release, Office of the Comptroller, 75-19, February 16, 1975.
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the aid it desired from Albany and Wash;ngton. 1/

TUESDAY, FEBRUARY 18, 1975

In a press release, the City's Finance Administrator, Ivan
Irizarry, said that printed reports of the City's real estate tax
;rrears, appearing over the pést weekend, tended to be misleading and
needed clarification. Of the reported $460 million in real estate
tax arrears, $356 million was chargeable to prior fiscal years, $43
million was an error and $61 million represented the true amount due
and uncollected on the first half of the current year's total levy.
Mr. Irizarry stated:

Experience has shown that at the end of the fourth year,
arrears of taxes due and uncollected are only about one
percent of the levy, so the amounts needed for redemption
of any outstanding tax anticipation notes out of future
budgets has been minimal. .

Of the prior year's delinquencies of $356 million, late
collections continue to reduce that figure. Freguently
owners pay up when In Rem foreclosure proceedings are
started. ’

For the quarterly payments due in January 1975, figures as
of February 10, 1975, show that collections are running
about 85.8 percent of the quarterly levy, or 2.8% behind
last year's levels for the same pericd. Additional pay-
ments for this quarter, as well as for the first two
qguarters, continue to come in during the ‘balance of the
fiscal year. 2/ :

1/ The New York Times, "],68 - Billion Gap Projected in City Expense
Budget," February 16, 1975. .

2/ News Release, Finance Administrator, February 18, 1975.
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* * *

Roderic O'Connor, President of the CBC, issued a press release
stating that the $1.68 billion expense budget gap projected by the
Mayor for 1975-1976 was due to “a decade-old policy of spending in
excess of revenues." 1In addition, he asserted, the proposed increase
in the real esfate tax rate was a "brutal impositioﬁ on what is a
very sick sector of the city's economy.” The CBC supported the Mayor
in his attempt to obtain additional Federal ana State aid, but did not
agree with the Mayor's contention that the only alternatives to additional
Sﬁate or Federal aid were deep service cuts or sharply higher taxes.
The Mayor must fzi'eeze wages and city jobs, a\rg_ued. the CBC. The future
of the City was said to be at stake. s

* * *

The New York Times published an editorial entitled, "City Hall

Fantasia," dire‘cted towards the Mayor's annou‘nceme;'xt of a $1.68
billion deficit for fiscal 1975-76. The City was described as facing
"a fiscal crisis from which there can be no escape without drastic
cuts in personnel and services and substantial increases in taxes."
The'editor ial continued:

Incredibly, there is little indication in the .Mayor's budget
presentation so far that Mr. Beame, once widely hailed as a
tough fiscal expert, is prepared at last to grapple with these
hard realities. His plan for closing an anticipated $1.68
billion deficit with the help of nearly.$900 million in hypo~

" thetical new state and Federal aid leaves knowledgeable
observers gasping in disbelief, ’

* * * %

1/ News Release, CBC, February 18, 1975.
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It is time the Mayor and his aides came down to earth and
offered the citizens of New York a realistic budget, a budget
that reflects the still substantial capacity of this city to
;support a reasonable level of city services, a budget that
begins to reverse the long-term reliance on borrowing, and
hocus-pocus, that have reduced the city to its present
plight. 1/ '

WEDNESDAY, FEBRUARY 19, 1975

‘ Camptroller Goldin announced 'the sale by the City of $260 million
of TANS at an average interest rate of 7.0783%, the lowest rate on City
short-term notes in eight months. A syndicate headed by Bankers Trust
purchased $100 million of the TANS at 6.455%, while the remaining

$160 million were purchased by a syndicate headed by Chase at 7.18%. 2/

THURSDAY, FEBRUARY 20, 1975

The New York Times reported that the Office of the Comptroller

was seeking an amendment to the City Charter to obtain $245 million
for an imminent "cash flow emergency."” The amendment would permit
the City's sinking funds to purchase $200 million in City securities
originally purchased by the munici?al pension funds the éreceding
January. The pension funds would then -use the money, augmented by
$45 million in cash, to purchase $245 million in new City securities. 3/
* * *
Representatives éf the FCLC and its staff attended a meeting
with City officials including Mayor Beame, James Cavanagh and
Mglvin Lechner. The meeting began, as noted by Jean Rousseau

of Merrill Lynch, 4/ with a presentation by Melvin Lechner

1/ The New York Times, Editorial, "City Hall Fantasia," February 18, 1975.

2/ News Release, Office of the Comptroller, 75-20, February 19, 1975.

3/ The New York Times, "Rate on City's Notes Drops ‘to the Level of
8 Months Ago," February 20, 1975.

4/ Memorandum, Jean J. Rousseau to Donald T. Regan, February 27, 1975.
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concerning the 1975-76 budget. He estimated that a net gap of $883.9
million would remain after the Mayor completed economies totalling
$714 million. The Mayor then described his plans to organize a
national lobby to urge the assumption gf the welfare burden by the
Federal Government. He also indicated that he anticipated meeting with
25 groups to explain to them the problems encountered with the budget.
Mr. Beame expressed a distaste for additional short-term borrowing to
meet the aforementioned budget gap, stated his-ﬁnwillingness to engage
in this practice, and said he expected to close the gap with Federal
and State assistance alone. Finally, he described various. positive
aspects of the'City's financial outlook.

Ellmore Patterson raised the question of the interest rate on City .
borrowings and Mr. Beame again accused the underwriters of unfair
treatment. The Mayor agreed to work towards attaining a more favorable
rate by improving the flow of information to the banks. Mr. Spencer 1/
mentioned the rising curve of New York City expenditures as-opposed
to the much slower growth of revenues and the recent tendency to close
.the growing gap through short-term borrowing, and cited this as having
much to do with the City's higher interest rates because of investor
concern. The Mayor asked the attendees for heip in selling the City's

story to the investing public. 2/

1/  Mr. Spencer was the President of Citibank.

2/ Memorandum, Jean J. Rousseau to Donald Regan, February 27, 1975.
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Jean Rousseau of Merrill -Lynch, in his notes of the meetirg,
wrote: E ' '

As forthcoming -and "open as it [the meeting] was, the Mayor

ard his aides didn't mention. the City's prospective one

day cash shortfall and the legislative amendment then in

process to let them close it by having the Sinking Fund

invest in ad_dlitional City notes. 1/

o * » *

David Grossman .sent a letter to the members of the FCIG Staff
Committee. Enclosed was a copy of a letter and attachments he had
previously sent to Ellmore Patterson apprising him of ‘the Staff
Cormittee's activities and seeking guidance as to the direction that
this Camittee should take. This letter to Patterson had attached
a copy of Grossman's "Areas for Analysis" memorandﬁm arﬁ a membership
list of the Staff Committee. A review of the November 8, 1974 presenta-
tion of the Citizens Budget Commission to the Mayor's Council of
Economic and Business Advisors was included in this package as was a
copy of the Mayor's recently issued statement with regard to the
budget gap for fiscal year 1976. 2/

. * . * *
In a Citibank memorandum concerning New York C_ity's financial

difficulties, 3/ it was reported that, over a 5 year period, a persistent

pattern of overestimates of budget revenues had developed, particularly

Y Id.

2/ letter, David Grossman to Members of the Budget Cammittee,
.FCLG, February 20, 1975.

3/ . Friedgut Ex. 2.
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as to the sales tax, OTB revenues and business tax collections. In fiscal
© 1973-74 the budget had been balance by some $300 million of borrowed funds,
in part through RAN issuances and from a waiver of a legally-required City
payment to its Stabilization Reserve Fund. The memorandum stated: "In the
long run, the City's tax base should expand only modéstly."»The memoranduﬁ
noted that:

The City has exhausted a significant portion of its potential
financial flexibility. One example is the "Tax Appropriation

and General Fund Stabilization Fund," commonly referred to as

the "Rainy-Day Fund," which is supposed to be financed by annual
appropriations of roughly one half of one per cent of the Expense
Budget. In the best of circumstances, the maximum funded level
provided for — roughly $500 million, today — probably is inade-
quate as a source of meeting budget gaps. However, even this
buffer is now gone — the consequence of seven years during which
the requirement for replenishment has been waived as one means of
closed Expense Budget gaps.

A second potential means of filling these gaps is through long-
term borrowing. The State constitution limits such borrowing to
financing items with long-term durability and usefulness. Techni-
cally, this excludes long-term borrowing as a way of meeting Expense
Budget shortfalls. The City has not directly circumvented this
constraint. However, it has secured a stretching of definitions.
This includes outlays for such items as textbooks and vocational
training. This device has allowed a shifting of some $700 million
of current expenses to the capital accounts in fiscal 1975. This
increases future debt-service charges and reduces the City's ability
to finance genuine capital projects.

A principal device to meet shortfalls in recent years is short-term
borrowing in anticipation of Federal and state aid funds and borrowing
in anticipation of future tax receipts.

* * * *

The issuance of debt for reasons other than capital projects puts
the City in an increasingly vulnerable position. This type of debt
forces the City to enter the capital markets repeatedly and regard-
less of market conditions, for funds which are required immediately.
Additionally, this type of debt is used to make immediate current
outlays based on future revenue inflows. The City's future is being
mortgaged off. i



-100-
The memorandum restated the Mayor's estimate of a $900 million
gap for fiscal 1976 and concluded by stating:

The Mayor is opening a new round of an old game - projecting a
substantial -gap in the forthcoming budget. As this game is usually
Pplayed, the City Administration forecasts conservative increases in
‘revenues and liberal growth in expenditures. This strategy is
designed to improve the City's case for new state and federal aid
;and for higher taxes, as well as to prepare the public for a lower
level of public services than many people are demanding. It also
helps to scale down demands of program administrators and mumnicipal
unions. Thus, none of the Mayor's 1976 numbers should be taken too

seriously at this point. They are the opening notes of the 1976
budget waltz. 1/

* * *

Members of the Economic Develdpmént Cohncil, George Champion, Walter
Wriston, Richard Shinn, and Robert Hatfield, met with Mayor Beame to discuss
the City's financial crisis-. Wriston subsequently told Jac Friedgut, a Citibank
Vice. President, vwho in turn reported to William Spencer that; at the meeting,
the Mayor was told that "today was the day that the money ran out.” 2/ Friedgut
also reported to' Spencer that, at the same meeting, the Mayor was told that the
City's adoptior; of a five year plan was "absolutely essential." 3/ Mr. Champion
suggested that the City put managers in place, give them authority anci make
them accountable. The Mayor said he wished to discuss the matter further. 4/

FRIDAY, FEBRUARY 21, 1975

A New York Post article reported that the City Council was exvected to
approve a bill permitting the City's sinking funds to acquire $200 million in
City securities from the municipal employee's pension funds. The pension funds
would then add $45 million in cash to the $200 million and purchase newly

issued City securities. The article stated that this money was needed by the

1/ Friedgut Ex. 2.
2/ .Friedgut Ex. 1; Friedgut at 42.
3/ Friedgut Ex. 1; Friedgut at 43.

4/ Memorandum, William G. Herbster to Walter B. Wriston, February
20, 197s5.
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\
City to meet its payroll the followirg week. 1/

\\ * * * i
NS -

Comptroller Gold].n testlfled before the Clty Coungll Leglslatlon Committee
in squott of an amendment to t-he City Charter which would permit the City's sinking
funds to purchase City securltles at par. Goldin told the Committee that he and
the Mayor had conferred on the matter of using sinking fund assets to ourchase
-new offerings of City securities and that the Mayor hed originally proposed the
City Charter amendment when the Mayor was Comptrolter. Goldin asserted that in |
purchasing City securities for the sinking funds he woula meet his "fiduciary-
reeponsibilities" to the -sinking funds and at the same time save money for the
City.2/ (Ten days before Goldln S testimony, William Scott, Third Deputy Comotroller,
directed John Reilly, Principal Investment Officer (Bonds), to sell $200 million of

BANS from the City's pension £funds to the Clty S sinking funds.) 3/

MONDAY, FEBRUARY 24, 1975

The clearing house banks negoti*ated a "br'idge loan" of $170 million
with.the City in the form of RANS at a 6.5% rate of interest. 4/ 'The
clearmg house banks,. acting as a syndlcate, sustained a loss in connection
with the transaction. 5/ These RANS were dated E‘ebfuary 24, 1975 to mature
on February 28, 1975 but were called by the City on f‘ebruary 25, 1975. &/

A legal opinion as to the validity of ‘the notes was issued by Wood Dawson. 7/

1/ New York Post, "City Needs Payroll Cash," February 21', 1975.

74 Statement of Camptroller. Harrison.J. Goldin- to the City Council State
Legislation Committee, February 21, 1975.

74 Memorandum, William Scott to John Reilly, February 11, 1975.

4/ - Letter, Abraham D. Beane and Harnson J. Goldin to Chase Manhattan Bank
et al., undated.

=74 Letter, Anthony J. Botti to Joseph Isolano, December 5, 1975.
6/ letter, Anthony J. Rotti to Joseph Isolanc, October 14, 1975.

1/ Letter, Wood Pawson to Chase Manhattan Bank et al., February 24, 1975.
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By memorandum dated Febr._'uary 20, 1975, william G. Berbster of
Citibank advised Walter B. Wriston, Chairman of Citibank, of the points
which should be made to the Mayor at the meeting on February 24, 1975 of the
Council of Business and Economic Advisers. 1/ Herbster stated that the Mayor
should be to-l_d that the "market is trying to tell the city something," and
that the recent more favorable rates of interest had been a reflection of
coﬁfidence brought about by the formation of the FCLG, the lessening of the‘
public debate between Goldin and Beare and the beginning of efforts by the
City to cut costs. The memorandum also stated that the high rates of interest

for City securities reflected the deficit for fiscal 1976, the absence of

a strong move towards economies, and the potential effect of possible increased

taxes on the tax base and revenues. ‘

The memorandum suggested_ that Mayor Beame be advised to reduce
the budget gap to nil over a 3 to 5 year period, to bring in the "best"
p-eople in key management positions, to reduce significantly the amount
of expense items in the capital budget, and to create a "Hoover Commission"
for City government. It was additionally recommended that t;.he' membérs
of the Council advise the Mayor to:

(1) reduce the number of City workers;

(2) increase productivity;

(3) institute certain service cutbacks, such as the elimination
of costly unproductive training programs;

(4) institute certain changes to bring these charges closer
to the actual cost of the services, e.g. increase the
subway fare; and '

(5) make major reductions in capital expenditures which mandate
future operating costs e.g. the CUNY building program. 2/

1/ Memorandum, William G. Herbster to Walter B. Wriston, February 24,
1975.

Y 1.
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‘TUESDAY, FEBRUARY 25, 1975

The Daily News, The Daily ‘Bond Buyer and The New York Times

reported an address given by Comptroller:Goldin to the Queens Chamber
of Commerce on Monday, February 24. The articles stated that Goldin
warned against relying on massive new Federal and State aid to fill an
$880 million gap:-which the Mayor expected in the 1975-76 expense
budget. 1/ The Comptroller was quoted as saying: ' '
We-cannot continue to depend on massive Pederal and State
assistance to erase next year's deficit, when all indicators
" point clearly toward-something: considerable [sic] less. We

must get on with the task of -effecting the stringent economies
in operation which are as essential as they are painful. 4

* * *

In preparation:for a luncheon meeting with Mr. Beame, Jac Friedgut
of Citibank prepared a "crib sheet" for use by Mr. William Spencer,
- President of Citibank. Mr. Friedgut pointed out the growth of the
City's expense budget in the past 15 yeérs, showing -that City.ex—
penditures for social .services had increased nine~fold in this period
while the total budget had increased five-fold. The cost of education
was.. said to have increased six-fold despite a decrease in public
-school. enrollment. The growth in debt service was due, to some extent,
to interest and amortization payments on a steadily risina list of 7

operating expenses in the capital budget. 3

1/ .Daily News, February 25, 1975,.p. 26; The New York Times, February 25, 1975,
P. 39; The Daily Bond Buyer, February 25, 1975, p. 23.

2/ The Daily Bond Buyer, p. 23.

3/ Friedgut Ex. 4. (Memorandum, Jac Friedgut to William Spencer, February 25,
1975).
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The conclusion drawn in the memorandum was that a tough program
of holding down expenditures was a necessity for the City. Five
immediate and specific suggestions included in this document were:

(1) an intensive review of all City programs and a cutback
in low priority items;

(2) a freeze on jobs;

(3) a joint effort by the City and the business community
to convince the Federal and State governments to
assume more of the expense burden;

(4) an increase in productivity; and

(5) a reduction of debt and an immediate termination of the
issuance of debt for operating.expenses.

Mr. Friedgut concluded:

These proposals will, not surprisingly, be unpopular with the
Mayor. He will complain that he has no authority over such
leviathans as the municipal unions, the Board of Education,

the hospitals corporation, and other quasi-independent agencies.
Such a defense is both true and not true. If the situation is
critical enough (which it is) and if the Mayor is tough enough
(which he might be) many things can be done even if they are
technically not possible. The time is now. 1/

The Staff Committee of the FCLG met at Chase. The agenda for the
meeting indicated, among other items, that the following matters would

be discussed: (1) a report on the status of policy guidelines for the

Committee; (2) the City budget gap for fiscal 1976, including the probable

timing of the budget cycle, a'preliminary estimate of the budget, and
the nature and difficulty of the budget problem; and (3) possible work

projects for the Committee, 'including the market outlook for municipal
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debt in general and City debt in particular. L/

At the meeting, the discussion concerned, amonf; other things, the
.fiscal problems of the City, the preparation of an _official statement and
érospeétus, the general mumicipal debt .issue and the fact that there were
a large number of City short term securities in the market. 2/ The judgment
of the Committee was that the City's expense budget for 1975-76 might
be $12.9 billion. 3/ In a memorandum from Friedgut of Citibank to Spencer,
.the former reported that it was the feeling of various merﬁbers of the
Committee that: "the Mayor's emphasis on presenting the 1975-76 budget
gap rather' than the actual dimensions of the budget it.self, shows that
he wanted to get people thinking.about how to close the gap rather than

' the more basic issue of why the City insists on living beyond its means." 4/
Frank Schott of Equitable, Karen Gerard of Chase and Friedgut insisted

that the real issue was Vthe need for the City to reduce expenditures.

Mr. Grossman did not disagree but felt that such an issue was the

province of- the policy level ¢ommittee of the FCLG. Friedgut ended his
memorandum on the meeting by stating that the staff committee and the

CBC‘ should work in concert "to prepare a unified analysis which would

1/ Memorandum entitled Tenative Agenda . for Staff Committee, February 25, 1975.
2/ - Solari at 29; D. Grossman at 55, 57.
3/ Friedgut Ex. 3.

4 1. -
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clearly demonstrate the absolute inviability of the City if it continued

on its present course.” 1/

* . * *

"

BANS in the amount of $248,980,000 were purchased by New Yofkvcity
pension funds at a raﬁe of 6.455%. 2/ Emergency legislation, passed
the previous day, permitted certain City sinking funds to purchase
$200 million in outstanding City obligations from the pension funds,
thereby providing the money necessary to purchase the BANS. Prior to
passage of the legislation, Secﬁion 275(b) of the Local Finance Law
precluded such a purchase by the sinking funds if sinking fund obliga-
ions were available at a price below par. With respect to the Transit
Unification Sinking Fund, Wood Dawson advised the City that the reguire-
rent that the fund not purchase City obliga;ions when transit unification
obligations were available at less than par, was a part of the contract
with holders of the obligations and the change in the legislation would
not affect this covenant. 3/

}

1/ Ia.

2/ As noted above at p. 101, the bridge loan of $170 million made by the
banks on February 24, 1975 was repaid on February 25, 1975.

3/ As noted in the section of this report'entitled "Role of Bond Counsel"
at p.23, of approximately 100 City bond .offerings since the 1930's,
wood Dawson has acted as bond counsel with respect to all but two or
three. ’
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WEDNESDAY, FEBRUARY 26, 1975

David Grossman mailed an updated copy of a memorandum entitled “Areas
for Analysis" to Ellmore Patterson stating that it represented a reasonable
work program for the Staff Committee of the FCLG to undertake. 1/

: * * . *

The Daily News printed an editorial entitled "Fiscal Folderol"
concerning passage of the emergency law permitting the purchase of
City securities by the City's sinking funds. The editorial sStated:

This is just the latest in a series of financial gimmicks City

Hall has concocted to plug the deficits Created by its inability

to curb spending.

We have reached the sad state where the municipal administration

is reduced to budget-making based on wishful thinking - looking

to Washington and Albany for a $900 million aid windfall.

Comptroller Harrison Goldin warns that those expectations are

pure pipe dreams, and urges that the City awake to the reality

that drastic expense cutbacks are required.

That may be the most painful answer, but in the long run it is

the only one that will enable New York to haul itself out of the

hole the politicians have dug for us. 2/

Bankers Trust representatives informed members of their syndicate that
Wwhite & Case, bond counsel, had discovered a problem with regard to the

February 19 sale of $260 million of TANS which was to have had a

closing date of February 28. 3/ The February 19 sale had been

1/ HMemorandum entitled "Areas for Analysis," February 26, 1975.
2/ Daily News, February 26, 1975, p. 41.

3/ Eide Ex. 3



-108-

to two syndicates, one headed by Chase and one by Bankers Trust.
Chase had retained the law firm of Wood Dawson as bond counsel while
Bankei:s Trust had retained White & Case to act in that capa.city. pv4
This was the first City underwriting in which White & Case had been
engaged as bond counsel. 2/
\Th‘e members of the managerial level of the Bankers Trust éyndicate

were told by Bankers Trust that, based on figures provided to White &

Case by-an "'accountant -from NYC,'“ it appeared that the City ‘had
exceeded its debt limit for TANS by approximately $112 million. 3/.
The managers were further informed that White & Case was not willing
to give a clean legal opinion for the issue at that time, but that several
possible solutions were being discussed, including the possibility of the
City buying back $112 million worth of notes from the Street. 4/ The problem
was that White & Case had been offered documentation as to the outstanding
real estate taxes as of January 30, 1975, but the firm desirea more current

figures. 5/

1/ Altman at 88.
2/ Epley at 2\4.
3/ Eide Ex. 3.
4/ Eide Ex. 3.

5/ Epley at 115-16.
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Lawyers from Wood Dawson met with lawyers from Whité & Case
at.the office of Wood Dawson. During at least part.of this meeting,
City officials from the Office of the Comptroller were present. _l_/ )

.The problem with which White & Case was concerned was discussed. 2/

1/ love at 199.

2/ Love at 197-200.
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THURSDAY, FEBRUARY 27, 1975

On February 27th, a meeting of the Bankers Trust syndicate occurred.
In attendahce were representatives from Bankers Trust, Chémical, Morgan,
Merrill Lynch, Bank of America and Salomon Bros. Marion J. Epley of
White & Case was also present. 1/ Epley reported the problems encountered
in trying to issge a clean legal opinion for the February 19 TANS offering.
The first set of figures provided by the City through Sol .Lewis, the CitY‘s
Chief Aécountant, indicated that the City did not have receivables to cover
$112 million of the proposed TANS and would be exceeding its debt limit. 2/
On this day, however, the Comptroller's office provided Bankers Trust
with a second set of figures which indicated that there were sufficient
revenues to support the TANS and that the previous figures were not autho-
rized. 3/ Advised of this information, White & Case informed the syndicate
that they were willing to issue a clean legal opinion if the City would
(1) certify the accuracy of the second set of figures and (2) establish
two closings with the Bankers Trust syndicate closing first. 4/ (The latter

requirement related to the fact that the Bankers Trust syndicate had pur-

' chased $100 million of the $260 million TANS offering. Since coverage of

only $112 million of the offering was then in doubt, there appeared to be

1/ Sanford at 45-50; Eide Ex. 2.
2/ Eide Ex. 2; Eide Ex. 3; Sanford at 49-50.
3/ Eide Ex. 3.

Y 1
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sufficient receivables to cover the Bankers Tfust portion of the offering,
provided they received the first $100 million;of TANS and closed before the
Chase syndicate.) 1/ .

During this period of time, Mr. Sabatine advised Mr. Epley that Wood
‘Dawson would issue a clean opinion with respect to the TANS offering based
‘on information current as of January 30. 2/ Indeed, Sabatine took the posi-
tion that Wood Dawson affirmatively did not want any .information more cur-—
rent than January 30. Fﬁfther, according to a memorandum written by Epley
summariziﬁg a telephone conversation later on February 27 with Mr. Sabatine,v
the latter observed that:

~

(1) In municipal financings, everything is always " 'OK
unless you ask questions.'"

(2) Failures to analyze statutes or obtain documenta-
tlon are not significant in municipal financings since there,~
"generally plenty of fat all over the place." 3/ :
The Bankers Trust syndicate held a second meeting later on the after-
noon of February 27 to bring the joint managers up to date on White & Case's

progress in seeking to obtain more-current information on the amount of out-

standing real estate taxes. 4/ In response to questions from.White & Case,

1/ Eide Ex. 2 and 3.
2/ Epley at 116.
.3/ Memorandum, White & Case, February 28, 1975 ("Epley Memorandum”).

4/ Sanford at 49-54.
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by the Bankers Trust syndicate was within the legal 1imit§u Mr. Goldin also
indicated that he would send a copy of the letter to Wboé Dawson, counsel to
the Chase note syndicate. A representative of Wood Dawson told Mr. Epley
thaﬁ if Wood Dawson were to receive such-é "cold comfort" letter, they would
bé unable to issue a clean legal opinion. In the absence of such. a letter,
they would issue a clean legal opinion based on their interpretation of the
Local Finance Law and the'practice for several years of accepting figures
that were séveral weeks old. 1/

Charles Sanford of Bankers Trust chaired the syndicate meeting and
polled the syndicate members as to whether tﬁey wished to use White & Case or
Wood Dawson as bond counsel. The syndicate members voted to continue with
White & Case. The syndicate members also instructed Mr. Sanford to inform
the Chase syndicate that at this time, the Bankers Trust syndicate would
not proceed to accept delivery of the ﬁotes. 2/ Mr. Sanfofd then contacted
Thomas Labrecque of Chase who was chairing the Chase syndicate meeting and
advised him of the Bankers Trust syndicate decision. Sanford also contacted
Comptroller Goldin and relayed the same information to him. Goldin asked
Sanford and Labrecque to come to a meeting at the Comptroller's office at

9:30 that evening. 3/

1/ Eide Ex. 2.
2/ E‘ N

3/ 1I1d., Epley Memorandum at 5.
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A log of the Comptroller's incoming telephone calls indicates that
Mr. Goldin spoke with Mr. Sanford at 3:15, 3:40, 5:25 and 6:25, and with
Mr. Labrecque at 6:40. 1/ ' ‘ )

Mr. Sanford went to the meeting that evening with the Comptroller
with the impression that the meeting would be on an informal basis with
few people present. 2/ Instead, in addition to Goldin, W. Bernard Richland
(the City's Corporation Counsel), James Greilsheimer (Chief Litigating
Attorney of the Corporation Counsel's office), William Wood (counsel to
the Ccmptroller),.Sidney"Scher, William Scott, Soi Lewis, and several
others from the Comptroller's office were present. 1In addition, Steven
O'Grady of Bankers Téust, John ﬁevim of Chase, and Leroy Love of Wood
Dawson were m attendance. 3/ -

The meeting began with Goldin stating that the City was prepared
to go forward with the offering. Epley responded by saying that baSed
on figures provided by Sol Lewis, and his firm's reading of the statute
(Section 24 of the Local Finance Law which relates to the requirement
of a sufficient amount of tax receivables) "in order to render a clean
legal opinion, it would be necessary to obtain reasonable satisfaction
as to the amount of tax collections subsequent to January 30." 4/

The, Comptroller aﬁswered that he could only certify figures

1/ Comptroller's Telephone Log, February 27, 1975.
2/ Sanford at 60. »

3/ love at 208; Epley at 92; Léwis at 132-33; Epley Memorandum at 5.

4/ Epley Memorandum at 6.
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that were available: rather than estimates, but that the books .of the City
were open to examination by White & Case; 1/ The main question, according.
to Epley, was whether there were.sufficient uncollected taxes to cover this
issue of $260 million of TANS. 2/ Leo Sabatine suggested that White & Case
examine the J-73's (the daily postings of tax receipts); Goldin and Sol’
Lewis stated that this information was highly unreliable, and Lewis said
that he did not know how current the information was. Goldin stated

that hg/weuia’gggempt to learn the current status of the postings. 3/

The Comptroller and the City Corporation Counsel stated that this
request for more currgnt information by White & Case was unprecedented. 4/
In response, concern was expressed that, in view of the recent default
of the Urban Development Corporation (*UDC") on its debt securities, under-

writers should be reviewing new and different types of information than

had been—g£gy;ousiy requested. 5/ // -

o - s

The Corporation Counsel, Mr. Richland,vstated that this request"5§/
White & Case represented a'change in procedure ana there was a possibility

of suit by the City against'thevunderwriters for breach of contract if they
should refuse to go through with the'sale. 6/ Mr. Epley responded that the

firm was hesitant to provide a clean legal opinion absent reasonable

1/ Goldin at 55, 60-61, 111-12; Lewis at 132; Eide Ex, 2.
2/ Epley Memorandum.

3/ I4. at 7-8.

4/ 1Id. at 8.

5/ Goidin (August 28, 1976) at.58.

6/ Sanford at 60-61; Epley Memorandum at 6.

e
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satisfaction as to the amount of tax collections which would occur after
January 30. 1/ If the data provided by the City would adequately answer
the question posed by this requirement, White & Case would issue tﬁeir
opinion. 2/ .

A recess was called at 11:20 P.M. after which the meeting continued.
It was agreed that at 9:00 the following morning, representatives of White
& Case would go to the Comptroller's office to examine the J-73's. ¥

During the day, there were also several co_nversations between represen~
tatives of the firms of White & Case and Wood Dawson concerning the problem
of issuing a clean legal opinion for the notes purchased by the Bankers
Trust syndicate. 4/ \

* . * - * \*\
The Comptroller_ announced in a pres$ release that the City would sell\'\

two issues of BANS, totaling $537,2_70;000, on Thursday, March 6, 1975. 5/

FRIDAY, FEBRUARY 28, 1975
The next morning, representatives from White & Case went to the Comp-

troller's office to examine the J-73 forms. After some delay, J-73's were

1/ Epley Memorandum at 6.
2/ 1d. at 7.

3/ Eide Ex. 2.

& Epley Memorandum.

5/ News Release, Office of the Comptroller, 75-22, February 27, 1975.
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shown to the representatives and they proceeded to examine the available
records. 1/

The Bankers‘Trust syndicate assembled in the early morning and dis~
cussed the events of the prior evening. Mr. Epley related to the syndicate
the difficulties in acquiring the reguested informatién at the COmptroller'sv
office. He stated that theﬁcity w;s now prepared to certify figures as of
February 6, 1975, but this was still not sufficiently current. White &

Case was said to have decided not to issue their legal opinion because they
were unable to state that, according to City doc?ments, there were adequate
uncollected taxes to cover the issuance of these TANS. 2/

It was unclear what course of éction would be taken by the Chase syndi-
cate. 3/ The Bapkers Trust syndicate agreed not to accept delivery of the
notes based on the lack of a legal opinion‘by White & Case and then dis-
cussed how to handle this decision when it was made public. It was agreed
that a statement would be made only in reaction to statements by the City.
If the City pér$isted in the charge ﬁhat the syndicate breached a legal
contract, the syndicate would respond by stating that the City was unable
to demonstrate that the notés did not exceed legal limits for this type of
borrowing. 4/ Charles Sanford of Bankers Trust telephoned the Comptroller

and iInformed him that the syndicate would not take delivery of the notes.

1/ Lewis at 139-40.

2/ Id.; Eide Ex. 2.
3/ Labrecque at 206.

4/ Eide Ex. 2.
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Similarly, the Chase syndicate advised the Comptroller that they, too,
would not dccept delivery of the notes. i/
* * *

In the interim, the Comptroller, through a spokesman, issued a press
release stating:

Contrary to inaccurate reports which have been circulated,

there is no question concerning the sufficiency of City tax

revenues to meet all obligations including the February 19th

offering. The certainty of repayment is in no way an issue
in the deliberations now taking place.. 2/

* * *

During conversations between Sanford , Labrecque, Goldin and other City
officials, it was discussed that if the $260 million TANS offering did not go
through, the City would require an alternative source of cash. 3/ The City
and the clearing house banks agreed thét the banks, acting as a syndicate,
would purc'hase $140 million of RANS, dated March 4 and ma'turing on March 20,
1975, as a bridge loan. &y

. *° * *

The log of the Comptroller's incoming telephone calls indicates that at
9:30 A.M,, the Comptroller spoke with Hr. Labrecque of Chase and with Mr.
Sanford of Bankers Trust. Mr. Sanford also spoke to lV'r Goldin at 10:15 a,M,
and 1:25, 1:45 and 5:45 P.M. Mr. Labrecque spoke to Mr. Goldin at 1:40 and

5:35 P.M.; 5/

1/ E._; Labrecque at 206.

2/ News Release, Office of Canptroller, 75-23, February 28, 1975.
3/ Labrecque at 207-08; Eide Ex. 2.

4/ Eide Ex. 2.

§/ Comptroller's Telephone Log, February 28, 1975
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The Camptroller published Notices of Sale with respecf to two. issues of
BANS i:otaling $537.27 millicn. 1/ The Notices of Sale contained the follow-
ing language: ‘

Notes will be general obligations of The City, all the taxable
real property within which will be subject to the levy of ad
valorem taxes to pay the said Notes and the interest thereon,
without limitation as .to rate or amount. Payment of debt
service shall be the first lien on all The City's revenues.
The State Constitution requires The City to pledge its faith
and credit for the payment of the Principal of the Notes and
the interest thereon. '

SATURDAY, MARCH 1, 1975

Articles appeared in The-New York Times, the New York Post, and the

Daily News, among other newspapers, concerning the cancellation of the sale
of $260 million in TANS. In the Times article, Comptroller Goldin was quoted
as sayirg that the cancellation came about'because of "a sudden demand by
the underwriters, unprecedented in the history of the city, Vfor dafa that
could not physically be compiled, checked and vefified in the short timé'
a\llailable.“ Repr_esentatives of Chase and Bankers Trust were quofed as stating.
that the cancellatbion-was the result of the City's failure to demonstrate
that the contemplated borrowing was within its borrowing limits. The
Comptroller estimated thét, through January 31, 1975, $409 million in real
estate taxes were uncollected. In the same article, Finance Administrator
Ivan Irizarryl was reported as stating that most 61:‘ that money [$409 willion}
was from past fiscal years and that current uncollected real estate taxes
were only about $60 million. The article quoted the Comptroller as stating:

» It is completely inéccufate to report or imply that there's '

any question concerning the sufficiency of tax revenues to

meet all obligations, including the notes which are the sub-
ject of today's report [February 28]. 2/

1/ Notices of Sale, with respect to $387,270,000 and $150,000,000 of Bond
Anticipation Notes, February 28, 1975. .

2/ The New York Times, March 1, 1975, p. 29.
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In the Post article, Mayor Beame and Comptrdller Goldin were reported to
have stated that the City had no immediate cash problems and that future con-—
templated borrowings would be more than sufficient to meeg New York's obliga-
tions on its upcoming March 14 peyroll._;/ The Daily News article reported
that the offering was cancelled by Goldin after Baﬁkers Trust had refused to
téke delivery of the notes and that Chase.had taken no action before Goldin
cancelled the entire sale. 2/

SUNDAY, MARCH 2, 1975

A Sunday New York Times article, entitled "Fiscal Adversity Makes Beame
and Goldin Strange Bedfellows," reported that Comptroller Gdldin had revised
his budget deficit figure for 1974-75 twice since his December estimate, but
the Comptroller had refused to make his latest estimate public in an attempt
to avoid a confrontation with Mayor Beame. The cooperation between the
Mayor and the Comptroller was described as resulting from the deteriorating
fiscal foundation of the City and their view of the banks as the common a&vér—
sary because the banks had extracted high interest rates from the City and
challenged the soundness of the City's notes. 3/

MONDAY, MARCH 3, 1975

The Daily Bond Buyer printed an article on the TANS cancellation which

began:

1/ New York Pbét, March 1, 1975, pp. 3, 10.
2/ Daily News, March 1, 1975, pP. 5.
3/ The New York Times, March 2, 1975.
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Respoﬁding to reports that New York City may have exceeded ité
borrowing limit for tax anticipation notes when it sold $260
million tax anticipation notes on February 19, Comptroller
Harrison J. Goldin late Friday announced that the sale has
been qancelled. 1/ .
Mr. Goidin was reported to have stated that the sale was cancelled because
of a sudden unprecedented>request for information which could not be col-
lected before Friday's-settlénent date. The article stated that the under-
writers had requested the amount of reql estate taxes collected for February
as well as the amount of such taxes dug;but uncollected. The aborted TANS
offering wés described as being a replacement for an offering of a similar
amount of notes of the SRC that was to have taken place on February 13 but
thch had been postponed. 2/
* * . *
Moody's revokéd its rating on the aborted TANS iséue. 3/
* . * *

’ Jean Rousseau of Merrill Lynch addressed a memorandum to Roger Birk,
President of Merrill Lynch, concerning the City's short-term financiﬁgs.
Rousseau reéorted that the sale of $260 million of SRC notes bad been pre-
vented by a lawsuit in early February. He said that the City then obtained
legislation permitting its sinking funds to buy outstanding City notes from
the City's pension funds and that the pension funds subsequently purchased

a new issue of City notes, which replaced the cancelled SRC offering.

Rousseau also reported that the closing on the $260 million TANS offering of

1/ The Daily Bond Buyer, March 3, 1975, p. 1.’

2/ 1d.
3/ Moody's Municipal Credit Report, March 3, 1975.
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February had been cancelled because the City had only $i40 million in uncol-
lected taxes, net of $800 million TANS outétanding and,'thgrefore, could
not issue TANS in excess of that amount. According to Rousseau, the City
was said to be planning to sell $536 million of BANS in early March, for
which there would be only one b;d; Merrill Lynch was to participate to
the extent of $35 million of the issue. 1/
* ) x *
jac Friedgut, 2/ in a memorandum to William Spencer entitled “The City
~ Budget.Mess," noted:
The basic problem, in pléin English, is that the City’s expen-
ditures chronically rise more rapidly than its income, and
the deficit has been financed by a combination of long-term
borrowing (behind the fiction that specified current expendi-
tures can justifiably be put in the capital budget) and short-
- term borrowing against subseguent income to close budgetary
gaps. :
The current year (1974-75) deficit was said to be about $200 million and the
déficit‘for 1975-76 was es;imated‘at $884 million. Friedgut asserted that the
size of the City's deficit increases yearly and a growing percentage of in-
come aniicipatéd during each forthcoming year must be applied to pay off the
~ borrowings from the preceding year. Thus, he stated, since the public sees a
technically balanced budget each year end, the Cityfs fiscal erosion is not
understood by the taxpéyers and voters. According to the memorandum, there
existed a "floating temporary debt® of $5 billion and a long-term
debt of $8 billion which placed a heévy demand on the obligation

-

markets and caused "staggering" increases in the debt service portion

1/ Memorandum, Jean Rousseau to Roger Birk, March 3, 1975.

2/ Mr. Friedgut was a vice president of Citibank.
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of the expense budget, and that, in the current year alone, debt service
had risen 26% to $1.435 billion. 1/

Friedgut stated that the City needed an assured sup?ly of short-term
credit at reasonable cost to finance the 1976 deficit, to slow the growth
of expenditures and-to reduce anticipatory borrowing. In return for such
an undertaking by the financial community, the City would be required to
reduce its expenditures, end the financing of expense items through the
capital budget, and "undertake a solemn obligation to desist from any fur-—
ther quasi-legal  procedures such a overeétimates of revenues, underestimates
of expenditures, advance collection of revenues, changing accounting prac-
tices in midstream, etc.” Friedgut also recommended that the City impose
a freeze on its total labor costs.

In conclusion, Friedgut stated:

The UDC crisis and the well publicized cash problems of the MTA

have now given rise to fears that the City might be next. Legal

litanies citing constitutional protection for the City's credi-

tors are not enough, ‘as shown by the qguestions raised about the
validity of recent anticipatory borrowing.  Imediate action on

_a new. City-bankers agreement is needed to change the City's

fiscal outlook. 2/ -

David Grossman mailed to the Staff Committee of the FCIG a corrected
copy of the preliminary budget estimate discussed in the preceding meeting
of the group. He also included a copy of a paper on the City's fiscal prob-

lems, prepared by Grossman, which was being distributed by Ellmore Patterson

to the policy committee of the FCLG.

1/ Friedgut Ex. 6.

Y .
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The revised preliminary budget estimate indicated that the City's bug-
get gap for 1975~76 would be $884 million. 1/ The paper pPrepared by Gross-
man noted that the City's budget had grown rapidly over the last 10 years
and this growth had been only partially balanced by a growth of revenues. 2/
The expanding gap between revenues and expendltures had been br1dged by
short and long-term borrowing. The City was also said to have developed

. agencies such as the Educational Construction Fund ("ECF"),_ the Housing
Development Corporation ("HDC"), the SRC and the Transit Constzjuction Fund
("ICF"), to issue "off-budget" debt not subject_to the City's constitutional _
debt limité. The rapid increase in the level of City debt had placed much
Pressure on the markets for tax exempt debt and it appeared that the City
would require additional borrowing for the current and succeeding yearé. vV

;\’- * *

A series of notes, memoranda, drafts and other documents prepared by
the Comptroller s Office advocated dealing with the problems presented
during the pendency of the Wein litigation by taking the position that, if
all the indebtedness incurred by public beneflt corporations (off balance
sheet financing entities such as the ECF, HDC, SRC, and TCF) was added to
the long~term debt of the City, the City would still be within its conéti—

tutional debt limits. 4/

Memorandum, ‘David Grossman to Staff Committee FCLG, March 3 , 1975,
with attachments. :

Id.

e

'Q'Q'& '<_

Comptroller's Office Memoranda, March 3, 1975, with attachments.
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In a-draft letter dated March 2, 1975 to-be signed by the Mayor and
“the Comptroller and sent to. the heads of public Benefit corporations, the
bfollowing language “appeared: '

As you may know, the City and its undersigned Mayor and
Comptroller are now defendants in the case of Wein v.
The City.of New York, et al., in which the plaintiff
alleges that the City's debt limit-has been exceeded by
virtue of sales of City obligations during.last February,
and in which the plaintiff demands that the City be -
enjoined from selling bonds in excess of its debt limit —
. despite the fact that the City's borrowing margin within
_its.debt limits was roughly.$1.76 billion after all such
February sales. |

The -underwriters .of the.City's bonds.(and bond -anticipation
notes, which are also chargeable against the City's debt
1imit)-have advised.us, through their counsel, that the
City will be required: to.furnish them with -certifications
- .regarding all public benefit corporations with obligations
voutstanding or authorized to be issued for City-related
purposes, where the City 'is by statute or agreement made
-responsible for debt service on such obligations. The
purpose of.such certifications — which must be furnished
at the closing of each sale by the City of its bonds (or
bond anticipation notes) during the pendency of the Wein
case — is to show that even.if all'such obligations were
treated as City debt, the City would nionetheless have
sufficient debt-incurring capacity to issue its bonds (or
:bond anticipation notes). 1/ .

TUESDAY, MARCH 4, 1975

A meeting of the Comptroller's Technical Debt Advisory Committee
("CTDA Committee") commenced at 8:00 A.M. in the Comptroller's
office. Mr. Goldin, Dr. Scher, Mr. Scott, Mr. Lewis and others

represented- the Comptroller's office. Gedale Horowitz, Richard

1/ 1.
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Kezer, Zane Klein, Thomas Labrecque, Richard Nye, Frank Smeal and James
Trees also attended. 1/ . '

The Comptroller requested, in connection with the pending BANS sale,
that any requests by bond counsel for special or " 'never-before-requested'”
information be made sufficiently in advance of closing to enable the City
to’supply the ‘information. Mr. Horowitz requested a financing schedule
for the remainder of the fiscal year and the Comptroller responded that
théna;iiﬁchaﬁqé coﬁéemplated was the addition of an interim bridge loan,
in the form of $140 million in RANS, to be offered to the clearing house
banks Qh March 5. A permanent replacement for the cancelled SRC offering
had not yet been developed. Mr. Kezer and Mr. Horowitz pointed out that,
because of the UDC bond anticipation note problems, the City might
encounter difficulties with its BANS offering the following Thursday.

Mr. Labrecque stated that he would talk with bond counsel, who wanted
to ensure City compliance with the laws pertaining to City borrowings.
Mr. Kezer inquired why the $140 million bridge loan was in the form of
a sale of RANS rather than TANS; Mr. Goldin replied that this was done
to avoid the problems encountered with the $260 million TANS sale.
The Comptroller ended the meeting by stating that, as a matter of
prudence, he would confer later in the day with prospective syndicate
managers on any possible problems that might arise with regard to the

upcoming BANS sale. 2/

1/ Minutes of CTDA Committee, March 4, 1975.

2 14.
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* . * - *

A Chase Manhattan syndicate pricing sheet on the negotiated $140
million RANS sale, purchased by ten New York City banks headed by Chase,
réported that the maturity date of the offering was March 20, 1975, the
notes were not reoffered, and the syndicéte account closed out at a loss
of $6,717.40. This amount répresented the fee for legal services but did
not take into account the interest that the purchasers woulé receive on

the RANS. 1/

* * *
\
\

Comptrdller Goldin, addressing a luncheon meeting of the New York
Financial‘Writeq§' Association, explained the cancellation of the $260
million TANS offéring stating that the underwriters at the last moment had-
requested info;mgtion never before required in connection with such an
offering. According to Goldin, this data could not be physically gathered
within the time demanded and, as a result, the sale was cancelled. 2/

~ The Comptrollervasserted that City obligations "'are not now and never
have been'a credit or security risk.'" Moreover, the City, according to
the Compfroller, was beginning to take the difficult and painful steps

necessary to overcome its fiscal problems. The acid test for the City

1/ Chase Manhattan Syndicate Pricing Sheet, March 4, 1975.

2/ The Daily Bond Buyer, March 5, 1975.
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would be how it proceeded to meet the current year's budget gap‘and prevent
future deficits. 1/
It means abandoning the game of numbers which has been played
by municipalities throughout the country in which revenues are
routinely overestimated and expenditures underestimated in

order to meet artificially the statutory requirement for a.
balanced budget. 2/ o

* * Tk

In an ihternal memorandum to Comptroller Goldin and First Deputy Comp-
troller Scher on the City's borrowing needs for the remainder of the fiscal
year, Sol Lewis, Chief Accountant, reported that he, Steven Clifford and
Jonathan Weiner had a meeting with John Lanigan of the Bureau of the Budget
on March 3, 1975. 3/ According to Lewis, the latter advised Lanigan that
the projected cash needs of the City for the remainder of the fiscal year
would require short~term borrowing of $2.025 billion and that a compilation
‘of all available borrowing‘authority indicated a limit of $1.122 billion.
Thus, the City would be short $903 million of needed borrowing authority.
Mr. Lanigan took the position that $520 million of this total related to
the inability of the SRC to sell obligations and that he had no answers to
this problem. As to the balance of $380 million, he suggested that the
City might (1) increase Federal and State receivables, or (2) borrow ahead
for expense items included in the Capital Budget in excess of actual expendi-

tures but based on authorizations to provide the required cash.

v ..
P74 Dow Jones Broad Tape, March 4, 1975.

3/ Memorandum, Sol Lewis to Harrison Goldin and Seymour Scher, March 3,
197s5. :
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Mr. Lewis stated: : ’ ;-

...we have traditionally borrowed long term only to the extent of actual
expenditures for capital praojects. Borrowing long term to finance cash
flow needs engendered by Expense Budget deficits would, in my opinion,

be a questionable practice.... In addition, any sale that would involve
additional charges to our legal borrowing capacity would come up against
the problems raised by the filing of the Wene [sic) case. 1/ ’

WEDNESDAY, MARCH 5, 1975

The initial merged syndicate meeting of the managers interested in the
City's $537 million BANS offering began at 9:30 a.m. at Chemical. The lead
member of the merged syndicate, Chemical, was represented by Herman Cha:bonheau
and Richard Adams. Representatives were also present from Chase, Citibank,
Morgan' Guaranty, Bankers Trust, Manufacturers Hahover, .Salomon Bros., A.G.,
Becker, Bear Stearns, Merrill Lynch, Weeden & Co., First Pennco, and
Ehrlich-Bober. Included among those present were attorneys’ from White
& Case, Wood Dawson, and Davis, Polk and Wardwell. 2/ Later in the day,

Bank of America and First National Bank of Boston were in telephone
contact wj.th the meeting. 3/

The first portion of the syndicate meeting was dominated by discussion
of bond counsel's prbblems with the ‘.wordin‘g of the legal opinion. ‘Both White
& Case and Wood Dawson were working on this particular offering and the

syndicate would have to decide what role each law firm would ovlay. The form

1/ Id.

2/ Isolano at 60-1; Rousseau (April 14, 1976) at 42-43; Ehrlich at 64,
66-7; Epley Ex. 15; D. Coleman at 58-60; Broochy at 14-16.

3/ Charbonneau at 161; D. Coleman at 68; Eply at 203.
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of the opinion was also discussed. 1/ The status of the Wein litigation
and ;ts effect on the offering were diécussed. Counsel £;i£_generali;
that Professor Weiﬁ did not have a stroﬁg case. g/: puring the day it
was stated that this City offe;ing was oné for thch there.would be
only a single bid. 3/ There was also a discussion regardihg preliminary
thoughts on pricing. (74

The meeting broke into a series of smaller discussions among various
groups of underwriters and attorneys. 5/ Various City officials, including
the Comptroller, were in touch with the underwriters and their attorneys
throughout the progress of the meeting. 6/

Late in the afternoon, the_various groupings of individuals con-
verged for a large meeting. The purpose of this meeting was to define
problems concerning disclosure apd to discuss marketing the_issue,.the

level of participation of each firm and the interest rate. 4

1/ Eide.at 50-51; Love (March 30, 1976) at 223.

2/ Epley Ex. 15; Love (March 30; 1976) at 223.

3/ Charbonneau at 156-57; Love (March 30, 1976) at 246.
4/ Eide at 45.

5/ D. Coleman at 64, 78-80; Love at 225.

6/ Rousseau (March 26, 1976) at 76; Epley at 215; Ehrlich at 69-70;
Love at 227-28.

1/ Charbonneau at 160.
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White & Case .'.indicate'd that-they could issue a clean legal opinion
on the notes provided that certain conditions were met. 1/ One condition
was that the Attorney General of the étate of New York and the City's
Corporation Coﬁnsel provide an opinion to the effect that the City
had the legal author'i':ty to issue ‘these notes. 2/ Wood Dawson adopted- the
position that they woﬁld proceed with the note offering in the same
‘manner as they had handled prior note offerings. 3/ In addition,
assurances that.the proceeds would be used properly and"that the City
figures were as accurate as possible would be requested. 4/ |
After a discussion about the potential differences in language between
the opinions of White & Case and Wood Dawson, it was suggested that the
group would proceed with both counsel working on the matter, inasmuch
as various parties favored one firm over the other. 5/

an ensuing discussion concerned Rule 10b-5 oromulgated under
the Securities Exchange Act of 1934. 1In this context, a memorandum
of the meeting stated: "Into the 10b-5 aspects of whether foreseeing
that City is up against its limit and m-ay b_e handicapped in future borrowings

and thus lack funds to pay off notes as they become due.” 6/

1/ Epley Ex. 15; Isolano 70.
"2/ Epley Ex, 15.

k74 Isélano at 60-61.

4/ Epley Ex. 15; Moos at §2.
5/ Epley Ex. 15; Eide at 50-51.
6/ Epley Ex. 15.
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The discussion generally revolved arourd the obligation of an under—
writer 6f City securities to disclose facts within hisv knowledge about
the limits on the City's issuance of debt. The question of whether an
underwriter must issue a disclosure sheet or prospectus 'was raised. e
Mr. Epley of White & Case stated that, at this stage, his firm intended
to insert a paragraph in its 6pinion as to the borrowing situation and
the opinion itself would be based on the opinions of the Attorney General
and Corporation Counsel. Y

A poll was taken to ascertain whether the institutions wished to
proceed with this public offering and what each institu;ion wanted to
do about the problem of disclosure. Chase indicated it wanted to proceed
with the sale with full disclosure. The Bank of America, which was parti-
cipating in the meeting by phone, indicated they were withdrawing from
the syndicate but indicated a preference for full disclosure. Chemical
Bank expressed the desire to participate but was unsure ébout full dis
closure, commentihg that perhaps a b.rief but comprehensive statement
would suffice. Citibank was unsure whether it wanted to participate but
thought a disclosure statement would raise additional issues. Questions
were raised by Citibank as to whether disclosure would be modeled on a
Securities Act of 1933 registration statement;(\’what should or should

not be included; and whether the fact that the notes would be backed

1/ Epley Ex. 15; Isolano at 63.

2/ Epley Ex. 15; Epley at 428.
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by unlimited ad valorem taxes would satisfy all problems. l/

Manufacturers Hanover -seemed to prefer full dlsclesure~of the City's

problems but suggested that-the offering be done on a-'»lmlte&--;liablllty
‘basis. PBankers Trust wanted to participate but noted thét ‘there was

a marketability problem. 2/ Weeden wished to drop ou-1.:7. Salomon Bros.
desired to. participate in.a limited fashioﬁ with full disclosure and
was willing to listen to all views. Bear, Stearns did not wish to
pafticipate because of .the marketing problems that would be caused by
a posture of full disclosure. Merriil Lyﬁch favored not having a disclosure
statement. Merrill Lynch also indicated that it'would participate in
the .underwriting without disclosure. ;3_/ A.G. Beckerrwished to drop

out but believed full disclosure to be the proper approach. 4/ First
_National Bark of Boston, in touch with the meeting by phone, decided

to.withdraw from the 'syndicate. 5/ -

1/ 'Epley Ex. 15.

Y 1

3/ Epley Ex. 15; Charbonneau Ex. 19.
4/ Epley Ex. 15.

5 1d.
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In the evening there were conference calls between Herman Charbonneau
of Chemical, John Hamill, in-house- counsel to Chemiéal Richard Simmons of
Cravath Swaine & Moore, outside counsel to Chemical, and Richard Kezer and
Mark Kessenlch of Citibank during which there were discussions concerning
what disclosures would have to be made with respect to the BANs offering.
The discussions included how they could possibly, in the time alloted, put
together an adequate disclosure statement and what would constitute such
a statement. 1/

* * *

In an internal memorandum entitled "The Banks and NewlYork City," 2/
Jac Friedgut of Citibank .stated, "[t]he primary role of banks in the
Muniéipals market ‘is not to buy and hold the paper, but to underwrite/
syndicate/distribute it." He asserted that the banks were being attacked
because of high interest rates, but that the reason for the high rates
was that something was "seriously amiss within the budget.”

Friedgut stated that, in recent years, the City's expense budget
balancing had involved some "phony" practices. including: use of the
capital budget for operating purposes; use of "special budget notes;"”
issuance of short—term debt "under the guise of TAN's, RAN's or BAN's
but the taxes, revenues or bonds being anticipated are further into
the future and less certain than they should be;" and the dépletion
and postponement of replenishment of the Rainy Day Fund. Friedgut ‘.

also said that short-term borrowing by the City had expanded

1/ Charbonneau at 164-66.

_/ Friedgut Ex. 7.
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from $1;3 billion in June 1970 to approximately $5 billion currently
and that the City "is now on a debt treadmill (averaging $500 million
per month of short-term and $500 million every six months of long-term).” 1/
He contended that the City's expense‘s had rapidly risen with welfare,
_personnel costs, free or discounted citizen services (such as free higher
education) and debt ser:v_j:ce. ‘

According to Friedgut's draft memorandum, the Mayor claimed that
he could effect additional economies and obtain moderate revenue increases
but would still have an $884 million budget gap for 1975-76 without
additional revenues. Additional taxes would be counterproductive and
huge aid infusions were highly unlikely. Unless there was some ciecrease
in this figure of $884 million, "[t]lhe City's fiscal situation would
simply not be viable, and investors would probably be 7uncomfortable
about buying N.Y.C. paper regardless of interest rate." 2/ The City
debt "overhang” and cash flow problems were so acute that they could
not be solved overnight. The Friedgut memorandum contained a section‘
entitled "Biting the Bullet” which‘contained a series of recommendations,
including reducing expenditures by freezing labor costs and decreasing
services. This section went on to state: _

Even with all these sacrifices, the “débi: overhang” will

be slightly worse in June 1976 than at present. For the

entire program to be effective in saving the City,

therefore, planning has to be done concurrently to
s moderate budgetary increases.subsequent to June 1976

also, to vhase out capital borrowing for operating

purposes, to establish integrity through the City's

budget-making process, and generally to live within
our means. :

1/ 1.

7 1
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As a practical matter, the huge volume of short-term debt
outstanding may not be reducible to any significant extent
even with the City's best ‘efforts. A basic restructuring
of the inter-governmental program burdens and funds flows
[sic] will be necessary. 1/ :

* * *
In a Daily Bond Buyer -article of March 5, 1977, Comptroller Goldin
was reported to have blamed the banks involved for the $260 million TANS
-.cancellation and was emphatic in asserting that the banks had been "un-
fair" in seeking what he called “umpreCedented"‘information on what he
considered too short notice. Mr. Goldin further "insisted that the
unusual action had nothing to do with the City's fiscal health." The
.Comptrdller was also reported to have stated that the City at no time
haa"exceeded its legal borrowing capacity in selling the TANS. In the
saﬁe article, Tom Parisi, a spokesman for_ﬁankers.Trust, was reported
*o have stated that: "Counsel for all the bénks and investment houses
involved concurred that the Ciﬁy had failed to comply with the law which
mandates that the tax receivables information be as of the last of the
current month" and that "[tlhis was the ‘sole reason for refusal to

consunmate the sale.” 2/

Y 1d.

2/ “The Daily Bond Buyer, "Goldin Blames Cancellation of TANS on
Banks Involved,™ March 5, 1975.
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On March 5, 1975, in a negotiated sale, a group of banks headed by
Chase purchased $140 million of RANS with a 15 day maturity at an interest
rate of 7.25%. 1/

THURSDAY, MARCH 6, 1975

‘The prior day's meeting was reconvened at 9:00 A.M. at Chemical and
was chaired by. Berman Charbonneau and Richard Adams of that bank. They
weré assisted by John Hamill, in-house counsel to Chemical, Peter Tufts,
John Devine, James O'Sullivan and Frank Puleo (éf Milbank Tweed Hadley &
McCloy) lwho at various times represented Chase. 2/ Richard Kezer, Mark
Kessenich and Joseph Doyle (of‘Shearman and Sterling) represented Citibank. 3/
Steven O'Grady and Marion J. Epley (of White & Case) represented Bankers
Trust. 4/ CGedale Horowitz and counsel (from Cleary, Gottlieb, Steen and
Hamilton) represented Salomon Bros., 5/ Steven Kenney and Ralph Jones (of
Brown, Wood, Ivey, Mitchell & Petty) and Jean Rousseau represented Merrill
Lynch. 6/ Giles Brophy represented First Pennco, Joseph Isolano reoresented
Manufacturers Hanover‘ and Robert Moos represented Weeden & Co. 7/ Ehrlic-:h—
Bober was represented by f‘red Ehrlich. 8/ Richard Eide and John Ciérk (of

Davis, Polk ard Wardwell) represented Morgan Guaranty. 9/ Dennis Coleman’

1/ News Release, Office of the Comptroller, 75-28, March 6, 1975.
2/ Labrecque at 209; Moos at 98, 100; Charbonneau at 203-04.

3/ ~ Charbonneau at 204; Horowitz at 72.

4/ Charbonneau at 204.

5/ Horowitz at 80.

6/  Charbonneau at 205-07; Rousseau (April 14, 1976) at 58. .

7/ Brophy at 18; Charbonneau at 204.

8/ Moos at 122; Charbonneau at 204.

9/ Eide at 61-62.
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represented Bear Stearns. 1/ Leo Sabatine of Wood Dawson also attended
" the meeting. 2/ The Bank of America and First National Bank of Boston
were in contact with the meeting by conference phone. 3

Various conference rooms were again bemg used and several meetings
were being held at different times, 4/

The same general-problems of the previous day continued to be
discussed — whether the syndicate was interested in purchasing the $537
million of BANS and what disclosure was necessary to accomplish ‘the
sale. 5/ Again the Wein litigation and its effect on the ability of
the City to issue notes was discussed. 6/ White & Case now appeared
‘to be aéting as both bond counsel and counsel to the underwriters. i/
Wood Dawson, at Chase's reqﬁest, was "hanging in there," providing

assistance to White & Case in their attempt to form an opinion. 8/ -

1/ D. Coleman at 63.

2/ G. Horowitz at 78.

3/ Moos &t 122,

. 4/ Charbonneau at 203: Isolano at 61-62.

_5_/ Labrecque at 212—13; Charbonneau at 205-06; D. Coleman at 63-64.
6/ Moos at 123-124, 138; Horowitz at 78-79.

7/ Rousseau (April 14, 1976) at 67-68.

8/ Love (March 30, 1976) at 221-22.
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Additionally, Chémical Bank, as lead underwriter, was in telephone
communication with the Comptroller and the Mayor. 1/ Individual members
of the merged syndicate we_re‘also in contact with City officials. 2/
Thomas Labrecque of Chésé héé severai phone conversations with Comotroller
Goldin during the period of !.-_hé syndicate meetings and discussed th?
progress of the sale. 3/

The syndicate again discussed the possibility of purchasing the
BANS as a pr‘ivate placement among the clearing hduse banks. 4/ Rather
than a private placement, however, it was discussed that if the public
offering went through, the syndicate account would be divided. This
represented a departure. from the previous practice of having an undivided
participation by all members of the underwriting syndicate. Some felt the

acceptance of the limited liability approach was ovreferable because some

1/ Charbonneau at 308-09; Goldin (August 29 ," i975) at 125; Adams at 92-93;
Kezor at 114, '

2/ Goldin Exhibit 72.
3y 1d.

4/ Eide at 56-57.
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of the banks could place the securities in their investment accounts. 1/

With regard to the Wein litigation; the lawyers felt that although ‘
the suit was not frivolous, it should ultimately be dismissed. 2/ This
part of the discussion produced more requests for information from the
City concerning its constitutional debt limit. 3/

For the second time .the members of the merged syndicate were polled
‘as to tf]e_ir willingness to participate and their feelings as to the
disclosure issue. 4/ The responses generally remained the same, with
the syndicate leaning towards some type of disclosure. 5/ There were
remarks that full disclosure would limit the marketability of the notes. 6/ -

During these discussions, Mayor Beame and Deputy Mayor Cavanagh
met privately with the Chairman (Donald Platten) and the President
(Norborn Berkley) of Chemical Bank, the lead underwriter of the syndicate
and Frank Smeal of Morgan Guaranty, David Rockefeller of Chase and

Walter Wriston of Citibank. 7/ The problems with underwriting

1/ Brophy at 24, 25; Moos at 144; adams at 90-92.

2/ Document entitled, "Excerpt from White & Case Opinion," dated
March 5, 1975. : )

3/ Moos at 126.

4/ Epley Ex. 15; Brophy at 19; Moos at' 130-131; Rousseau (April 14,
1976) at 88-89. :

5/ Rousseau (April 14, 1976) at 89; Rousseau Ex. 3.

6/ Rousseau (April 15, 1976) at 95; Charbonneau at 237; Charbonneau
Ex. 19.

J/ Memorandum, Jac Friedgut to William Spencer, March 14, 197s.
Five page handwritten notes entitled "3/6 Chemical."
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the BANS were discussed, including the interest rate. Mayor Beame indicated
that he "expected [the] banks to take [the BANS] into their portfolio‘there—
fore [making the] marketability problem moot." The Mayor-al§o_expressed concern
that the "rate would trigger investigation.” 1/ Walter Wriston of Citibank
stated that the banks must have access to a public marketplace and that
there was "no way [the banks] wi}L stuff" the notes into their portfolio
accounts. 2/ Frank Smeal of Morgan Guaranty stated that "there is no market
for $537 million [BANS]." 3/ ' -
Several times throughout the day, the deadline, originally 11:00 A.M.,
for submission of bids was extended. 4/ In the late afternoon, tﬂe syndi-
cate aecided to submit a bid for the BANS provided five conditions were
met. 5/ Those conditions were: .
(1) The disclosure statement prepared by the underwriters
must be issued as a press release by the City at the
time the announcement of the award of the Notes is

made...

(2)- The City must furnish the underwriters with a
"STATEMENT OF ESSENTIAL FACTS" as of January 30, 1975.

(3) The legal opinion of White and Case must be unqualified.

1/ Five page handwritten notes entitled "3/6 Chemical.”
2/ 1d.

¥ .

4/ Kezer at 115; Love (March 30, 1976) af 229. .

5/ Moos at 140-41.
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(4) The New York City Corporation Counsel must issue
an opinion declaring that, in his opinion, the Wein
Suit is without merit.

(S5) The-.Attorney General of the State of New York must
issue an opinion to the same effect as that of the
Corporation Counsel. 1/

At the conclusion -of the meeting, the single bid, with its condit_ions,
was agreed upon. 2/ The interest rate the syndicate decided upon was
approximately 8.69%. 3/ The lawyers present at the meeting prepared
drafts of the release to be issued by the Comptroller. 4/ The ‘bid was
submitted to City officials and the City vrejc_ected‘ it. 5/

l During the course of the day, the following people spoke by
telephone to the Comptroller: Richard Adams of Chemical (six times),
Herman Charbonneau of Chemical (two times), Thomas Labrecque of Chase
(four times), and Gedale Horowitz of Salomon Brothers (one tire). 6/

* : * *

On March 6, 1975, the New York Post printed an article reporting

that.the_ City was preparing to sell $537 million In BANS. The article

further stated that the City had.$176 million in cash and that-on

1/ Charbonneau Ex 11

2/ Horowitz at 97; Charbonneau at 310.

3/ Document marked "Draft 3/6/75."

4/ Horowitz at 96.

5/ Horowitz at 99-100; Charbonneau at 310.

6/ Goldin Ex. 72.
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March 14 it would need $427 million to redeem maturing City notes and meet
a payroll that averaged between $180 to $200 million. 1/

FRIDAY, MARCH 7, 1975

Another meeting took place at Chemical-éank. On this occasion, senior
off‘j.cials and syndicate representatives from the largest banks and broker—
dealers in New York r'ret to review the City's financial situation. Donald
Platten chaired the meeting and Richard Adams presented an updated report
on the proceedings of the previous day. Among those present were Walter
Wriston of Citibank, Walter Page and Frank Smeal and Richard Eide 7
of Morgan Guaranty, David Rockefeller, David Grossman and Thomas Labrecqug
of Chase, and Jean Rousseau of Merrill Lynch. 2/

The group discussed the same issues treated during the preceding
two days at the syndicate meetings. Once again, the possibility of doing
the offering as a private placement among the cleéring house banks vas
discussed. Several of the bankers present stated that the banks currently ‘
had too much of their eguity in City paper and that it jﬁst was not
feasible to keep taking such paper into inventory. 3/ Frank Smeal spoke
in favor of a private placement. 4/ The City's cash needs and the

seriousness of its fiscal difficulties were discussed. 5/

1/ New York Post, March 6, 1975.

2/ Charbonneau Ex. 21;. Charbonneau at 331; Labrecque at 220; Smeal at 95,
104-105; Adams at 98.

3/ sSmeal at 107-11.
4/ Id. at 109.

5/  Charbonneau Ex. 21.
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It was decided that the FCIG would work with the City to help-in-the
preparation. for future bo;:rowings and to éevélop a Statement of Essential
Facts. 1/

After the bid was resubmitted and the City decided to.accept it, a

- joint press release was issued.by the Mayor and tﬁe-Comptroller announc‘ing

the sale of the $537 million in BANS at a negotiated rate of 8.69%. 2/ a
They described this rate as very high and as a result of the UDC crisis.. 3/
The press release also stated:

We are most unhappy with the rate negotiated today, but

it was the best we were able to do under the circumstances. -

The City needs the money immediately, in order to -provide
an adequate cash flow. L7

* * *

The Comptroller al'éo issued @ separate pres__fs release.regarding the BANS
sale_,- in which he termed -the 8.69% rate of interest a "relatively high
rate." 5/ - He stated that this rate was a result of, anorg other things,
the yé_iq litigation which attacked the proposed borrowing as beyond the
City's constitutional debt limit. Comptroller Goldin's release conciuded

with the following statements:

1/ Rousseau (April 14, 1976) at 97-95.

2/ News Release, Office of the Comptroller, 75-30, March 7, .1975.
¥

Y 1.

5/ News Release, Office of the Comptroller, 75-31, March 7, 1975.
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Other factors contributing to this high rate of interest are the
recent negative occurrences in the mnicipal credit markets,
adverse economic conditions and the City's ever increasing cash
needs which have necessitated extraordinary borrowings by the

City and every expectancy of a continuing need for high borrowings.
while solution of the City's fiscal problems is not an easy matter,
Comptroller Goldin expressed his confidence that the City would,
when the time comes, be in a satisfactory ‘legal and fiscal posi-
tion to sell Bonds to fund these Notes. l/

In contrast, the earlier draft of this release, which had been pfepared
» by lawyers present at the syndicate meeting of March 6, stated:

Economic conditions and cash needs of the City have neces-
sitated an extraordinary amount of borrowings by the City in
the municipal credit markets in recent years and the need
for such borrowings will remain large in the near future.
past and prospective borrowings are causing the City to
approach its constititutional debt 1imit. These conditions
adversely affect the City's access to the municipal credit
markets, to which the City must look for the financing it
Jdeems necessary to meet expenses and maturing obligations.
Thus, the interest rates on the Notes awarded today reflect
the risk inherent in the City's present financial condition.
While solving the City's fiscal problems 1s not an easy
matter, we shall nevertheless make every effort to sell bonds
to fund these notes when the time comes, and I am confident
it can be done. [Emphasis added} 2/ ‘

* * R *

The Comptroller delivered an address at a luncheon of the New York
Society of Security Analysts where he announced the sale of the BANS. He
also commented upon the ULC crisis and its negative impact on the saie of
City_securities. He stated that it was necessary for the City to bring

its budget under control and advocated a five part program to accomplish

Y 18

2/ Document marked "praft - 3/6/75"; Horowitz at 96.



~ 145 ~

this .task: (1) that the City stop borrowing to close budget gaps; (2) that
expense items be eliminated from the capital bud_get; (3) that the unemcum-
bered margin in the capital budget be increased; (4) that the amount of
debt service the City could afford be giveh first consideration in the
expense budget and the debt issued be restricted to that amount; and (5)
that the City, ultimately, not issue any new long-term debt except to
the extent that old debt is retired. 1/

* * Tk,

The Camptroller armounced_ in a press release that the City would sell
$375 million in RANS on Thursday, March 13, 1975. 2/ The Notice of Sale for
this issue indicated that of these RANS, $150 million were to be sold in
$100,000 denominations, $168.75 million in $25,000 denominations and
$56.25 million in $10,000 denominations. Yy

v. * * *

In the afternoon, the Grossman cormittee of the FCLG met at Chase. 4/
The Committee neéting also attracted a number of people who were not
official members of the FCIG. 5/ The meeting was cﬁaired by David Grossman

of Chase. At the meeting were Thomas Labrecé_:ue, Walter Carroll and

1/ Remarks by New York City Comptroller Harrison J. Goldin at Luncheon
Meeting of the New York Society of Security Analysts, Friday, March
, 1975, 1:00 P.M., 15 wWilliam Street, New York City.
2/ News Release, Office of Comptroller, 75-32, March 7, 1975.
3/ VNotice of Sale for Issue of RANS on March 13, 197s.
4/ Labrecque -at 222. -

S/ D. Crossman at 97.
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James 0O'Sullivan of Chase, Hefman Charbonneau of Cﬁemical, Jac Friedgut of
Citibank, Ross Mathews of Morgan Guaranty, Jean Rousseau of Merrill Lynch
and William Solafi of Donaldson, Lufkin & Jenrette. Messrs. Fenton of
Kidder Peabody, Thomson of W. .H. Morton and Co., Harmon of Bowery Savings,
Vatter of Metropolitan' Life, Schott of Equitable Life, Anderes of Bankers
Trust and Crowley of Solomon Bros. were present. Leroy Love and leo
Sabatine of Wood Dawson, Marion J. Epley and John Osnato ‘of White &
Case and Frank Puleo of Milbank, Tweed, also attended. 1/

. It was stated that despite the sale of $537 million BANs, there
were still problems. It was said that the City needed $350 million
currently and $1 billion in each succeeding month, for a total of approxi-
mately $2.5 billion by June. It was further stated that the clearing
house banks could not handle this volume by themseives ard therefore
the pubiic market had to be kept open. The complication appeared to
be that thisbsum was probably in excess of the City's borrowing capability;
it was uncertain whether the City had ﬂ1e legal authority to incur this

additional debt. 2/

1/ D. Grossman Ex. 7A.

2/ D. Grossman Ex. 4; Charbonneau at 316.
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It was felt that the City needed a definite plan and the Committee
agreed to assist the City in the preparation of the Statement of Essential
Facts. 1/ The Committee decided to examine the repayment schedule of City
notes maturing prior to June 30, 1975 and the revenue estimates through
June 30, 1975, to see what portion of this revenue had already been pledged
for outstanding debt and what part was available for the issuance G6f new
debt. The City's expenditure estimates throuéh June 30, 1975 were to be

v reviewed and evaluated. The Committee would also éxamine the statutory
borrowiﬁg authority for the proposed City bonds énd notes to be-issued,
in light of the Wein litigation. Finally, the Committee would assess the
marketability of the proposed City borrowing schedule in terms of volume
and timing. 2/

The Committee then turﬁed to -the legal problems raised by the Wein
suit. wWood Dawson suggested a technical amendment to the SRC iegislation
allowing the City to borrow in anticipation of the SRC borrowing which was
now blocked by the lawsuit. It was said that Wein apparently had no direct
effect on the upcoming RANS. There were outstanding unresolved legal
issues with regard to'TANS'and BANS but as to the RANS, Wood Dawson believed
that as long as the City maintaiﬁed that it had authority to borrow, under—
writers had no reason to look behind the City's statements, unless they
had some definite reason to suspect "hanky-panky." The question arose whether
the group should review in depth the City's basis for present and future
RANS and whether repaiment of specific issues of RANS were legally tied

to specific Federal, State or other revenues., It was noted that this review

1/ D. Grossman Ex. 4; Labrecque at 221-22.

2/ Charbonneau Ex. 21; Charbonneau at 331.
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could raise éroblems for the next Wednesday's proposed sale of RANS.

If this review indicated that the _City was over-anticipating its
receivables, there would be a potential disclosure issue. If a disclosure
problem arose in this review, White & Case believed that a possible
"due-diligence" queétion would then arise, Wood Dawson and Milbank Tweed
éid not believe that a due diligence issue existed. 1/ ‘

Alternative means of meeting the large cash needs of tﬁe City were
discussed. Suggestions included additional E‘edexh'al and State aid and
Federal loans or purchases of City securities. Possible fnethods of helping
the market absorb the huge amount of debt included a public airing of the
City's fiscal and legal situation, a resolution of the UDC crisis and an
attempt to balance the budget (which appeared to be out of balance for
the following year by $2 billion). The subject of the budget brought
about a discussion of the City's accounting problems and the "gimmicks"
used by the City wnhich had led to the existing cash crisis. 2/

The Committee established a task force to work on some of these
problems and. to help with the sale of the RANS. This task force would

meet the next day at Chase at 9:00 A.M. 3/

1/ I
2/ 14

3/ D. Grossman Ex. 4.
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An article in The New York Times reported the events of the previous day,

Thursday, March 6, from their start at 8:30 A.M. until 9:30 P.M. The article
reported:

The lawyers for the banking community demanded legal evidence

that the city was empowered to sell the long~term bonds

required to pay off yesterday's issue. A spokesman for Mr.

Goldin said that the information requested was 'unprecedented.’ 1/

* * *
In a New York Post article on the contemplated BANS sale it yés reported:
The difficulties apparently revolved around a request by the )
Chemical Bank syndicate that Goldin provide an absolute guarantee

that the city has the legal ability to back up the notes it is
offering. 2/

SATURDAY, MARCH 8, 1975

There was a meeting of the FCLG task force at 9:00 A.M. at Chase.
This was the group that had been created the previous day at the Grossman
Committee meeting. David Grossman chaired the meeting. James 0'Sullivan
and Walter Carroll of Chase attended. Chester Johnson of Morgan Guaranty,
Jac Freidgut of Citibank, Roy Anderes of Bankers Trdst,,William Solari of:
Donaldson, Lufkin & Jenrette, and John Thompson of W. H. Hoéton also were
present. Willis MacDonald and John Osnato of White & Case and Leroy

Love and Leo Sabatine of Wood Dawson were there as well. g/

1/ The New York Times, March 7, 1975 p. 1.

2/ New York Post, March 7, 1975, b. 1.

3/ D. Grossman at 96-97 and 103-04; D. Grossman Ex. 4; Love EX. 15;
Love at 273-74; Solari at 39.
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The purpose of the meeting was to discuss the type of information for
disclosure purposes which might be useful in aiding the City in its future
offering of notes. 1/

The concept of creating a disclosure document began to take shape
during the meeting "roughly simultaneously" as the group developed
increasingly serious questions as to the credit and the fiscal condiﬁion
of the City. Due diligence and disclosure probleﬁs were discussed.

Mr. Osnato reported discussions along these lines to Mr. Epley of
White & Case that day. ‘
Moreover, the group discussed the applicability of the 1933 and

1934 Federal securities acts as well as inside information problems. 2/

1/ D. Grossman at 98, 100; Eply at 274-75.

2/ Position Paper of white & Case, "In the Matter of Transactions In
Securities of the City of New York" at 33-34; D. Grossman at 108;
Emply at 249-50.
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MONDAY, MARCH' 10,1975

The task force of the Grossman Committee met with representatives
of the Bureau of the Budget and the Comptroller's Office. also
present were representatlves of the Cornoratlon Counsel's Office. David -
Grossman, James O'Sullivan and Walter Carroll represented Chase, John
Thompson represented W. H. Morton, Chester Johnson represented Morgan
Guaranty, William Solari represented Donaldson, Lufkin & Jenrette and Roy
Anderes represented Bankers Trust. Steven Clifford, Sol Lewis; Seymour Scher
and William Scott were there from the Comptroller's Office and .John Lanigan,
Alexandra Altman and Eugene Keilen represented the Bureau of the Budget. 1/
The‘meeting éoncerned the banks' request to secure from the City
information concerning (1) the cash flow requirements of the City tﬁrough
June 30, 1975, (2) the debt service requirements of the City, and (3) the

sources of the City's funds to service those debt requirements, including

1/ Two page document, with second page on letterhead of Office of the
Comptroller, March 10, 1975; D. Grossman at 130-132.
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the issuance of notes. 1/ The information was needed quit;kly, so that

it could be submitted to the underwriters or their counsel, in connection
with the next issuance éf BANS and the forthcoming issuance of RANS. 2/

It was agreed that the requested information would be provided within two
days. 3/ The City provided the Grossman Committee with a list of new
short-term borrowings scheduled through June 30, 1975, totalling $2.045
billion, not including $249 million in BANS held by the City's Pension Fund,
to be rolled over, and $500 million in capital construction bonds scheduled
to be issued in April. 4/ The City was requested to provide the Committee
with a detailed dayjby—day schedule of revenues and expenditures through

June 30; a balance sheet as of June 30, 1975; a schedule of debt maturing
orior to June 30; materials concerning the City's iegal authofity for existing
and prospective borrowings thrbugh June 30 and similar data. 5/ The Corporation
Counsel was said to expect the issues raised by the Wein suit, to be cleared
up in six to eight weeks. If not, the City expected to ask the State

legislature to permit new BANS issues in anticipation of issuing SRC

1/ -Solari at 44; D. Grossman Ex. 32.
2/ D. Grossman at 137.

3/ Thompson Ex. 10.

_4_/‘ Id.; D. Grossman Ex. 32.

5/ Id.; Thompson at 68.
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notes or bonds, 1/ and the City would have to look for. alternatives by mid-
April in that event. 2/ The City was said to need all of its planned
short-term borrowing of over $2 billion by June_ 11, but that there was a small
amount of flexibility in the borrowing schedule. 3 During the same period,
the City was scheduled to fedeem at least $1.8 billion of its obligations. &
.Th_e City officials stated that the Comptroller's Office would be able to
provide the basis for the City's legal authority for the prq’posed and outstanding
issues within a day. 5/ |

It was disclosed that the then current outstanding level of City short—
term borrowings was $5.8 billioh, pius about $310 million net in BANS issued
the last week for roll-over purposes, vresulting in a grand total of just
over $6 billion. &/

David Grossman of Chase prepared a memorandum concerning this meeting
meeting, which indicated that copies were provided to several officers of |
Chase., including David Rockefeller. Attached to-the memorandum was a listing

of the City's borrowing needs through June 30. 1/

1/ Thompson Ex. 10; D. Grossman Ex. 32.

2/ Six pages of handwritten notes and accompanying material, entitled
"3/10 at Scher's Office.”

3/ Thompson Ex. 10; D. Grossman at 277-78; D. Grossman Ex. 32.

4/ Document entitled "Statement of Essentlal Facts" at 5;
D. Grossman Ex. 32.

5/ D. Grossman Ex. 32.
6/ Thompson Ex. 10; D. Grossman Ex. 32.

7/ Thompson Ex. 10.
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At 4:00 P.M., the FCLG, under the chairmanship of Ellmore Patterson 1/
met at Mofgan Guaranty. The general topic of the meeting was a
review of the financial status and financing plans of the City. 2/ Frank
Smeal of Morgan Guaranty; Alfred Brittain and Truxton Pratt
-of Bankers Truét; George Roeder and David Grossman of Chase; Richard Kezer
of Citibank; Albert Gordon and Duncan Gray of Kidder Peabody; Donald Regan
of Merrill Lynch; William Salomon and Gedale Horowitz of Sal_omon Bros.;
Prancis Schott of Equitable Life; Charles Mueller of Metropolitan Life;
Gordon Braislin of Dime Sav_ings; John larsen of Bowery Savings;

Jo'hn McGillicuddy and David Barry of Manufacturers Hanover ; Donald
Platten of Chemical; lLeroy Iove and leo Sabatine of Wood Dawson; and Roger
Blough, Marion Epley, John Osnato and Willis McDonald of White & Case,
amoﬁg others, attended the meeting. 3/ ‘

The meeting ‘was called, in part, to prepare for the fol.lowing day's
meeting with the Mayor and the Comptroller. 4/ Patterson called: the meeting
after he had been brought up to date on the problems with ‘the previous week's
undgrwritirg. Discussion ensued regarding the fact that the issue was not
selling well. 5/ David Grossman provided a report on the status of
his Committee's work with the City to dex}elop information concerning

the two debt offerings scheduled for Thursday and Friday. 6/ It was also

1/ Epley at 285, 295-296; D. Grossman Ex. 9.
2/ Epley at 295.

4 ]‘._ove Ex. 22; Epley at 285.

4/ D. Grossman at 143. : _ .
5/ E. Patterson at 56~57.

6/ D. Grossman at 140.
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stated that the underwriters should tell the City they must start "shaping
up and get their budget in balance" to show the public that the City was
"focusing on the prbblem." 1/ A discussion then developed on the legal
issues surrounding City offerings, including those issues raised in the - »
Wein iitigation. V4

Patterson questioned whether the same disclosure problem existed
with respéct to the Thursday issuance as existed with respect to the past
issues. The response was that the lawyers would consider that issue
after Grossman devel;ped more information. 3/

Frank Smeal stated that the City was preparing figures as of February
1975, and that the lawyers would have to see thelﬁigures before deéiding.
vhether a legal opinion would be needed to accompany the new notes, and,
if so, what type of legal opinion.” Tt was further stated that the information
requested by the Grossman Committee at the meeting was due the next
afternoon. Y

Frank Smeal expressed doubt about the marketability of the upcoming
$375 million RANS issuance, despite the relative size of the offering and

short-term maturity, if disclosure were necessary . Alfred Brittain and

1/ Patterson at 56-57.
2/ Five pages of handwritten notes, March 10, 1975.
3/ 1d.

Yy 14
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George Roeder agreed with Smeal. William Salomon agreed that it would be hard
to sell the new issue. It was stated that there was not much of a-market for
City bonds at that time, .A point mentioned-in favor of the upcoming FANS
offering was that it was easier -to issue a:clean legal opinion co;‘lcerniii'g RANS
than BANS. Patterson noted that the parties present must be prepared to-discuss
with the Mayor on the next day the issue of marketability. 1/

It was assérted during the meeting that positive signs were also present
in the City's fiscal crisis. Examples were that the City's revenueé were
holding despite the recession; the level of uncollected real estate taxes was
as good or better than in most cities; the tax base was found to be elastic
enough o rebourd -at a fast rate; the' real property tax base was increasing;
the City was trying to keep the welfare rolls under control and inci:eases
occurring at a slower rate than in other major cities; school reading scores
were increasing; and the heroin plague was decreasing. 2/

It was stated that the City's current problems were the result of two
phony budgets, 1973-74 and 1974-75. 1In addition, it was stated that the
State and Federal governments had not helped, and that the recession had
hurt the City. 3/ Patterson contended that this news was not heloing the bond

sales. It -appeared to him that the Mayor could not understand why the notes
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and bonds were not selling, and was refusing to recognize the "confidence
factor." It was stated that the budget gap would contiﬁue because wage
negotiations were outrunning revenue increases. Smeal advised the
underwriters of the following>week's RANS to concentrate on the

topic of disclosure at the next day's meeting with the Mayor. iy

It was decided that the banks' holdings of City securities
be quantified to support the banks®' statement to the City that the
_ banks were unable to absorb "the whole problem.” 2/ ‘

Each bank anonymously wrote down their approximate holdings of
City securities. The total was between $1.2 and $1.3 billion.
Patterson compared this total to a listing of the banks' equity and
found that it represented 20% of all the banks' equity. 3/

* * *

An advertisement appeared in the Wall Street Journal on March 10,

1975 relating to a new issuance of $537.27 million of BANS dated March 14,
1975, in denominations of $100,000, $25,000 and $10,000, and listing
Chemical, Chase, Morgan Guaranty, Citibank, Bankers Trust, Manufscturers

Hanover, Salomon Brothers, and Merrill Lynch as underwriters. 74

Y 14
2/ Patterson at 57-58.
3y 1.

4/ Advertisement, Wall Street Journal, March 10, 1975.
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Paul Collins, Senior Vice President of Citibank, addressed a memorandum
and attachment to G. C. McCarthy, Jr., a Vice President of Citibank, which
reported that Citibank held $23 million in bonds and $6.8 million in rotes
in its fiduciary accounts, and that, as of December 1974, New York City
bonds were not being bought for fiduciary accounts. Collins asked that these
numbers be updated. 1/

* * *

A private investor addressed a letter to Francis J. Rogers
of the Chemical Bank Municipal Bond DPepartment inquiring about any
possible difference in the quality of City BANS, TANS, RANS and bonds.

He asked whether all City debt securities had a "first priority” (i.e. would
security holders be paid before Eity employees?). 2/

TUESDAY, MARCH 11, 1975

David Grossman sent copies of a package of materials he had received
from the Comptroller's Office at 3:00 P.M., to James C'Sullivan of Chase,
Roy Anderes of Bankers Trust, William Solari_ of Donaldson, Lufkin &
Jenrette, John Thompson of W. H. Morton and Chester Johnson of Morgan Guaranty.
He also scheduled a meeting of the task force for Wednesday, March 12, at
10:00 A.M. at Chase. The materials includedrschedules listed as

(1) Shoft-term debt — Issues and Redemptions—3/10 to 6/30/75;

{(2) TANS to be rolled over 6/11/75 ard receivables for same;

(3) short-term debt outstanding as of 3/5/75;

(4) short-term debt outstanding 3/5/75 and receivables for same;

1/ Memorandum Paul J. Collins to G. C. McCarthy, Jr., March 10, 1975,
with attachment.

2/ Letter to Francis J.. Rogers, March 10, 1975.
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5) required short-term borrowing 3/20 - 6/30/75;

6) short-term debt outstanding 6/30/75 and authorization for
same; :

7) detailed cash forecast to 6/30/75;

8) summary cash forecast to 6/30/75; and

9) estimated general fund accrual. 1/ _

The schedules estimated: that the City would issue $2.5823 billion
of various notes and redeem $2.6219 billion of various notes between
March 10, 1975 and June 30, 1975; that revenue to the end of the fiscal
year would be $1.2304 billion and estimated collections would be $872
million, leaving a balance of unreceived revenues of $358.4 million; and
that the City also intended to roll-over $230 million of TANS. Cash flow
projections ;also demonstrated that despite the proposed City borrowing
through the end of the fiscal year, the City would still be in a substan-
tial negative cash position as of June 30, 1975. 2/

* * *

Frank Smeal addressed a memorandum entitled "Random thoughts on Mew
York City" to Messrs. Patterson and Page. Mr. Smeal stated in his memorandum
that the Wein lawsuit had challénged the legal capacity of the City to issue
additional debt and was not regarded by lawyers to be totally without merit.
As part of Mr. Smeal's description of the "environment," he reported that:
the State of New York was in default on $100 million bond anticipation notes;
it appeared the City had to use pension funds and special borrowing to meet

payrolls; purchasers of City BANS had to wait nearly 24 hours because

1/ D. Grossman Ex. 33.

¥ 1.
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of the delay in the $537 million issue; and that distributors of City
securities were advised by lawyers that they-had to disclose explicitly
both the legal and economic difficulties of the City to potential investors.
Lawyers as well as financial analysts were said to be concerned about the
size of the unfunded short-term debt. Additionally, the long-term market
appeared to be closed to fhe City. 1/

As to the $537 million of BANS issued the previous week, it was
suggested that the short rnaturities of this issue, i.e. the notes coming »
.due in September 1975, had been placed, but that there was less investor
interest in the longer one year matur'ities.. 2/ The six underwriting banks
were .said to hold, at that (:ime, about $1.25-billion of City securities
in their accounts. The banks alone could no longer underwrite borrowings
of the size and frequency recuired by the City. Mr. Smeal noted that only
two .investment bankers, Merrill Lynch and Salomon Bros., participated in
the $537 million BANS offering and that they only participated in a nominal
amount. 3/ '

Mr. Smeal indicated that the City, as well as other cities, could not
operate without access to the c‘redit market and that a total effort of_:'
all parties concerned must be directed-to maintaining such ac.:cess. Cther
sources of credit, sucﬁ as the Federal Government, had to be actively ex~
plored. He continued:

Many investors feel that the City is in deep financial
trouble. Revenue shortfalls way in excess of expenditure

1/ Smeal Ex. 11.
Y 1
¥ .
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reductions, weak and weakening economy, high unemployment , .
loss of industry, high tax rates, changing profile of
population, enormous pension burdens, out—of-line wage and
salary levels, exhausted tax and revenue sources, are all
cited to document that concern.

The problems of UDC merely focused attention on the
problems of the City and accelerated the City's financial
crisis.

Because of these factors, it is no longer enough to cite

the strong legal claim that holders of the City's general
obligation debt have on gross revenues of the City.

Although the claims of the unpaid holders of UDC BAN's are
vastly different from this claim, investors [sic] confidence in
legal claims of bondholders generally were not reassured when
the State legislature elected to pay contractors and
construction workers while a $100 [million] BAN went and goes
unpaid. 1/ - :

Mr. Smeal asserted that the City must do or seek to do something
dramatic, such as a wage freeze, to restore investor confidence
and that the Wein litigation must be quickly resolved. He stated
that: ’
The serious allegations of that suit going as it does to
the very capacity of the heaviest borrower to borrow is [sic]
deadly serious. 2/
As to-the issue of disclosure, Mr. Smeal reported:
It is imperative that the City open its books totally and
not seen [sic] to be hiding anything. Claims that the
information has never been sought before and delays in
supplying data on City finances only aggravate a very
nervous market. 3/
He further contended that the City's ability to borrow in the market
was severely limited and that the Mayor could only fall back on the
clearing house banks. Taking into consideration that at least one bank

was unwilling to place additional City securities in its portfolio and other

Y 1a.
2 1.
¥ 14.
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bax;lks ‘were either unable or unwillihg to underwrite their share
of City securities, the City might have no solution to its bor-
rowing éroblem. 1/

The memorandum concluded:

I suspect they will try to get through Thursday by claiming

the issue, because they are RANs and short and may be sold

with more limited disclosure, can be underwritten. If this

is so, and it may be, we defer the confrontation until mid- .
April. v

If not, I would like to determine whether or not City Bank
[sic] would participate in a Clearing House loan to the City
of the kind that will be paid off by the RAN's to.be sold
this Thursday. 2/ )

* B * *
In a«memorandum to William Spencer of Citibank, Jac Friedgut
set forth some past cquotes of Mayor Beame. Mr. Friedgut reported:

On January 20, 1970, in decrying the fact that the City did
not have an A rating at that time, he said: “The City
originally lost its A rating because the rating agencies
were concerned we were using borrowed money to pay for some
day-to-day expenses.” He then indicated that -such practices
had ‘ceased. Unfortunately, as we all know only too well,
the combination of capital budget borrowing for operating
expenses and ‘the sizeable “permanent floating” short-term

" debt strongly suggest that the.City is now right back where
it was when it had lost its A rating. 3/

* ) * *

A memorandum captioned "New York City Problem" stated that, in the
calendar year 1975, the City must borrow $500 million to $1 billion, "or more",
in addition to anbunts that had to be borrowed to roll over maturing short-
term obligations. If the City were to lose access to the public market,

its needs would be approximately $6 billion because of these maturities.

.

Y 1.
Y 1.

3/ Memorandum, Jac Friédgut to William Spencer and others, entitled "Past
Quotes from Mr. Beame," March 11, 1975.
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The public market was alleged to be closing to the City due to the appre—
hension among investors caused by the City's deficit, the "sheer magnitude"
of its borrowing and the UDC situation. It was asserted that the public
market could only be revitalized if: the City publicly acknowledged its
problems and announced tough measures to meet those problems; the banking
community (including prominent dealers) adopted the position that City
debt was sound; and the Federal and State Government assured the public
that they would assist the City when necessary. The memorandum concluded:

The time available for the above steps is extremely limited -

weeks, not months. The Thursday sale of $375 million RAN's

can probably be effected because of their very short maturity,

but a great deal will have to be accomplished before an April

note sale will be feasible. In any event, we are very dubious
of the prospects for a large bond sale in April. 1/

* B : * *

The FCLG held a meeting with City officials. Ellmore Patterson,
Walter Page and Frank Smeal represented Morgan Guaranty; Alfred Brittain
and Truxton Prat£ represented Bankers Trust; George Roeder, David Grossman
and Thomas‘Labrecque representéd Chase; Donald Platten and Richard
Adams represented Chemical Bank; William Spencer, Richard Kezer and
Jac Friedgut represented Citibank; Albert Gordon and Duncan Gray represented
Kidder Peébody; Donald Regan repfesented Merrill Lynch; William Salomon and
Gedale Horowitz represented Salomon Bros.; John Fey represented Equitable
Life; Charles Mueller represented Metropolitan Life; John Larsen and Elher
Harmon represented Bowery Savings; and John McGiilicuddy and David ﬁarry

:represented Manufacturers. vLeroy Love and Leo Sabatine of Wood Dawson;

Roger Blough, Marion Epley, Willis McDonald and John Osnato from White &

1/ Memorandum entitled "New York City Problem," March 11, 1975.
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Case'; and Richard Smith of Davis, Polk -& Wardwell were also present. 1/

Prior to the érrival of the City representatives, members of the FCLG
discussed thé general financial condition of the City and the need for the
menbers of the FCLG as underwriters and.representatives of major institu-
tions to help the City. 2/ Subsequently, Mayor Beame, Deputy Mz;yor Cavaﬁagh,
Comptroller Goldin, and other City representatives arrived at the meeting. 3/

Mr. Patterson reviewed. the hiétory behind the formation of the Committee
and stated that its purposes were to improve the reception of 'the.‘ market to
New York City sécurities, to reduce the interest cost to the City and to
provide it with advicé in financial matters. 4/ He then néted that the group's
initial approach was long-range, but the focus _}-1ad shifted to the City's
immediate problems with the issuahce of_s;hort—term déﬁt," in part because of
the publicity the City was receiving concerning its budget and cash problems. 7 5/
He pointed out that the banks represented at the meeting held $1.2 billion
of City secufities in their own portfolios and that.this sum represe_nt_ed :
'20% of their nét capital. Given this fact, Mr. Patterson asserted, it was
absolutely'vital tﬁat the public market be kept open to the City because
the banks themselves could not “"take on the amount of City paper necessary"
unless the City's securities could be sold publicly. 6/ Mr. Patﬁezfson
noted that only one half of the $537 million BANS sale was sold in the

market. Richard Kezer indicated that the syndicate was optimistic about

1/ Schott Ex. 10.

2/ D. Grossman at 147.

3/ D. Grossman at 146-47.
4/ Rousseau Ex. 15.

5/ 1d.; E. Patterson Ex. 4.

6/ Rousseau Ex. 15; E. Patterson Ex. 4
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underwriting the sale .of the $375 million of RANS to be issued
shortly if the disclosure problems could be settled beforehand. 1/

The Mayor responded that the City's fiscai;ptobleﬁs‘were thrﬁnidué;
and cities throughout the country were also experienciﬁg similar problémsf'.
The Mayor indicaﬁed that the ‘Governor and the State Legislature had told
the City to resort to short-term borrowing to close the budget gap. He
stated that the City had taken austerity measures totaling hundreds of
millions of dollars and that the 1976 budget gap of $889 million would be
met with help from the Federal and State Governments. Mr. Beame reiterated
his need for help from the banks in selling the "City story" and its debt
to the public. He noted that the City was improving'its information flow
to the public through .the CTDM Committee and claimed that short-~term
borrowing had not increased.dramatically because such borrowing was-agaiﬁst
.anticipated revenue due to the City. 2/

Mr. Patterson commented that the City's attacks on the interest rates
ultimately hurt the City by generating adverse publicity._ William Spencer
stated thaﬁ'the public had lost confidence that the City could restrain its”
budget increases and did not belie&e the City would live within its means. 3/

Mr. Friedgut cited Mayor Beame's warnings, when he was Comptroller, .
that the City's budget was increasing at a rate that could not be sustained.
The Mayor replied that the rate of increase was diminishing. 4/

' Messrs. Rousseau, Smeal and Spencer remafked that the sheer size of
the City's rolled over short—-term debt was Eecoming almost impos-
sible to handle; and the mere assertion of the constitutional priority of.

the City's debt would no longer suffice to persuade the public to buy City

1/ Rousseau Ex. 15.
Y 1
¥y 1.
4y Ia.



- 166 -
securities. Rather, Rousseau said, the City must publicly describe the specific
steps it was taking to face its budget problems and meet its obligations, -
in a manner which the banks could endorse. The Mayor replied that he had
made, and would continue to méke, this information public. 1/

Thomas Labrecque indicated that a general apprehensiveness due to the
ﬂgig_litigatioﬁ had caused the members of the FCLG to ask questions and seek
further information from the City. The Mayor responded ihat he was disturbed
‘because the timing of these requests unfairly put the City in a bad light.

"The Mayor reiterated the'City's willingness to work with the FCLG ;o resolve
any problems and indicatéd that, in his opinion, the Wein suit would‘be dis-
missed before June 30th. 2/

Mr. Spencér expressed concern that the underwriting syndicate would
not be able to sell any additional City notes or bonds unless the City could
better demonstrate its ability to control its.expenses and/or increase its
non-borrowed revenues. He complimented the Mayor on the steps already taken
in dealing witﬁ the unions but indicated that much more waé necessary. The
Mayor described the limited range of the budget over which he had direct control
and indicated'savings of $600 million which he stated indicated his determination
to control City expenses. 3/ -

Jean Rousseau stated that the market for City securities was disappearing
rapidly and the City must come forward with affirmative programs to meet its
fiscal crisis and thereby improve the market situation. Mayor Beame said that
the City had réduced expenses, had sought increased Federal and State aid

" and would be raising taxes in a concerﬁed effort to gain control over its

fiscal problem. 4/

Y 1.
2/ 4.
¥ 1.

4/ Goldin Ex. 76.
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Gedale Horowitz stated that, despite the institution of a.regular
borrowing schedule by the City, the number of purchasers of City
securities was dwindling, causing the April bond issue to be in jeopardy.
Comptroller Goldin contended that the City's cash needs were rigid
through June and that the borrowing must go forward. 1/

Patterson concluded the meeting by stating that dialogue between
the investment community and the City was in the interests of both
groups, and was absolutely essential, to keep the public market
open. 2/

* . * *

Copies of a Wood Dawson _mémorandum were sent to various members
of the FCLG. The memorandum discussed the large amount of permanent
short-term City debt and suggésted a means to refinance this debt
over a longer period of time. It reported that the City's
constitutional debt incurring power was close to being exhausted
and recommended that a public corporation be established to borrow
money to pay over to the City and, effectively stfetch out this
debt. The corporation would be similar to the SRC but would be used .
to establish fiscal discipline for the City. It would issué securities
only if the City ceased borrowing for recurring operating expenses,
stopped establishing or increasing off-balance sheet financing,
ended bonding to.finance leases, avoided budget balancing "gimmicks"

such as anticipating revenues from water and sewer charges in

Y 1.
¥ .
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advance, and anticipating the receipt of questionable revenues.
Furthermore, such a corporation might serve to effect a "quick settlement"

‘of any Wein - type litigation. 1/

WEDNESDAY, MARCH 12, 1975

At 10:00 A.M., the Grossman task force met with reéresentatives
of White & Ca;e; Milbank Tweed and others aﬁ Chase. 2/ Materials
provided by the City were reviewed. 3/ The group discussed the
problems of cash flow and receivables and the preparation_ of a
document to reflec{: the City's financial condition. In addition,
William Solari and other members of the group had a discussion about
problems of the City's cash flow. There was also a discussion concerning'
the Statement of Essential Facts Being prepared by White & Case. 4/

‘ * * » *

At 2:00 P.M., the task force met with members of the Bureau of

the Budget and the Comptroller's Office in the office of the First

Deputy Comptroller, Seymour Scher. Representatives of White & Case

also were present. 5/ A first draft of a Statement of Essential

- 1/ Memorandum, Wood Dawson, March 11, 1975, entitled "A Proposal for
Providing One of the Essential Elements in Finding A Long Range
Solution for the Current Financial Difficulties of New York City."

2/ D. Grossman at 152; Solari at 47.

3/ D. Grossman at 153.

4/ Id. Solari at 47-48; D. Grossman at 153.

-5/ D; Grossman at 154.
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Facts had been prepared by White & Case based on the materials provided
by the City to the task -force. 1/ Deputy Comptroller Scher added a
separate sheet, entitled "Cash Flow Projections," to the package
of materials already given to the task force. This sheet contained
a paragraph which stated that the cash flow chart was produced on
March 9, 1975 and that future borrowings and projected revenues
"will be both necessary ard sufficient to meet the City's cash needs
through June 30, 1975, including the redemption of maturing debt.
The City requires continuing access to the capital markets in
the approximate amounts listed . . . in order to meet its cash
needs through June 30, 1975." 2/

* * *

White & Case sent a letter to the prospective rnembers of the
bidding syndicate for the $375 million of RANS asking for their comments
-on the enclosed first draft of the Report of Essential Facts, and
advising the members to have their counsel contact White & Case prio_r
to 3:00 P.M. that day with any comments or questions. The letter also -
indicated that a -draft of the White & Case legal opinion as to the
RANS was enclosed. A copy of the letter produced by Morgan Guaranty
contained a handwritten note: "Smith if borrowing is essential,

- must point out — i.e. 'large amounts of borrowing required, no

assurance can borrow.' Typical corp disclosure.” 3

1/ Altman at 107; D. Grossman Exs. 33, 34 and 41.

2/ Document entitled "Cash Flow Projections,” on the letterhead of
Seymour Scher, March 12, 1975.

3/ Letter, White & Case, "to Prospective Members of the Bidding
Syndicate for RANs to be Offered on March 14, 1975," March 12, 1975.
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* * *

Marion J. Epley, of White & Case, addressed a letter to
William Scott, Third Deputy Comptroller, stating that the Report
of Essential Facts being developed should be identified as the
document referred to in the Notice of Sale for the $375 million
of RANS. 1/

* * . *

The March 12 draft of the Report of Essential Facts included
a cover sheet stating: '

Attached is certain information prepared by The City of New

York with respect to its financial position and certain other

matters which may be of interest to purchasers of the Revenue

Anticipation Notes of the City to be issued on March 20, 1975

and to mature on June 30, 1975. The Underwriters of the

Revenue Anticipation Notes have not attempted to verify in~

dependently the material prepared by the City. However, based

upon discussions with representatives of the City, the Under-
writers have no reason to believe that such information is not

correct. 2/ ) o

This draft contained a schedule of anticipated short-term borrow-
ings, a summary cash forecast to July 29, 1975, a schedule of RANS
outstanding as of March 11, 1975, a statement of debt outstanding
at February 28, 1975, and other information. 3/

* N * ' *

The first meeting of the merged syndicate, led by Citibank,

which would submit the only bid for the $375 million RANS -issue,

met at Citibank to discuss the offering. 4/ Representatives from

1/ Letter, Marion J. Epley to William Scott, March 12, 1975.
2/ Report of Essential Facts, Draft of March 12, 1975.
¥ 1d.

4/ This meeting continued on March 13, 1975. All references
herein are to either or both meetings.
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Citibank, Chase, Morgan Bank, Bank of America, Bankers Trust,
Chemical, Manufacturers Hanover, Se.xlomon Bros., Merrill Lynch,
Weeden & Co., A. ‘G. Becker, Bear Stearns, Ehrlich-Bober, First
Pennco, and First National Bank of Boston were represented
at this meeting, either in person or by individual counsel. white
& Case, represented by Marion J. Epley, attended the meeting and
again appeared to be acting as both bond counsel and counsel to the
underwriters. 1/

This offering was designed to replace the cancelled $260 million
TANS issuve of February. BAs had been the case with the BANS of the
precedirlg week, a poll was ‘taken of the entities as to whether the
securities could be sold and also as to their willingness to partici-
pate in the underwriting. The majority of the banks and broker-dealers
believed that-the issue could be marketed proviaed the disclosure
vproblems were resolved by the Statement of Essential Facts and
the opirrioné of White & Case, the State Attorney General and the
City Corporation Counsel. Arother factor favoring a successful
marketing was the short maturity date Qf the issue. Again,
there was a ai‘scussion of the vossibility of effecting the
offering as a private placement among the clearing house banks,
but thé overwhelming majority of the underwriters were in favor

of a public underwriting in order to maintain the public market. 2/

1/ Rousseau Ex. 3; Smeal Ex. 15.

2/ Smeal 182-83; Rousseau Ex. 3; Eide at 68.
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The effect of the Wein litication to City borrowing was
discussed, which led to a further discussion of the work being done
to develop a Statement of Essential Facts by the Grossman task ’
force, White & Case, and City officials. It was reported that
the Statement of Essential Facts would be available the following day '
and that the Notice of Sale for the RANS would refer to it. Additional
comments and suggestions were sought as to what should be included
in the Statement. It was contemplated that this document would be
sent to purchasers with confirmation slips and would contain
information regarding the financial position of the City, including
projections of maturities and borrowings through June 30 and a sch;edule
of outstanding City RANS as of March 11. 1/

it was stated that the underwriters would not be verifying the
figures supplied by the Ciﬁy but, the underwriters would be representing
that they had no reason to believe that these figures were incorrect.
Attorneys present ;iiscussed the participants' obligations with regard
to the notes to be sold. There was some agreement that the participants’

obligation was to provide rather than to verify the information. 2/

1/ Smeal at 183; Rousseau Ex. 3; Eide at 71;
D. Grossman Ex. 9. : :

3/ Rousseau Ex. 3.
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Notes taken at the meeting by Jean Rousseau of Merrill Lynch
reported that there was some discussion about "poss[ible] criminal ;
liability if we participate.” 1/

There were various proposals as to what income must, or could
be "earmarked" to pay off the notes. One proposal was that State
Comptroller Arthur Levitt would advance fiscal year 1976 welfare
payments (due in the fall of 1975) and the City would use these funds
to help pay off the RANS when they matured on June 30, 1975. The
conversation expanded to include proposals of raisiné and "earmarking”

additional funds for the City . 2/

The City officials and other parties present wanted the RANS
offering to proceed in the same manner as had the original City
RANS offerings. 3/

* . * *

‘A New York Post article reported that major banks had demahded
and received from Comptroller Goldin “written.assurance that the
.city will be able-to péy off its latest loan even if it loses

- a lawsuit challenging its authority to borrow more money." The

statement was described as a condition of the sale of $537 million

1/ Rousseau Ex. 4A.
Y.

¥ 1.
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in BANS and was reported té have been the subject of substantial
negotiations. The $537 mibllion BANS sold the previous week were
écheduled to be paid off by the issuance of .bonds. Goldin was quoted
as telling the banks that the Wein lawsuit would "hamper" the

- bond sale, but that the City will beL "in satisfactory [sic] legal
and fiscal position to sell bonds" to pay off the money borrowed )
the pfevious week. Goldin was quoted as stating that he did not know
if the borrowing would have gone through without that assurance.

He emphasized that the City's ability to repay the BANS was

"never in question" and further statéd that the BANS were full faith
and credit obligations and that the City was pledged to pay off those
notes. Goldin said that the banks were distributing his press release
on Frida-y, March 7, tld dealers as a "disclosure," a term with which
he did not disagree. The article aléo reported that the sale of

the BANS was going poorly with only one-half sold. 1/ .

THURSDAY, MARCH 13, 1975

David Grossman met with officers of the Federal Reserve Bank of

New York. The purpose of this luncheon meeting was to allow

1/ New York Post, March 12, 1975.




~175~

Mr. Grossman to detail for them the City's problems. Grossman outlined

the City's current year deficit as well as'the outlook for the next

fiscal year. The fact that the rate of increase  in City expenditufes
tended to exceed the growth of revenues was discussed, as that phenomenon

related to the growth of both short ard long-term debt. 1/
. * * *
The Comptroller issued a press release .announcing the ‘sale
of the $375 million of RANS by the City at an interest rate of. 8%
with a premium of $13,625. resulting in an effective rate of 7.9870%.
The release noted that there was only a single bid by the mercjed
syndicate led by Citibank. The Comptroller also stated:

The rate the City is paying today is still-a wvery high one
but is more acceptable than the rate paid last week and
earlier this year. I am pleased that we were able to avoid
the long and difficult negotiations which .took place on our
sale last-week.

One new development in. the situation is the establishment of
a.process by which data-on. the City's fiscal condition is
made regularly -available to a committee of -financial :
comunity representatives. Through this process we hope

to avoid the circulation of inaccurate information and

also to prevent a reoccurence [sic] .of the events which
forced a cancellation of a sale when information, demanded
at the last minute, could not be immediately supplied. 2/

1/ 'D. Grossman at 178-80.

2/ News Release, Office of the Comptroller, 75-33, March 13, 1975.
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In a Merrill Lynch document, Jean Rousseau directed that a
copy of the Report of Essential Facts be distributed to pur—

chasers of the BANS and RANS of March 1975. 1/

* * *

Marion J. Epley, wrote a letter to Kenneth Hartman, As—
"sistant Corporation Counsel, stating:

This will confirm our adyice to Bill Scott yesterday after—

noon and to you last evening that receipt by us of the

opinions of the Attorney General and of the Corporation

Counsel to be delivered as a condition of the issuance of our

opinion at the closing tomorrow will also constitute a

condition to the delivery of our opinion with respect to the

RANs being offered today. .

Copies of the letter were sent to William Scott, Third Deputy
Comptroller, and Richard Kezer of Citibank. 2/
* * *

David Gaston of Citibank, updating his prior report in a memorandum
to Paul Collins, a Senior Vice President, stated that the bank's fiduciary
accounts held $22 million in bonds of the City and $6.5 million
in notes of the City. 3/

* * *

An internal Salomon Brothers document stated:

1/ Memorandum, Jean Rousseau to Marcus Cuevas, March 13, 1975.
2/ Letter, Marion J. Epley to Kenneth Hartman, March 13, 1975.

3/ Memorandum, David Gaston to Paul Collins, March 13, 1975, entitled
"Re: New York City."
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The following memorandum has been prepared to. assist investors

in the credit evaluation of New York City obligations. All

of the statistics contained herein have been taken from

various reports by the Comptroller of the City of New York.
Each sheet of this document bears a legénd‘which reads "FOR
INTERNAL _DISTRIB-UTION ONLY NOT TO BE SENT OUT." _]:7

The.memorandum stated that City bonds were secured by the full -
faith and credit of the City and the unlimited taxing power of the
City. In addition, real estate tax levies could not be limited by
the State or local legislature and, if the City failed to pay debt
service, State law provided that a sufficient sum must be set aside
from the first revenues available. 2/ |

There were a series of tables in this document. Table #1 stated
that as of August 1974, the City's net funded debt was $6.818 billion.
Temporary debt (BANS, RANS and TANS) was listed as $3.767 billion as of
December 1974. In 1968, the temporary debt had been $686 million.
Table #2 traced the trend in real estate tax delinquencies; In 1963-
64, the amount of tax delinguencies was $45.8 million, a rate of
3.65%. IA 1973-74 the amount was $148.6 million, a 5.59% rate.
Table #3 reported on the ratio of receipts to debt service. In

1963-64, debt .service was $439 million with a ratio of receipts

to debt service of 7.1%. 1In 1973-74, debt service was $1.141 billion

1’ Memorandum, .Salomon Brothers, entitled "Memorandum Re: The
City of New York," undated.

7 .
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with a ratio of 9.0%. Table #4 compared thg bond maturity schedule
of New ¥6fk City with.those of other large cities. Within 5 years,

: 47.3% of bond principal would be due and, in 10 years, 71.1% would be
due. Table #5'denonstrated that net debt as a percentage Qf full
value of taxable real estate declined from 9.8% in 1963-64 to 8.5%
in 1973-74. Table #6 indicated that during this same period, net
debt as a percentage of assessed value Qf taxable real estate
increased from 12.9% to 17.3%. 1/

The memorandum aléo reviewed budéet information about the City,
listed the income and expenses of thé 1973—74 fiscal year and des-
cribed the general fund revenue shortfall of $237 million for that
fiscal year. The repoft concluded with a description of the SRC,
indicating that the $520 million to be borrowed by that entity
would be used for budget note redemption and filling budget gaps
for 1973-74 and 1974-75. /

* * *

David Grossman distributed the Report of Essential Facts to the
Staff Committee of the FCLG. His covering letter stated:

Development of the statement involved a high degree of

cooperation among staff of the Office of the Comptroller

the Bureau of the Budget, White & Case (bond counsel to

the underwriters) and a task force made up of members of

the staff committee including: Roy Anderes, Banker's Trust;

William Solari, Donaldson, Lufkin; Chester Johnson, Morgan

Guaranty; John Thompson, W.H. Morton; Jac Friedgut, Citibank;
and Jim O'Sullivan and Walter Carroll, Chase. 3/

Y 1.
2/ 1a.

3/ Epley Ex. 10.
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A covering page, affixed to the final version of the Report.stated:

Attached is the report of essential facts referred to in the
Notice of Sale by the City of New York with respect to Re-
venue Anticipation Notes of the City offered for sale on
March 13, 1975. Harrison J. Goldin, Comptroller, City of
New York. 1/

In place of the summary cash forecast through July 29, 1975, which-had
" been contained in an earlier draft of the Report of Essential Facts,
the final version contained a statement entitled "Statement With
Respect to Cash Flow Projections.” It said:

New York maintains a computerized cash flow forecasting system

to project cash receipts and disbursements. Projections pro-

duced by this system on March 9 indicate that the future.
borrowing listed on Page 3, together with projected City
revenues, will be both necessary and sufficient to meet the

City's cash needs through June 30, 1975, including the re-

demption of maturing debt. The City requires continuing

access to the capital markets in the approximate amounts

listed on Page 3 in order to meet its cash needs through

June 30, 1975. 2/

In this final version, two charts were added. The first showed
short~term debt outstanding as of March 6, 1975, maturing prior to
June 30, 1975 and totaling $2.496 million. The second was a schedule
of maturities of long term (funded) debt to be paid in the period
March 6, 1975 to June 30, 1975, totaling $191.729 million. The

schedule of anticipated short-term borrowings contained a footnote stating:

1/ 1d.
2/ Ia.
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The validity of the Stabilization Reserve Corporation and

its power to issue bonds and notes is presently being

challenged by a lawsuit in a New York State court. The

complaint in this lawsuit has been dismissed, but such dis-
missal may be appealed. The sale of such bonds or notes is
subject to the successful final disposition of such suit.

The final version of the Report of Essential Facts also con-
tained a schedule of RANS outstanding as of March 11, 1975, a
statement of debt outstanding as of February 28, 1975, supplemental ,
information with respect to the City's debt'incurring power as

of February 28, 1975 and other related matters. 1/

* * %

The Mayor issued a press release repofting that the State
Supreme Court had upheld the right of the SRC to sell $520 million
of bonds or notes to help finance municipal services in New York
City. Mr. Beame stated:

While the case has no legal bearing on the City's own
bonds and notes, some people in the investment community
have not understood this fact. :

* * * *

Professor Wein has asserted that bonds and notes of the
Corporation would be City debt chargeable against the
City's constitutional debt limit and that the 1974 State
law creating the Stabilization Reserve Corporation was
unconstitutional. Judge Korn ruled against him on both
points. 2/

* * * *

Comptroller Goldin issued a press release stating:

VA
2/ News Release, Office of the Mayor, 101-75, March 13, 1975.



~ 181 ~

As I stated earlier, the Wein case did not, in actuality,
pose a threat to the security of City obligations, but it
may have contributed to an unhelpful climate in which to
market City debt. 1/ ‘ '

* . * *
In a New York Times articie, the Comptroller was quoted as
saying that the City's bankers (the FCLG) were receiving a daily
“continuous flow of information" on municipal receipts and
expenses. The information flow v;ras said to be an attempt by the
City to avoid "repetitions of the cancellation of a recent note
sale [the February 28 cancellation of the $260 millio.n"TANS offering]." %/

FRIDAY, MARCH 14, 1975

The CTDM Committee met at the Comptroller's office at the
suggestion of Ellmore Patterson and Frank Smeal in order to discuss
the City's financing schedule for the balance of the fiscal year
ending June 30, 1975. §_/

‘In a memorandum from Mr. Smeal to Mr. Patterson, it was reported
_that the meeting opened with a discussion of what amount .of money,
if any, could be raised by the City through the sale of long-term
debt. Opinions ranged from $100-$250 million, depending on the
method of sale. Mr. Smeal took the positioﬁ at the meeting that the
City's banks were at or close ﬁo saturation with respect to City
securities and further noted that the problems encountered with

the most recent City issues indicated that "the credit markets were

1/ News Release, Office of ‘the Comptroller, 75-34, March 13, 1975.

2/ The New York Times, March 13, 1975.

3/ Memorandum, Frank Smeal to Ellmore Patterson, March 14, 1975.
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closing on the City." 1/ Be suggested that the Committee should
concern itself with the probléms of the $550 million needed by the
City on April 14, 1975 and recommended that other sources of funds,
such as savings banks, insurance compahies, City pension funds and
State, Federal and Federal Reserve sources; be explored. He pointed
out that the budget gép foq the current year was so great that
some substantial amount of‘additional borrowing was neéessary and
. that financing plans for July, August and the rest of the calendar
year were required as soon as possible. 2/

Smeal advised Patterson:

Daily flow of fund schedules disclosed, of course, that
the city absolutely had to have the proceeds of a $500 MM
long term bond issue and was depending on raising $520 MM
under Stabilization Reserve Corporation authority. T had
serious doubts about the City's ability to do either of
these things.

In the meantime, initial optimistic expectations that the
$375 MM RAN's might be readily placed and at the same
time create some movement in the unsold BAN's were not
realized. This, in spite of the fact, that we had

a clean legal and a thoroughly acceptable "record of
essential facts" as a substitute for a very damaging
disclosure statement. As I write this, late Friday
morning, only $57 MM (15%) of the $375 MM RAN's

had been placed, leaving a balance of $318 MM. $240 MM,
roughly half, of the BAN's are still in underwriters
{sic] hands, leaving an overhang of New York City paper
of $558 MM on the market. 3/

The memorandum further stated:

The credibility of repeated assertions by the Mayor that
the budget will be balanced, is now about zero. BAnalysts,
bankers and very soon the world at large believe that this
has been ‘done only by the use of gimmicks and meaningless
numbers adding up, after at least 2 years of phoney budgets,
to an enormous floating debt of as much as $3 or $4 billion.
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Furthermore, we do not know how to raise revenues or cut
expenditures so as to produce honestly balanced budgets,
certainly not under prevailing economic conditions. We
cannot identify the substantive areas, transit fare,
pension payments, where the problems can be solved.

The City has to set its own social balance sheet and
decide where to tax and where to spend. We can only ask
that it be done honestly. ‘

The members of the Controller's Committee, including Chase,

City Bank [sic], Salomon Brothers, all agree with this view and told
the Controller that they were “scared.” This message

was transmitted to the Mayor at 10:40 this morning by the’
Controller so that he will not be completely surprised

by any message you deliver on Monday.

There is only one place I know of where one can go for the

hundreds of millions of dollars, if not billions, that may

be required to keep the City running. I haven't the

slightest idea whether they, the Fed, have the authority
or the willingness to do so. 1/ C

* * ' *
Copies of the final v_ersion of the Report of Essential Facts,
dated March 13, 1975, were sent to Comptroller Goldin, Sol Lewis,
William Wood, William chtt, Melvin Lechner, Eugene Keilen, Kenneth
Hértman,, Steven Clifford and James Greilsheimer. 2/
* * ,*

- Wood Dawson submitted a bill for legal servicgs to Chemical
Bank with reference to the $537 million BANS. The cover letter of
the bill stated that Chase Bank had instructed the firm to bill
Chemical as manager of the merged syndicate. 3/ The bill itself

indicated that the fee was for, among other things:

Y 1.

2/ Memorandum to Harrison Goldin, Sol Lewis, William Wood, and
William Scott, March 14, 1975.

3/ Lgtter, Wood Dawson to Herman Charbonneau, March 14, 1975,
with enclosure.
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[E]xamination of certificates of the Comptroller authorizing
the issuance of the Notes, debt statements of the City and

a Report of Essential Facts; attending meetings of the merged
underwriting accounts on March 5 and 6, and advising The Chase
Manhattan Bank account with respect to various matters, in-
cluding the form of legal opinion to be renderéd by designated
bond counsel and the form of statement for release by the City
Comptroller used in connection with marketing the Notes . oV

* % *

In a New York Times article, it was reported that the City
Council aﬁd Board of Estimate had agreed the preceding day to a $1.9
billion capital budget. Of this total; .only $5.1 million was
allocated for new projects. The rest <.)f the. budget, it was
reported, was to be used for maintenance and rehabilitation of
existing City facilities. 2/ '

* * *

In another New York Times article, the sale‘of the $375 million
.in RANS was repor_'ted. The article stated that the City had pledged
to the banking community that both City Corporation Counsel Bernard
Richland and State Attorney General Louis 'J. Lefkowitz would guarantee
in writing that the City was not exceeding its ‘borrowing authority.
The sale of the RANS was said to have been contingent upon the
delivery of the two opinions. The article commented that a provision
of the State Attorney General's letter "forb[ade] the banks [from

using] the opinion to resell the notes."” Chemical Bank was

reportedly concerned about. the effect that a pending lawsuit

Y.
2/ The New York Times, March 14, 1975.




- 185 -

challenging the constitutionality of the SRC might have on the two
sales, }/_In addition, the Comptroller was quoted as saying that
data ébout the"City's fiscal'heéith was being'supplied "regularly
and coﬁtinuousiy‘to a committee of financial community repreéentatives."
The Comptroller noted that $140 million of the RANS issue plus
$417,000 in interest would be paid to Chase for a $140
million short-term loan the bank had given to the City on March 5;
the Comptroller also pointed out that * [mJuch pf the city’s borrowing
simply pays off previous borrowing." 2/

* . . * *

The Daily Bond Buyer reported: (a) the City sold $375 million

of RANS innediateiy after the Wein lawsuit, was dismissed by

a state court; (b).the sale was accomplished by a single bid, from

a merged underwriting syndicaée; (c) sales to the public were reported
to be proceeding only at a fair rate, at best; and (d) investors

were still not purchasing the unsold $245 million of BANS of the -

previous week still available in the market. 3/

1/ The New York Times, March 14, 1975.
2/ 1d.

3/ The Daily Bond Buyer, March 14, 1975, p. 1, 3.
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In a letter to one of its clients, Morgan Guaranty recommended that
the client sell "New York City holdings" and reinvest the proceeds in "high

grade notes." 1/

MONDAY, MARCH 17,1975

Early in the rnornmq, at Grac1e Mansion, Mayor ‘Beame met with David
-Rockefeller of Chase, Ellmore Patterson of Morgan Guaranty, Wllllam Spencer
of 'Citibank and: other 1ndlv1duals. 2/ The meeting came about as the result
of a desire by several bankers to communlcate the ‘serious nature of the

City's financial problems to the Mayor, in a group smaller -than the FCLG. 3/

1/ Letter, Walter B. Terry to a client, March 14, 1975.
2/ Rockefeller at 45,

3/ Smeal at 191..
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A memorandum written in preparation for this meeting stated:

Knowledge of the participants, purpose and the messaée of this

meeting could trigger a real panic in the market for New York

City securities and have a serious impact on markets, world-

wide, because of the extensive ownership of the billions of

dollars of New York City securities and especially because of

the concentration of that ownership among the large New York

City banks. Because of this, it is important that some advance

thought be given to the presence of the press and the explanations

that might have to be made about the presence of these three

distinguished bankers. It was generally agreed at breakfast

that no effort to conceal the fact of the meeting should be

made but that the visit should be related to the continuing

effort of the liaison group to help the City solve its

problems. 1/

The memorandum indicated that at the time there was an overhang of $558
million in unsold City notes on the>market and that the City would require
$1.7 billion in short-term funds and $500 million in long-term funds throuah the
end of fiscal year 1975. Further, about half of the projected short-term borrowing
was to take the form of BANS or SRC issues, both of which. were "tarnished in the
market." According to the memorandum it was doubtful that any significant portion
of the City's short or long-term borrowing could be obtained through traditional
sources becausé: the City banks had already invested between 1/5 and 1/4 of their
capital in City securities and their ability to supply additional money was
virtually exhausted; the market for City securities appeared saturated, as

[

evidenced by its inability to absorb even one half of the prior week's offerings;
and the proposed borrowings will occur at a time when the City's "borrowing needs -

are greatest and budget problems most visible." 2/

1/ Memorandum entitled "Proposed Statement to Mayor Beame by the Messrs. Patterson,
Rockefeller, Spencer, on March 17, 1975.%* (E. Patterson Ex. 7).

2/ 1d.
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The memorandum continued:

The market will not be reassured by assertions of balanced
budgets when balance is achieved by further borrowings or
gimmicks or. shifting accounts or -a general overstatement of
revenues and understatement of expenses. .Somehow, a large
part, billions perhaps, of the’ floating de. t must be
"funded."”

We see no way of achieving this through the market in the
prevailing environment. 1/ :

The reference in the memorandum to "gimmicks" used to balance the City's
budget, was explained as meaning any of t_hé following:

(1) capitalizing expense items;

(2) deferring expenses until the next year;

(3) switching the City's books from an accrual to
a cash basis for certain items;

(4) suépending required payments;

(5) changing billing_ dates;

(6) overestimating Federal and State receivables;

(7) adjusting the. timing of estimated payments; and

(8) suspending payments to reserve funds. 2/

The memorandum further stated that it was not alleged that these "gimmicks"
weré illegal, but rather, that they had bec;ome standard operating procedures for
the City over the years.

The memorandum asserted that the City was "out of credit and credibility,”
that events such as the weak national economy, the Wein litigation and the e

default, perhaps, aggravated the prcblem and accelerated the present crisis,
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but that the root cause of the problem was that the City had been living way
beyond its means. It urged that other non—market sources of funds be found and
that the magnitude of the City's needs are such that they could only be supplied
by the Federal Government. The memorandum concluded with the comment that the
rating agencies might be reviewing their_ ra‘ting for City notes, a potential
"time bomb in the market.” It was asserted that the\ confidence of the banks
and the underwriters must be restored before attempts could be made to restore
the confidence of the marketplace. 1/

Mr. Patterson stated that the general topics covered by the memorandum were
dlscussed with the Mayor when he and Messrs. Rockefeller and Spencer ret w1th the
Mayor on March 17, 1975. The bankers indicated to the Mayor that things were
getting tighter and éomething positive in the way of fiscal improvement had

to ke demonstrated. 2/

1/ Id.
2/ E. Patterson at 78-79.
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The meeting ended with the bankers relating to the Mayor that he must
quickly take dramatic actions. They stated: (a) there was little or no
time left; (b) any future borrowing was doubtful; and (c) the City had to

reach out to the State, the Federal Reserve Bank and the Federal Government. 1/

David Grossman of Chase prepared a memorandum entitled "Part II Toward -
a Solution" which he later sent to Ellmore Patterson for consideration by
the FCLG. 2/

In his memorandum, Mr. Grossman stated that *([wlhile the City's budget
and borrowing problems are very serious they have not yet éeriously sapped
its basic economic si:rength" and quoted various statistics to show this
strength. He contende‘d that the budget must be balanced and borrowing
reduced. 3/

The total amount of outstanding short-term borrowing at the

end of the current fiscal year (both City and Stabilization

Reserve Corporation) will be in excess of $6 billion, compared

to $3.4 billion at the end of the previous fiscal year and
only $1.3 billion five years ago. 4/

1/ E. Patterson at 78; E. Patterson Ex. 7.
2/ Smeal EX. 20.

3y Id.

4/ Id.
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The true budget imbalance for the current fiscal year wasvindicated to be
approximately $2 billion. 1/ He also asserted that the City must cut ex-~
penditures and consider a $i billion increase in taxes. 2/

Mr. Grossman said that the City had a "permanent" component ofbshor£-
term debt of $3 to $4 billion, including $1 billion for Mitchell-Lama
housing, $400 hillion in TANS issued against real estate taxes uncollected
during the past 5 years; $450 million in budget notes from 1970-71 and
1973-74 which were to be re-issued as SRC notes; year—end accrual borrowing
against the next year's receipts of over $300 mllllon, and'notes issued against
a sizeable portlon of State and Federal receivables. In ordgr to fund this
debt over the long~term, Mr. Grossman noted, the State could establish an
authority to issue long-term debt and the proceeds could be used to retire
the temporary debt. In addition to the fuﬁding accomplished by this agency,
it would also have to ensure that this situation did not arise again in the
future. Additionally, a Federal financing agency mlght purchase City debt.

Mr. Grossman stated that there would be difficult political problems
involved in balancing the budget because the City would not welcome any
1ntervent10n by outside governmental or private groups and the mun1c10a1
unions and other interest groups would not welcome any interference with

the funds and services they received through the City budget. 3/

1/ 14
2/ 1.
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David Grossman addressed a letter to Ellmore Patterson enclosing his
proposed outline of an "Investor's Data Book" on New York City. 1/ He stated
that the outline, dated March.13, 1975, was in response to a request of one '
Mayor and that "[tlhe purpose of the data book would be to provide a con-
solidated, comprehensivé and factual statement on the City and its finances."
Grossman .suggested that it was appropriate to determine whether the Comp—
troller would be interested in such a document and, if so, whether personnel
from the Mayor's and Comptroller'é offices, in cooperation with members of
the Staff Committee of the FCLG, would work on a rough draft and hopefully

develop something within four to six weeks. 2/

Frank Smeal of‘Morgan was in.Washington for a meeting of a Treasury .
financing committee. While in Washington, Mr. Smeal met with William Simon,
Secretary of the Treasury, to discuss matters othérithan those involving
the City. However, the subject of the City arose and a short conversation
ensued. Mr. Simon suggested that Mr. Smeal discuss the situation with

Under—Secrétary of the Treasury, John Bennett, and attempt to provide him

with a general overview of the City and its fiscal problems. 3/

1/ lLetter, D. Grossman to E. Patterson, March 17, 1975.
Y 1

3/ Smeal at 173-74, 192.



- 193 -

TUESDAY, MARCH 18, 1975

- In Washington, D.C., Jac Friedgut of Citibank made a presentation on
the City's financial Eondition to the Congressional delegation from New
York City. He explained that the City had two budgets, expense and capital,
with total expenditures of $13 billion. The City was said to use various
types of short—term borrowing to realize its income stream. Its expense
budget was growing at the compound rate of 13% per year and there was a
growing disparity between revenues and expendltures which could not be
eliminated by the Rainy Day Fund because that fund had become depleted.

The City had closed gaps over the past several years "by varlous techniques,
‘such as the lssuance of special 'budget notes' or else the 'stretching' of
TANS, RANS, and BANS, involving borrowings against revenues which were hot
always collected in the amounts anticipated.” 1/

Mr. Friedgut reported: (a) the C1ty had financed large amounts of
exoense items through the capital budget, including $722 million in the
current flscal year; (b) the City's short-term debt had grown to approxi-
mately $6 billion, equalling 25% of the total outstanding tax—exempﬁ
short-term debt in the country; (c) "New York City is now on a debt
'treadmill' which appears to average more than $590 million per ﬁonth of
short~term debt in addition to its long-term debt offerings;” and (d) the
City's expenditure level had been rapidly rising, e.qg., welfare and

related payments had experienced a six-fold increase over the preceding

1/ Jac Friedgut, Presentation to New York City Congressional
Delegation entitled, "New York City's Financial Situation,"
March 18, 1975.



- 194 - .

10 years to the current level of $2.4 billion and City employee salaries
and benefits had tripled in 10 years to over $6.5 billion for ‘the current
fiscal year. It was said that municipal wages exceeded those in the private
sector by 25%. Additionally, the Cify was said to support a high level of
free or discount services, such as higher education, ‘mass transit and
hospitals, and the Ci.ty could not afford all of them. Finally, debt
services had greatly expanded, putting additional burdens on the expense
budget.

The City's revenues were also rising, but-at a slower rate than its
expenses. Although Federal and State aid had eased the situation, this
aid had recently diminished. Friedgut stated that the budget gap for the
current fiscal year would approach $120-$200 million, and the City was
facing 'an $884 million gap for 1975-76. Additional taxes probably would
be counterproductive as they might tend to drive moré businesses and people
out of thé city. Expectations.of large scale additional Federal and State
aid were unrealistic. The only alternative was to cut the expense budget.
"Unless some.thing 'gives,' the City. fiscal situation might not be viable
and New York City paper would then be sﬁspect, regardless of interest
rate.” 1/ )

Friedgut concluded that the City had a substantial borrowing schedule
which depended on investor confidence, and could only be maintained if the

City was perceived as being determined to live within a balanced budget.
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Layoffs would be avoided, if possible, but wages would have to be frozen
for at least a year. Also, a comptehensive package, including additional
Federal and State aid and soundly conceived taxes, would have to be

instituted. 1/

Mayor Beame and Deputy Mayor Cavanagh received copies of the materials,
prepared by Friedgut, were disturbed by their contents, and considered arranging
a counter-meeting to discuss the situation with the City's congressional

delegation. 2/

~

City officials James Cavanagh, Sidnéy Frigand, Eugene Keilen and Richard
Bing accompanied Mayor Beame to Washington, D.C., to discuss possible
legislation to help redﬁce City borrowing costs. This group met with
Chairman Ullman of the House Ways and Means Cormittee, Senator Harrison
Williams of the Senate Banking, Housing and Urban Affairs Committee and
Senator James Buckley of New York. City officials suggested
that the Federal Financing Bank Act be amended to allow the U.S.

Treasury to purchase municipal securities. All of the legislators were

1/ 14.

2/ Memorandum, Richard Bing to Melvin Lechner and John Lanigan,
March 19, 1975. ‘ '
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interested in the City's problems and were informed of the high rates of
interest the City was paying on its debt. The City promised to send the

legislators drafts of suggested legislation. 1/

Eugene Keilen, Bruce Kirschenbaum and Richard Bing met with Under-
Secretary of the Treasury John Bennett to discuss possible legislation which
would permit the Treasury to purchase municipal securities. Mr. Bennétf,
andseveral associates present, asked a series of questions .about thé City
offerings. Mr. Bennett had been assigned by Secretary Simon to work on
Hew York City fiscal probléms and requested the name of a.City official who
would be capable of providing information to the Treasury Department. 2/

James ‘Cavanagh called the Comptroller and briefed him on> the various
meetings that had occurred in Washington. 3/

The City officials also hosted a luncheon for the presidents of major
labor unions in the ‘United States to obtain their support for a variety of
federal revenue measures for the City. A joint business-labor-City lobby

effort was to be arranged. 4/

1/ 1d.
2/ 1.
3/ 1d.

4/ Id.
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% 4 * *

A New York Times article reported that-the New Yo.rk State Pension
Commission had stated that the City's $6.7 billion employee pension funds
"have been dangerously depleted by a decade of budget 'gimmickry'." The
article stated that in a report to Governor Carey, the Pension Commission
had written that "[t]he financial soundness of the New York City public
employee [sic] pension systéms is in jeopardy. unless corrective action is
taken immediately." The Pension Coammission's report stated: (a) the City
had chosen to use pension underfunding as one method of balancing its oper-
ating budget; (b) ghe' gihmickry had started dQuring the Lindsay administration
and had mounted during the Beame administration; and (¢) the underfunding
between 1967 and 1975 totalled $2 billion. The article reported thét the
Mayor had stated that hé had not had the opportunity to study the report,
and quoted the Comptroller as stating, "The Kinzel commission report high-
lights deeply troublesome questions relating to the adequacy of the assets
‘base on which the city has historically counted for generating pension
payments." 1/ ‘

* * *

Irving Shapiro of the Comptroller's Office wrote a memorandum to Jerome
Turk, also of that office, concerning the "Validity of Real Estate Taxes
Receivable as Basis for Outstanding Tax Anticipation Notes." 2/ This

memorandum contained figures showing that as of June 30, 1974 the amount

1/ The New York Times, March 18, 1975.

2/ At the bottam of the first page, the memorandum said, "TO: SOL LEWIS,
STEVE CLIFFCRD PLEASE LET ME HAVE YOUR COMMENTS 3/19 SS."
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of uncollected real estate taxes for all prior years (including 1973-74)
totaled $408 million. As of the same date, there were TANS outstanding
in the amount of $317 million. The memorandum included a chart which
stated the percenﬁage of real estate taxes receivable as of June 30 of
_a particular year that was in fact collected in the subseguent year.

The memorandum concluded: "It is apparent that payment for the above
outstandiné Tax Anticipation Notes payable during the 1974/75 year will
have to be met from current revenues and not from the collection of Real

Estate Taxes Recelvable as of 6/30/74." 1/

Thomas Labrecque addressed a memorandum to William Butcher, concerning
the "New York City Financing Picture." Labrecque reported that, at that
time, Chase held $212 million of City obligations in its portfolio account
and $133.7 million in its dealer account. The ménorandum continued:

Of the total of 95.7 million in Notes. in the Dealer account,
$78.5 million were the result of the two Note financings in the
last two weeks. Our original liability was $127.8 million and
we have sold $49.3 million to date. In addition, $31.1 million
of the portfolio's $56.8 million in Notes were our share of the
negotiated 15 day loan which matures on Thursday, March 20th.

In calendar 1975, Wew York City projects it will need to issue
aporoximately $7 billion in Notes and Bonds. They need $2,150
million from now to the end of the fiscal year, June 30th; as
follows:

1/ Clifford Ex. 20.
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Notes . Bonds -
APRIL $550 million $500 million
MAY 550 million -

JUNE 550 million -

Given the sales performance of New York City obligations over the
last two weeks, the City's ability to float this amount of debt is
tenuous at best. While this picture could be helped by a significant
budget cut on the Expense side, the probability-of this happening over
‘the short run is minimal, if in fact, there is a chance at all. 1/

1/ Memorandum, Thomas Labrecque to William Butcher, March 18, 1975.
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WEDNESDAY, MARCH 19, 1975

An Investors' Conference Committee meeting, organized by Deputy Mayor
James Cavanagh and chaired by Ivan Irizarry, the Finance Administrator of
the City, was held. Present were Frank Smeal and Ross Mathews of Morgan
Guaranty, William Beahan of Lebenthal & Co., John bevine of Chase, Gedale
Horowitz of Salomon Bros., Richard Kezer of Citibank, Jean Rousseau of Merrill
Lynch, John Thompson of W. H. Morton and City'officials. 1/

It was strongly recommended that the Investors' Conference Committee
meeting previously scheduled for May would be cancelled because of concern
about the City's budget gaps, the UDC situation and a judgment by the
Committee "that New York City does not at this time have effective answers
to the questions and criticisms that have been raised about the City fiscal

procedures . . . ." 2/ The following points were made:

(1) the UDC problem had to be resolved;
(2) the City should consider issuing a sinking fund bond;
(3) the City should consider issuing near term bonds at discount;

(4) the City should set up segregated accounts for payment of debt
service; :

(5) the City should improve, expand and standardize fiscal reporting;
and '

1/ VMemorandum, Jean J. Rousseau to Donald T. Regan, March 20, 1975;
Memorandum, Ivan Irizarry to James Cavanagh, March 21, 1975.

2/ Memorandum, Ivan Irizarry to James Cavanagh, March 21, 1975.
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(6) the City should "take strong action to restore belief that
the City administration was not just 'doing what it can' ;
but actually, 'doing what is necessary,' however distasteful,
to fundamentally improve its fiscal position.™ 4 .

* * *

Jean Rousseau's March 20, 1975 memorandum concerning this meeting

indicated that everyone had agreed that the best and only practical

plan was to postpone any decision on accelerating the next Institutional

Investors Tour until after the close of the fiscal year. He continued:

We then had a more general discussion of how the marketing of
the City's debt could be-improved. I presented the thought
that I had previously expressed; to whit, [sic] it is first
necessary for the City to develop detailed plans to resolve
its budget and financial crisis and then attempt to revive
confidence in the investment community and buyer enthusiasm

- with the institutional and retail buying public. 1In this

view, marketing and "image” become subordinate concerns for

the City, as they presently ought to be. FRill Beahan, President
of Lebenthal, then added that the public attitude toward the
City's debt has swung sharply to the negative in recent months
ard that it is rapidly becoming impossible for his firm to
distribute City issues. He said that concrete positive steps;
budget cutting, staff cutting, or whatever, were necessary to
restore investor acceptance. (You may recall that at the

March 11 meeting, the Mayor beat us all over the head with
Lebenthal and the superior marketing job they have doneé on

the City issues. I think that Bill's remarks are all the more
significant as coming from a fresh source and one that has
previously been very constructive about New York City issues). 2/

1d.

Memorandum, Jean Rousseau to Donald T. Regan, March 20, 1975.
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Undersecretary- of the Treasury John Bennett called Frank Smeal and
inquired about people in the banking community familiar with the City's
financial crisis. Smeal provided Bennett with the name of David Grossman,
who had previously been employed by the City as a high official in the
Bureau of the Budget. Bennett then called Grossman and invited him to a
meeting in Washington the following day. 1/ .

A meeting was held at Comptroller Goldin's office between officials
of that office and City officials from thé Bureau of the Budget. The
purpose of this meeting was to assemble material for delivery to the
Treasury pursuant t6 the request from the Treasury the preceding day. 2/

The Comptroller called Governor Carey to advise him of the City's

situation and of the meetings between City officials and the Treasury. 3/
* * *
David Grossman, as Chairman of the FCLG, continued his practice of
distributing nfnemo_randa' and materials to all members of the FCLG and its

staff. On this day, he distributed a document captioned "Part II Toward

a Solution", discussed previously under date of March 17. 4/

- 1/ D. Grossman at 7; Memorandum of Interview of John Bennett, April 19,
1976 ("Bennett Interview"). :

2/ Goldin Ex. 77.
¥ I
4/ Memorandum, David Grossman to John Thompson, March 19, 1975.
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In a statement issued by the Citizens Budget Commission, the City was
described as facing a deficit for 1974-75 of $200 million, a prospective
deficit for 1975-76 of $884 million and a chronic cash flow problem requiring
annual short~-term borrowing of $7 billion. 1/ The statement reported:

City officials maintain that the City is not going to default
on its obligations because of the full faith and credit backing
of the City's debt, and because the annual revenues of the
City far exceed the debt service dué’ each year. This state-
ment is correct.

It fails, however, to deal with the fact that the costs, of
current operations can no longer be met by the City out of
current revenues.  Nor can cash flows be sufficiently
accelerated through anticipatory borrowings to mask any
longer the basic deficit situation in which the City finds
itself. 2/

The following steps were said by the CBC to be necessary:

(1) reduce expenditures by $800 million;

(2) end the financing of expense items in the capital budget; and

(3) desist from further “"gimmicks” such as overestimates of revenue,
underestimates of expenditures, advance collection of revenues,
postponed payments, and changing accounting practices in
midstream. 3/ . :

It was also asserted that the City's lsbor costs had to be frozen by job

attrition, deferment of wage increases, pay cuts, payless furloughs, and

1/ "Statement by the Citizens Budget Commission on New York City Fiscal
Situation," March 1975, p. 1.

2/ 18
3/ Id.
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stretching out contract time periods. 1/ The statement ends with
the admonition:
In conclusion, it must be emphasized that legal litanies
citing constitutional protection for the City's creditors
are not enough. The recent high borrowing costs to the °
City indicate that the City's fiscal reputation is slipping.
Immediate deficit-cutting action by the City is needed to

reverse the City's present critical fiscal outlook. Anything
less spells fiscal disaster. 2/

Jac Friedgut of Citibank gave a presentation to senior Citibank officials
on the City's fiscal situation. This presentation was somewhat similar to

the one he had given to the New York City Congressional delegation. 3/

David Grossman, in a memorandum to David Rockefeller concerning the "City
Problems in April," étated that if the City were unabls to sell its scheduled
debt for April, it would be in a cash deficit position of over $400 million
on Monday, April 14. 4/ He explained that although the City appeared to be able
to meet its payroll of April 11, only $68 million would then remain to redeem
$600 million in TANS maturing on Monday, April 14, The then—current City debt

schedule called for bids for a note issue on April 2 or 3 with a settlement

1/ 1d.,p. 3.
2/ 1d., p. 4.
3/ Friedgut at 69.

4/ D. Grossman Ex. 44.
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date of April '14. Mr. Grossman concluded his memorandum with the comment

that there was very little time savailable to develop wiable .alternatives. p e

THURSDAY, MARCH 20, 1975 .

Undersecretary of the Treasury John Bennett met with David CGrossman
of Chase and others at the Treasury J.n Washington. 2/ This meeting was
intended to prepare Bennett for his scfleduled meeting with City officials
in the afternoon. 3/ During .the meeting Grossman outlined, in general tems,
the New York City financial problem. Y

Bennett and the other ‘Treasury officials offered very little advice
to Grossman, but Bennett noted the potential legal exposure under
Rule 10b~5 under the Securities E).cchange Act of 1934 if facts were

withheld from the investing public. 5/

1/ 14.

4 ' D. Grossman at 190.
3/ Bennett Interview.
4/ D. Grossman at 190.

5/ D. Grossman at 191; Bennett Interview.
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After the meeting, David Grossman called David Rockefeller in New York

‘and briefed him on the meeting with the Treasury officials. 1/

In the afternoon, >Bennett and other Treasury officials met with
Comptroller Goldin; Melvin Lechner, Director 6f the Budget; Eugene Kéilin,_ -.
General Counsel to the Bureau of the Budget; and Bruce Kirschenbaum, the
City's Washington lobbyist. Joining this group were Messrs. Oltman and
Sancburg of thé Federal Reserve System. Comptroller Goldin did not present
a specific proposal‘ to the Treaéury officiais but recuested assistance in
whatever form it could be obtained. 2/

The question was- also raised as to whef:her the Federal government would
aécelerate r.ever'lue shar ing payments. Bennett questioned Keilin as to
whether the City had reviewed the procedures to be followed in declaring
bankruptcy since, based solely upon the information he had received from
Grossman that morning, Bennett felt that this was a real possibility.

Keilin expressed' some familiarity with such procedures but acknowledged
that the matter i]ad not been researched fully. He indicated his belief
that a court would not enforce the first lien on City revenues available

to bond or noteholders. 3/-

D. Grossman at 196-98.

Bennett Interview.

IQ l.§ lb-\-*

13.
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Management Group .for Bankers Trust, wrote to Edward Sibert and William Lutz
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Bennett looked into some federal payments that the City officials

In an internal memorandum, Roy Anderes, Vice President of .the Portfolio

of Bankers Trust concerning New York City notes and bonds. Mr. Anderes

stated:

Recent events in the tax-exempt note market have emphasized and
accentuated the selectivity and nervousness of that market. The
market is steeply discounting lesser credits so that the spread
between prime paper and lesser credits is historically wide,
reflecting in part investor preference for quality.

New York City is highly dependent upon the short-term market to
remain financially viable or solvent. Recently the City has found

-access to. this market increasingly difficult. Although the City's

budget problems as well as their other well publicized financial
problems have contributed to these difficulties, events beyond the
sphere of the City's management, such as the Wew York State Urban
Development Corporation default on its notes, have also had their
impact.

In view of New York City's high degree of reliance on the note
market as well as the increasing budget deficits being experienced
by the City, we no longer feel this credit suitable for retention.
We suggest an orderly selling program such as we are ‘doing with
the port bonds but perhaps at a more accelerated rate. -

For internal purposes we are changing Hew York City's rating from
3B to 4. 2/

Anderes Ex. 3.
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Mayor Beame issued a press release stating:

I am confident that the City will be able to meet both its
payrolls and its debt service payments in April.

The "scare" talk by some persons in the banking community
does the City a severe disservice, since it does make it
more difficult for the City to market its new short-term
obligations.

I want to reassure the general public, city employees and
the investing public that the City will meet its payrolls
and debt service if the banks cooperate and stop casting
unwarranted suspicion on the City's ability amd willingness
to pay all of its obligations on time. 1/

* * *

In a speech made by Comptroller Goldin to the New York Fraternal

Congress, he stated, "[W]ith apologies to Abraham Lincoln, I would say

that by and large, budgets are conceived in illusion and dedicated to the

proposition that the hand is auicker than the eye." Mr. Goldin also stated:

It has. become habitual with government to overestimate certain
revenues and underestimate certain expenditures as a matter of
routine.

It's a game of numbers, in order to meet the statutory require—
ment of a balanced budget. .

When it finally becomes apparent to everyone that a budget is
not going to balance, one technigue is to balance it by pushing
the onus over onto the next administration. 2_/

Statement by Mayor Abraham D. Beame, March 20, 1975.

Remarks by New York City Comptroller Harrison J. Goldin, Annual Meeting
of the New York Fraternal Congress, Statler-Hilton Hotel, Seventh Avenue,
33rd Street, N.Y.C., 1 P.M., Thursday, March 20, 1975.
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1{ New York Times article described Jac> Friedgut's March 18 briefing of
the New York City Congressional Delegation. Mr. Friedgut was reported to
have said that his bank (Citibank) would not bﬁy City securities because it
could not sell them due to the fact that investors -were convinced that, if
'the City's money ran out, the C_ity would pay its employees and default on
its bank obligations. The -article quoted Mayor Beame as résponding: "1f
he made that statement its outrageous.” A spokesman for Mr. Friedgut said
that Mr. Friedgut definitely did not say what was reported. Mr. Friedqut
had told the Congressional Delegation that "[ilt is becoming difficulp to
market New York City issues.” The spokesman noted that as much as half of
the two most recent offerings were unsold but that Citibank "is in the
market." 1/ .

Mr. Goldin was reported to be considering a cancellation of the next
scheduled RANS sale ($550 million on April 14, 1975) and the banks were said
to be "grumbling”.that they could not participate in a City offering in a
market in which they could not resell City securities. Deputy Mayor James
Cavanagh was asked about the possibility of bankruptcy for the City and he
replied: "Nonsense, the banks and us are in a community of interests. If

we go down, they go down." 2/

1/ . The New York Times, March 20, 1975, p. 43.

2/ 1.
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FRIDAY, MARCH 21, 1975

David Grossman of Chase met with Roy C. Haberkern-of Milbank Tweed,
counsel to Chase, and discussed his (Grossman's) meeting of the previous dav

with John Bennett of the Treasury Department. 1/

Mayor Beame énd Comotroller Goldin met for most of the morning to review
information that had-been sought by the Treasury at their meeting of March 20.
They were also preparing for the meeting with Treasury officials scheduled
for the afternoon. Théy discussed the advice of the Treasury official§
to reduce the amouht of City short-term borrowing in fiscal year 1975-76 as

compared to fiscal year 1974475. 2/

In a March 24, 1975 Merrill Lynch wire flash, authorized by Jean Rousseau,
it was reported that "On Friday [March 21, 1975], apparently because of a -

nunber of alarming press reports concerning New York City's budget crisis,

1/ D. Grossman at 199-202.

2/ Goldin Ex. 21.
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the Street experienced a heavy influx of sell orders in city notes and
bonds.” 1/ ’

A meeting commenced at 3:00 P.M. in the Comptroller's Office between
officials of the City, the Treasury and the Federal Reserve Bank. John
Bennett, Mayor Beame, Comptroller Goldin, Deputy Mayor Cavanagh, Budget
Director Lechner and other representatives of the City attended this
meeting. Bennett asserted that the City officials apparently were not
communicating properly with investors énd pointed out as one example oE
this the fact that the City referred to its own "balanced budget.” Bennett
offered to arrange a meeting invwashington with-nationwide representation
to assist the City in understanding what had to be done to obtain investor
confidence. 2/

The Comptroller later briefed Governor Carey on both the meeting with
the Treasury officials and on the present status ofvthe City's fiscal

crisis. 3/

The Comptroller and Deputy Mayor Cavanagh met and discussed certain

fiscal steps that the Mayor planned to announce publicly on Sunday, March 23. 4/

1/ Merrill Lynch Wire Flash, March 24, 1975, 9:35 A.M.
2/ Bennett Interview; Goldin Ex. 77.
3/ Goldin Ex. 77.

4 .
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The New York Times reported that the CBC had issued a warning that the

City must cut its expense budget by $800 million through a total freeze of
its labor costs in order to insure a sound credit position. According to
the Ii@g§, the CBC advocated job attrition, deferment of wage increases,
pay éuts, payless furloughs and stretching out of contract time periods.
The Mayor reportédly responded by stating that thefe'was "nothing
.new in what they're saying." 1/

The article described the previous day's meeting with Comptroller
Goldin and Undersecretary of the Treasury Bennett as a meeting
to discuss ways of getting large amounts of money for the City.
"Discussed, according to pa;ticipants, was Mayor Beame's proposal
to create a Federal municipal-finance agency that could issue bonds
and buy city note issues at low rates of interest...." The possibility
of loans from the Federal Reserve System was also revorted to have
been a topic of conversation. 2/

The article also reported that the CBC stated that the City was not
going to default on its obligations, as some had suggested, but could no
longer meet the cost of current operations out of current revenues because
of the constant need to borrow to finance the City's business as well as to

pay off prior indebtedness. 3/

1/ The New York Times March 21, 1975, o. 31.

2/ 1.
¥ 1.
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_ In a New York Post article it was reported that the City would need
nearly $1 billion in April to meet a payroll and redeem two note issues
maturi@ during that month. The City had planned to borrow $1 billion in
April but the Comptroller's Office declined to say wi1ether this Bérrowing

. would proceed as scheduled. It was reported that State Attorney General
Louis Lefkowitz had issued a legal opinion ihdicating that the City had the
legal authority to issue long term bonds. Lefkowitz said, "I concluded

that default was a possibility if the opinion wasn't rendered.” J;/

The Daily News reported that the Office of the Comptroller stated that
the City's cash needs between April 14 and 18 would be less than $1 billion
rather than the $1.5 billion estimated in a CRC report. The amounts reguired
were $745.7 million for the redemption of notes, $50.5 million for the
redemption of bonds and about $200 million for a payroll. A spokesman for
the Comptroller denied that the City would be unable to meet these cash

needs. 2/

Y  New York Post, March 21, 197s.

Y Daily News, March 21, 1975, p. 5.




SATURDAY, MARCH 22, 1975

Mayor Beame called Ellmore Patterson, Chairman of the FCLG and Chairman
of the Board of Morgan Guaranty, and stated that he planned to announce a ten
point reform p;ogrém for the City on television. Mr. Beame asked if Mr.
Patterson would rnake a statement in response to the Mayor's announcement.
Patterson stated that he would need some‘time to prepare a response. The
phone call was very brief and the parties did not discuss in depth the
substance of the planned speech or the accompanying press release. Mayor

Beame did, however, read the ten points of the program to Mr. Patterson. 1/

A New York Times article reported the meeting the previous day oetween
City, Treasury and Federal Reserve officials. The reguest by the City for a
massive amount of cash to meet the City's needs was mentioned. According to
the article, estimates of the City's cash requirements for the month of April —
to help pay maturing-gonds and notes and two City payrolls —— ranged from
$250 million to $750 million. City budget officials were reported to have
said that a lack of cash could mean that the Citybmight have to delay
meeting its payrolls or repaying its maturing debts. 2/

It was also reported that, in the afternoon, the Mayor announced that

he had called a press conference for noon the following day at Gracie

1/ E. Patterson at 84-85.

2/ The New York Times, March .23, 1975, article entitléd "City Asks For
Federal Aid To Get Cash in 30 Days."
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Mansion to "reassure the public and those who buy and deal in New York City
securities and give them confidence in their investments." The Mayor said

he was‘"qonce:ned with the unwarranted stories concerning the Cityfs fiscal
strengths." He said his press conference would inyolve the City's borro&ings,
the next year's budget and other steps the City would take to reassure the

public. 1/

In a Daily News article concerning the meeting between City, Treasury
and Federal Reserve officials, it was reported that, in April, the City
had to retire $50.4 million of bonds; $633 million ofVTANS; and $111 million
of urban-renewal notes. In addition, the City would have to meet two payrolls,
eéch of about $200 million, on April 11 and April 25, as well as other cash
expenses which might arise during the month. The City plaﬁned to borrow
$550 million in April and a similar amount was scheduled to be borrowed
in May. In the latter'month, the City had to repay $220 million of notes

and $69 million of bonds and had to meet three payrolls, 2/

Id.

/ Dailx News, March 22, 1975, article entitled "City Seeking Help from
Washington." :
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SUNDAY, MARCH 23,1975

The Mayor held a press conference. According to the official text of
his statement, Mayor Beame stated the following:

I have called this press conference to announce a series of
major steps designed to ease the City's borrow1ng and fiscal
problems in the years ahead. . -

I am calling on the State and Federal governments, on the
banking community, on the business community, on organized
labor and on the general public for cooperation and for
support of the program I am announcing today.

I also wish to clear the air of some misconceptions and mis-
understandings which, if left unchallenged, could seriously
damage the City's economy and its position in the short—tern
and long-term money markets.

1 want.to stress the City's ability and willingness to meet
all of its obligations on time. I also want to stress my
‘determination to meet the City's expense budget problems
without resorting to deficit financing.

We will pay all iﬂterest and redemption costs on time.
We will meet our payrolls.
We will not lose our basic fiscal strengths.

By no stretch of the imagination can this great City, with
its unparalleled assets, sink under the weight of the current
wave of unwarranted negative publicity attributed to certain
segments of the financial community.

The economic strengths of this city are unparalleled. Our
business activities, alone, generate more than $100 billion

a year. Our taxable real estate exceeds $80 billion in value.
The City government is capable of raising $7 billion in
revenues annually.

Our total revenues are six-fold greater than annual cost of
debt service. The City provides constitutional and legal
guarantees of repayment for our note holders and our bond
holders.
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The underwr iters of our obligations know this and they know
our assets better than most others, and that is why I cannot
understand the 'scare' statements regarding the City, its
assets and its obligations.

It is true that as a result of the abnormal economy, the-City
of New York has been adversely affected ~ more so than most
other cities - because of New York's unigue concentration of
fiscal responsibilities.

No City in the nation - or the world - is called upon to provide
so many functions and services. New York, in effect, is a
City-State ~ as large in population as Sweden and with a budget
greater than India's - and which is, nevertheless, without the
sovereign powers to raise funds or regulate its own economy.

Despite this paradox, the city functions as well in terms of
the services it must provide for its citizens ranging from
basic housekeeping which citieg pay for out of taxes - to
courts, welfare, medicaid, correctional facilities, education,
parks, ard recreation - which, combined, no city exceot New
York City, pays for out of its own resources.

Accordingly, the City of New York needs a large, continuing
cash flow to maintain these services. This is achieved by
short-term borrowing on a monthly schedule from the financial
community in anticipation of tax revenues and Federal and State
aid.

During the current national inflation and depression - with tight
money and runaway interest rates - the City, and the market in

- which it must function - have been adversely impacted. Further,
the City's budget has been affected because revenues have fallen
below projections - as a result of the depressed economy -- and
expenditures have skyrocketed, because of inflation, increased
energy costs and the rapid rise in welfare rolls.

The City was among the first in the nation to call attention
publicly to these problems. It was also among the first to
take bold steps to deal with them.

We have acted quickly to institute an unprecedented fiscal
auster ity program which will'significantly reduce the number

of jobs on the city payroll by the end of the fiscal year; which
has placed a freeze on hirings; ard which steps up revenue and
fee collections. As a result, we will have reduced by more

than 10% the operational cost of running the City,
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In addition to these actions, I am announcing the following programs:

(1)

(2)

(3)

(4)

(5)

‘We -expect to reduce the volume -of next year's temporary
borrowing by $2 billion for the following reasons:

(A) With the cooperation of the Federal and State
_ governments, there will be a more timely

transmission of Federal and State aid payments
to the City.including revenue sharing funds and
education aid. This will also be accomplished
through expediting claims to the Federal and
State governments for reimbursements. The City
will also install an improved system of monitoring
charges to funds other than tax levies, thus
reducing the need further for temporary borrowings.

(B) A continuation of the recent practice of short-term
borrowing, on a regularized basis, for long periods
during the year.

As a result of the above actions, we expect to reduce year-end
balances of outstanding short-term borrowings by about a
half-billion dollars. :

Total long and short-term debt outstanding at:the end of the
1975-76 fiscal year will increase by about $800.million as
compared to an.increase of -$3 billion at the end of the current
fiscal year. This is :further evidence of our determination to
reduce our debt.

A new borrowing schedule will-be instituted for the rest of
this fiscal year, reducing the April borrowing from the .
$1.05 billion previously scheduled to $450 million. This will
allow for-additional time .in working on immediate-range and

long-range programs with the Federal and State governments.

We are developing a joint cooperative State-City approach to
our fiscal and borrowing problems. :

I have submitted legislation to create a joint State-City
Fiscal Commission. Such a Commission would be in constant
.session throughout the year, studying the needs and revenues
of both the City and State.

Furthermore, it would study approaches .to the ever-present
problem of lowering the cost of government’ in the City and
in the State, such as through transferring functions to that
level of government which is best equipped to perform such
service, at the lowest cost.
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(7)

(8)
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It would also help develop a full partnership with the
Federal government on urban problems.,

This year, for the first time, we are instituting a program
of accrual deductions.of the expense budget items funded in
the capital budget. So far this year, we have already taken
$25 million of expense items out of the new capital budget.

This is a first step in a continuing program to reduce the
impact on the capital budget and to move towards having these
charges reflected in the expense budget.

»

The $135 million of economies in the next year's budget which ‘
I announced’ recently will mean drastic cutbacks in such services
as:

* _Reduced cleaning and collection services by the
Pepartment of Sanitation.

* Reduced services by the Police Department, such as
emergency services, traffic control and harbor control.

* Elimination of some fire companiés and transferring
firemen now performing certain non-fire fighting
duties to fire-fighting duties.

* Closing of some day care centers and consolidation of
staffs.

* Increased class sizes in the schools.

* Increased teaching hours at City University.

* Continuation of the hiring -freeze.

* Continuation of forced retirement after age 65.
As indicated above, these reductions in services and other
economies will result in a direct saving of tax levy funds of
$135 million. Combined with the $478.6 million already achieved,
the savings will total $613.6 million within two fiscal years.
The economies will also mean a reduction of about 30,000 City
positions in the same period.

I am determined to balance next year's budget: by recurring
revenues in order to avoid further borrowing.
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This will require the cooperation of Congress, the State
legislature, the City Council and the executive branches
of all three levels. N .

Next year's budget gap is basically the unresolved part
of the $1.5 billion gap which this administration inherited
when it took office.

(9) We are in process of developing a national coalition of labor
leaders and businessmen, who along with the country's mayors,
will press the Federal -government for an emergency assistance
program for local governments, welfare reform, a loan fund
for municipalities and massive public works and public employ-
ment programs to relieve the country of its severe unemployment
problem.

(10) Finally, it is my intention to institute a study of the con-
tinuing and future requirements of the City, and the fiscal
revenues necessary for these needs, and to develop a realistic
program of action. o

I will review this with the Mayor's Council of Business and
Economic Advisors with the intention of getting the study
underway rapidly. ‘

Despite all of the self-help efforts by the City, it is clear
that we will need the cooperation of the State and Federal
governments, and, of course, the financial community. I have
been deeply involved in constructive discussions with all of

these interests and I am confident that their cooperation
will be forthcoming. 1/

It was reported that the Mayor also stated that, some weeks ago, he had
invested in City securities to indicate his confidence in these obligations,
and noted that, despite the banks! anﬁ brokers' contention that there was
.no demand for City securities, he neveftheless ha@ to pay a vremium to purchase

his notes. 2/

1/ News Release, Office of the Mayor, 111-75, March 23, 1975.

2/ The New York Times, March 24, 1975, articles entitled "Beame Outlines
Plan to Reduce City Borrowing" and “"Beame Purchase Backs.His Confidence

in City."
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The Mayor reportedly stéted:
Nothing I've presented today is as a result of bankers' suggestions.
We asked them for suggestions, but at no time did they offer anything
specifically. And let me say this: Nobody's going to tell me how to
run the city. I'm going to try to run it in the best interests of the
people. We're always open for suggestions. But we got none. 1/

. The Mayor continued, stating that one bank in particular was irresponsible,
naning the Citibank, and asserted that Citibank had sent a representative to
Washington, D.C. who had told the City's congressional delegation that
investing in City securities was risky. "He could at least have had the
courtesy of letting us know he was going." 2/

Mr. Beame reportedly further stated:

I think the banks have to exercise the responsibility to let the

public_know that New York securities are good investments, to

restore confidence in their investors. I think our program should

be a strong catalyst to restore confidence, because we're trying

to do things to reduce our need to go into the market as often

as we do now. 3/

The Mayor also said, "We're dealing with a condition, not a theory.
The cash will be there to pay our bills. How? Possibly the Federal govern-
ment. Perhaps an advance against cash owed us. 1I'm not worried. I'm not
concerned. I'm not concerned about our ability to meet expenses." The
Mayor was then asked if the Comptroller was cooperating with him on this

program and responded: "We're completely cooperative, aren't we, Jay?“'

The Comptroller nodded. "You have to realize that I've been dealing

1/ The New York Times, March 24, 1975, article entitled "Beame Outlines
" Plan to Reduce City Borrowing." : '

Y 1.
Yy 14
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with some of these bankers for a long time, since I was Comptroller. So I
make inquiries. The Comptroller makes his inquiries. But if something

happens, it's the Mayor's neck." 1/

MONDAY, MARCH 24, 1975

A meeting commenced at 8:00 A.M. in the Comptroller's Office to discuss
the borrowihg needs of the City. Present at the meeting were Comptroller
Goldin, Richard Kezer of Citibank, Thomas Labrecque of Chase, Frank Smeal of
Morgan Guaranty, Gedale Horowitz of Salomon Bros., Herman Charbonneau of Chemical,
and others from the Comptroller's Office and the investment community. 2/

The Comptroller stated that the City needed $2.3 billion to get through
June, the end of the fiscal year. 3/ Several parties responded that with
the full participation of the cleé{ihg house banks, the maximum that could
be underwritten in April was between $100 and $200 million. Other parties

- stated that there was no marketplace for City securities at all. It was
suggested that the ﬁnderwriting picture would improve if the City were to
rnake real cuts in its labor costs and remove expense items from the capital

budget. 4/

1/ Id. The New York Times also reported that Messrs. Goldin, Cavanagh
and Lechner, among others, were present during the news conference.

-2/ Ohe—page document produced by Chemical Bank.
3/ 1d.

4 1a.
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The Camptroller pointed out that the City had to meet a payroll on
April 11 ahd redeem maturing notes on April 14, and therefore required
several hundred million dollar»s.‘ He asserted that there were difficulties
in seeking relief directli/ from lthe Federal Government.- The Treasury
Department had indicated that the City should come to it only after having
first sought the funds from New York State. A second problem mentioned
was that it would be difficult for Congresé to act to aid the City before
the Easter recess. A Chemical internal document describing tﬁis meeting

»
included the notation "Stop Payment on NYC checks." 1/

Ellmore C. Patterson issued a press release the day following the

Mayor's press conference, stating:

Mayor Beame is to be commended for his determination to take
steps to improve the city's fiscal position. The program he
has outlined - particularly the balancing of the budget in the
next fiscal year - is certainly moving in the right direction.
When the program is implemented it should be beneficial to the
city. Meanwhile the Financial Community Liaison Group continues
to work with the city officials to help wherever it can. 2/

Various City newspapers reported the Mayor's March 23 press con-

ference. 3/ Endorsements from various civic, business and financial

1/ I1d.
2/ One page E. Patterson press release, dated March 24, 1975.
3/ The New York Times, March 24, 1975, article entitled "Beame Outlines

Plan To Reduce City Borrowing;" New York Post, March 24, 1975, article
entitled "New Beame Cuts: Mixed Reaction.”
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leaders were cited. 1/ Leaders of the municipal unions, however, expressed
opposition and concern with regard to further budget cuts in the areas of
City services in which the members of their unions were employed. 2/ It

was also separately reported that sources had confirmed that Mayor Beame had ’
purchased $50,000 in City notes and that other members of the Board of
Estimate»were expected to make "symbolic purchases" of such securities. i/

The New York Times published an article reporting that the City had

rrecently discovered a $33 million deficit resultin§ from the previous fiscal
year's budget. According to statements attributed to Deputy Budget Director
John Lanigan, the deficit occurred'because the City's cash shortage forced it
to undertake greater amounts of short-term borrowing at increasing interest
rates. 4/ The continuing disagreement between the Mayor aﬁd the Comptroller
over the sizelof the current deficit was also reported. Mayor Beame

reportedly had maintained .that the 1974~75 budget deficit originally had

been $430 million, but had been reduced through dismissals, economies and

new sources of revenué to $120 million. Mr. Goldin had estimated the

original deficit to be $650 millioﬁ, which estimate was reduced to $340 million

in consideration of the Hayor's economies. #r. Lanigan was reported to have

1/ New York Post, March 24, 1975, ~article entitled "New Beame Cuts:
Mixed Reaction.”

¥
3 The New York Times, March 24, 1975, article entitled “Beame Purchase

Backs His Confidence in City."
& The New York Times, March 24, 1975, article entitled "City Finds A Leftover

$33 Million Deficit.”
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stated that the City's total cost of borrowing had declined. However, an
" official in the Comptroller's office reportedly disagreed, stating such costs

would remain at the prévious year's levels. 1/

Steven Clifford addressed a memorandum to Comptroller Goldin and Seymour
Scher regarding the Mayor's plan to reduce borfowing. Clifford indicated
that the major objectives of the Mayor's plan were to:

(1) Decrease short term debt outstanding by $500 million from-
6/30/75 to 6/30/76. )

(2) Decrease short term debt issuances by $2 billion in F.Y. '75-
_'76 from F.Y. '74-75 level.

(3) Limit total debt increase in '75-'76 to $800 million. 2/

Clifford further observed:

It should be noted that the Mayor's plan is not based on budgetary
and fiscal restraint. In fact, it assumes that real and/or disguised
deficits for '75-'76 will remain at present levels, and an additional
$700 million of short term debt will be generated by budget balancing
gimmicks or outright deficit financing. [Emphasis in original.) 3/

1/ Id.

2/ Memorandum, Steven Clifford to Harrison Goldin and Seymour Scher,
March 24, 1975.

3/ 1.
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TUESDAY, MARCH 25, 1975

A meeting was held in Washington, D.C. at the Treasury Building to
discuss the New York City fiscal crisis. This meeting was arranged by
John Bennett, Undersecretary of the Treasury, to help to clear the air ;m
the City crisis and to reassure the investment community as to the soundness
of the City's securities. 1/ The meeting was attended by Arthur Levitt,
Comptroller, and Peter Goldmark, Budget' Director, of the State of New Ydrk.
Messrs. Goldin, Cavanagh, Lechner, Keilin, Kerschenbaum and Marcesi
represented the City.  Members of the financial community included
Amos T. Beason, Edward Bennett of Hartford Life & Casuglty Co. ("Hartford
Life"), Robert Bethke of the Discount Corporation of America, Richard
Doyle of Supervised Investor Services, Gedale Horowitz, Richard Kezer,
Thomas Labrecque, Thomas i‘dasterson of Underwood Neuhaus Inc., leland Prussia
and Arthur Toupin of. Bank of America, Robert Rivel of Union Dime Savings
Bank and David Taylor o&f Continental Illinois National Bank. Repvresenting
the Federal Réserve System were J. Charles Partee and Richard Puckett.
The Federal Reserve Bank of New York was represented by Richard Debs and
Peter Sternlight. John Bennett, Edward Snyder, Robert Gerard and David

Stoughton represented the Treasury Department. 2/

1/ - Bennett Interview; Memorandum of New York City Meeting on.March 25,
1975 in Room 4121 of the U.S. Treasury;: lechner at 349.

2/ Bennett Interview; Memorandum of New York City Meeting on March 25,
1975 in Room 4121 of the U.S. Treasury.
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John Bennett opened the meeting by stating that, at times, the City's
fiscal crisis looked like a "game of chicken" between the City, the State,
the Federal Goverrmment, and the banks. Fortunately, he indicated, the
Mayor's press release of Sunday [March 23] appeared to be a move away. from
such a confrontation ard a stride towards cooperation. Comptrdller Goldin
pointed out that the Mayor had said that the City's budget would be balancéd
by receiving additional revenues and not by borrowing. Budget Director
Lechner stated that the City's fiscal crisis was the result of the
ravages of inflation and recession. The State was said to be encountering
the same problems. The City had to borrow $2.2 billion to get through .the
fiscal year ending in June amd would be repaying over $1 billion in matur ing
TANS in that period. It was noted, however, that there was some flexibility
as to the precise time that the City needed all of this money. Deputy Mayor
Cavanagh then stated that, in genéral, TANS could be rolled over for a veriod
of five years and then could be redeemed with normal revenues. David Taylor
asserted that this fiscal crisis was a crisis of coﬁfidence, adding that the
City needed the endorsement of its banks in order to foster confidence. 4

John Bennett wanted to know what could be done to make the City .
éaleable and asked what the alternative was if this were‘not possible.

The City was said to need access to the short—-term market for an' increasing
number of millions of dollars. Richard Kezer stated thét $500 million in

unsold City notes were currently in the marketplace. John Bennett reported

Yy .
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that the Federal Government was not in a position to guarantee City secuz.'ities,
indicating “that this was an issue for the Congress to explore.’l/

Comptroller .Goldin stated that because of the problems.with the
SRC and the magnitude of City receivables, the City had to issue increasing
amounts of short-term debt. Robert Rivel, of Union Dime Savings, suggested
that the size of the short-term borrowing should be explained to the investing
public, including thevlife insurance companies and the savings institutions.
Gedale Horowitz stated that the City had been living beyond its means for
several years, thereby impairing its ability to repay its obligations. He
said that investors were concerned about repayment and that the City had
lost its old buyers and was not getting new ones. 2/

Edward Bennett of Hartford Life wanted Cavanagh to vrovide "hard
copy" on the City's financial plan but it was pointed out that there were
onl§ two weeks before the City had to raise new funds. Several parties
suggested that vérious institutions in the City must stand by the City
“and that this included pafchasing City securities. Thomas Masterson
pointed out that the City's past acts of gimmickry had now come

back to haunt the City. Amos Beason mentioned the rating agencies and

Y 14

2/ m.
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questibned the fact that the City still had an "A" rating while it was close
to not meeting its bills. There was a general discussion about the cause

of the City's crisis. Although there were some differences of opinion, the
general consensus was that the crisis was not caused by the UDC difficulties,
the total debt outstanding, or by the volume of future borrowings. Rather,
the crisis could be attributed to a bésic lack of confidence in the eventual
repayment by the City of'its_obligations. 1/

Arthur Levitt indicated that the State was exploring a type of back-up
bond for City financings but noted that he was pessimistic. He pointed out °
that unlike UDC obligations, New York City's obligations were full faith
and credit securities. Robert Rivel asked Levitt why the State could not
assist the City on a short—term basis. John Bennett asked whether or not
the New York Federél Reserve Bank could help by buying City securities.
Richard Debs responded that the Federal Reserve statutes would not permit
such activity by the Bank. 2/

Thomas Labrecque stated that a short-term solution would not help
because the City's fiscal crisis was a chronic, long~term problem. John
Bennett stated that everybody, including the Federal and State governments,
was examining the sithation. In the meantime, Bennett said, the Federal
-Government would be examining the schedule of payments of Federal receivébles

to the City. No decisions were reached at this meeting but most parties
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agreed that the unsold City paper on the market had to be cleared up. 1y
Participants af:_ the meeting described Mayor Beame's television speech

of Sunday, March 23, as a disaster for its failure to cons;der reality.

Additionally, it was stated that James Cavanagh had chosen to filibuster

and had ignoréd the intended purpése of the gatﬁering; Cavanagh ‘

bléned everything on the banks and refused to consider the City's

problems. 2/
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* * *

An infemal Citibank document: addressed to Paul Collins, Senior Vice
President, by Philip Hesfon-, a Vice President, reported that Citibank held.
over. $34 million of City bonds and notes in its fiduciary accounts. The
document élso. noted that the'bank held $286 million of New York City debt
on a.custody basis. 1/

. * * *

In mid or late March, Herman Charbonneau, a Vice President of Chemical
Bank, and another Chemical Bank official had lunch with a member of the
Camptroller 's staff. During this iunch, thé City's fiscal problems were
discussed at length. The City employee, who worked:non._i:he City's finances,
told Charbonneau that a substantial amount of Federal -and:State aid receivables
‘being carried on the City's fiscal books were: "fabricated." 2/ - .

. * * *

David Grossman addressed a memorandum to David Rockefeller entitled
"Progress Report (4)", which was also sent to vseveral members of the FCIC.
.Grossman's report.stated that the Treasury Department apparently had
been designated .as the Federal agency to coordinate any Federal action
on the City's bbrrdwing problems. Further , there had been a series of
meetings with various Federal officials and meetings between City and
Treasufy officials. Grossman _aiso noted .that the staff committee of the

FCLG would be meeting the followirng day and that Evan Davis of the law

1/ Memorandum, Philip W. Heston to Paul Collins, March 25, 1975.

2/ Charbonneau at 351-54.
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firm of Cleary, Gottleib, Steen & Hamilton, formerly general counsei
to the Budget Bureau, was being added to the gfoup. 1/
- * * *

_In a Daily News article, it was reported that State Attorney General
Louis J. Lefkowitz had replied to six guestions posed by bankers before
they would agree to underwrite the most recent issue of City BANS (the $537
million issue). The Attorney General specifically ruled that bonds of public
benefit corporétions, City contracts, and contfibutions to retirement funds
were not subject to the City's constitutional debt limit and that short-
term City debt also was excluded from that limit. 2/

WEDNESDAY, MARCH 26, 1975

The Staff Advisory Committee of the FCLG held a meeting which was con—
ducted by.David Grossman. 3/ ile reported on the task force that had ‘
worked with the City in preparing the Statement of Essential Facts in its
present form., Grossman described the.various meetings in Washington concerning
the City's sit&ation and indicated that there was no present prospect that
the federal government would provide money to solve the City's problems.
He characterized the Mayor's speech of Sunday, March 23, as encouraging,

but noted that there was nothing new from the numbers previously

Y/  Memorandum, D. Grossman to Rockefeller, March 25, 1975.
2/ Daily News, March 25, 1975.

3/ Memorandum of Staff Advisory Committee Meeting, March 26, 1975;
Rousseau (April 14, 1976) at 139.



- 233 -

' presented to the Committee except for changes in the April borrowing
schedule (reducing the note sale from $550 million to $450 million and
deferring of a bond sale to May or June). 1/

When the discussion turned to theﬂﬁudget gap; Grossman s;ated that if
var ious expedients were eliminated ("one time shots,” the financing of
current expenses in the capital budget, the overestimating of revenues,
etc.), the true budget gap would be $2 billion. Grossman stated that if the
City doubled its income tax and fully applied it to all commuters and also
effected a 1% increase in the City sales tax, $1:billion would be raised.
Additionally, he pointéd out that a total wage and benefit freeze would save
$306 million. 2/

Grossman asked Jean Rousseau of Merrill Lynch to present his views on
therpublic market .for City securities. - Rousseau stated that the market for
City securities was now74crippled" and, although able to limp along, it
was very unlikely to absorb another note issuelwithout more encouragement.
Rousseau -observed that "we are, in effect, letting'Mayor Beame do our advertising
-and not taking an affirmative stand ourselves," and that the Mayor had not
been very persuasive with the public, lately. Rousseau furfher observed
that the market has become more and more sensitive. to vad publicity and,
consequently, unless revitalized, it probably will simply "expire whenever
the next rude shock occurs.” 3/ Rousseau suggested thét, to restore the

market, it would be neéessary for the banks and dealers to advertise that

Y .
2/ 1.



- 234 -

.

the City was doing and would do what was necessary and sufficient to

resolve the City's p:oblems; The reaction to the suggestion was divided.
Some thought the Federal and State governments must step in to help and
dirécf the City; others wanted the City to commit itself to some requirements
before "we could go out_on a limb." 1/ Mr. Rousseau suggested that any
requirements proposed to the City be presented as coming, in effect, from
the investing éublic and neéessa:y to reassure the investors, rather than

as coming from "the Banks" fér their own selfish and/or reactionary purposes.
Grossman said that he would discuss the matter with the FCLG. 2/

The Staff Committee then set up three "task forces." The first would
work on a "Data Book" describing the City in full economic detail, to be
maintained on a current basis. The second would study the feasibility
of separating water and sewer revenues and expenses from the general fund
and then issuing water and éewer revenue bonds which presumably would be
better rated and/or more saleable than City general obligation securities.
The third task force wbuld study major elements of the City budget, including
pension costs and an analysis of City revenues and expenditures. 3/

’ * * *
RepresentatiVes of six banks of the Clearing House Association met at

Morgan Guaranty to discuss the City's financial condition. Present, in addition

Yy 1.
2/ 1.

¥y 1a.
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Manufacturers Hanover, Bankers Trust and Chemical. The immediacy of the
City's cash needs was discussed with partlcular emphasis on the redemption
of $400 million of City notes due on April 14 1975, Becau;e of this large
maturity and the inability of the City to go.to the public market, the pos-
sibility of default was discussed. At approximately thié time, White & Case,
" as counsel to the FCLG, and Davis, Polk & Wardwell, as counsel to Morgan
Guaranty, were exploring various procedural and legal implications of a
municipal default and bankruptcy. 1/- - '
. * * *

John Lanigan, First Deputy Director of the Budget, in a memorandum to
First Deputy Mayor James Cavanagh concerning cash flow projections, reported
that the City would need to borrow $1.6 billion in notes and $500 million in
bonds by the end of the fiscal year (June 1975). Lanigan stated, "If we
ignored the legal need to place cash in escrow for renenue anticipation
notes our actual cash borrowing needs could be reduced by $250 million for
the fiscal year." 2/

‘ * * *

On March 5, 1975, Mayor Beame and Comptroller Goldin wrote a letter to
Jack Poses of the City University Construction Fund ("CUCF"). They requested
that the CUCF furnish at the closing of each sale of its securities a certi-

fication which would show that even if certain "City-related” obligations

1/ Chronological Narrative of the Participation of Morgan Guaranty Trust
Company of New York City in Matters Relating to New York C1ty
December 1974 through March 1975, pp. 36-37.

2/ Memorandum, John J. Lanigan to James A. Cavanagh, March 26, 1975.
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were treated as City debt, the City would nonetheless have sufficient debt
incurring capacity to issue its notes or bonds. This information would be
requested by the City during the pendency of the Wein 1itigatior;. By letter
of March 26, 1975, Jack Poses recommended that the City reconsider following
this procedure as it was his view that such City—related obligations were
not legally to be treated as Ci{:y debt. 1/

* * *

In a New York Times article covering the prior day's annual meeting of
Citicorp, the parent of Citibank, Walter Wriston, Chairman, was quoted as
saying that the City was "fortunate" to have a Mayor so "well equipped to
read the numbers." 2/ ’

‘ * * *

In a Daily Bond Buyer article about the day-long meeting at the Treasury
Department the preceding day, Jack E. Bennett, Deputy Undersecretary for .
Monetary Affairs, was reported to have said that New York City ‘would not getr
any special federa'l grants but thét revenue sharing payments and federal

grants might be accelerated. 3/

* * *

A Long Island Press article about the same meeting quoted Deputy Mayor

Cavanagh as saying: "I think we are going to be ok. Our big problem is

April 14 and we are gearing everything now to meeting that deadline. We

1/ Letter, Jack Poses to Mayor Beame and Comptroller Goldin, March 26, 1975,
with attachments. .

2/ The New York Times, March 26, 1975, p. 55.

3/ The Daily Bond Buyer, March 26, 1975, p. 1.
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think we can do-it. First we take care of today and then we worry about
tomorrow." 1/

THURSDAY, MARCH 27, 1975

‘Messrs, Patterson, Rockefeller and Spencér of the FCLG, together with
Mr. Hayes of the Federal Reserve Bank of New York met with Mayor Beame, Comp—
troller Goldin‘and Deputy Mayor Cavanagh at Gracie Mansion. 2/ ‘This meeting
involved a long discussion of the City's fiscal problems, the lack of
interest in the market for City securities, and the .urgency of the City's
- cash needs, particularly the April 14 maturity. Mr. Hayes étated that there
was no.possiﬁility that the Federal Reserve could loan'moﬁey'tb the City.
‘Given the exigency of the situation, it was decided to assemble represen—
tatives of all interested parties - the City; State, and Federal governments,
and the financial community - to develop a specific program of fiscal reform
to restore investor confidence. 3/ | |
At the‘close of the meeting, the bankers indicatéd they wanted three
things: (1) details on the City's cash position; (2) the financial plan relating
thereto, especially for fundingva'portion of short-term debt that could not
be supported under a cash system; and (3) details of the 197576 budget, includ-

ing specific plans for cuts and for holding labor costs down. f/

* * *

1/  Long Island Press, March 26, 1975, p. 1.

2/ Goldin Ex. 83.

3/ .Rockefeller at 57-58; E. Patterson at 89~90; Beame at 189;
Labrecque Ex. 22.

4/ Goldin Ex. 77.
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David Grossman wrote a memorandum entitled "Possible Frameworks to
Address fhe New York City Fiscal Situation.” Grossman suggested a few
alternatives to meet the immediate cash problem: (1) the City might borrow the
money required and pledge a specific City revenue flow for repayment; (2) the
underwr iters could buy City obligations for the account of the Treasury or
the Federal Reserve; (3) the State could buy City notes; or (4) the Treasury or
Federal Reserve could buy City notes directly. 1/

7 As a long~term approach, Groséman suggested a corporation similar to
the SRC to conver£ short~term debt into long-term debt. Other
possibilities suggested were Federél insurance of C;ty obligations and
Federal and State purchases of these securities. 2/

additionally, Grossman posed, as alternatives, that the City raise a
number of taxes and cut City services. A fiscal reform package was
described which included (a) limiting short-term borrowing, (b) eliminating
expense‘items from the capital budget, (c) reforming various accounting

'practices, and (d) developing a three or five year fiscal plan for the City. 3/

Y D. Grossman Ex. 47.
Y

¥ 1.
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FRIDAY; MAﬁCH 28, 1975

Various indi&iduals met at Chase to develop a program to open the public
market for.New York City obligationé. Representing the City were Messrs.
Cavanagh, Lechner, Lanigan, Goldin and Clifford. New York State
was represented by Peter Goldmark, Director of the Budget and Michael_Diffley,
also with the Division of the,Budget. Robert Gerard represented the Treasury
.Department, Peter Sternlight répresentedtthe Federal Reserve Bank of New
York, and the financial community Qas represented by David Grossman and
Thomas Labrecque of Chase, .Amos T. Beason and Frank Smeal of Morgan.Guaranty,
Gedale Horowitz of. Salomon Bros., Charles Sanford of Bankers Trust, David Barry

of Manufacturers Hanover, Jean Rousseau of Merrill Lynch, and Richard Kezer

.of Citibank. 1/

1/ Labrecque Exs.. 21 .and 22; Goldin Ex. 84; D. Grossman at 209.
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According to ‘a memorandum written by David Grossman, the immediate
objective of the discussions was to determine what steps were necessary
and what time schedule was appropriate to bring about adeguate financing
by April 1l4. 1/ The meeting 1as£ed about five hours. 2/

A document dated March 28, 1975, apparently prepared to serve as a
basis for discussion at this meeting, detailed a six-point program for
fiscal improvement of the City. 3/ The elements of the plan were:

1. A program of revenue and expenditure changes to close the
$884 million budget gap for 1975-76.

2. Phase out the use of long-term borrowing to finance
operating expenses over a 5 to 10 year period by
amendments to the Local Finance Law. This should
include reguirements for disclosure of all .such items
now included in the capital budget or "outside the
certificate."

3. Reduction of the City's short-term debt position in
line with a plan for the next 12 to 18 months. - This
should include a program of improved advances/reimburse-
ments of State and Federal aid.

4., Improvements in the City's financial accounting and
reporting systems by means including:

Work toward adoption of MFOA principles
~and standards

Install improved accounting systems

5. Installation of a long-range fiscal planning process
(3 to 5 years) for City expenditures and-—insofar as
feasible--revenues.

6. Establish a City-State fiscal commission to review aid
programs, show financing of operating programs, etc.
along the lines of the Mayor's proposal. 4/

1/ Labrecque Ex. 22; See also D. Grossman at 210.
2/ Labrecque Ex. 22.
3/ Coldin Ex. 84.

Y 1
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Of immediate concern to the group was improvement of the

City's cash flow and balancing of the budget. 1/
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x ok * *

In a memorandum addressed to J.H. Fleiss, D.S. Howard, Senior Vice
President for finance of Citibank, requested an update, as of March 31,
of Citibank's total holdings of municipal securities. He specifically requested
a listing of the maturity schedule for the municipal securities at par value
held by Citibank on a month-by-month basis for 1975 and 1976 and by year

thereafter. 1/

SATURDAY, MARCH 29, 1975

The meeting of the previous day reconvened. A seéond draft of the six
point fiscal improvément program was discussed and several elements were
tentatively agreed upon by the gathering. Bamong these was a commitment by the
City to phase out carrying expense items in the capital budget over a five to _
ten-year period by seeking amendments to State legislation. Items in the capital
budgét that were of an expense nature would be disclosed annually "outside
the certifiéate." Bach year, for several years, the maximum amount of
these expense type items_permitted in the capital budget would be decreased.
State law allowing the use of capital funds to make debt service payments

would be amended or repealed, which would affect the Transit Facilities

1/ Memorandum, D.S. Howard to J.H. Fleiss, March 28, 1975.
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Construction Fund, the City University Construction Fund, the State Health
Facilities Corporation, UDC and other entities. 1/
It was decided that the City would embark upon a'program to upgrade the
quaIigy of its financial reporting and -accounting systems by adopting the

standards of the MFOA, instituting modern accounting procedures for all

City agencies, and preparing and issuing a comprehensive bond or note prospectus

for each secﬁtities sale,.in order to provide complete information on the
financial organization, procedures and status of the City. 2/

The group also agreed that the State should establish a permanent
comaission composed of City officials, State officials, and members of the
financial and business community, to study the fiscal relationship Between
the State and the City. This commission would examine the oresent
responsibilities of each unit and determine whether there should be some
adjustments. 3/

The last point tentatively égreed upon by the group was the enactment of
a State law to establish multi-year fiscal planning for the City, including

a three to five-year projection of anticipated expenditures and revenues. 4/

1/ Lanigan Ex. 20.
2/ 1d.

y 1a.

4y 1.
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MONDAY, MARCH 31, 1975
| The working group established at the Friday and Saturday meetings
continued their work at Chase. City and State officials did not atéend
these meetings. 1/ ‘
The meeting convened at approximately 2:00 p.m. Present were Thomas
Labrecque, David Grossman, Palmer Turnheim and Lawrence Toal of Chase,
Richard Adams and Herman Charbonneau of Chemical, Amos T. Beason of

Morgan Guaranty, Richard Kezer and Jac Friedgut of Citibank, David Barry of

Manufacturers Hanover, Charles Sanford of Bankers Trust and Peter Sternlight . ..

of the New York Federal Reserve Bank. Halliburton Fales and Marion J.
Epley of White & Case were also present. 2/

The meetiné began with with Mr. Labrecque's suggestion that the
attorneys address the issue of possible anti-trust problems arising from
the meetings among the banks and others. Mr. Fales emphasized that each bank
must make an individugl judgment in its own best interest and that cooperative
action by the banks should preferably be‘taken at the reguest of the City
officials. 3/ -

There was also a discussion about the possibility of underwriting City
notes to be sold on April 14. Mr. Epley advised the gfoup that any
underwriting where notes were resold to the public would raisq very serious

- disclosure problems and that the fiscal status of the City might make

Memorandum, Marion J. Epley to the Files, March 31, 1975.

.

1.
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adequate disclosure impossible. He also expressed the opinion that the
disclosure required would probably cause serious marketing problems for‘
any City notes. 1/

Richard Kezer of Citibank raised a question about continued trading
in outstanding City notes. Epley replied that White & Case had édvised
Bankers Trust that, in view of the developments since the issuance of the
March notes, continued selling of those notes might give rise to "10b-5
liability” to a selling underwriter. 2/ Epley stated that he was giving
the same advice to all those present and that the parties should consult
their own counsel. 3/ Charles Sanford of Bankers Trust stated, and Thomas
Labrecque of Chase agreed, that their banks might continue selling
City notes with khe understanding that if the City should default,
the banks would repurchase the nbtes at the original sales price. 4/

Mr. Labrecque informe& the group that City representatives had
requested the group to make a review and clarify their proposals made to the
City over the weekend. 5/ In addition, Mr. Labrecque stated that White &
Case had been given two assignments. The first was to examine the effects
of a City default if the City could not redeem the $600 million of TANS due

on April 14, Mr. Epley stated that work was continuing in this area and

1d.

'Q l{ 'Q IQ l<
g
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a report would be made to the banks as soon as possible. The second assignment
was to study the possibility of setting up a "secured" City financing in
April. 1/ Mr. Epley stated that it appeared that the most hopeful means
of obtaining "security" would be to require, by contract, that the City
comply with the Local Finance Law requiring the "earmarki_ng" of certain
types of tax and other revenues. 2/ There was further discussion of a "secured"
offering. 3/

Mr. Friedgut then stated that the real issue was not seéuring an vissue
of City debt, but whether or not the City was willing to recognize the
priority of debt repayment over such expenciitures as salaries to police and
payments to welfare recipients. Mr. Sanford agreed and said that the
City still had not demonstrated its willingness to lay off City employees, |
if required, in order to balance the budget. 4/ '

The assemblage then considered the third draft of "Elements of a
Fiscal Improvement Program for New York City". 5/ The principal focus of
the discussion concerned balancing the budget without additional borrowing.
Tt was agreed that if that point was satisfied, the other parts of the plan

would probably be achieved. 6/

1/ Id.
2/

3/

y 14
5 .
N2

1d.
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Mr. Labrecque described the Saturday meeting as ending with Deputy Mayor
Cavanagh indicating his view that the banks had a "real problem"” which he
hoped they would be able to resolve. 1/ Mr. Beason pointed out that such
statements meant that the City was still not listening to the comments
expressed by the investment coﬁmunity. Mr. Friedgut observed that, in his
view, Messrs. Beame and Goldin felt that they were being very successfﬁl in
their negotiations with the banks and had no particular reason to yield on
any points at this time. 2/

It was pointed out that, at the Saturday meeting, Steven Clifford had
stated that the City needed only $350 million to accommodate its needs through
May 9, contradicting the figure of $450 million which City officials had
previously quoted. 3/

The conversation again returned to the third draft of "Elements of a
Fiécal Improvement Program for. New York City”" and the means of insuring
compliance by City officials with the points contained therein. There was
a brief discussion about various federal officials who had stated that
the City would not receive "one red cent" of additional aid. 4/ Other sources
of financial aid for the City were discussed, including the feceipt of
Federal and State aid. 5/ The establishment of a comittee of indenendent

parties to "audit” the City's compliance with its budget was discussed

v .
2/ 1.
¥y .
4 1d.
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and various potential participants were mentioned.l/

white & Case was instructed to proceed with revision and expansion of
the Report of Essential Facts used with an earlier offering of RANS. The
possibility that adequate disclosure was impossible under the circumstances
was discussed and acknowledged by the bankers pre;ent. 2_ / The meeting
ended with Peter Sternlight stating that although it remained disturbed
about the City's problem, the Federal Reserve Bank was nevertheless unwilling
to advance funds to. the City. 3/ .

In an internal City document, meetings between City officials and
banks were summarized. 4/ ‘The banks were desc_:l;'ibed as carrying a large .
inventory of City securities-which they claimed were difficult to move.
Consequently, they would not increase their holdings. The difficulty,
according to the banks, was that the market had no confidence in the City
because of the adverée climate created by the absence of a plan to solve the
fiscal crisis, the growing annual amount of borrowing and the adverse
experience with UDC. v

The banks were characterized as we_mting_ a fiscal plan, a reduction-in
expenses, a reduction in borrowing, the transfer of expense items out of

the capital budget, the creation of a City-State fiscal relations committee,

Y 1.
2/ .
¥y I

4/ Cavanagh Ex. 51.
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the establishment of long range planning, and the development of improved
financial reporting and accounting systems. 1/

Iﬁ was asserted that if the banks refused to buy the $350 million of
notes, the City should prbceed witﬁ, among other things, pension fund
purchases of City notes and advances of aid from the State. The summary
lists the alternatives available to the City in the event that it was

unable to raise the necessary money; default was included on the 1ist. 2_ /

Tk * *

The New York Post printed an article on the possibility of a City
bankruptcy. Various City officials were asked their positions on this
possibility. Comptroller Goldi._n reported stated: "The City is not on the
verge of bankruptcy.™ Aan aide to Mayor Beame was asked for the Mayor's
position on bankruptcy and replied: "No way." 3/

* . * *

The Daily News reported that Mayor Beame and various City budgetr
experts would participate in a budget "retreat" at the municipal building
for three afternoons dur ing the week to grapple with the current credit
crunch and a projected $800 million gap in the budget fon:’_ the next fiscal

year. It was also reported that, during a television interview, Comptroller

l/ 1.
2/ 1d.

3/ New York Post, March 31, 1975.
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Goldin expressed.confi‘dence that the Cityswould be able to borrow
$450 million later in the month. 1/
* * B

John Thompson of W.H. Morton sent a memorandum to Frank Smeal and
Amos T. Beason prO\-liding suggestions for ges}ol.ving the City fiscal
crisis. 2/ .

“Mr .- Thempson began-his memorandum with the statement that he
.recognized that a.solution to the City fiscal-crisis was. impossible before
April 14. ‘Thompson discussed the possibility of.default by the City
and provided.details of some of the City fiscal problems. He reported
that there was almost $3 billion of outstanding RANS resulting from
the City's practice of paying off RANS issued in previous years with
the proceeds of even larger :borrowings against new revenues. According
to the-‘memormdum, the.deficits resulting from revenue shortfalls in
severai years "have in effect been folded into a cumilative balance
of BANS outstanding." 3/ |

- Thompson suggesfed that the investment community might consider filing
an amicus curiae brief in the Wein litigation. He also asserted that the
City, in conjunction with the investment-community, should retain an inde-
pendent accounting firm to help revise City-accounts andreports "so that

- the records will be understandable in the future to all concerned.” 4/

1/ Daily News, March 31, 1975, p. 10.

2/ Memorandum, John F. Thompson to Amos T. Beason and Frank. P. Smeal,
March 31, 1975 with attachment. .

y
y 1
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He also stated that the banking community could help the City in pressing
the Federal and State governments for more timely payment of aid. He

asserted that "many of us were late in sensing the adverse developments
which have taken place," 1/ and continued:

I am convinced that the over-borrowing was all done legally,
and in numerous cases was based on special amendments to the
Finance Law adopted to permit it. Their significance in the
issuance of debt was understood by bond counsel. If the rest
of us had understood them better their significance in terms
of credit, cash flow and marketing short term city debt would
have been clearer to us. Some of us first learned certain

of the disillusioning facts at early meetings of the Grossman
subcommittee, when Leo Sabatine was addressing various of the
problems of legal issuance. For that reason I believe we will
need the continued cooperation of his firm, Wood Dawson, in
order to be sure that we fully understand the implications

of the way things have been done. 2/

TUESDAY, APRIL 1, 1975

A fourth draft of the City's six point fiscal improvement program was
distributed by David Grossman to the FCLG. The initial item required thel
City to balance its budget without increased reliance on borrowing and
required City officials to commit themselves to this objective by
April 14, 1975, 3/ ' /

' The second item called for the de&elopment of a program to
" accelerate the payment of Stafe and Federal aid and advances against
expenditure reimburseﬁents. Otﬁer items indicated that ﬁhe City would

end the use of the capital budget to finance expense items, improve

Y .
¥ 1d.
% Document entitled "A Fiscal Improvement Program for New York City"

(Fourth Draft) prepared by D. Grossman, April 1, 1975.
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its financial accounting and reporting, and establish a fiscal commission
to study the City's financial problems and develop long-range fiscal
planning. 1/

* * *

A letter dated April 1, 1975, writﬁen by Marion J. Epley of White &
Case to Thomas Labrecque of Chase (with copies to Richard Kezer of Citibank,
Herman Charbonneau of Chemical, David Barry of Manufacturers Hanover and
‘Charles Sanford éf Bankers Trust), discussed the disclosure queétion
involving City securities: 2/ The text of the letter was as follows:

Dear Tom: |

In view of the rapidity with which events are developing in
connection with the City's finances, we feel it is appropriate
to summarize for the Banks our views on what has come to be
known as the question of “disclosure”. You will recall that
an attempt was made to address the problem in the form of the
City's Report of Essential Facts dated March 13, 1975. While
it may be possible by updating and supplementing that Report
to satisfy the applicable legal requirements with respect to
future underwritten offerings, we understand from our
discussions with the Banks that the adverse information which
would be required in such a Report would in all likelihood
render the City securities unsaleable.

One of the suggestions which has evolved from various
meetings over the last several days has been the preparation
by the City of a comprehensive prospectus to be updated and
circulated in connection with each sale of bonds or notes
by the City. Preparation of such a prospectus would assume
and reflect the taking of appropriate corrective actions by
the City with respect to its Budget and finances. It is
recognized by all involved that preparation of such a
prospectus will be a massive undertaking, and in our view
it could not be completed in less than four to six weeks.

1/ Id.

2/ Letter, Marion J. Epley to Thomas Labrecque, April 1, 1975.
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Even to meet that time schedule, substantial effort by
numerous City personnel, Bank representatives and counsel,
as well as full cooperation and access to City records,
will be required.

We understand that the Banks have tentatively determined,
and we would concur, that the most desirable form of
disclosure in connection with the traditional underwriting
of City securities, in which resales are made to the
public, would be through the use of such a comprehensive
prospectus.

Regardless of the form which any ultimate disclosure. document
may take, we reemphasize our advice that public sales of New
York City securities, in the absence of what may be agreed

- upon as full and meaningful written disclosure, would be
contrary to the best interest of both the City and the
Banks and could result in a substantial exposure to liability
both to primary and secondary purchasers of the securities.

We believe that the Banks should be aware of our position
in conducting further discussions with the City.

Sincerely,

/s/ Jay Epley 1/

WEDNESDAY, APRIL 2, 1975

Mr. Epley forwarded to Ellmore Patterson essentially the same letter -
that had been written to Thomas Labrecque the previous day. 2/ Copies
were again sent to Messrs. Labrecque, Kezer, Charbonneau, Sanford and

Barry. The text of the two letters differed only in the last sentence

V.
2/ Charbonneau Ex. 15.
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of the first paragrpah.

The first letter stated:
while it may be possible by updating and supplementing: thaﬁ
Report [of Essential Facts dated March 13, 1975] to satisfy
the applicable legal requirements with respect to future
underwritten offerings, we understand fram our discussions -
with the Banks that the adverse information which would be
required in such a Report would in all likelihood render the
City securities unsaleable.

" The corresponding sentence in the second letter began with the word "it" and
ended with the word "offerings", entirely omitting the clause which stated that
as a result of discussions with the banks it appeared that disclosure of "adverse
information" would "render the City securities unsaleable.” BAdditionally, while
the April 1 letter had been signed by "Jay Epley," the April 2 letter was signed
by "White & Case.” 1/

Sometime during mid-April (according to White & Case) an associate at White
& Case wrote a memorandum to the files with respect to conversations he had
with City employees concerning anticipation notes and first lien. The

text of the memorandum 2/ is as follows:

‘Clearing House Banks
re: NYC Financing Plan

I called Sandy Altman to discuss the
"first lien" language in Article 8 Section 2
of the New York State Constitution. I told her
that it appeared BANS were not covered in that
Section and yet the Notice of Sale for the
March issue contained the first lien language.
Sandy was aware of the problem and stated that
the Notice of Sale and advertisements contained
"a lot of loose language". She said that the
gap in Article 8 Section 2 may have been filled
by the fact that the underlying bonds have a
first lien. She also stated that the first

Y 1.

2/ Undated Memorandum For the Files by John Osnato.
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lien language had been dropped from the Notices
of Sale for RANS and TANS at the request of either
Hawkins, Delafield or Wood, Dawson. She stated
that she was not the proper person in the City

to get this information from and told me to call
Ken Hartman.

I called Ken Hartman today and he was also
aware of the problem. He agreed that it appeared
the BANS were excluded from the first lien
language. He stated that there were a lot of

. _problens in Notices of Sale and with the use
of the first lien language generally. He
further stated that if the City continued to
use the first lien language it could "get
blown out of the water!.. He said he would do
some further research in the area and get in
touch with us (he said his research would
‘concentrate on the Vanderzee case). 1/

Later in April, in a letter from White & Case to Citibank, as manager
of the underwriting syndicate for a prior RANS issue, the basis for White
& Case's fee was discussed. The letter referred to an earlier discussion
between the parties regarding the fee, stating: "As I told you at the time,
we feel that the traditional practice of so many 'cents per Note' may not
be appropriate in the new environment for these municipal financings where,
among other developments, efforts are being made for the first time to
disseminate relevant information with respect to the City's financial
condition." 2/

* * l *

A Dow Jones Wire Service Release indicated that Standard & Poor's had

suspended the City's "A" rating on general obligation bonds. 3/ It stated,

in part:

v 1.
2/ Letter, White & Case to Richard Kezer, April 17, 1975.

3/ Dow Jones Wire Service Release, April 2, 1975.
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-« .« «New York City‘s rapidly deteriorating ability to raise
money in the capital markets places uvnusual strains on its
cash position for the immediate future.
The possible "inability or unwillingness of the major
underwriting banks to continue to purchase the City's

note(s] and bonds" was cited by S & P as a primary
contributing reason for the suspension.

X k k k

The City's present cash' flow problems reflect not only -

its inability to meet operating expenses without resorting

to borrowing but the same may hold true for the meeting of

debt -service requirements coming due shortly on long-term

debt. 1/ )

Prior to the suspension [in March 1975] two Standard & Poor's analysts
had been informed by New York State Budget personnel that the State could
not afford to bail the City out. Sol Lewis, in response to cuestions from
a Standard & Poor's representative, stated that "if the city could not
borrow what it needed when it had to, it could go bankrupt and all sorts
of lawsuits would follow." 2/ Standard & Poor's then suspended the City's
"A" rating. Standard and Poor's stated that the City's Mrapidly deteriorating
ability to raise money in the capital market places unusual strains on its

cash positibn for the immediate future." 3/

FRIDAY, APRIL 4, 1975

The major commercial banks and three non-bank underwriters met with State
-Comptroller Arthur lLevitt at Morgan Guaranty Trust at 2:00 p.m., to discuss
the proposed "advance” from New York State to New York City of approximately

$400 million. anptroller‘Ievitt:- stated that he did not know of the advance

1/ 1d.

2/ Internal memorandum dated April 3, 1975 from H. Grossman to B. W. Harris
(Standard & Poor's).

3/ Wall Street Journal, April 3, 1975; Standard & Poor's, The Fixed Income
Investor, April 5, 1976, at 756.
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prior to the Mayor's visit with the Governor. tevitt also said that Mayor
- Beame told Governor Carey that without assistance, the City would default

on April 14th. The Mayor had stressed that he was not asking for new money,
but rather an advance.

bDuring the course of the meeting, Richard Kezer of Citibank, indicated
that thé lawyers had found a serious problem with Governor Carey's announcement
of an "advance" to the City because the City had already issued the March
RANs against the particular revenue sharing funds referred to by the Governor.
The difficulty was said to be not in the State making the funds évailable
to the City, but should the City receive an advance on the June revenue
sharing, it would be compelled to place it in an escrow account against
the March RANs. 1/ .

TUESDAY, APRIL 8, 1975

In a report, Moody's confirmed its "A" rating for New York City bonds,
its MIG-1 rating for BANS and its MIG-2 rating for all other notes.
The report states:

For half a century now, it has been widely known that New York
City has a revenue problem, a systemic difficulty in raising
additional revenues to keep up with expanding needs. It is also
well known that revenue problems are aggravated by business
recession and that liquidity is impaired in some proportion to
declines in economic activity. But New York City's debt is
secured by much more than its current liquidity position. The
strong legal backing of the City's obligations and the City's
unique position in the American economy provide a considerable
amount of assurance to the creditor. These assets, managed by
political leaders of even average competence, would represent
adequate backing for any City's securities. In the case of New
York City its securities become a good buy for investors
seeking yield and willing to withstand adverse and often
irrelevant publicity. The vulnerablility of the City to cash
stringencies, however, is the very reason the rating is not

1/ Document entitled "Meeting at Morgan Guaranty," April 4, 1975.
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higher. Our.ratings encompass all these and other considerations
and simply .cannot in fairness to the investor be changed
capriciously. The bond rating of New York City's general
obligation bonds remains A, the bond anticipation notes MIG 1

and all other notes MIG 2. 2/

2/ Moody's Investors Services Municipal Credit Report, Rpril 8, 1975.
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EPILOGUE

Efforts by the City during May 1975‘to market its short-term debt
were unsuccessful. A proposed short-term debt sale of $280 million
was cancelled on May 19, 1975. During April and May 1975, the
- City received substantial advances from New York State, and certain
sums from the federal government.

In June 1975, the Municipal Assistance Corporation for the
City of New York ("MAC") was formed. MAC, another public benefit
corporation, was an agency aﬁd instrumentality of New York State.
Its purpose was to assis; the City in providing "essential services
to [the City's] inhabitants without interruption and [to create]
investor confidence in the soundness of the obligations of the City."
MAC was authorized to borrow up to three billion dollars and was
initially supported by revenue streams derived from sales taxes
‘and stock transfer taxes due the City. Standard & Poor's rated
the MAC securities A+.

MAC sold $1 billion of its sécu;ities to the public in June
and July 1975. Additional sales aggregating approximately $2 billion
were made through October 1975. '

On September 9, 1975, the State legislature adobted‘the New York

State Financial Emergency Act for the City of New York which,
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among other things, created the Emergency Financial Control Board.
One'df the Control Board's primary functions wés to develop a
three-year financial plan for the City with a view to achieving :

a balanced expenée budget for ghe City for its fiscal year ending
June 30, 1978.. The financial plan was to be prepared in accordance
with accounting principles different from those preyiously emploved
by the City, which principles were intended to reflect more
.accurately the City's revenues and expenditures.

On November 15, 1975, the State Legislature enacted the
Moratorium Act, which providéd for sﬁspension of the enforcement
of short-term obligations of the City outstaﬁding on November 15,
1975.

On January 5, 1976, the Commissibn conmenced its investi-
gation concerning transactions in the securities of the City
and related matters. In its January 8, 1976 release announcing
the investigation, the Commission stated, in part:

Securities issued by the City of New York or

by any municipality are not required to be regis-

tered with the Commission. . However, the Commission

is authorized to conduct investigations and, where

appropriate, seek remedial relief where violations

of the Securities Act and/or the Exchange Act have
occurred in the trading of such securities.

* %k *x %

The Commission notes that a major reason for its
. investigation is its-desire to.restore investor
confidence in .the municipal bond markets.

The Commission's investigation is also being
undertaken to determine what, if any, additional '
legislation or rulemaking is necessary in light of
the facts uncovered during the investigation to
protect investors in municipal securities.
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'On November 19, 1976, the Moratorium Act was declared unconstitu-

tional by the New York State Court of Appeals.
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INTRODUCTION

Pursuant to the Securities and Exchange Coﬁmission's
formél order of investigation, Qe have inquired intolfhe account-
ing practices, systems and procedu;es employed by the City of New
York prior to June 1975. As a result of that inquiry we believe
that one of the fundamental factors ‘underlying the City's financial
difficulties was the use of budgetary, accounting and financing
practices which enabled it to borrow funds from the public which
could not be supported by its sources of revenue. |

The results of our investigation indicate that New York
City's accounting and reporting practices effectively served to
obfuscate the City's real revenues,'cosfs and financial position
and that substantial weaknesses in the City's system of internal
accounting control caused published financial information to be
inherently unreliable. Both of these factors directly affected
the materials used in connection with the sale of its securities.
"Notices of Sale" were prepared in connection with the issuance
of many of its debt obligations. A "Report of Eséentiai Facts"
was appended to the Notices which contained summary financial
data indicating a balanced budget. This information was based
on accounting principles employed by the City and was essentially

a product of its defective system of internal accounting control.



Our analysis is based upon material obtained from a variety
of sources, includingvthe Comptroller General of the United
States, the Office of the New York Sﬁate Comptroiler, the City
of New York, the American Institute of Certified Public Accoun-
tants ("AICPA"), the Municipal Finance Officers Association of
the United States and Canada ("Municipal Finance Officers Asso-
ciation"), various independent public accounting firms, testimony
before the staff of the Commission's New York Regional Office as
well as publications on file in.various public libraries.

The staff has reviewed audit reports dealing with the City
prepared by the Office of the New York State Comptroller and
various independent public accounting firms; municipal accounting
guidelines and other material prepared or issued by the Comptroller
General of the United States, the Office éf,the New York State
Comptroller, the AICPA, the Municipal Finance Officers Association,
and others; public documents prepared by-the City of New York,
including statutory reports, press releases, proceedings of the
City Council and various studies; nonpublic memoranda and other
material>obtained both pursuant to subpoena and voluntarily from
the City and its Counsel; and other material, including legislative
background materials, textbooks, professional journals, mégazines, 7

and newspapers.



I. .‘NEW YORK CITY ACCOUNTING PRACTICES

A. Introduction

Many of the major problems inhérent in New York City's
accounting practices were succinctly summarized by City
Comptroller Goldin:

"Whereas a prudent and conservative accounting
system would allow the budgeting and spending

only of revenues actually to be received during
the fiscal year, New York City's system allowed
the accrual each year of many millions of general
fund revenues which would not be collected .until
the following year—if, indeed they were collectible
at all. Real estate taxes were budgeted as if 100
percent of the tax levy would be collected, even
though it was as certain as sunrise that a portion
would still be outstanding at year's end.

"Since spending was keyed to the level of accrued
revenues rather than revenues actually received,
the result was heavy short-~term borrowing.

"On the expense side, New York City maintained a

cash basis for payables, carefully preserving

the fiction that incurred expenses did not exist

until the bills were paid. Payroll costs, for

example, were not provided for in the year incurred
but rather in the year in which paychecks were
distributed—a system which resulted, not surprisingly,
in teachers receiving much of their earnings for the
latter part of the fiscal year out of borrowings
against receivables in the following year." 1/

In the course of our inquiry we sought to determine the ex-
tent to which New York City's accounting practices obscured the

City's true fiscal condition and enabled the City to ostensibly

1/ Unpublished document drafted by Harrison J. Goldin sometime
subsequent to the formation of MAC; Harrison J. Goldin
Exhibit 99 for identification ("Goldin Exhibit 99").



balance its budgets and prolong the ptecarious state of its
finances until the Municipal Assistance Corporation ("MAC")
enabling legislation and its mandated reforﬁs in 1975.

Foremost among the critics of the City's accounting
practices has been the MAC itself. On August 29, 1975, MAC
published a document which exposed the cumulative effect of
certain accounting practices utilized by New York City, indicating
a deficit at June 30, 1975 of almost $2.6 billion. The MAC
analysis of the City's fiscal condition cautioned that "other
audits and further examination of City records may require
modification" of this deficit figure. Y

It was subseqhently disclosed in the Fall of 1976 that in
addition to this initial $2.6 billion deficit, the City had
‘accrued pension liabilities and other charges which increased
‘ the deficit estimate to an amount in excess of $5 billion.
Although the accounting practices reviewed-may not all

have had a direct impact on the fiscal crisis, they did

1/ Municipal Assistance Corporatioh, August 29, 1975 press
release.



clearly affect the City's ability to‘prpvide "complete
and accurate financial information in proper form and on a
timely basis." 1/ |

City Comptroller Harrison Goldin, in testimony before the
staff stated: that beginning in the fall of 1974:

"We were working intensively on developing
a whole new formulation, one that would re-
form completely the City's accounting bud-
getary control and management information
systems, one.that would retranslate the way
in which the principles had developed his-
torically into approaches that would conform
not with the historic legislatively mandated
and sanctioned and customary accounting prin-
ciples but with those that more closely ap~
proximated the principles articulated by the
M.F.0.A. [Municipal Finance Officers Associa-
tion]." 2/

‘Unfortunately, that "new formulation" of the City's information

systems was begun too late to be of use during its fiscal crisis.

1/ National Committee on Governmental Accounting, Governmental

' Accounting, Auditing, and Financial Reporting (Chicago: MFOA,
1968) P 1. [Hereinafter referred to as "National Committee,
Governmental Accounting."] The National. Committee noted that,
despite its unique character, this is the purpose of governmental
accounting, as it is for accounting for other types of economic
activities.

g/ Testimony of Harrison J. Goldin {26 August 1976) at pp. 134-
35. . .
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In order to put the relationship between the City's ac-
counting practices and the massive deficit disclosed by MAC
iﬁ propér perspective, we have reviewed the City's methods of
revenue and expense recogpition, fund accounting, capitaiiza—
tion of expenses, and other matters. This analysis includes
a-re&iew of: |

1) The basis of accounting, or the manner in which

revenues and expenses were recorded in given fis-—

cal years;-

2) "Fund" accounting} or the format of the accounting
system; and '

3) The nature and amount of expenses financed through
the capital budget.

Background material, including a brief history of municipal
accounting and an overview of generally accepted accountingv
-principles ("GAAP") applicable to municipalities, is included

in Appendix A.



- B. Basis of Accounting Utilized by New York City

In its investigation the staff found that the basis of
accounting utilized by New York City substantially deviated
from the basis of accounting regarded as generally accepted.
These accounting methods were a substantial factor in the
failure to set forth the huge cumulative General Fund defiéit
which existed as of June 30, 1975.

The accounting practices of New York City permitted the
City to distort its financial position by overstating
its assets and understating its liabilities and further failed
to discldse a material cumulative operating defiéit. The City's
accounting methods recorded cash due iﬁ later years. as a receiv-
able (and as revenue) in a current fiscal year, but did not record
iiabilities of the same current year until a later year, wheh
the cash was actually disbursed. Thus the recognition of revenues
was advanced while the recognition of expenses was postponed,
distorting both the City's financial position and its concept of
a balanced budget. '

A December 29, 1975 Arthur Andersen & Co. report sharply
criticized this practice stating:

"The basic éolicy is to account for expenditures

on a cash basis and revenue on an accrual basis,

whether earned or not. This approach can be

very distortive of. financial position and has

probably contributed to the present fiscal crisis.

The accruing of unearned or unbillable revenue

is not an acceptable accounting practice and could
be manipulated to reflect a better financial



DPicture thén actually exists. It seems particularly
anomalous when combined with cash basis expense
accounting, where liabilities are understated.* 1/

Indeed, the City went beyond this by increasing from year
FS,Year the amounts of revenues and expenses so recorded. As
éhe City from year to year increased its recognition of accrued
revenues, it also increased from year to year its delay in the
recognition of such expenses as pension fund payments and pay-
roll. Thus, the imbalance increésed, being expanded to new
categories of revenues and expenses, in addition .to the increased
dollar\amounts applicable to revenue and expense categories not
newly introduced in a given year. -

' Our inquiry has included the City's treatment of revenues
which were budgeted to be received from its three primary sources:
(a) revénﬁes from taxes of various types which the City recorded
ih its General Fund, (b) revenues from the State and Federal
governments under various State and Federal aid programs, and

(c) revenues from real estate taxes. We have also reviewed

the City's method of recording expenses for personal services

1/ Arthur Andersen & Co., Report for the Secretary of the
Treasury Regarding Information Relating to the Financing
Requirements under the New York City Seasonal Financing Act
of 1975, 29 December 1975 |[Hereinafter referred to as
“Arthur Andersen & Co., Report for the Secretary“}.
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and have briefly described certain other i£ems suéh as reserve
account transactions. The following pages relate the effects

" of what Comptroller Goldin has called "this least conservative
of all possible accounting systems." 1/

1. Generaleund Revenues o/

The City receives tax revenue from a variety of sources
such as the City sales tax, personal and corporate income
taxes and stock transfer tax 3/, and, during the fiscal year,
generally records revenue as it receives cash in payment of
these taxes. Prior to 1975, however, at the end of a fiscal
year, an estimate was made of certain tax revenue which would be
received in cash in the following fiscal year and which was
deemed applicable to the current fiscal year. The City then
recorded this estimated revenue in the current fiscal year
and to meet its cash needs, issued Revenue Anticipation’

Notes ("RANs").

1/ Goldin Exhibit 99, p. 4.
2/ The "General Fund" in the City accounting system differs
substantially from the GAAP concept.

3/ For a complete list of taxes paid into the City's General
Fund, see part 2-E of the Annual Report of the Comptroller
of the City of New York for the Fiscal year 1974-1975.
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Revenue recorded in this manner was commonly referred
to as the "June accrual." - According to MAC, this practice
resulted in $358 million of the cumulative deficit. 1/

The issuance of RANs in anticipation of the feceipt of
estimated revenue was permitted by a New York State Statute
passed in 1965. Prior to 1965, the City was precluded from borrow-
ing against taxes and fees unless they were due and payable during
the fiscal year. 2/ The City issued no RANs at all in some
years during the 1950's and early 1960's and when it did,
they were nearly always paid off by Year—end. The 1965 enactment
permitted the City to borrow against certain taxes and fees which
- were not scheduled for receipt by the City prior to the end of

the fiscal year.

1/ Municipal Assistance Corporation, August 29, 1975 press release.

2/ Legislative Memoranda: "New York City — Revenue Anticipation
Notes" at 2064.
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It appears that the City of New York viewed this bill
as having only a limited effect on future budgets. 1In a
memorandum issued by the City in 1965 in sdpport of the bill,
the City noted:

"This proposed change will enable the City to
borrow approximately $50,000,000 more in the
current fiscal year, in anticipation of reve-
nues to be collected in 1965-1966 which are
attributable to activities occurring in 1964-
1965. It will not increase the temporary bor-
rowing power in subsequent fiscal years, but
will merely change the anticipated revenue base
to include the revenues attributed to activi-
ties occurring in the fiscal year in which the
notes are issued." 1/ [Emphasis added].

Tt has been asserted that the City's continuing use of the
June accrual was a necessary feature of the City's finances.
This is apparently based on thé premise that once the June accrual
was introduced to help balance the City's budget in'l965, it
had to be used in following years or there would be'a "shortage"
of revenue, since revenues received during that year would_be

applied to the previous year.

1/ Memorandum of City of New York on Chapter 441, 1965 N.Y. Laws.
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This argument attempts to justify a continuation of the
June accrual but does not explain why the City increased the size
of the accrual from 1965 to 1974. The City did not merely remain
on the treadmill, it increased the speed. Pursuant to the 1965
legislative authdrization year-end balances of RANs grew to

$298.3 million by June 30, 1974 as follows:

RANs OQutstanding

REDEEMABLE FROM GENERAL FUND REVENUES

As of June 30 Millions
1965 $ 56.6
1966 : 45.0
1967 . 93.8
1968 93.8
1969 93.8
1970 116.7
1971 131.3
1972 150.0
1973 162.1

1974 _ 298.31/ -

These increases in the June accrual aggravated the »

mismatching in the City's recognition of revenues and

L/ This data is taken from the Annual Report of the Comp-
troller of -the City of New York ["Annual Report of the
Comptroller”], Part 6—C, Statement 1 for the appropriate
years. :
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expenses by annually boosting accrued revenues. This escalation
included both the introduction of new categories of revenues and
‘increases in dollar amounts applicable to revenue items accrued
in prior years. The chart on the following page shows the
components included from year to year in the June accrual.

City officiais, in testimony before the staff, have
maintained that the June accrual was imposed upon them by
State statute. 1/ The 1965 legislation was permissive, not
obligatory however, and related to allowable borrow1ngs, not
accountlng practices per se. In addition, when the State |
legislature passed the bill, it appears to have viewed the
related increased short term borrowing to be approximately
$50 million. In 1965 and 1966 the City borrowed approximately
thls amount, but in subsequent years it markedly and regularly

increased borrowings.

1/ See, e.g., colloguy during the Testimony of Abraham D. Beame
at p. 68.
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SALES TAX
UTILITY TAK

COMMERCIAL RENT AND OCCUPANCY TAX
GASOLINE AND MOTOR FUEL TAX
MORTGAGE TAX

WATER METER REVENUES

WATER CHARGES

SEWER RENTS

COMPENSATING USE TAX

AMUSEMENT TAX

HORSE RACE ADMISSIONS TAX

TAX ON CONVEYANCE OF REAL PROPERTY

PERSONAL INCOME TAX
PERSONAL INCOME TAX AND UBT

GENERAL ' CORPORAT ION® TAX
GENERAL CORPORATION AND UBT
CIGARETTE TAX

* STOCK TRANSFER TAX

AUTO USE TAX

‘TOTALS

JUNE ACCRUAL

DATA TARKEN FROM COMPTROLLER'S ANNUAL REPORT
_ FOR_APPROPRIATE YEAR, PART 2-E, STATEMENT 6

AS OF JUNE 30, (000's OMITTED)

965 170 ;1 12 w13 % 1918
$ 35,100 $ 36,100 $ 42,500 § 45,000 § 45,400 $ 56,700  $ 79,400
2,300 3,800 3,800 4,200 5,000 5,600 7,700
6,800 8,500 11,000 12,000 13,700 17,100 19,600
6,200 8,000 8,000 9,000 11,000 14,000 10,500
3,000 1,200 1,000 2,000 2,500 700 500
2,000
3,300 5,700 6,700 7,000 114,800 117,200
25,000
200
400
200
400
25,000 29,000 45,100 46,700
13,200 16,700
36,000 34,000
34,800 37,000 36,600 40,000
2,600 2,600 4,300 4,500 2,600 1,600
6,000 6,000 7,000 7,000 5,100 8,500
1,700
296,600  Sl16,700  $131,300  $150,000  3162,100  .3293,300  3338,400
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For instancé, in June 1973 the City Council enacted a
law, sutmitted by the Mayof, 1/ which permitted the City to
budget eighteen months of water charge revenue in the twelve
month 1973-1974 fiscal year, yielding an additional $52.5 million
in accrued revenues. Prior to the enactment of this law, the
City billed such charges on the first.day of each January for
the following twelve calendar months. The City Counéil enactment
-revised this billing procedure as fbllowsé
"1l. One-half 6f the annual charges for un-metered
water shall become due and payable, in advance,
on January 1, 1974, for the period January 1 to
June 30, 1974.
"2. vCommencing on June 30, 1974, all annual water

charges for un-metered water shall be due and
payable in advance on June 30th of each year." 2/

As a result of this enactment, the City was permitted
to boost water charge revenue budgeted for the 1973-74
fiscal year by including six months' revenues (January 1-June 30,
1975) in the 1973-1974 fiscal budget. The City issued RANs in
anticipation of the receipt of those revenues estimated by the
Mayor to be attributable to 1973-74 but still uncollected as of
June 30, 1974. The relatgd increase in RAN debt is reflected in

the City's Expense Budgets and Annual Reports:

1/ Office of the Mayor, City of New York, Executive Budget,
1973-1974, Message of the Mayor, 15 May 1973, p. 2.

2/ Proceedings of the Council of the City of New York, June 19,
1973, p. 1241.
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RANs
Fiscal Year Budgeted Outstanding
Ended Revenue at June 30
June 30 (Millions) (Millions)
1973 - $185.0 $ 7.0
.1974 242.5 _ 114.8
1975 180.9 _ 117.2

In order for the 1974-1975 budget to reflect twelve months of
water charge revenue, water charge revenué applicable to 1975-1976
was accrued. None of these “révenues" had been earned in the
accounting sense, since the related services had yet to be rendered.

‘MAC wrote off the entire $358.4 million June accrual to the
June 30, 1975 cumulative deficit. Of that émOunt $117.2 million
was attributable to water charge revenue.

Another practice used by the City to inflate its budgeted-
revenue waS its treatment of sewer rent revenue.

In May 1974, the City Council enacted legislation which
permitted the City to budget additional sewer rent revenue in the
- 1974-1975 fiscal year. Prior to thié enactment, sewer rents for
a fiscal year endiﬁg June 30 were billed on January 1 during that
particular fiscal year. The 1974 enactment permitted the City to
advance its billings by six months, making sewer rents payable on
June 30th in advance of the particular fiscal year to which the
rents applied. Thus, sewer rents for‘fiscal 1975 were payable on

June 30, 1974.
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In recommending adoption of the law, the City Council's
Committee on Finance reported that "the-initial 6 month
acceleratiéh of sewer rent colleétions from January 1, 1975
to June 30, 1974 is.estimated to yield approximately $28
million in additional revenue in fiscal 1974—1975."‘5/ The
City's Expense Budgets reflected budgeteé Sewer rents of $46.0
million in fiscal 1973;74, and $73.0 million in fiscal‘i974-75.
The increase in 1974-75 reflects the early accrual of the 1975
sewer rents,

Following the change in collection dates, the City intro-
duced sewer rents as part of the June accrual for fiscal 1975.
MAC'ascribed $25 million of the June 30, 1975 write-off amount
to accrued revenue for sewer rents, The MAC mandated adjustment

appears to be proper, since these revenues were also unearned.

1/ Proceedings of the Council of the City of New York, May
23, 1974, p. 956, °
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2. Federal & State Aid Revenue

The City also accrued revenue for Federal and
State aid and issued RANs in anticipation of the receipt of
this revenue. This practice resulted in deficit financing
“to the extent that this accrued revenue was inflated.

Both the National Committee on Governmental Accounting
("National Committee") in 1968, and the American Institute of
Certified Public Accountants ("AICPA") in 1974, have set similar
criteria concerning the accrual of revenue by municipalities. 1/
The State Comptroller's MAC Directives 2/ are based for the
most part on the promulgations of these two authoritative sources
and have further delineated the criteria for the recognition of
revenues from Federal and State aid as follows:

"To be recognized as a revenue and as

a receivable, the related expenditure

must be within statutory and regulatory

limitations. Revenues and receivables

should not be recognized to the extent

that: (a) expenditures are not allowable

by law or regulation; (b) expenditures

exceed the dollar amount of available

grants; (c) claimed expenditures are dis-

allowed upon audit; and (d) past experience

indicates that claimed expenditures will be
disallowed upon audit." 3/

1/ See Appendix A.

2/ The MAC leglslatlon requires that the City adopt the New York
State Comptroller's uniform system of.accounts, as modified
for New York City. These changes were issued in a series of
"MAC Directives."

3/ Office of the New York State Comptroller, Division of
Audits and Accounts, Accounting Systems Directive No. 1;
Budgetary and Accounting Practices for State and Federal
Receivables (19 September 1975): 2
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It éppears that the City accrued its Federal and State aid
revenue in a manner which was at variarice with the recommenda~
tions of existing authoritative sources. The Office of the New York.
State Comptroller indicated in an audit report on the City dated
July 1, 1975 that:

"...the City had included as accounts receivable
substantial amounts that were not collectible

or where the likelihood of collection was extremely

remote ~ such as claims for reimbursement of

disallowed costs, claims in excess of stipulated

limitations, and claims that had been rejected

but were on appeal." 1/ .

In August 1975, MAC attributed $778 million of the cumulative
deficit to uncollected Federal and State aid and other receivables.
In October 1976, in refining the MAC figures, the Office of the
City Comptroller attributed $963 million of ‘the revised

$5.078 billion deficit to a revaluation of aid receivables

($678 million) and to the establishment of a reserve for

federal and state aid disallowances ($285 million). 2/

The issuance of RANs in anticipation of the receipt
of Federal and State aid is authorized by Section 25
of the Local Finance Law, which was amended in 1965 to expand
the City's authority to issue RANSs against Federal and State

aid.

1/ Office of the New York State Comptroller, Prior Year
Accounts Receivable,‘Managerial Summary, p. 3.

2/ Office of the Comptroller, City of New York, Annual Report
of the Comptroller of the City of New York for the Fiscal
Year 1975-1976 p. 25, note M.
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Prior to 1965, the City could issue RANs against
uncollected Federal aﬁd Sfate aid owed for a fiscal year,
even if not paid until after the end‘of a fiscal year.
Héwever, the law required that RANs outstanding at the end
of a fiscal year, when added to the receipts for the year,

could not exceed the amount of aid actually collected in the
preceding fiscal year. Thus, if a billion dollars in federal
and state aid was received in fiscal 1963 and $900 million in
revenue had been received by the end of fiséal 1964, outstanding
RANs could only total $100 million. This was designed to assure
. that RANs issued in a given fiscal year were virtually repaid

at year—end.

The neﬁ law changed this restriction, eliminating

the requirement that bérrowings against aid be tied to

the prior year's collections. Instead, it permitted the

City to borrow against the Mayor's estimate of Federal and

State éid applicable to the current year's budget. The law

‘was apparently intended to conform the temporary borrowing power
in anticipation of revenues to the operations of the City budget
and revenue collections. 1/ - However, it left open the guestion
of how the notes would be repaid if these estimates turned out

. to be overly>optimistic.

1/ Memorandum of the City of New York on Chapter 441, 1965 N.Y.
Laws.
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RANs outstanding related to Federal and State aid at fiscal

year ends 1963 through 1969 were as follows:

"RANs outstanding

As of June 30 Millions
1963 : S -0-
1964 40.0
1965 62.0
1966 -0-
1967 ' : -0-
1968 -0~
1969 35.0 1/

As of June 30, 1970, year-end borrowings against Federal and
State aid climbed to $420 million.

The law pertaining to RANs was again changed in 1971 and
the City was permitted to issue RANs in anticipation of the
receipt of various revenues on an overall.basis rather than
by specific sources of revenue. This change was sponéored by
then Comptroller Beame 2/ who argued that the restrictions of

Section 25 of the Local Finance Law required "complicated and

Y/ This data is taken from the Annual Report of the Comptroller,
Part 6-C, Statement 1 for the appropriate year.

2/ Letter dated 28 June 1971 from Ronald E. Stringer, Law Sec—
- retary, Office of the Comptroller, The City of New York to
Michael Whiteman, Counsel to the Governor,
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unnecessary recordkeeping at local levels of government" which

resulted from "the recent expansion of federal and state aid

to finance local governmental activities, and because this

aid is received pursuant to a plethdra of assistance programs." 1/
Thereafter, the City's balances of RANs outstanding at

year end related to Federal and State aid were as follows:

RANS outstanding

As of June 30 : Millions
1970 $ 420.0
1971 o 965.0
1972 . 1,030.0
1973 725.0
1974 1,500.0

1975 | 2,560.0 2/

The staff attempted to draw comparisoné for correspohding
years between these balances of RANs outstanding and balances
of federal and state aid receivables against which the RANs

were issued. In an %ffort to obtain the balances of these

1Y/ Undated Memorandum from Abraham D. Beame, -Comptroller,
The City of New York, in Support of Senate Act No. 3568,
An Act to Amend the Local Finance Law, 1n Relation to -
Revenue Anticipation Notes.

& This data is taken from the Annual Report of the Comptroller,
Part 6-C, Statement 1 for the appropriate year.
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aid receivables, we reviewed financial data contained in the

statement entitled "Part 1 - Consolidated Statements - Summary

2" in the Annual Report of the Comptroller for each year
duriné the period 1970 to 1975. We were unable to identify
such balances due to the lack of information as to the extent
to which federal and state aid receivable balances were included
.1in various accounts in this statement. For example, there is a
statement on page 2 of the Comptroller's 1973-1974 Annual Report
that reflects receivables due from federal and state aid, but
also reflects cash and ;eceivébles due from "miscellaneous
soﬁrces," from "various sources for prior reimbursable outlays
by the City," ana from the "Stabilization Reserve Corporation."”
There is no indication of the extent to which balances in such
accounts support RAN balances. Aid receivable balances are set
forth in the "Foreword" in each Aﬁnual Report, but these balances
apparently refer only to aid receivables for current outlays
without regard to receivables from prior years which may support
the issuance of RANs.

Had sound accounting principles been used, the City
would have been unable to show sufficient accrued revenue to
support the outstanding RANs. To the extent that these aid

receivables were uncollectible, the accrual represents a portion
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of the City's cumulative deficit. As mentioned previously, in
August 1975 MAC, using.the State Comptroller's accrual criteria,
attributed $778-million of the cumulative deficit to potentially
uncollectible federal and state aid and other receivables, and
in October 1976, the City revised this estimate upwards to $963
million.

Although approximately $300 million of the $778 million aid
writeoff identified by MAC was attributable to aid claims which
may have been in dispute, the City's financial reports should
have given consideration to potentially un