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LETTERS OF TRANSMITTAL 

AUGUST 29, 1977. 
Hen. HENRY S. REUSs, 
~Yhairmalz, CYonzlmittee o·12 Ra~zkilzg Firuxmce and Urba;rz~ affairs, U.B. 

House of Rgzrese?zltc~tiues, WasXirrgto~n,D.C~. 
DEAR MR. CHAIRMAN: Enclosed for your consideration is a copy of 

a report entitled "Staff 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 resalt of an investigation conducted by the staff 
of the Securities and Excl~ange 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 oversigl~t and legislative activities in connection with the 
New York City Se~sonal Financing Ed of 1975 (P.L. 94-143). Be- 
cause of the importance of the issues raised in the report, it is sug- 
gestedl 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, 

C~hairma~n, Xu·bcommittee olz ~colzomic Xta6ili~atio~. 

(III) 



SECURITLEG AXI'D EXCHdNGE: ~OMMISSION, 
Washi~gtolz, D.C., A·ugzcst ~: ~Brr. 

HOn. WILLIAM S. MOORE~EAD 
Ghairma~n, Xubconzn~ittee o?z~Economic XGabi~izatio?z, GommiEtee on 

Banking, Finance a?zd Urban. A~f~airs, U.S. aouse ·of Representa;- 
tz:ue.s, Washi~ngt·olz, D.CY. 

DEaR CoNQRESSMAN MOORHEAD: I am pleased to transmit herewith 
a report by ~tl~e staff of the Con?mission, on Transactions in Securities 
of the City of New York. 1: 

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

With best wishes, 
Sincerely, 

HAROLD M. WILL~AMS, 
~ha;irma~z. 

(IV) 
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SECU·RIIIES AND 
EXCHANGE COIWMISSION 

~n 
Washington, O. C. 20549 *\,~mno~r/. 

(202)755-4846 Co~i~n~~ 

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 19-month invest:igatibn 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 Report 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 S~tabilization; and Congressman Benjamin Rosenthal, Chairman 

of the House Government OperationsSubcommittee 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. 



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 250,000 

documentsand over 12,000 pages of sworn testimony. It sought to -- 

[1) determine the nature and extent of the knowledge of 

City o~ficia7s. 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, 

1t)75 -- a period during which approximately $4 billion worth 

of City short-term debt securities were sold to the public. 

"The ~federal securities laws administered by the Secutities 

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) Thc~· Role of the i:nderwriters; 

(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 recdmmendations. 

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 enacted the Moratorium Act, which suspended the enforcement of 

the City's short-term debt, because the City was unable to meetits matur- 

ing obligations. Thousands of small investors had purchased a substantial 

part of the 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 discount from their principal face amount. On 

December 31, 1975, after 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 amount. 

In January, 1976, the Corronission corranenced an investigation into trans 

actions in securities of the City. The staff's inquiry principally focused 

on the period from October i, 1974, to March 31, 1975 -- the period during 

which the City's reliance on short-term borrowing increased dramatically 

over prior comparable periods, and the period during which the City issued 

substantial amounts of certain debt instr~rments to the investing public- 

that remained outstanding at the time of the passage 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 

investigation or 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 operat'ions. 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.outstanding 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 31, 1975, parfs 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 securitiesduring the 

six-month period preceding its preclusion frcrm.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 gimnicks--revenue accruals, 
capitalization of expenses, raiding reserves, appro- 
priation of illusory fund balances, suspension of 
payments, carry-forward of deficits aid 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[dl 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 estimated because, among other things, the City's 

internal accounting control system had been deficient in material respects. 

I/ d. 

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

1/- d. 
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The estimates of receivables, which formed the basis for the huge 

arrr,unt of RANs and TANs offered in the October, 1974 - March, 1975 period, 

were overstated by the accrual of revenues, including 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 i, 1974, 

a -consultant to City Comptroller Goldin prepared an internal mem3randum, 

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, 
levyingtaxes on City~wned 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. 

l·J 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 JLme 30, 1975 
[was] overstated by approximately $408 million. .. ·'~ Similarly, the 
State Comptroller also found that receivables from New York State and 
the federal govern~ent, 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 pendion 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 period is illustrated by a letter of April i, 1975 by counsel 

involved in the distribution 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 surrPnarize 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, ~uld 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 andbudgeting at the start of the City's fiscal 
crisis" as follows: 

-- 

1/ Letter of White h 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, set 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 securities 

to the investing public. 

Chapter 'Itro discusses certain of the City's unsound accounting and 

reporting practices, and the system of internal accounting control on which 

financial data of the City was based. These practices successfully obscured 

the City's real revenues, costs and financial position. Substantial weak- 

nesses in the City's system of 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 

budget-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, including federal 

and New York State aid receivables and real estate and other local taxes 

which were unearned, 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 

annually in pension costs, which were calculated based on outdated actuarial 

assmnptions and paid two years later. Thesewere 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 officials 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 whichdid 
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 Ccmptroller·made nlm~erous 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 securities 

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 contradj.ctory 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 impact upon investment decisions and access by municipalities to 

the capital markets, The agencies appear to have failed, in a number 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 upon which 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 

issuance of New York City securities. The Report examines the engagement 

of the firms and the procedures they used in providing their opiriions.. The 

Report also explores bond counsel's awareness of circlrmstances relating to 

the City's fiscal problems that affected matters basic to bond counsel's 

opinrons. 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, syndicate members and managing 

underwriters. The individual investor responses indicate that the 

majority had never invested in municipal securities before, and 90 percent- 

responded that a factor in their investment was their belief that an $,nvest- 

ment in City securities was "safe` a~ secure." me survey also tcund ~hat 

at the time they made their investments· j 

-- 78 percent of the investors believed theCity's bookkeeping j 
and accounting practices to be excellent or good; and 

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

Additional consnents volunteered by a nlrmber of these individual investors 

concerning their experiences with these investments were overwhelmingly 

negative, and indicated quite clearly that, in their purchase of City 

securities, they had been "misled." 

Epilogue 

The Corranission's mandate is to assure that investors in securities, 

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 nlrmber of occasions, the key participants had a clear opportunity 

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 investors, thus unfairly and 

:mproperly shifting the inherent risks. At a minimum, before such a shift- 

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

~quate disclosure upon which investment decisions could be predicated. 
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Depriving investors of their clearly defined rights cannot be justifie~ 
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 meani?a~ul disclosure prolonged the agony of the City's fiscal crisis, 

and delayc~d major necessary corrective efforts. This failure caused undue 

risks and substantial injuFy to investor, inthe City's secu-itles. It 
also ir~iired the liquidity of a nLrmber of the City'·s major banks,--which· 

are leading financial institutions in the United States, and cast a pall on 

tt~e c~~pacity of municipalities generally to utilize the Nation's securities 

markets to fund their essential operations. 

It is imperative that persons with responsibilities in the marketing 

of municipal securities reassess their roles to assure that, when required, 

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 collpnence a critical review of the facts as the first step in 

the developnent of a progr~ designed to place into effect at the earliest 

possible time the necessary remedial measures, not: only to prevent a recur- 

rence of what took place in New York City, but also to install a system 

that will assure :municipalities vital access to the Nation's securities 

markets and the protection of those who· invest in municipal securities. 
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~ESDAY, OCTOBER 1;-1974 

A memorandum to Harrison~J. oldin, Comptroller 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 
reirenues, and underestimation of expenses. 

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. In addition 
to increasing debt servii~e 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 ta~t~ayers [sic]. By allowing theCity 
to increase expenses without. an irranediate increase in taxation, 
these practices encourage the City to over coslmit itself and 
disregard the future consequences. 

The memorandum recor;mended "[a]udits of property taxes and other city 
receivables to be completed by October 15;" "[plublication of a white paper, 
about Jan. 15, documenting the effects of unsound accounting and budgeting 
on City debtservice costs;" and "[i]nclusion of a five year forecast or re- 

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

I/ MemorandLrm, Steven Clifford to Harrison J. Goldinl October i, 1974. 

Indeed, as early as nay 4, 1974, Jonathan Weiner, Special Advisor to 
the Comptroller, in a memorandum to Comptroller Soldin, noted that 

(footnote continued) 
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WEDNES~AYI OCTOBER 2, 1974 

The City announced the sale of $420.4 million in Bond Anticipation 

Notes ("BANS") at an interest rate of 7.79%, the highest interest the 

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 i"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 Conptroller's Technical nebt Hanage- 

ment Conrmittee ("CTDM Ccarn~ittee"), a ccanmittee, first established by Goldin's 

predecessor, Abraham D. aeame, to advise the Co~rlptroller on debt issuance, 

the condition of the municir>al securities markets and related matters. 2/ 

(continued) 

d 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. In addition, ~einer 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: 

"Aence, thus far $530.1 million (at least) in budget balancing 
items for 1974-75 is girm~ickry, a total which I believe surpasses 
most previous years excesses. Very seriously, of this total $299.1 
[million] is in one-shot ventures, and an additional $80 million 
(at the very least) is phony. Beame is storing up a lot of trouble 
for himself. i~at in fact will be done next year? Borrow again?" 

Sleiner then urged Comptroller Goldin to "responsibly disassociate 
[himself] from some of these practices. 

1/ News Release, Office of the Comptroller, 74-113, October 2, 1974. 

2/ Testimony of Barrison J. Goldin (August 26, 1976) at 37. aereinafter 
all testimony will be cited by the witness' name and the p~ge(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 o~ the person's testiaony being 
cited will also be included. 

All references to exhibits marked for identification during a witness' 
testisnony will be referred to as " Ex. 
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Present at the meeting, besides Goldin, were Dr. Seymour Scher; 

First Deputy Ccmptroller; lilliam T. Scott, Third Deputy Comptroller; 

Sol Lewis, Chief A~count~nt; and various other members of the Comptroller's 

staff. John Devine of Chase, Gedale D. Horowiti of Salomon Brothers, 

Richard F. Rezer and Paul S. Tracy, Jr. of Citibank, Zane I(lein of 

Berlack, Israels h Liberman, Richard B. Nye of First Security Co., 

Wallace O. Sellers of #errill.Lynch, Pierce, Fenner h Smith ("Merrill 

Lynch"), Frank P.'SmeaL of #organ Guaranty Trust Co. ("llorganl'), and 

James F. Trees of Fisher, Frandis, Trees h Watts, Inc., all members. 

of the-CrCM CQmnittee, were also present. 1/ 

- - At this meeting,-the Comptroller announced various changes. in the 

City's b;orrowing schedule, including changes' to ensure compliance with 

the New York State Local Finance Law requirement that outstanding Revenue 

Anticipation Notes ("XANS") not exceed likely Federal and State 

receivables. Deep concern was expressed by C~DFI Committee members about 

the potential saturation of-the market because of the magnitude 

of the Cityjs projected borrowings; that a point might be reached 

where the City would not be able to market its securities a!: any 
yields; and that difficulties might arise with the next scheduled 

bond offering on October 16th. The Comptroller and his staff were 

informed by CTCIY Conanittee members that the volume of City securities 

being introduced into the market might bring a negative reaction 

from the 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 bids. 

The Comptroller indicated that he also was extremely concerned about 

these matters and solicited assistance from the CII)M Cormnittee. 2/ 

1/ 'i~inutes of the CII)M Conanittes, October 7, 1974. 

2/ Id. 
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The C'I~M Committee requested a tentative schedule of proposed sales of City 

securities through June 30, 1975, including proposed sales of the obliga- 

tions of the Stabilization Reserve Corporation ("SRC"). 1/ Lewis promised 

to provide such a schedule excluding preposed sales of the SRC which was 

under the control of a separate Board. 2/ 

'IUESDAY, CCrCBER 8,'1974 

A memorandum was addressed from Steven Clifford and Jonathan ~einer, 

Special Advisor to the Comptroller, to Seymour Scherand other members of 

the Office of the Comptroller, concerning the increasing frequency and amount 

of the City's issuance of short-term debt and the 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 aid in the expensebudget 

had increased only 54.1"6 between the 1969-70 and 1973-74 fiscal years. 

The memorandum noted that, as of June 30, 1974, all but $55 million 

of the 1973-74 expense budget appropriations had Seen spent and there was 

a $40 million negative balance of cash on hand. Clifford and Weiner : 

observed that, "[H]ence, barring some as yet unknown revenue windfall or 

barring some accounting effort to charge expenditures already incurred to 

other fiscal years, we actually needed substantially all the borrowing we 

did on expense budget account." 3/ 

c 

1/ The SRC was one of several "moral obligation" financing entities 
utilized by the City to raise funds,- outside constitutional debt 
limits, for various,orojects and purposes 

2/ Minutes of the CTDM Ccr~nittee, October 7, 1974. 

I/ Memorandum, Steven Clifford and Jonathan ~einer to Seymour Scher, 
October 8, 1974. 
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The memorandum stated: 

At this point we should have a very good idea 1 
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 quartet). If not, we have 
a clear indication of over-estimation on these accounts. 

Clifford and Weiner maintained that it was important to resolve the validity 

of State and Federal receivables as of June 30, 1974, and outlined the steps 

required to vCrify the receivables. They postulated, "[T]he amounts of 

R~US 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." 1/ The authors added the following caveat.: 

... [A]t 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 deficits 
in another. 2/ 

The memorandum concluded with the following listing of "Suggested Tactics": 

i. Engage in some relatively discrete and rapidly 
accomplished post audits perhaps of such itemsas 
ther~ossibili~y 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, perhaps Elementary 
and Secondary school aid. 

2. Undertake a more comprehensive Set of audits. 

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

a. Fn~at evidence of validity would be sufficient 
for us to borrow' 

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

I/ Id. 

2/ Id. 
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enough to allow certain lags in receipt of 
inf ormation . 

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

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

e. F;hat reporting system do we want to eeeeooab in· 
house to track receivables through the billing, 
collection and credit procedures? 1/ 

Mayor Beame, by letter to Comptroller Soldin, elected to charge debt 

incurred for specified housing projects as housing or urban~renewal 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/ 

A memorandum of this date from MelvinW. Lechner, Director of the 

Budget for the City, to Wayor Beame, discussed the 1976 Capital 9udget. 

Among other things, this memorandum proposed including at least $390 

million of expense items in the Car,ital 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 $648 

1/ Id. 

2/ Letter, Pbraham D. Beame to 8arrison J. Goldin, October 8, 1974. 

This~practice, also engaged in under the administration of Mayor John 
V. ~indsay, is treated separately in the "City" section of this Report. 
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million, Lechner made the following conn~ents: 

(2) while there are a nlrmber 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 SS00million, depending 
·on the extent to which TCF can be used. 

(3) The remainder of the budget gap - together with any 
increase in reserve that may be desired - will require 
a combination of rescincbnents and reduction of new 

projects. I regar_d 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. 
IYarketability 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 t~n~ 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 
i?rportant 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 cancellingor 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 cormnunicate our 
intention to enforce budget stringency as early 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 
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or eliminate. Currently, a nLrmber of lower priority projects have completed designs and are ready for bid; if we are to 
prevent cormmnencement of this work, a clear signal will be 
required. 1( 

WEDNESDAY r OC~POBER 9, 1974 

A memorandum for internal circulation from James Carney of the Office 
Of the Comptroller su~n~arized discussions among himself, Scott and Lewis, 
concerning the current and proposed allocation of responsibility within 
that Office for debt 

management. The memorandum proposed that the Bureau 

of Accountancy continue to deteEmine the need to issue debt, but not con- 
tinue to make the policy decision as to how to incur the necessary debt, 
including the decisions as to maturity, the length and type of obligations 
issued and the timing of their sale. These decisions would be made by a 
Standing cor~nittee, 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 C~L~M Coisnittee 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 aureau 
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 function to a banking institution could be 
made. 2 

1/ Memorandum,Melvin N. Lechner to Abraham D. ~Beame, October 8, 1974. 
2/ Memorandum, Janes Carney to aarrison J. Goldin, Seymour Scher, William Scott and Sol Lewis, October 9, 1974. 
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THURSDAY, OCIDBER`10, 1974 

On this date, Fitch Investor;s Service, Inc., ("Fitch) issued an up 

date 1/ of its July 24 report. 2/ The earlier report was an analysis of t~e 

City and its debt,,orepared by David M. Breen, Vice President of Fitch, 

pointing out the 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 rewrt,.almost half of the 197_4-75 capital budget was being used to 

finance recurring expenses which equalled 5.68% of the City's total operating 

budget. Additionally; the report noted that the City had lost jobs, that 

its expenses continued to increase and that new or increased taxation would 

be reauired to fund the contributions to the City's pension funds. The report 

stated that speculative factors rather than investment characteristics 

might predominate unless the City took steps to halt the "recent course 

of financial debilitation." 3/ 

In its update, Fitch reduced the rating for New York City fonds from 

"A" to "BBB" for maturities prior to January i, 1980 and to "BB" for maturities 

January i, 1980 and thereafter. The updated report was based upon a review 

of the ComDtroller's Annual Report for the fiscal year ended June 30, 1974. 

Among the items cited by the Piteh updated report were: 

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

short-term borrowing at higher costs; 

1/ "New York City - Its Debt, Financial Structure !Pinancial Future?)-- 
An Analysis; an Update of July 24, 1974 F.er~ort, Fitch Investors 
Services, Inc., Cctober 10, 1974 ("Fitch il~date"). 

2/ "New York City - Its Debt, Financial Structure (pinancial Future') -- 
4n.9nalysis," Fitch Investors Services, Inc., July 24, 1974. 

1/ Id. 
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(ii) the City's waiver of the requirement to appropriate money 

for the Rainy Day Fund for seven..successive years; 1/ 

(iii) the;;current deficit (disbursements over receipts) for the 

1974 fiscal year of $1.977 billion, an increase of 152% 

over the preceding 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 

complete reconstruction of many 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 lien. A chart contained in the 

update showed that for the four years prior to fiscal 1974, the City main- 
tained a year-end cash balance by utilizing borrowings and, des~ite such 

borrowings, had a deficit for fiscal 1974. 

Fitch's reduction of the ratings for City bonds was based on 

"the predominance of speculative factors" as follows: 

(a) previous and continuing short-falls in realization of 
revenue crojections; 

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

(C) continued use of the Caoital Budget for operating expenses 
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 Corcoration). 

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

trends suggested that it ~nig~t have "difficultqr in meeting all its financial 

1/ The Rainy i)ay.Fund was a reserve fund which.was suDoosed to be 
maintained for the purpose of helping the City through fiscal 
difficulties. 
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o~igaticns, debt service as well as operating expenses." 1/ 

FRIDAYI CCICBER 11, 1974 

A memora;ldum written from Weiner to Goldin, Scher and Scott concerning 

the ~rke~~for the City's shc~t-~erm debt noted that major banks were 
finding it unprofitable to carry tax exempt debt for trading and holding 

purposes because other types of loans and leases had provided t~e banks with 

sufficent tax shelters for their purposes, thus.eliminating the value of 

tax exempt bbligations. The memo~an~um discussed a suggestion that the 

Federal Reserve "give commercial banks some differential credit against 

demand deposit reserve reouirements dependiIuJ on' the average daily size of 

municipal debt held in their portfolios." It was noted that this proposal 

would avoid the criticism directed towards an earlier proposal in that the 

Federal Reserve "need not be called upon to support the debt of particular 

states or localities or operate with less than desirable anonymity in its 

open market program in what is, compared to the Treasury Bill market, a 

relatively thin sector." Commenting generally on market absorbability, 

the memorandum referred to attached tables that showed that City short-ten 

issues, as a percentage of all municipal offerings, comprised 20.56% 

of all 1973 issues and 27.57"a of all issues in the first'nalf of 

1974. It was indicated that both percentages would soon increase 

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

from the market. 2/ 

1/ Fitch Update. 

2/ Memoranaurn, Jonathan ~einer to Rarrison J. Goldin, Se~nour Scher sr~ 
William T. Scott, October 11, 1974. 
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R1ESDAY, OCIDBER 15, 1974 

Comptrpller Goldin issued his requir'ed 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 Cor~nission, and that it be published in the 

City Record. In his report, the Comptroller stated that 53% of the contem- 

plated capital budget would be u~sed to pay for items usually considered to be 

expense items, not~g that, as a result ~of this practice,~ the City's capital 

projects would not receive the attention they required and real estate taxes 

could increase. 1/ 

An internal report 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 to be rolled over before December 31, 1974, and that there was apossibil- 
ity of growing pressure on Iloody'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. 2/ 

_V · "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. 

_Y "New york City's Credit, Bankers Trust Internal Report, October 15, 
1975. 
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WEDNESDAY, OCrOEER~16, ' 1974 

Messrs. ·O'Connor, Ranschburg and Jany of the Citizens 9udget CQnmis- 

sion, Inc. ("CBC"), an independent citizens' organization, met with Richard 

Adams, Senior Vice President of Chemical Bank, to discuss New York City 

finances and debt management. A memorandum from Richard Mama to William 

S. Renchard, Chairman of the CBC, and Conald Platten andNorborn Berkley, 

of the Chemical Bank, stated that the initial cjuestion raised by the CBC 

staff was whether the City could Use the proceeds of a one-time $500-700 

million bond issue outside the capital budget to replenish operating funds 

and thereby reduce the amount under the Capital Budget which had to be used 

for current operations. The memorandum characterized this approach as a 

"gi?mnick" and noted that, during the meeting, Adams had stated that: 

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

(i) 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 nayor's Council of Economic and Business Advisors. I 

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. Ad;iims to W. S. Renchard, October 16, 197?. 
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conducted by the City up to that time. 1/ 

SATURDAY, CCIISBER 19, 1974 

As reported in me New York Ti~F.es~i the Chairman of the State Charter 

Study Cormnission, State Senator Roy Go~nan, 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." In an accompanying statement, Senator Gooc~nan described the expense 

and capital'budgets as involving 'Lan elaborate web of decision-making and, 
at times, conscious deception." 2/ 

~ESDAYI OCTOBER 22,'1974 

Mayor Beame issued a press release stating that despite increasingly 

higher interest rates, New York City's credit position lad improved con- 

siderably. The release stated, in part: 

The Mayor emDhasized 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 ail of its debts on time, at~d that 
this ability has improved over the last fifteen years. 

As proof,,claybr 9eame cited 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 Comptroller, 74-122, October 16, 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 theirscheduled interest and 
principal payments on time. 

The indicators cited in the "Newsletter" were: 

* Thefull 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 1959-60. 

* Similarly, 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 redemDtions. The significance of 
this lies in the fact that the State Constitution makes the 
Cify'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. 

* Finally, 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/ 

FII~ICAY r OCT3BER'25,~1974 

One of a series of periodic memoranda from Adams to Platten at Chemical 

Bank concerning the status 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 liauidity in themarket for such 

notes. 2/ 

SATORDAY, OCTOBER 25, 1974 

A memorandum from First CeFuty Player James Cavanagh to E·layor Beame con- 

cerning the 1974-75 expense budget described the envirorrnent surrounding the 

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

1/ News Release, Office of the ~ayor, 529-74, October 22, 1974. 

2/ ~r~orandum, R. V. Adams to D. C. Platten, October 25, 1974. 
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steps and solutions designed to meet the budget crisis. The causes 

cited in. the memorandum were: 

I. The environment 

- New York City is indeep economic trouble (N. Y. Times) 

-- Mayor has warned of large deficit 

-- Mayor says (at·Chanber of Commerce) -"an even wider gap is 
opening" 

Broad range of fiscal authorities agree that crisis has 
arrived 

II. The causes 

Inflation -~increased costs· 

- ;Recession - depressed revenues, increased welfare and health 
casts 

- Borrowingfor day-to-day expenses 

--.eirm\icks --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 

-- -'PostFonenents - adds to. general unemployment 

-~ Reduced services - ,wlitically difficult 1/ 

y Ilemorandus, James A. Cavanagh to Abraham D. Beame, October 26, 1974. 
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SUNDAY, CCIDBEX 27, 1974 

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

of fiscal authorities as being in deepereconomic trouble than at any time 

since the Great Depression. "Fiscal crises are annual events in New York, 

and Mayors have cried wolf so often that Mr. Beame felt compelled to tell 

his audience that 'what I'm talking about is real - it's not phony.'" The 

fiscal authorities cited the use of budget girrrmicks and borrowing for day-t~- 

day expenses as among the causes o_f the~ City's problems and the City was 

described as facing fiscal decisions that were unattractive both politically 

a~d economically. 1/ 

r~C~DAY, CCrOBER 28,-1974 

Comptroller Goldin announced that on November 4, 1974 the City would 

sell $500 million of Revenue Anticipation Notes ("RAblS") and $115 million of 

Tax Anticipation ~Totes ("TANS"). 2/ ~ ~all Street Journal article appearing 

the next day stated that, with this offering, the City would have placed $2.5 

billion of its notes in 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, OCI~I~ER 29, 1974 

In a news wire entitled "E!ew York City Bonds," Jean Rousseau / stated, 

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

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

2/ News Release, Office of the Comptroller, 74-125,\0ctoi>er 28, 1974. 

3/ Wzll Street Journal, "Yieljs Rise on Notes of ~Tew York City as New 
" October 29, 1974, p. 35. Issue Is Slated, 

4/ Mr. Rousseau was a vice president of ~lerrill 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' 1,-1974 

The 19j3-1974 Annual Report of the Comptroller was issued. 2/ 

The'nlrmerous omissions and misstatements of this document were largely the 

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

of internalcontrol. The more salient deeiciences included: 

i. 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 j19 million.) 3/ 

2. Failure to disclose that payroll costs were based on a 364 day 
year, a-d the related cu~anulative [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 "receivablk" of $502 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/ 

1/ Merrill Lynch Newswire, October 29, 1974. 

2/ News Release, Office of t~e Comptroller, 74-127, November i, 1974. 

3/ Annual Report of-the~eomptroller ·of the City of Wew-York for·the~Fiscal 
Year 1975-1976, n. ~, r?. 25. 

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

5/ City of New·York, Official Statement, May 20, 1977, p. 52. 

6/ Audit Report of the New York State Comptroller, "Interia Report rJo. 2- 
Uncollected Real Estate Taxesi" Report No. EJYC-26-75, August 4, 1975, ?. 2. 

7/ Audit Report of the New York State Comptroller, "Interim Report No. 1 - 
Prior Year Accounts Receivable," Report No. ~JYC3-76, July i, 1975, 
Managerial Susnnary, at 3. 
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6. A non-existent "revenue" from the New York Stabilization Reserve 
Corporation ("SRC") (organized to issue debt for the City to meet 
its expenses and bal~nce 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 F-und." 1/ 

7. A significant undisclosed cumulative deficit. 2/ 

MONDAY NOVEMBER 4r 1974 
r 

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

City," stating that the current deficit of the City could run to $1 billion 
and that the "city is- sliding into bankruptcy with di~naying.speed." 1/ 

The City issued SS00 million of RANS and $115 million of TANS, 

through a syndicate headed by Worgan 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, Repott No. NYC-31-76, January 
5, 1976, p. 3. 

2/ Annual Report of the C of the City of New York For the Fjscal 
Year 1975-1976, p_o. 4, 25; Municipal Assistance Corporation Press Release, 
August 29, 1975, at 2. 

3/ The New York Times, Editorials "Near-BankruFt Cityr" November or 1974, 
at 36. 

/ News Release, Office of the Comptroller, 74-U8, November 4, 1974. 
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FRIDAY) NOVEMBER 8,-1974 

The CBC made a presentation to Mayor Beame's Council of Economic and 

Business Advisors. William Renchard, Dr. Herbert Ranschburg and Roderic 

O'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]or'the past eleven years, New York City's 

total budget expenditures haveexceeded the City's exrpnse 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 gal?," and that 

the net.debt of the City rose 72% from 1965 to 1974 while debt service 

rose 147%. It projPcted a minimum deficit of $1 billion in the 1975-76 

fiscal year. 

The report recor~ilended three basic approaches to the City's problems: 

(1) decrease expenditures and limit'oorrowing; 

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

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

I/ Letter, Roderic L. O'Connor to All CBC SuSscribers, Noveraber 20, 
1974; and attached "A Presentation to Mayor Seame's Council of 
Economic and Business Advisors by the Citizens Budget Corrrmission, 
November 8, 1974. 
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After setting forth various ways of accomplishing these objectives the 

presentation ended with-the CBC officers requesting the support of the 

members of the Council. 

A memorandum concerning the City's finances was drdfted for Alfred 

Brittain, III, Chainan of the Board of Bankers Trust, as background for a 

meeting with Goldin. This internal memorandum stated that the recently 

released City financial statement ~Eor the fiscal year ended dune 30, 1974, 

showed that the City continued to deteriorate financially as evidenced by 

the following: 

(1) the excess of ex~nditures over revenues 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 frcan $&.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 nillion· 
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 c"itch Investors Service to BEB and 9B; that during the first half 

of 1974, New York City accounted for 27% of the nationwide tax exempt 

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

unsold from the last month's offerings. / 

I Id. 

/ Draft #emorandum to Rlfred Brittain, III, November 8, 1974. 

Id. 
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Notes from the files of Sankers Trust also indicated that there was 

pressure on rating agencies to keep the ratings of City obligations above 

the point at which savings banks would be reguired to divest themselves of 

such obligations. 1/ 

SATURDAY, NOVEMBER 9;~1974 

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

budgetary reduction consisting of pay reductions to City P~rployees and 

reduced services to residents, in response to an emergency situation brought 

about by inflation and the rec_ession. ~ilalror Seame stated, "for eight years 

John Lindsay cried 'wolf' and the public no longer 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 aeane 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 relationship to the word 'bankruptcy.' Our bonds are 

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

MONDAY, ~IOVEMBER' 11 1974 

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

responding to an editorial of November 4, entitled "Nearly-~ankrupt 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 aankers Trust, November 8, 1974. 

2/ The NPw-Yock Times, November 9, 1974, pp. i, 54. 
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"unwarranted fears for the safety of their investments among the city's 

bondholders." The letter stated that, under the State Constitlltion, City 

bonds and notes had 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 bonds 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/ 

'I~ESDAYI h'CVEMBERU, 197a 

At the monthly meeeting of the CTI~M Committee, omptroller Goldin and 

members of his staff, including Scher, Scott, aid Lewis, were in attendance, 

as well as John Devine and Thomas Labrecque of Chase; Mark Itessenich and 

Paul S. Tracy, Jr. of CitiSank; Gedale Horowitz bf Salomon Bros.; iar.e 

i(lein of Berlackl Israels h 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 bond sale of SS00 million to those previously planned. The 

City reported 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 Nove~er 7, 1974, published in The New York 
TL7les, Nover~er 11, 19711. 
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indicated a desire to reduce the minimum denomination of City notes 

to 510,000 for the December 2 sale. Additionally, he drew the CTCfil 

Co~a~ilittee'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. 

advertisement paid for by a bror(erage firm. 1/ 

A meeting was held in the Office of Comptroller Goldin between Cit; 

officials and analysts of Standard & Poor's. This meeting had been reauested 

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

Annual 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- 

instituting cutbacks in expenditures and of improving management operations 

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

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

the City should be allowed time to implement its proposed solutions 

to its problems. 3/ 

THURSCAY, NOVEIBES 14 1974 
r 

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

1/ Minutes of the CTDM Cosrnittee, Noverrber 12, 1974. 

2_/ ~rgolies at 38-42. 

Id. at 38-46. 
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City officials and analysts of Moody's. 1/ 

The Comptroller issued a press release quoting the CBC as endorsing 

the joint effort by Mayor aeame and the Comptroller to "reassure investors 

concerning the City's basic financial strength while at the same time 

pledging Capital Budget reductions and other economies to close a looming 

budget gap." 2j 

A four page docLrment, prepared for ameeting with the~agencies that 

rated the City's securities and captioned "Gity of New York Office of 

the ComDtroller - Some Essential Facts About the City of New York's Debt 

Position," discussed several aspects of the City's debt and its financial 

situation, including the following: 

(1) with regard to outstanding long-ten debt, as of June 30, 
1974, the City had incurred debt ($S billion) totaling 
58% of its debt incurring capacity ($7.4 billion) under 
the 10% 'legal borrowing limit; 

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

(3) net funded City debt had decreased as a percentage of full 
value of real property over the ·sast decade ar~, fTM111964- 
55 to 1973-74, net outstanding funded debt as a percentage 
of personal income generated in the City had also declined; 

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

(5) as of June 30, 1974, 21% of total outstanding debt was for 
transit, a service which few other cities ay for, and the 
remainder of the debt.is prqwrtionately comparable to other 
"Grade A" cities; 

1/ FIandwritten notes and diary page provided by Eloody's, November 14, 1974. 

2/ News Release, Office of the Comptroller, Novp~nSer 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 earnings and 
minimize tax levy appropriations and, corresDondingly, tt~e percentage of City debt publicly held h~L~ increased; 

(7) the City's debt ~MturitY 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 years; and 

(8) with regard to Outstanding short term debt, out of a total 
of $3.416 billion, $1 billion ~s for housing and was 
secured by mortgages and $308 million sterrrmed from budget 
notes that had been issued in 1970-71 and rede~ed on 
July 31, 1974. 1/ 

The doc~i~nt also discussed various aspects of debt service and taxing 
authority; stating, among other things: 

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

(2) 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 rateso~L Sf~~ O,f ~la:dM~~~e;$100 of full value 
of taxable property had increased 

(3) in the last five years, the assessed value of real estate 
had increased 128 and the full value had increased 28%; and 

[4) the City had not utilized all its taxing Fo~r within the 
2-1/2% limit in the past two years. 2/ 

In a discussion of real estate tax delinquencies it was stated: 

Rlthough arrears of real estate taxes have gone uD 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 surDluses, was reflected 
in the fact that no appropriation h~ been reouired for the 
Tax Ceficiency Account to offset the accumulating cancellations 
of taxes. The most recent increase in arrears is in large 
Dart a reflection of high interest rates compared to the ~itv's 9 

percent,Denalty on late taxes; ~ expect this is a temporary phenomenon. 3/ 

1/ ItSO~~ Essential FacCs ~OUt the City of ~Jew York's ~bt Position," Office 
of the c"nptroller, November 14, 1974. 

1/ 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 year, 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 economize on its resources, stating that: 

(1) the Mayor's certificate for the 1975-76 capital budget~ 

set aside a "true" reserve of $225 million; 

(2) .construction appropriations would De limited largely to 

renovations and inodernizatibns instead of new projects; 

(3) by June 3d, i975, the City's work force would be reduced 

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

the2,500 i~rovisional 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 util;zation, 1/ 

FRIDAY, NOVE~IBER 15, 1974 

Mayor Beame and Comptroller Goldin issued a joint statement, which 

closely paralleled their November 7, 1974 letter toThe New York Times, 

directed against the "unwarranted fears" bondholders might have for the safety 

of their investments. The statement.r~cintedd 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 thf~y 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 revenuesr (2) the payment of 

---~---- -- 

1/ d. 
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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. L/ 
TUESDAY, ~OVEMBER 19, 1974 

The Comptroller's Office decided to use $10,000 denomination certifi- 

cates inconnecfion with a December 2 offering of $600 million of TANS 

and RANS. Citibank had suggested that 10 percent of the offering consist 
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 increase costs and ·thus decrease profitability to the underwriters. Y 
In the course of the underwriting effort, additional amounts of· $10,000 notes 
were made available. 4/ 

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

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

1/ Charbonneau at 116-17. 

4/ "See page 29, infra. 



-2ti- 

~VFDNESDAY, NOVEMBER 20, 1974 

An article appeared in me Daily Bond Buyer quotina Mayor Beame and 

Comptroller Goldin as stating that the City was. fully capable of meeting 

its obligations. 'Ihese obligations ~uere said to have a first lien on 

all revenues ard would ~·repaid on time. "'I'm not a rich man,"' theMayor 

said, "'but I've got a good portion of.my assets in City bonds."' Mayor 

Bearr~ stated that one of the chief reasons for the City's~heavy shott- 

tern·~rrowing was thel·tardiness·.of the State and Pederal-goverrrments in 

transmitting their aid payments. Comptroller ~ldin·admitte;d the serious- 

ness of the City's financial problems,-but als6 referred to~ t~e City as 

a "'superb investment."' 1/ 

A memorandum to Merrill Lynch account executives advised them that 

New York City notes were then available in multiples of ten thdusand 

··dollars. The release emphasized that "t~is 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 bring 

in new funds." 2/ 

TYURSDAY, NOVEMBER 21r 1974 

In a ~morandum to·New York State Senator Roy Good7lan, Chairman of the 

State Charter Revision Colr~nission, Steven Clifford, then Consultant to the 

CcmyXroller, pointed out that the City's 1974-75 budget ~ms out of balance 

by $400 million ard that the problems for fiscal year 1975-76 would be greater. 

1/ The Daily Bond Buyer, Novn-mber 20, 1974, PF~· i, 22, 23.. 

2/ ~lemorandum; John S. de Graffenried to Account Executives, November 20, 1974. 
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The CQ1IFtroller issued a press release ant~ouncing that City no~es would 

~ available in $10,000 denominatipns beginning with the $600 million offering 

of Iecember 2 in order to ~a~hieGe a broader r~rket 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 

indivjduals·shoulci contact their banks or brokerage houses. The release stated: 

"'The change to smaller denominations will permit additional private investors 

to obtain the gocd yields which are currently being offere~~on the City's 
short-term obligations."' Although City bonds are issuedin $5,000 units, 

the City had not sold its notes in denomidations as small as $10,000 in over 
four years. 1/ 

~ChTDAY, NOVEMEER 25, 1974 

In an article in The New York Times, the City was depicted as facing four 
major problems: 

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

(2) its demard for money - already strainirxII the market 

-- would be r~re difficult to meet; 

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

(4) the budget - already pini~hed - would be increasingly 
eroded by the cost of paying off the loans. 

The remainder of- the article quoted 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 arr~unts of unsold bonds still in syndicate hands from the October 

issue threatening the banks with substantial losses. W. 

TUESDFY, NOVP1SER 26, 1974 

.State Senator Goodman issued a.press release-based on the Steven 

-Clifford memorandum of November 21, 1974. Therelease estimated a $1.7 

billion deficit for the next 19 months and statecfthat " [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 r~morandum were reiterated in this public release, 

including the statement that the banks might refuse to continue underwriting 

City short-termdebt. / 

The statement issued by H~iror Beame and Comptroller Goldin 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 ~tween.=he admit- 

ted fiscal problems of the City and the soundness of the City securities. ~2/ 

1/ The New York Tir~SI November 25, 1974, Dp. i, 45. 

/ News Release, State Senator Roy.M. Goodman, Nove~er 26, 1974. 

3/ The New York Times, November 26, 1974. 
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The Citizens Budget Cor~nission issued a press release stating that the 

City had "serious problems, but they are not insoluble." ''Neither do 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. 1/ 

The~e_lw~O~lL~L~ 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 auoted as saying that 
the deficit was caused ~by the~ dual problems of recession and inflation. 2/ 
WEDNESCAY, NOVE~3ER 27 1974 
----------------~----· 

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

unsold municipal securities [including those of Mew Yolk City) in dealer 

accounts. There had been substantial price erosion of the City's Octo~r 

bonds and it was reported that "there was sir~ly no market for the City bonds 
at the original price levels." When the October bonds were released from 

syndicate price 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. ~ncherd, 
Chairman of the Board," CBC, November 26, 1974. 

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

3/ "New York City Prices Plurranet 100 Basis Points in Free Market," The 
Daily Bond Buyer, Noverrber 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 ~re available in minimum denominations 

of ten thousa~-ldollars. Account executives were told not to 

"overlook the opportunity afforded herq.to call accounts and 

prospects who are normally precluded from buying tax-exempt notes 

b~cause of the $25,00b. requirement", and to do their customers and 

themselves a favor by bringing this new issue to their attention. 1/ 

1/ Merrill Lynd~ Release, November 27, 1974. 
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FRIDAY, NOVEMBER 29, 1974 NOVEMBER 

CQnptroll~r Goldin sent a letter to ~v~iyor Beame, which ~ms publicly 
released on Sunday, December i, 1974. In the letter, Comptroller ~ldin 

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

be $650 million, $250 million higher than projected by the Mayor. The budget 
deficit was calculated as being composed of $250 million in revenue short- 

~alZ and $400 million in expenditure over-runs. Goldin warned the Elayor 
that the deficit could be increased by adverse economic conditions, and that 
it must he closed ir! the remainingseven months of the fiscal year. He also 
stated: "As you la~ow from my private and Fublic statements starting as 
early as last February, I strongly support the policy of givir~ the public 
full and Frank information on the City's serious Fiscal problems, not only 
because the public has a right to know, but also because only an informed 
and concerned public can,orovide the support for difficult rreasures n~ces- 

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

be ~ssible 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 ke say a clear and firm 'rrJ' to 

any prospect of additional borrowing to close the budget gap." ~e stated 

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

ard newly announced commitments constituted the only sound solution, to- 
oether with n~re federal or· state aid, if obtainable. He concluded: "You 

know, far better than nest, that the City's situation today is largely the 
result of a practice in previous years of getting through the present by 
mortgagi~ the future." V 

y News Release, Office of the Comptroller, 74-138, December i, 1974. 
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SATURDAY, NOVEMBER 30, 1974 

The Mayor's office, through Deputy Mayor Cavanagh, issued an irmnedi- 

ate rebuttal press release stating that the Comptroller's figures were 

incorrect and more than twice the deficit thegudget Bureau had projected, 

and that a cut of $650 million in the budget would mandate at least 28,000 

employee layoffs and unthinkable reductions Fn city services. The release 

indicated that the City did have fiscal problems, but far fewer than th~ Comptrol- 

ler stated, and it was addressing those problems. 1/ 

SUNDAY, DECEMBER i, 1974 

Comptroller Goldin issued a press release containing the text of the 

letter sent to Mayor Beame on November 29, 1974. The current fiscal year 

deficit was said to be $650 million, and Mr. Goldin contended th$t addi- 

tional borrowing to cover this deficit would only worsen a serious situation. 

Hestated, however, that the budget deficit "should not impair investor con- 

fidence in the essential soundness and safety of the City's obligations." 2/ 

MONDAY·, DECEMBER 2, 1974 

The Comptroller announced the sale of $400 million of RANS and $200 

million of TANSto 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 the City. The Comptroller, 

in his acceptance of the bid, stated that borrowing, both short-term and longl 

term, must'be curtailed and put under rigid control. He also said, "[T]here 

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

2/ News Release, Office of the Comptroller, 74-138, December i, 1974. 
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is no guestion in the world that these borrowings will be reFaid fully 
and on time ... ." 1/ i 

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

in $100,000 denominations, $180 million in $25,000 denominations and $60 

million in $10,000 denominations. 1/ Ultimately, however, only Se0 million 

of the notes ~3re in $100,000 c'enominations; $140 million ke;e ii the 

relatively small $10,000 denominations. 3/· 

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

billion short-term since the beginning of the calendar year.. L~sses on 

the unsold October City bonds ard inventory losses on City paper were 

said to have dramatically hurt the bidding ability of many dealers. 4/ 

Pursuant to a letter from Cavanagh, a meeting ~s scheduled for 

1/ Nec~s Release, Office of the CcnrXrollerr 7d-139A, CecPrrber 2, 1974. 
The December RAMS offering was the first offering of City securities 
which was not fully repaid in reliance on the ~oratoriumAct ($249.5 
million becar;e subject to the IYoratorium Act). (See Municipal .9ssist- 
ance Corporation exchange offer to holders of certain short-term notes 
of the City of New York, November 26, 1975.) 

/ Memorandum, Paul S. Tracy, Jr. to Richard F. ~ezer and others, ~vember 
19, 1974. 

I/ Certificate of Delivery and Payment for $400 Million Revenue Anticication 
Notes, signed by Harrison J.. Goldin, Cece~er 13, 1974. 

4/ Wall Street Journal hMew York City's $600 Million ~bte 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 norgan, addressed to a substantial client, advised on the 

status of New York City debt instrumnts. The letter indicated that the 

City's ability to pay its obligations was not in question, but the City 

was m~dergoing a financial crisis. The-letter stated that although the 

author believed that the ratingagencies woulh give the City the' benefit 

of the doubt, a downgrading was very _cossible if the financial deterioration 

of the City continued; this would narrow the market for City securities. 

The letter recommended that the client reduce his holdings of City securities 

by not renewing maturing obligations ard by tax loss trading. 2/ 

In a Merrill Lynch release'to its.office, account executives were told 

that the recent issue of Mew York City tax-exempt notes offered them an 

opportunity to call customers ard prospects with "something interesting to 

talk about." The release ~nent on to state that all the recent adverse F~ubli- 

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 sor~ calls this evening 

and discuss New York City notes with your customers or prospects." 2/ 

y Letter, James A. Cavanagh to Seyinsur 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/ MerrillLynch Release entitled "Something to talk about," December 3, 
1974. 
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WEDNESDAY, DECEMBER 4, 1974 

'Ihe New York Times reported that aides to the Mayor and the Ccmptroller 

met for two hours on December 3, 1974 ard; after arguing over. their differing 

estimates of the size o~ the City!s exFense budget deficit, "agreed to 
disagree." 1/ The Times published an editorial attacking the practice of 

including expense items in the capital budget, thereby ificreasing their 

cost in the~long run, by running uD larger interest payments ard reducing 
allocations for true capital projects.. The editorial stated.that the 

proposed capital budget listed $780 million for expense items. 2/ 

The Wa~f~J~u_iI~ reported that individual investors, responding 
to the high interest rates on the recent offering, flooded dealers with 

,wrchase orders for notes in the new $10,000 denomination. 3/ 

THUXSDAY, I;ECEi~BER 5, 1974 

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

announced austerity progrtrn, 12,950 persons had been added to the City 
,oayroll over the ,oreceding four rrpnths. 4/ 

FRIDAY, DECEMBER 6, 1974 

A statement by the ~layor~attacked the Times article of '-~e 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/ _.._.._..,,,,,,,,, "Aides to.Bearne and Goldin qisagree at Budget The New York Times 

Deficit Parley," December 4, 1974. 

2/ The New York Times, Editorial, "Capital ~ss," December 4, 1974. 

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

4/ The New York Times "City Payroll Rose 12,956 in 4 Months," 
December 5, 1974, p. i, 52. 
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The statement cited Pudget Sureau figures showing a net increase of 1,213 

employees. 1/ 

~ONCAY, DECEWBE,S 9, 1974 

The CBC..ssued a press -release calling for a total freeze on both 

City hiriIs~ ani existing wages which it claimed would result in savings 

of over $1 billion over a tw~-year period. 2/ 

~I~JESOAYI CECE;nBER 10, 1974- 

Rcderic O'Connor, President of the CBC, appeared before the City 

Planning Commission to discuss the proposed 1975-76 capital budget. 

O'Connor stated that this day ~ms "the day the capital budget died." 

"This budget is a terminal case - murdered by.a decade of fiscal 

.misr~nagenent." F.eferring to the $780 million of expense items in the 

draft capital budget, he stated that the CEC had warned repeatedly that 

such practices deplete the capital budget of m=ney for capital needs, 

ar~ accelerate ·the growth of future debt service payments in the expense 

budget. 2/ He called for a total job and wage freeze. 

CanFtroller ~ldin appeared before the (18C and pledged his support 

to IYlayOL. Bearre to help close the projected budget gap. C~ldin cited "basic 

areasof agreement with the Mayor," including the need for substantial 

cuts in City expenditures, renewed efforts tosecure increased Federal 

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

1/ ?Tews Release, Office of the Mayor, 599-74, I~ceslber 6, 1974. 

2/ -\iews Release, C~C, I~cember 9, 1974. 

3/ ~ews Ecelease, CEC, Cecember 101 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 aDDroDriation for 
interest on.all indebtedness and the-inaturlng 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 suMivision 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 antfiipation of which the notes were 
issued . 

This memorandum also briefly discussed the auestion of hardship to a 

municipality as a defense to payment of indebtedness noting " [w]hether, 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/ 

WEGNESDAY, DECEMBER 11 1974 
-~ r 

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

/ l'lemorandum, Truxton B. Pratt to WilliamH. Moore, December 11, 1974. 
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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 rrRt 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 City underwritings resulting in high interest rates and that there~ 

might be some necessity for the Clearinghouse Association 1/ to respond to a 

-plea for help by the City. ThO memorandum mentioned the -"Bankers Agreement" 

of the 1930's, under which all Short-term City financing was negotiated 

with New York City banks and noted that in 1970 #ayor Beame, then 

Comptroller, decided 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,;ncluding 

an SRC plan to offer $500 million in bonds, the memorandum sug- 

gested that "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 

TheNewYork 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 consunrnated at currentprices.~ 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 5. Pratt to William H. IYoore, 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 problems were still solvable, 
but that City officials did not appear to comprehend the seriousness of the 

situation. It was asserted that, in therecent 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 

memorandum asserted that the bank's ability: 

to apply some financial discipline to the City's 
operation will be better accorrf~lished while they can 
still fund themselves in the market~lace than when our 
vaults are loaded with nonmarketable City debt. Once 
the pattern Dec3r~s established of the City's not being 
able to sell debt and t~e City's financial institutions 
providing funds, we will find ourselves on a one way street. 

1/ ---- -·-·· ---·· --··~l-r December 12, 1974, p. 73. The New York Times 

2/ Memorandum, Aros'r. Beason to Frank P. Smeal, December 13, 1974. 
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The memorandum suggested that the banks require: 

(1) a substantial 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 Federal 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 cor~nunity 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/ 

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

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

1/ Id. 
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The memorandum stated the following: that the market for City securities 

was no longer viable, while the bond market was otherwise generally strong; 
the market was paralyzed with concern about the City's affairs and there 

were huge dealer inventories, which would not be.gQld except at heavy losses; 

the banks were forecasting a declining need for tax 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 

financing would quite possiblyhaveto 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 C`ity bonds. 2/ 

MONDAY, DECEMBEX 16 1974 

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

brokerage houses were suffering enormous underwriting losses on New York 

City bonds. Approximately $200 million of the October bond offering was 

still unsold and losses on the bonds that had been sold approached $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 a "disaster." The public bickering between the Mayor and the 

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

y Memorandum, Richard Mams to Donald Platten, December 13, 1974. 

_Y The New York Times, Decer~r 13, 1974. 
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bankers were said to be planning tomeet 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 

unlike previous ones, this crisis was real. Ms. Gerard presented a general 

overview and analysis of the City's budget problems. She concluded that 

the City's economic base had been weakening at the same time that 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.B. at the Comptroller's office. 

Comptroller Goldin and eight members of his staff attended, along with 

iJallace Sellers of Merrill Lynch, Gedale Horowitz of Salomon Bros., Richard 

Nye of First Security Co., Richard Kezer of Citibank, Frank Smeal of Horgan, 

Thomas Labrecque and John Devine of Chase, James Trees of Fisher, Francis, 

Trees & Watts, Inc. and Zane Klein of Berlack, Israels an~ Liberman. The 

Comptroller distributed a new proposed borrowing schedule designed to stab- 

ilize the market by reducing the large suantities of Clty obligations 

and stated that'nis purpose in disclosing the magnitude of the developing 

1/ The New York Ti~i~sr CeceI~ber 16, 1974. 

2/ Karen Gerard, Internal Memorandum for the Economics Group of the 
Chase Manhattan Bank, Decerr~tser 15, 1974. 
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deficit in the current budget was to refute rumors of a $1 billion deficit 

estimate which had hen circulating. 

Members of the CTDM Ccmmittee expressed concern about the problems of 

rolling over short-term debt ard the Comptroller stated that the current 

level of short-term borrowing would h continued at least through the first 

cruarter of the next fiscal year. The CTCM Committee suggested that both 

the ~n~yor and Comptroller commence a,wblic relations effort to inform 

the public of approaches that were being taken with respect to some of 

the City's problems. 'Ihe serious ~ature of the market problems was discussed. 

TheCrCM Committee indicated that pension purchases would provide only 

temporary relief and that this had to be told une~uivocally to the Mayor. 

The meeting adjourned to reconvene at Gracie Mansion the next day at 8:00 

A.M. 1/ 

~I~ESDAY, DECEMBER 17, 1974 

The meeting of the C~DM Committee reconvened at Gracie Mansion. 

A memorandum by Frank S~al indicates that Elessrs. Eeame, C~ldin, Cavanagh 

and Lechner -apparently caucused for approximately 15 minutes trier to 

the start of the meeting. 2/ At the reconvened meeting, Mr. Sellers of 

~ierrill Lynch told the Mayor that the City securities market kas a "total 

disaster" in recent weeks. 3/ Therefore, he stated, it was likely that 

there would ~e no bid on the January bonds. me CTDH Committee did not 

auestion the City's ability to pay its debt, but indicated that the market 

could rm3t absorb offerings of the magnitude contem~ated. The basic 

1/ Minutes of the CTDM Ccrmnittee, Cecemt~r 16, 1974. 

2/ Memorandum, Frank Smeal to the File, DeceFber 17, 1974. 

2/ f3inutes of the Special ~leeting of the CTI)M Committee, Cecember 17, 1974. 
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problem was said to be the size ard frequency of the Dorrowi~s. He 

stated that plrchases by the Fension systems could afford only tem~orary 

relief ard borrowing to finance deficits was no longer a viable procedure. 

The Mayor disagreed with the CICM Ccnmnittee about the effect of the 

purchases by the pension funds, indicating that these purchases could 

continue as long as the rates of interest remained high. · Furthermore, 

he asserted· that it was the tillino_ and not the size of the borrowing that 

was the problem and the banks should help "sell" the City and not 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. ~r. 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 borrowir~ was against expected revenues, as it always had been. 

He refused to commit himself to the elimination of deficit financing. The 

CTLX? Corranittee indicated that the institutional market was closed to City 

securities and that the. out-of-state banks kere not buying these oblioa- 

tions. ~C.e Mayor stated that the City was borrowing against "firn 

receivables" and that the banks must "'sell"' t~e City to the rest of the 

country. The meeting concluded with the 1~3yor requesting, an3 the 
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CTDE·i Cormnittee offeri~, support for attempts to obtain increased federal 

and state aid. 1/ 

Followin7 the meeti~, the Comptroller issued a press release 

stating that the consensus of the OM Committee was that City obligations 

continued to offer absolute security to investors. in response to the 

market problem of oversupply, the City would reduce its borrowing and thus 

improve the supply-demand balance in the· marketplace.. The Comptroller explained 

thatthe reduction in publ-ic offerings would be chiefly accomplished by short- 

term limited investments of City pension furd'and sinking fund money in City 
obligations. 2/ 

~jECMESDAY, DECEI~3EX 18, 1974 

Bankers Trust generated an internal nemorandum listing the maturity 

dates and amounts of all outstanding City notes and the reduced borrowing 

schedule for ~e City t~rough June 1975. m~ memorandum demonstrated a 

cumulative increase in outstanding notes of over $1.5 billion as of the 

end of June 1975. 3/ 

The localnewspapers, The New York Tiaes, Daily News and The Daily 
Bond Buyer, printed stories to the effect that the City would reduce its 

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

1/ Id. 

/ News Release, Office of the CcxnFtroller, 74-141, ~cec33er 17, 1974. 

1/ i~lPrcorar.d~e entitled "!Jew York City I~aturitv Schedule of CutstandinS 
Notes," December 18, 1974. 

4/ ?he New Vor Times, Caily News and ~he Daily Bond EUIIPr articles, 
Cece~-;T~S~ 



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 chatacterized the City's 

accounting as "~uestionable," 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 issue 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 an accrual basis; establishing annual audits and certifica- 

tions of receivables by an inde,oendent 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 service reserve 

_V Memorandum, John Berenyi to Richard i(ezer, December 19, 1974. 
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ard a social service reserve; recognizing reductions in real estate 

taxes due to delinquencies and reduced assessments in the current year; 

ard repayit~ the prior year's deficits, i.e., $520 million of stabili- 

zation notes and $200 million of the 1974-75 deficit. 

~ir. Clifford's memorandum indicated that federal legislation would be 

necessary to implement his proposal. In instituting the accounting reforms, 

the City would write off an? retire $2.7 billion short-term debt. The U.S. 

Treasury would lend the City the funds recruired at 8 i/2~ interest and the 

Ci~y· could repay the loan ·over 20 years. 

Clifford cited the financial advantages of this proposal for both the 

City ard the Tr~asury and noted that the sourd practices established would 

also be advantageaus. The final item on his list of advantages was: "Total 

collapse of city, ~capital markets and U.S. economy postponed for at least 

six months." 1/ 

Clifford urged that this proposal not ~ limited to aiding New York 

City but should be available for all states ard municiwlities ·that 

encountered deficits when they applied the sound accounting and budgeting 

practices. This would be the first step towards the regulationof the 

municipalrrarket. It was also noted that maintenance of the accounting 

ard budgeting standards should be covenants of the Treasury's loan and 

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

1/ Elerr,orandun, Steven Clifford to J. Coldin, B. Scott, S. I;ewis, J. 
rjeiner, J. Turk, J. Carney and R. Wells, December 19, 1974 

2/ Id. 
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FRICAY, DECEE~ER 20, 1074 

Comptroller ~oldin 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 ~uld be a great disservice to investors and to ~e City if 
important fiscal information were withheld or manipulated. The 
City's ~ndholders and noteholders. must have justified faith that 
government officials will be open ard candid about the fiscal 
state of New York City. 

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

E.YINC~4Y, DECEMSER 23, 1974 

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

stating that they were retaining their "A" rating for New York City bonds, 

provided that the City continue its efforts to put its financial house 

in order. 2/ 

nayor Bearre 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. 

1/ The Daily Bond Buy"r, Decerr$er 23, 1974. 

1/ News ~elease, Office of the i~~yor, 515-74, Cece~s~r 23, 1374. 
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THURSDAY, DECEMBER 26, 1974 

In a memorandum to Amos T. Beason,'Vice President of Morgen, Eric 

Altman, a researcher at Morgan, stated that the City was using short-term 

borrowing as an ordinary source of revenue. He asserted that the City had 

violated accredit~d accounting standards and was using gir~nicks to achieve 

the appearance of a balanced budget; that the City had switched to an accrual 

basis for receivables while retaining a cash basis for payables; that the 

City budget assum~d full collecti~n of' all .revenues despite experience to 

the contrary; and that the City employed one-shot revenues to balance the 

budget. "By some estimates, restating the City's financial position in 

realistic terms according to accepted accounting principles will involve 

a write-off [of] $2.7 billion at June 30, 1975." Altman contended 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 own fiscal 

difficulties. 1/ 

FRIDAY, DECEMBER 27 1974 
I 

In another report to I~L>nald Platten of Chemical Bank, Richard Adams, 

Senior Vice President for the.aank Investment Division, stated that the 

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

1/ Memorandum, Eric Altman to Amos T. Beason, Cecer;lber 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/ 

~IONDAY, DECEE~IBER 30, 1974 

Moody's confirmed their "A" rating for New Yofk City bonds in a 

detailed 19-Dage report. The City's fiscal situation was reviewed and 

the "A" rating was said to be confirmed because the City's debt was 

well-secured by a constitutional requirement for ~debt service, its 

-- · internationally important economy and the prospects for- administrative 

control of its financial difficulties. 2/ 

The Ilayor issued a press release praising the action of Moody's and 

stating: "As Standard & Poor's did, Moody'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 surmnarizing this review 

I/ Memorandum, Richard I~ams to Donald C. Platten, ~cember 27, 1974. 

2/ MOOdY'S Investors Service, Inc., Municipal Credit Report, Cec_ember 31, 
1974. 

2/ News Release, Office of the: Mayor, 624-74, December 30, 1974. 
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stated that over the years, the controls used in determining the liabili- 

ties in the various debt service Bccounts 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. 1/ 

THURSDAY, JANUARY 2, 1975 

In an internal Citibank document, David Gaston, investment officer, 

reported to Paul Collins; Senior Vice President, that Citibank held $23 

million par value in New York_City obligations in accounts for which the 

Sank had fiduciary responsibility. Mr. Gaston also reported that th~ 

bank was not purchasing City bonds for fiduciary accounts at the present 
time. 2/ 

MONDAY, JANUARY 6, 1975 

In a letter to Comptroller Goldin, Mayor Beame directed that certain 

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 incurred with respect to similar housing 

companies be charged against the two percent limitation. 3/ 

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

/ Memorandum, David Ci. Gaston to Paul Collins, January 2, 1975. 

3/ Letter, Abraham D. Beame to Harrison Goldin, January 6, 1975. 
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Marine Elidland Municipals Co. sent a letter. to its municipal customers 

informing them of the actions of Moody's and Standard & Poor's in confirming 

their "A" ratings for City bonds and stating that Marine i·lidland believed 

that the securities of New York City were a sound and attractive' investment. 

The letter also included a copy of a Joint Statement by Mayor Beame and 

Comptroller Goldin dated November 15, 1974, that restated the constitutional, 

legal and moral guarantees afforded to investord in New York City notes 

and bonds.. 1/ 

'I~ESDAY, JANUARY 7, 1975 

The Comptroller announced the 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.n. because the Comptroller had 

sought to determine whether there was any alternative to this bid. The 

Mayor and Comptroller each issued a press release attacking the 9.45 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." Y 

V Letter, Marine Midland Municipals Co. to its clients, January 6, 1975, 
with attachment. 

_Y News Release, Office of the Comptroller, 75-1, January 7, 1975. 
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WEDi\lESDAY, JANUARY 8, 1975 1 

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. Wams said, "Support df theCity of New York by the New York banks as 
'lending institutions' has been enormous. Chemical aank~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/ 

L\lr. Adams noted that the City may argue that the 9.4% interest rate 
was excessive, but that the following poilts, among others, might be made: 

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

[2) there was much negative publicity about the City 
in the market~lace; 

1/ Memorar.dun, Richard V. Mams 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 ("[w]e just don't know the facts."); and 

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

THURSDAY, JANOARY 9, 1975 

The Mayor had requested that leaders of the financial community attend 

a meeting at Gracie Mansion at 8:00 A.M. ~lessrs. Beame, Goldin and. Cavanagh, 

among others, represented the City. David RockefelleT and Thomas Labrecque 

represented Chase; Richard Kezer and tJilliam Spencer represented Citibank; 

Richard Adams and Donald Platten represented~ Chemical Bank; Ellmore 

Patterson and Frank Smeal represented IYorgan; 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 RAMS 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, 

V Id. 

2/ The Daily Bond Buyer, January 10, 1975, pp. i, 15. 
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and of the fact that City securities had a first lien on all City revenues. 
The mayor stated that the City' was aware that it had problems, but he said 

that these ~re 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 responded by describing their views as to 

the status qf the market for City securities. They-said that there were 

serious doubts as to the market's capacity to absorb more City securities 

ard -that the clearing house banksdid 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% kas not a rate set by the underwriters but one ir~l~sed by the market- 

place, arr! (3) the market had reacted to the public dispute between the n~iyor 
and the Ccanptroller over the size of the City's deficit and other fiscal 

problems. The bankers indicated that the City's investment comnunitv was 

willing to assist and work with the City to solve the market problems. 2/ 
The IYayor ard the bank executives agreed that a committee would be 

established to work with the City to re-open the marketplace for City securities. 

Ellmore Patterson, then the head of the Clearing House Association and Chairman 

of Morgan, was to lead this committee which would become known as the Financial 
Community Liaison Group ("FCU;"). 3/ 

1/ E. Patterson at 23-24, 27. 

2/ E. Patterson at 25, 28-29; Sanford at 22, 25. 

3/ E. Patterson at 28-29; M~nx~randun, David A. C-rossman to Willard C. 
Sutcher, January 22, 1975. 
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In ·a briefing memorandum prepared for David Rockefeller by Thomas 

Labrecque prior to the meeting, it was reported [1) that the City would 

issue or refinance approximately $7 billion in bonds and notes during calendar 

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 lo_st by the underwriters in the fourth quarter 

on City underwritings. 1/ 

The #ayor and Comptroller issued a joint press release after the 

meeting 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 ~lew York, David H. Breen, 

an~analyst for Weeden & Co., formerly employed by Fiti~h, informed the 

1/ IYemorandum, Thomas La~recque to David Rockefeller, January 8, 1975. 

2/ Joint Statement from'the Offices of the IYayor and the Conptroller, 
18-75, January 9, 1975. 
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club members of particular City problems thatwere 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 taxes would 

not be collected in the current fiscalyear. 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 fiscal 

1969-70 and the rate of abandonment of real property was.considerable. He 

noted that the Cify had deferred, for the most part, its maintenance programs 

because little money was available in the Capital Budget, which was almost 

entirely being utilized for operating expenses. Eventually, he 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. IYr.~ Breen claimed that [1) the City's deficit for 

the current fiscal year would be substantially larger than the ~layor'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~ $1.1 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. 

Ilr. Breen suggested three possible approaches to the City's probl~ns: 

(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 i~. areen, Municipal Bond Analyst, Weeden & Co., 
before the City Club of New York, January 10, 1975.. 
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(3) reorganization pursuant to Chapt~r.IX of the Bankruptcy Act. 

The City's fiscal problems were alleged.to be :the result of fiscal 

mismanagement and political ex~ediency, exacerbated by the departure of 

the middle class from the City. 1/ 

The New York Daily News reported that the City was exlllorillg the 

possibility of offering Eity bondcs to ~its employees on a ~a~roll deduction 

basis in the hope that $250 million could be raised. 2/ 

A meeting was held among Richard Adams arid Berman Charbonneau of 

Chemical Bank and David Grossran of Chase to discuss possible 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 

financial rer~prtin~l the latter's qual.ity. being ·described.as "mor." / 

SATtjRDAY, JANUARY 11, 1975 

The Mayor and Comptroller issued, a joint press release attacking the 

speech by David Breen at the City Club, characterizin3 it as a call for bank- 

ruptcy. ~I~e press release stated that budget-balancing problems "have nothing 

to do with a city's ability, willingness anti legal mandate to repay its debt." 

IYr.;Breen was described, not by name, as irresronsible and as a person ~Jno 

1/ Id. 

2/ Daily News, January 10r 1975, p. 23. 

3/ Memorandum, Berman R. Charbonneau to Richard V. Adams, January In, 
1975. 
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would yell "Fire" in a crowded theater when there was no fire. 1/ 

E.lo~D~Y~A~,~v~y~,l975 '' 

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 temporary 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 in fiscal 19!3-74, an increase of $3 billion over fiscal 

1972-73, was said to be due to larger budgets and cash flow problems. 2/ 

Mayor Beame net with Ellmore Patterson and Frank Smeal and continued 

the discussion that began on January 9 at Gracie Mansion regarding the 

formation of a financial committee. They decided. that the committee would 

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

The New Yorker magazine published an article concerning the City's 

fiscal crisis with an emphasis on the job cuts ordered by i~yor Beane. 

The announced job reductions of Phases I, II and III, which totalled 7,935, 

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

1/ Joint Statement by Mayor Abrahan D. Beane and Comptroller Harrison 
J. Goldin, 20-75, January 11, 1975. 

2/ Letter, Harrison J. Gold·in to 1Yelvin N. L~chner, January 13, 1975. 
1/ E. Patterson at 31-32. 
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436 erm~loyees, none of whom was a member of -a civil se~vice· union. The 

remainder of the job cuts were acco;n~lished through attrition, retire- ii 

nent or the elimination of unfilled. positions~ 1/ 

Barron's, the financial weekly,r?rinted an editorial stating that 

" [y]ou 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 toborrow and spend. It was 

asserted that the City's repeated assurance that its securities were sound 

"smacks of the repeated assurances of no devaluation which invariably 

precede a currency's debasement." 2_/ 

TLIESD~Y, JANUARY 14, 1975 

Alan Weec~en, President of weeden & Co., sent a letter to the Mayor in 

response to the Mayor's corrnents of January 11 on David areen's speech 

to thP City Club, ~ir. ~eeden wrote that Mr. areen had not advocated 

bankruptcy for the City but had mentioned reorganization as an alternative 

approach to the City's fiscalproblems. He further stated that'ru`eeden & 

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, 1375, p. 57. 

/ Barron's, January 13, 1975, p. 7. 
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to sell these securities. r·Jeeden assertedthat the City's fiscal 

problems should be discussed candidly and opnly. 1/ 

Berman Charbonneau of Chemical Bank received a r;lemorandum from 

Mward A. Rabson, also of the bank, regarding Chapter IX of the 

Bankruptcy Act as pertaining to ~ew York City. Mr. Rabson outlined 

provisions of this Chapter ars~ stated: 

~ile ~ agree with Mr. Breen's charges of "fiscai nismanage- 
ment" and ",colitical expediency" as adding to Mew York City's 
financial difficul~ties, we cannot, at this time, foresee a 
_default on the_City'soe~-r~;·;t~-··;;~;;---·~-~;~;;ee 
the necessity of the City takincr as drastic a steD as filins 

~Detition of insoTvennr~Fi~;r~h~i~~i3~c~~ [n~phasis in 
original] . 2/ 

Comptroller ~ldin 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 

~orrowi~. T\Tone of these efforts, he said, were reflected in "che single 

bid by City underwriters of 9.49; on the last offering of City notes, which 

were sold out to yield 8-1/2 pr cent and below, t~e asserted that such 

a yield was "an incredible bargain for investors." Mr. C~ldin contended 

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

1/ L~tte;, AUan 1~. Cieeden to Abrahan D. Beame, January 14, 197'. 

2/ ~1B~orandun, E;d~rd A. RaDson to Berman R. Charbonneau, January 14, 
1975. 
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ac~nitted that the City was sufferingfrom inflation and recession but 

he assured his audience that the nayor and Comptroller would meet the 

economic challenge confronting the City. 1/ 

WEDNESDAY, JANUAI~Y 15r 1975 

Karen Gerardr of Chase IYanhattan, prepared a memorandum for David 

Grossman entitled "4 Note on the Relationship Between New York City's 

Immediate Debt Problems and the Longer Range Budget Situation." At 

the outset' of the memorandum she-noted that "it is generally claimed" 

that the City's "mushroomFng of short-term debt" has expanded "with 

the growth of federal and state aid." How$ver, she stated that the 

growth in short-term debt had increased more rapidly~than the growth 

in aid. She provided figures to support her observation, e.g., 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 alone, 

federal and state aid rose $450 million while new issues of IRANS] 

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 primarily responsible is necessary if 

one is to judge whether the volume of temporary debt is a 'temporary' 

phenomenon or indicative of more deep-seated problems." The enumerated 

causes were: 

(1) ...[S]hifts in financing schedules, particularly 
at the state level...; 

I Remarks by Harrison J. Goldin·before Association for Corporate 
Growth, New York Chapter, January 14, 1975. 
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(2) ...[W]orsening efficiency in the lag between city expenditures 
and reimbursements...; 

[3) The large volurre of new issues could coli~eal a m3re serious 
problem of whether there is in fact anticipated aid behinj the 
debt. If the latter ~re true, the consequences would be 
grave for both the short-term ard the long-term 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 auestion 
answered candidly. If there is no cause for long-term concern, it 
~s easter to find pragmatic 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 fil-a~ out what the 
real situation is. 1/ 

THURSDAY, JANUARY 16, 1975 

Minutes of a regular meting of the Trust Investment Committee of the Trust 
Cepartment 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 FossibilitY of some temporary improvement, it Fms felt 
the longer term prosr>ects for the City's finances were not encouraging, Therefore, it was voted to discontinue approval for the rxlrchase for 
general trust investment of all obligations of the City of New York, 
and sale should be considered on all issues naturing after August, 1975. 2/ 

FRIDAY, JI4WARY 17, 1975 

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 recuested: 

1/ D. Grossnan Ex. i. 

/ Minutes of Regular Meeting of Rust Investment Camnittee of the Trust 
Depart3ent of First National Bank of Boston, January 16, 1975 
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(1) a listing of the amount, interest rate, and bond buyer index for 
each BRN issuance since July i, 1967 as ~11 as the same infor- 
mation on the RAN and/or T.4N issues irmnediately preceding or 
following each EAM issue; and 

(2) a ccanDutation of the total. interest charges on EANS 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. 

Ik?ditionally, the following two questions ~re p~sed in this memorandum: 

i. 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. 

FY~llyr Icir. Scott asked whether the City had ever converted_housing BANS to funded 

debt ard,if so, he reauested the dates ard the amounts involved. 1/ 

Early in January, Dr. Jackson Phillips, Executive ilice President of woody's, 

met with the Comptroller ard informed him that Moody's analysts were considering 

reducing its IYIG-1 rating for the City's BANS to MIG-2. 2/ The Comptroller 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. 

~ONDAY, JPNUARY 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 tominimize interest 

costs ard increase its return on short-term investments. With regard to the City's`: 

fiscal problems, ~. Goldin asserted that the City was making the hard decisions 

that were reguired ad was novi~ towards fiscal reform. 3/ He reported in part: 

1/ Memorandum, William T. Scott, mird Deputy Cc~Dtrbller. to Sol 
Lewis, Chief, ~reau of Accountancy, January Ij, 1375. 

2/ Memorandum, Freda Stern Ackerrr.an to the files, January 17r 1375. 

3/ fiemarks by Harrison J. Goldin L~fore the New ~ork City Treasurers Club, 
January 20, 1975. 



-65- 

The difficult and oainful steps which New York is taking to meet 
the Challenges ~osed by the current econorrq·, and to deal with 
the effects of past fiscal practices, are uni~atched by any other 
municipal government in the country. 

Its not easy for a nayor to order·nass lay-ofis. The pressures 
mitigating against such cutbacits are far greater than those 
confronting a corporation president. 

Its not easy to bring to a halt capital projects of great 
im>ortance to the people of the City. 

But these actions, and more to come, prove that the City means 
business in stressing economy, austerity, and i;noroved fiscal 
planning . 

In;ny office, we have developed, in line with a sharp curtailment 
of Dublic borrowing for the remainder of the fiscal year, a reg;larized 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 uwn the 
City by inflation and competing demands in the capital markets, 
must be adopted as conscious, long-term policy. 

jv'e can b~gin this year by ruling out any additiohal Sorrowing to 
close the budget gap. The issuance of Budget Not`es 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 strongly opposed toany such "solution" this year. 

Next 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 onli· effective way to do it is to 
make a first consideration of how much the City can afford to 
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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 ar~unt 
of debt issued should be restricted to what the established 

level of debt service can sustain - and no more. 

Each year we should t~e narrowing. the gap between rederr;Dtion of 
debt and new debt commitments. 

That is the first trend which must be reversed. 

The second, which relates closely to the first, is the increasing 
load of current exF~nse items which are charged t6 the Capital 
Budget . 

~ore than he_lf~of the Capital Budget for the current fiscal year 
or $724 million, is consumed by these items. 

Next year, inflation could push that figure above SB00 million. 
With a combined estimated total of rr~re than $200 ·million going 
for transit and for judgments 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 nayor, who has concurred 
that an unencumbered margin 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 must 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 auasi-indeoendent 
authorities and ~ublic 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 co~non theme runi~ing through all of these trends: 
the short-sighted approach of fiscal finagling which takes us 
one 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 
comnunities, to maintain their viability unless stop-gaps and 
gimmicks are replaced by long-range fiscal ,nlanning which 
looks ahead not just to the close-out of a fiscal·yea~, and 
not just to next year, but to five years ahead, and into the 
next decade.. 

I~ believe that New York City is beginning to take i~cdrtant 
steps in this direction. 

It really has no choice. 

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

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

The. City is sadder but wiser today. It has experienced the 
same fiscal Dains 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 m3st creative city on earth. And 
it has in full the capacity and the will for the kind of tough 
fiscal planning which is the hallmark of sliccessful rrenagercent. 1/ 

TaESCAY, J~UARY 21 1975 

Steven Clifford provided the Comptroller with a background rremorandurn 
on ·the City's fiscal crisis. 2/ The memorandum reported that: 

1) there had been a "massive increase" of $S billion in short-term 

debt over five years; 

1/ Id. 

2/ MBaorandum, Steven Cli-fford to Harrison J. Goldin, January 21, 1975. 
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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" 

ard may have been "seriously over-stated"; 

3) $2.4 billion in short-term debt could be attributed to "budget 

girmnicks (i.e. disguised deficit financing) and.recognized deficits," 

broken down as follows: 

Fmount of Current Short 

Term Debt Generated 

Ginrmicks · ($ million) 

Acdruals of.revenue ' $- 440 

Changing from cash to accrual on 
payables 239 

Raidina reserves 136 
Couble use of fund balances 50 
Excess stabilization borrowirr3 62 

Subtotal $927 

Recoonized Ceficits 

70/71 audget Notes $ 308 
71/77 Receivable Writeoff 86 
72/73 " ,1 180 (?). 
73/74 " 180 (?) 
73/74 Stabilization Sorrowing 150 
74/75 Anticipated Deficit 600 

Subtotal $1,504 

Total Recognized Deficits and Gi~n~icks $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 30, 1969; 

6) the deficit for the 197~4-75 fiscal year would be $400-$600 million 

ard would reach 51.2 to $1.4 billion for fiscal 1375-76; 

7) lona-~erm debt had increased by $3.3 billion since June 30, 1963; 

8) the City would have to issue $8 billion "plus" in new debt obliga- 

.tions in the next 12 months; 
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9) interest rates ~2re at an all time high·of 9.4% - 9.59 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 rot sell at all; and 

10) the market could collapse forcing a bankers' agreement or a 

moratorium on redemDtion of debt. 

~1~. Clifford listed the following under the heading of "Solutions": 

i. Restrictive Finances - term loan to Fund $2 --$3 billion of debt. 

2. Drop at least $1 billion of City services - CUNY, Health & Hospitals, 

Fielfare, etc. 

3. Keep wage and salary increases in line with normal revenue growth - 

4%- 5%. 1/ 

In an internal aankers Trust docurrent, it'Ems reported that the;-layor had 

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

~CNESDAY, JPNUARY 22, 1975 

G. C. ~cCarthy, a Vice President of Citibank, sent a r~Er~orandwn to 

Paul Collins, Senior Vice President of the Sank, stating that Citibank 

would not purchase City securities for any fiduciary account. The only 

exception to this ~plicy would be where a client reauested the purchase 

in writing and t~e securities sought had a;Mxirnum maturity of two 

years. 3/ 

1/ Id. 

/ IYanorandum, Bankers Trust, "~ew York City Financial Spdate," 
January 21, 1975. 

3/ ~i;anorandun, G. C. ElcCarthy, Jr. to Paul J. Collins, January 22, 1975. 
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David Crossman, Senior Vice President of Chase, prepared a Sack-. 

ground memorandum for Willard C. Butcher, President of Chase, in prepara- 

tion for abreakfast meeting with City officials to be held on January 24, 

1975. The earlier meeting of January 9 with the Mayor and City baniters' 

i 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 issuea $7.3 billion in short-term debt in fiscal 1974 and 

over $5 billion of City notes were outstanding. Furthar, 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, me City's debt 

problems were seen as an outgrowth of its budget situation which could 

only be solved by bringing under control the imbalance between revenues 

and expenditures. Grossman reported that the City faced a current year 

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. 1/ 

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 

Memorandum, David A. Grossman to Willard C. Butcher, Jaiiuary 22, 1975. 
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dated September 30, 1974 to mature on August 22, 1975, and\the 

remaining $50 million in notes ~ere dated September 16, 1974 to mature 

on September 15, 1975. A syndicate led ·by.Chase, which included 

the joint managers of the two classical rJew York City note syndicates, 

purchased these notes for resale and investment purposes. This 

underwriting was corr;l>letel_v sold by January 30 at a profit. 1/ 

George~Roniger and C. E. Waitlhousei researchers ~for Citibank, 

addressed a memorandum to Peter Crawford, a Vice President of the bank, 

concerning the City's current fiscal .difficubties. 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 demand for, City securities at other th~n premium rates of interest. 

These difficulties ~er~ said to be related inasmuch as concerns about 

the City's ability to·r~et budget rec;uirements· raised questions about 

its ability to service and refund its rapidly growing volume of debt. 

The mefi~orandum states: 

[T]he City's administration aenerally finds it to its own 
advantage to create the strongest,wssible impression of 
fisdal crisis. This strategy is pursued in order to 
improw 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 
prograss themselves and of municipal unions, and to prepare 
taxpayers for possible increases in taxation. 

1/ Notes frpm files of Manufacturers Hanover, January 23, 1975. 
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The rr~morandum asserted that the City Bl~o employed a series of 

gimmicks in preparing the budget. Tables included in the memorandum I 

demonstrated that over a five year peri~ there had been a pattern 

of overestimates of City revenues. PrMitionallyr short-term borrowing 

h~d beer? used to finance budget deficits ard the SRC was created to 

provide torrored funds to finance ~rrent expenses and to rollover 

debt incurred in 1971. Finally, the authors stated that the current 

recession had adversely affected New York's budgetary position, particularl_v 

causing a decline in "real" tax cdllections. The City's borr~wing to 

p~y for current expenses, characteriz`ed as a m3rtgaging of its future 

tax base, was alleged to be the greatest fiscal danger to the City and 

a risk to its long-term financial viability. 1/ 

FRIDAY, JANUARY 24, 1975 

Mayor aeame, Ccxnptroller Goldin, James Cavanagh, ic]elvin Lechner, 

Alfred Eisenpreis ard other City officials met with leaders of the 

City's financial community for breakfast at Gracie Mansion. 2/ 

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

Ellmore Patterson and Frank Smeal of L~lorgan, Illfred Brittain, III, and 

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

2/ News Release, Cffice of the CcmDtroller, January 24, 1975; 
News Releaser 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, AZbert Gordon of Kidder, 

Peabody & Co., Inc. ("Kidder ,Deabody"), Conald Regan and Wailace Sellers 

of Merrill Lynch, Dr. John Fey of Eauitable Life Insurance Co., 

George Jenk'ins of.Yetropol·itan Life Insurance Co., Arthur Eliles of Dime 

Savings Bank and Morris Crawford of Bo~ry Savings Bank. 1~ 

The meeting began with a distribution of documents ard a 

presentation by Elelvin Lechner, the Director of the Budget, as to the 

status of the 1974-75 budget, including the budget gap, 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 problems. 2/ 

IYr. Alfred Eisenpreis, Economic De~eloDr;ent AC~inistrato~- for the 

City, 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 b~siness activity despite the nationwide recession. 4/ 

1/ This was the first meeting of the FCU; which was to be chaired by 
Ellmore Patterson (E. Patterson at32). 

/ D. Grossman at 28-29; E. Patterson at 32-33; Smeal at 46-481 55-56; 
Letter, ELlmore C. Patterson to Conald T. Iiegan, January 27, 1975. 

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

4/ In the days following the r~eeting, Patterson caused a ~rkir.g 
staff level of the FCLX; to be formed (Letter, Patterson to Reaan, 
January 27, 1975). 



- 74 - 

Mayor Beame testified before the State Cormnission 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 itenis in order to avoid providing them with 

additional revenues. The Mayor reiterated his opposition to borrowing 

for expenses but acknowledged that economic circumstances had forced 

him to engage in it. 1/ 

John Fava, Deputy Finance Administrator of the City, addressed the 

New York MrIunicipal Analysts Group on the City's fiscal base. / Mr. Fava 

stated that the City provided more services than other cities in the country 

but that the recession had affected its capacity to finance those services. 

The large increase in short-term borrowing could be attributed, he saidi to 

the manner in which budget gaps of the past several years had been closed. 

82 Said that one shot revenues'ntould be put into a particular budget and 

anticipation notes would be issued against these receivables thereby increasing 

the debt. If the receivable proved to be overestimated, the City had four 

options: 1) the budget douldbe cut; 2) budget notes could be issued; 

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

~ Statement by Abraham D. Beame -before the Temporary State CorrPnission 
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. Fara 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 that direction; 1/ 

EX3NDAY, JANUARY 27, 1975 

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

memorandum to Comptroller Goldin concerning two important aspects 

of the City's 1975 legislative program. The first ~ms a provision which 

would susperd the application of two sections of the Local Finance. 

Law that established a maximum rate of -interest of 5%' per annum 

forCity bonds or notes. · These- sections had been suspended-yearly for 

the ·last several years anti Mr. Wood noted, "~[i]f the interest rate 

limitation is not suspended for this coming year, New York City 

obligation [sic] will become unmarketable." Be also stated that if 

the Comptroller approved, Mr. Wood would seek the State Comptroller's 

sup,oort for the permanent removal of the interest rate limitations. 

The secord proposal was an amendment to the City Charter that would 

repeal a section limiting the,cermissible investments of Sinking Fund 

monies. The section was characterized as precluding the City from 

"Furchasing City obligations at par in many cases if such obligations 

are available in the market place at less than par." Wood stated 

that the section did not make good sense from an investment management 

perspective and greatly reduced the desired flexibility that the 

L/ Remarks by John L. Fava, Ceputy Finance Administrator, before the 
~ew York ~Flnici~al Analysts Group, January 24, 1975. 
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Comptroller should have in the continuing fiscal crisis of the City. 

The proposal was said to havebeen reviewed and approved by Ren ~art~an 

of the Corporation Counsel's Office, the law firm of Wood, Cawson, Love & 

Sabatine, ("Wood Dawson"), Steven Clifford and Jon Weiner. Attached were 

texts of the prowsed legislative enactments as well as texts of the 

proposed memoranda in support, prepared for the Comptroller's signature. 1/ 

'NESDAY, JANUARY 28, 1975 

The CI~DM Committee held its monthly r~eting; Cc~nptrol~er Goldin, 

pr. Seymour Scher, William Scott, Sol Lewis and other staff members 

represented the City. C~dale Borowitz of Salomon Bros., Richard Kezer 

of Citibank, ~allace Sellers of Merrill Lynch, Frank Smeal of norgan, 

Zane Klein of Serlack, Israels & Liberman and Richard Nye of First Security 

Co. were also present. The Comptroller informed the Committee that Moody's 

was considering rescinding the IYIG-1 rating assigned to the City's aANS. 

~e stated that another meeting might be scheduled with Moody's to disduss 

the City's view of this change and a position paper was being prepa~ed. 

The Comptroller then outlined the proposed February borrowing. 

A discussion ensued as to the relationship between the FCLG and 

CTCM Committee. Various members of the latter described their 

views as to the ,Olp Of the FCLG, and statements ranged from the FCLG 

beirx~ merely to "sell the City" to its being a financial and budgetary 

1/ ~lemorandurn, William L. Wood, Jr. to Harrison J. Goldin, 
January 27, 19751 
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consultant. The Canptroller ~is concerned that the public might p~rceive 

that the financial affairs of the City were in the hands of the 

bankers. 41r. Horowitz and Mr. Sellers stated that the information 

presented at the January 24 meeting of the FCLG was too general 

and incomplete and had hen heard many times before. 

T~ Comptroller -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 concluded with the Co~n~ittee agreeing 

to provide Sol Lewis with -thoughts on what the -naximum interest 

rates would be for the.February -offerings. 1/ 

Comptroller ~ldin, in a speech to the Harvard BusinesS School Club 

on the fiscal plight of the City, ~inted out that the City was suffering 

enormously fra;l the nationwide recession which was putting great stress on 

the capitalr~rkets. He noted, for example, that the banks had committed 

more.than 50% of thpir.por.tfolios to municipal obligations. 

Mr. Goldin stated that, in this time of high interest rates, 

some lending institutions had:taken unfair advantaoe of the cities, 

me City was forced to ply 9.4% interest on an offering of City 

notes backed by an "A" rating and various legal and moral guarantees. 

41r. Goldin conceded that the City had problems but he asserted that 

1/ Minutes of CDM C(xmnittee, 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 projjlems dnd 

had the will and the capacity for the fiscal planning necessary to 

meet those problems ad fulfill its responsibilities. 1/ 

;?HURSDAY, JIIIATARY 30, 1975 

In the continuing series of mr~ora~da from Richard Pdams to 

Donald Platten, it was reported th;at Chemical's holdings of City 

securities in their dealer and portfolio accounts had decreased~S15.5 million 

since late December, after acquiring $58 million of City securities 

from Security National Bank when that bank ~s acauired b~i 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. 

PIr. Fdams stated: "The syndicate pricing will be aimed sauarelv at 

prompt sales to investors." Be also asserted: 

[W]e continue to believe that the City will meet its obliaa- 
tions. The real new money financim pressure for the City 
is likely to occur after P.ugust of this year. By this time 
~h~3 Will be i? a wsition to assist the City if necessary since 
by then $185.5 million of our- holdings will have run off. 
Recommendation: that he do nothing precipitous with reoard to 
reducing our holdings imrediately, but let maturities ~o this 
for us. 2/ 

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

/ ~anorandum, Richard V. Ma~s to D.C. Platten, january 30, 1975. 
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Comptroller Goldin announced that, with the advice and participation 

of labor leaders and representatives of the financial comnunity, the 

City would establish a procedure to sell City securities through a 

system of voluntary payroll deductions. 1/ 

FRIDAY, JANUARY 31, 1375 

The Mayor submitted the Executive Capital Budget for 1975-1976 to 

the City Council and Board ofEstimate. Expense items which were to 

be funded by the Capital Budget ~;e set forth for the first.ti~ in a 

separate schedule "in~thq interest," in the Mayor's words, '.'of greater 

accountability and disclosure." 2/ 

In January, members of the staff of the Office of the CQnptroller 

prepared a number of drafts of a proposed letter to the Queens 

Cc~mnunity Board b10 regarding t~e draft capital budget. In one such 

draft, dated January 29, 1975, it was suggested that the CcmEtroller 

state that although the Mayor and he projected that more than $1.3 

billion would be potentially available to be borrowed for long-term 

capital Furposes, after the deduction of a $225 million reservei 

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/ Mews Release, Office of the Can,otroller, 75-9, January 30, 1975. 

2/ Letter, Office of the Mayor to~City Council and Board of 
Estimate, January i, 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 becoming a "charade~." Y 

Victor IYarrero, a staff membei of the Comptroller's Office, in a 

memorandum dated January 31, 1975 to theComptroller, stated that the 

draft letter contained terms "that may be unnecessarily 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 Mayor 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 Corrrmunity Board t10, January 29,.1975. 

2/ Memoranaum, victor Marrero to Harrison J. Goldin, January 31,.1975. 
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girrpnicks of past administrations," some of which Mayor Bearre had 

continued. Mayor Beame, the article stated, placed his hope in a 

federal takeover of the costs of welfare ard astate takeover of the 

costs of the educational and court systems, but the Tin;eS stated 

that "in view of the budgetary problems~`at the Fede'ral and state 

levels, the prospect of a huge infusion from the outside seems 

unlikely." Rather, it was indicated, the City would have to put its 

house in order on its own through service and employee reductions or 

higher taxes. 1/ 

~DAY, FEBRUARY 3, 1975 · 

J. Chester Johnson, an assistant Vice-President of E~organ, addressed 

a memorandum concerning the City to Amos T. Eeason, a Vice-President 

of the bank. Reacting to a David Grossr~n rremorandum on the.fiscal 

problems of the City, dated January 28, 1975, Mr. Johnson stated that 

the semorandum offered virtually no opportunity for analyzing the 

City's "structural 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, t~e 

City's inadeauate budgetary controls, the impact of "~hantom debt" and 

"downpayments" on the expense budget, the historic trend of the City's 

short and long-term debt load and the erosion of the City's economic 

base. 2/ 

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

/ Memorandum, J. Chester Johnson to Arcos T. Beason, February 3, 1975. 
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TUESDAY, FEBRUI\T(Y 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.4merica. Other bids on this issue were received 

from a syndicate headed by CitiSank/Chase and from the European- 

American Bank & Trust Company. 1/ 

In a memorand~n to Davld~Rockefeller of Olase, David Grasslan s~ated 
that, after a review of the potential'areas of involvement by Chase in 

1/ News ~elease, 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 

the Second Avenue Subway; the economic development of lower Manhattan; 

and strengthening municipal productivity and manpower utilization. 1/ 

THURSDAY, FEBRUARY 6, 1975 

Moody's announced that it wasretaining 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 sold on February 4th. The Player 

pointed to several concurrent developments in the money market which, 

he stated, showed that 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 exempt notes 

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

r/ Mem3randum, David A. Grossman to David Rockefeller, February 4, 1975. 

2/ MUnifacts, February 6, 1975. 
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notes of other governmental units,' including taxable notes, were being 

sold at rates substantiallylowec than those for tax-exempt City notes; i: 

and the Federal Reserve had lowered, its discount rate for member banks 

on February 4 from 7.25% to 6.75%, signalling the coming of easier credit. 

Accordingly, the nayor could not understand how taxable notes could be 

sold at yields less than tax-exempt City notes. The #ayor 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 carinat believethat 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 oeddlers.of· this 
nonsense are being malicious, and it is unfbrtunate 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 sabotaae and disloyalty among financial insti- 
tutions tends to reduplicate itself. 

'I"nefinancial corrrmunity's leading institutions themselves not 
only feed on this kind of unjustified fright, but they contribute 
to it when they sutPnit'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 comparable taxable Treasury bills, and further .stated: 

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

~e in the City government are doing everything in our power to (1 
deal with the budget problems which the national recession - 
inflationcreated, and I believe the general public supports 
what the City AShninistration is doing. 1/ 

I/ Letter, Abraham D. Beame to Ellmore C. Patterson, February 6, 1975. 
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FRIDAY, FEBRUARY 7 1 · r , 975 

David Gross~n recruested cormnents on his outline of the City's 
problems, which he enclosed in a letter to Frank Smeal of Morgan. 1/ 
The outline, labelled "draft"! stated that the City's budget had increased 
between 10% ard 15% in each of the last three years because of the wide 

range of services provided by the City, and not provided by other municipal 
governments; the rapidly increasing welfare costs (wt?ich had.risen six 

fold in 10 years); raqid increases in wage and benefit costs of city 
workers; ard the rapid rise in debt service.~/ The outline stated that 

this growth in expenditures had been only partially balanced by growth 
in revenues, ard that the growing gap between revenues and expenditures had 
been wde up by short and long-term borrowing. ~ossman rs~ted that "la]n 
increasing portion" of the short-term borrowing, such as over $400 million 
i7 T4EIS to finance uncollected real estate taxes, appeared to represent 
"'permanent' temporary debt, rolled over from year to year," and that 
"budget-talancing 'girrmicks,'" such as recruiring advance p~yr~nt of 
water ard sewer charges, had resulted in an additional $150 million 

in rolled-over short-term debt. Also utilized since 1964 was the ractice 
of borrowing against general fund receipts due in June of each year 
but nof collected until after theend of the fiscal year. ~J-. Grossman 
noted that, since Fiscal Year 1969-70, the cash gap had ranged from 

$9? million to $986 million, and that the gap had largely ~en r~de 
uD by an increase in short-te~ debt. The outline stated that 

1/ Letter, David A. Grossmsn to Frank P. Sraeal, February 7, 1975. 

2/ ~~~,~~~r~:~7l~ji:line Discussion of E~~w Y~·rle City's ~udget DroblPn;s," 
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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 s~jed to Constitutional limitations through various 
public benefit corporations authorized by the State I~gislature. 

·These included the Educational Construction Furd, the City University 

Construction Fund, the Housing Developrrent Corporation, the Stabilization 

Reserve Corporation, an3 the Transit Construction Furd. ~hile some of 

this debt ~ms said to be for self-supporting Frojects, the back-up was 

the City's expense or capital budgets and claims on State aid to the 

City. It ~s also asserted that the cufi~ent year- budget was badly out' 

of balance. 

Grossman's outline 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 20vernor's own budget stater~ntsr success does not appear 
likely. 

T1-R 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 to~ard ~i~re borrowing to r~et its 1975-76 

budget gap. 1/ 

1/ · Id. 
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MONDAY, FEBRUARY 10, 1975 

In a memorandum to David Rockefeller, copies of dnich ~n~re addressed 
to nessrs. Bergford, Labrecoue, Elliott and Reed, dated February 10, 1975, 
Grossman stated that he anticipated a budget gap for thi next year of 
over $1 billion, an3 stated that his 

own analysis showed a "'hard core' gap 

of around $900 million - 'a very difficult problem to rreet; "' GrosSman also 
stated that the City would he discussing the 1975-76 budget gap for the 
first tine dth State officials on_February 12, and that Deputy EIayor 
Cavanagh had agreed to provide Grossnan with copies of certain materials 
t~re 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 chdllenging the constitutionality of the SE Act. 2/ The news 
release stated that the Corporation Counsel had advised that the suit was 
without merit, but that the SRC had decided to postpone the offering because 
Of the ,mssible adverse effect on interest rates that this suit r~y have 
had. It further stated that the suit alleged that the City had exceeded its 

1/ Me~orandum, David A. Grossman to David Rockefeller, "Progress Report - New York City," February 10, 1975. 

2/ New Release, Office of ~t~e Comptroller, 75-15, February 10, 1975. 
The officials of the SRC (rmd their City affiliation), as shown in the official sale statement, r~ere: James D. Carroll, Chairman, James A. Cavanagh, Vice-Chairman (First Deputy Mayor), ~elvin N. Lechner, Executive Director (Director of the Budget), W. Bernard Richland, Attorney and Counsel ex officio (Corporation Counsel), Kennetb F. Hartman, Secretary and ~~neral~o~-n~e~i-i~~ssistant Corporation Counsel), Cennis C. Deli-ing, Treasurer IAnalyst, Bureau of the Budget), and Alexandra Alt~an, Assistant Secretary and 

Deputy General Counsel (Attorney, Bureau of the Budget). ST?C, Official Statement and Notice of Sale, January 31, 1975. 
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constitutional debt limit, but the Comptroller's computations showed a 
remaining constitutional debt capacity of $1.97 billion, andthat the City 
intended to sell $141.-44 million of bonds on February 11. 1/ 

TOESDAY FEBRUAF~11, 1975 
r 

The staff cormnittee of the FCLG 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, Am3s. T. Beason of IYorgan, Gene Crowley of 
Salomon Bros. r Jean Rousseau of IYerrill Lynch, Duncan Gray of Kidder Peabody, 
Elmer Harmon of Bowery Savings, Francis Schott of Equitable Life, Karen Gerard 
of Chase and William Solari of Donaldson, Lufkin & Jenrette. 3/ The meeting 
,, opened by David Grossman,~who distributed a memorandlrm 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 (1375-76) was estimated 
at between $1 and $1.5 billion. 4/ 

1/ News Release, Office of the Comptroller, 75-;5, February 10, 1975. 
2/ "Weeting of Technical Advisory Staff of Mayor's Financial Liaison 

Corrrnittee r ,, attached to Memorandumr Jean J. Rousseau to Donald Regan, 
February 12, 1975 ("Rousseau Memorandum"). 

3/ Id. 

4/ "A~eas for Andlysis - The New York City Budget," attached to letter of 
David A. Grossman to Ellmore Patterson, February 13r 1975. 
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'Ihe basic discussion at the meeting concerned what the scope of the Staff - 

Committee's activities should be. 1/ It was agreed that the Staff Cor~nittee 

would begin an analysis of the City's budget problems and borrowing 

practices, 2/ and would work toward development of a long-range plan 

for the City'b financial management. 3/ William Solari stated that there 

had been a serious lack of adequate information about New York City, 

and suggested that the Staff Corrrmittee consider assembling a data book 

of infotmation or working on an Official Statement, disclosing information 

concerning the City's fiscal condition, for City debt offerings. 4/ There 

was a discussion of how to improve the investing public's understanding of 

the City's problems. Gene Crowley raised the question of whether all of the 

participants at the meeting, the principal underwriters in the City, would 

become "insiders. " d 

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 Ellm3re Patterson, February 13, 1975. 

3/ Rousseau Memorandum. 

4/ Id.; See also, Memorandum, Duncan C. Gray to Albert H. Gordon, 
FebruaI~y~I~T~975 ("Duncan Memorandum"). 

5/ Crowley at 38-39. 

6/ Duncan Memorandum. 
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would come with the 1975-76 budget gap of $1.5 billion, which needed the 

most ~immediate attention, after cjhich the long-term rould be addressed. 1/ 

The senbers agreed to collect a "library" of useful working papers 

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

The next meting of the group was scheduled for February 25 at 3:30 p.#. 2/ 

Ellmore Pattersonwrote a letter to -AlfredBrittain, III, a~Drising him 

of a letter receiv~ from Mayor Be~ and the telephone call that had preceded 

it, complaining about the rate of interest on the last City offering. 2/ 

Ccmptroller Goldin announced the sale by the City of $141.44 million of 

serial bonds, at an.average interest rate of· 7.169",, to a syndicate headed 

by Chase. In the news release announcing the sale, C~ldi7~ was quoted as 

saying that the interest rate "'does not ade~uately:reflect the security and 

quality of the City's tax-exer~t obligations.'" 4/ 

In the evenin3, the Comptroller delivered an address to the National 

Secretaries Association. Mr. Goldin stated: 

1/ Id.; H~ndwritten notes marked "2/11 N.Y.C. · meeting." 

2/ Rousseau Memorandum. 

3/ ~ Letter, Ellmore.C. Patterson to Alfred Brittain, III, February 11, 1975. 

4/ News Releaser Office of the ComDtrollerr 75-16 February 11, 1975. 
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I would sav that budgets are conceived in illusion and 
dedicated to ti~e proposition that the hand is auicker than the 
eye. 

* * * 

But budget-making is serious business. It has becor~ habitual 
with government to over-estimate certain revenues and under- 
estimate certain expenditure's as a matter of routine. 

It's a game of nurr$ers, in order to meet the statutory reauire- 
ment of a Balanced Budget. 1/ 

WEDNESDAY, FEBRUARY 12, 1975 

The ~Ccxnptroller 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 expected to receive from the sale of SRC BANS, 

postponed on February 10, 1975. 2/ 

The C(xnptroller issued another news release which contained the 

text of his seeech to the National Secretaries Association delivered 

the previous evening. 3/ 

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

2/ News Release, Cffice of the Cc~nptroller, 75-18, February 12, 1975. 

3/ Ne~ Release, Office of the Cc~nptroller, 75-17, February 12, 1975. 
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THURSDAY FEBRUARY13, 1975 
r 

Ina statement before the Board of Estimate and City Council Finance 

Conrmittee, the Citizens Budget Conanission warned that the City's physical 

plant was deteriorating because of the fiscal practice of using capital 

budget funds to pay for operating expenses. 1/ It noted: 

The rescindment process has made ~i~re 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 rater main replacement indicated in this 
proposed budget implies that the pips are expected to last 
145 years! Street resurfacing is done at a rate still 30 percent 
short of what is necessary to stay even! This sar~ problem 
exists in varying degrees for all the other public facilities: 
parks, sewers; an3 so on. This may soon present a hazard to the 
city's very economic base. 

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 add some 15 Fercent to the cost of operating expense financed 
this way. Alternatively, City Hall can slow the growth of the 
capital and ·exFense budgets and begin to recover from our past 
fiscal excesses. The capital. budget will have to'oe kept low 
for a number of years in order to produce savings in debt service 
paid frcxn future expense budgets. The Mayor has rightly kept 
the proposed debt incurred below the constitutional limit. 
But the city mu~t go further by phasing out such borrowing over 
a five-year ,ceriod. 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, lis the 

1/ Statement of Roderick L. O'Connor, President (BC, to the Board of 
Estimate a~d Finance Committee of the City Council on the Executive 
1975-76 Capital Budget, February 131 1975. 
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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 

recession of 1974-1975 and of new requirements for 1975-1976." He 

asserted that "increased revenue from existing and anticipated sources 

and other fiscal r~asures 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 Ccrnptroller issued a report addressed to the Mayor, the Board 

of Estimate ard the City Council, ard a news release stating that tvo 

reserve funds (the tax deficiency account and the Rainy Day Fund), 

maintained for the purpose of helping the City through fiscal. dif- 

ficulties, had beendepleted and would reouire an allocation of $123 

million in the next budget. In the' same report, he stated that in the 

next expense budget the City would be recruited to provide over $2 

billion for debt service, an increase of $212 million over the anount 

appropriated for the current fiscal year. 2/ 

An article in The New Ydrk 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 Ccmptroller, 75-19, February 16, 1975. 
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the aid it desired from Illbany ard Washington. 1/ 

'NESDAY, FEBRUARY 18, 1975 

In a press release, the City's Finance Achninistrator, Ivan 

Irizarry, said that printed reports of the City's real estate tax 

arrears, appearing over the past ~ekend, tended to be misleading and 

needed clarification. Of the reported $460 million in real estate - 

tax arrears, $356 million ~ms 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 outstandim tax anticipation notes out of future 
budgets has been minimal. 

Of the prior year's delinouencies of $356 million, late 
collections continue to r~duce that figure. Frequently 
owners pay up when In Rem foreclosure proceedings are 
started. 

For the quarterly payrr~nts due in January 1975, figures as 
of February 10, 1975, show that collections are runnlno 
about 95.8 percent of the quarterly levy, or 2.8% behi~d 
last year's levels for the same pried. Additional pay- 
r~nts fbr this 4uarter, as ~Rll as for the first two 
quarters, continue to con~ in dur-i~Fr the balance of the 
fiscal year. 2/ 

-~--- 

1/ The New York Times, "1.68 - Billion Gap Projected in City Expense 
Budget," February 16, 1975. 

2/ News Release, Finance A~ninistrator, February 18r 1975. 
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Roderic O'Connor, President of the CBC, issued a press release i: 

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." In addition, he asserted, the proposed increase 

in the real estate tax rate was a "brutal imFosition on what is a 

very sick sector of the city's economy." The CeC supported the Mayor 
in his attempt to obtain additional Federal and State aid, but did not 

agree with the Mayor's contention that the only alternatives to additional 

State or Federal aid were deep service cuts or sharply higher taxes. 

The Mayor must freeze wages and city jobs, a\roued the CBC. The future 
of the City was said to be at stake. L/ 

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

Fantasia," directed towards the Mayor's announcement of a $1.68 

billion deficit for fisca11975-76. 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 editorial continued: 

Incredibly, there is little indication in theMayor's Dudaet 
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.S1.68 
billion deficit with the help of nearly.S900 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 tirr~ 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 

Ccmptroller 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 Rust 

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 Tises reported that the Office of the Comptroller 

was seeking an amendment to the City Charter to obtain $245 million 

for an irrrminent "cash flow emergency." The amendment would permit 

the City's sinking funds to purchase $200 million in'City securities 

originally purchased by the municipal pension funds the preceding 

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 of the FCLC- and its staff attended a meeting 

with City of~icials including Mayor Beane, James Cavanagh and 

Melvin 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 Canptroller, 75-20, February 19, 1975. 

3/ The New York Times, "Rate on City's Notes Drops ·to the Level of 
8 Months ~L30r" 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 $683.9 

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 asslrmption of 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 unwillingness 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 asopposed 

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 help in selling the City's 
story to the investing public. 2/ 

------------ 

1/ Mr. Spencer was the President ofCitibank. 

1/ Memorandum, Jean J. Rousseau to Donald Regan, February 27, 1975. 
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Jean Rousseau of MerrilLLynch, in his notes of the meeting, 

wrote : 

As forthcoming -and`open as it [the Ir~etingl was, the Elayor 
an3 his aides dic~'tmention the City's prospective one 
day cash shortfall and the legislative amendment then in 
process to let than close it by having the Sinking Fund 
invest in additional City notes. 1/ 

David Grossnan sent a letter to the members of the FCLG Staff 

Cor~nittee. Enclosed was a copy of a letter arsj attachments he had 

previously sent to Ellmore Patterson apprising him of:the Staff 

Committee's activities and seekinFJ guidani~e as to the direction that 

this Camnittee should take. This letter to Patterson had attached 

a coW of Grossman's "Areas for Analysis" memorandum and a membership 

list of the Staff Ccnmnittee. A review of the -P;ovember 8, 1974 presenta- 

tion of the Citizens Budget Cormnission to the Hayor's Council of 

Economic and Business I~dvisors was included in this package as was a 

coW of the IYayor's recently issued statement with regard to the 

budget gap for fiscal year 1976. 2/ 

In a Citibank memorandum concerning New York City's financial 

difficulties, 3/ it was reported that, over a 5 year rJeri~, a persistpnt 

pattern ofoverestirnates of budget revenues had developed, particularly 

1/ Id. 

2/ Letter. David Grossman to M;mbers of the Budget Carmittee, 
M3Il;, February 20, 1975. 

1/ 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 mert~randum stated: "In the 

long ru~, the City's tax base should expand only modestly." 'I~7e memorandum 

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," comnonly 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, eiren. 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 astextbooks 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 anticipationof 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 marljets repeatedly and regard- 
less of market conditions, for funds which are required ir~nediately. 
Additionally, this type of debt is used to make ir~nediate current 
outlays based on future revenue inflows. The City's future is being 
mortgaged off. 
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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 rourd of an old game - projecting a 
substantial-gap in the forthcoming budget. As this .game is usually 
-plaqred, the City Ac~ninistration forecasts conservative incr~ases 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 ~11 as to prepare the public for a ~o~ir 
level of public services than many people are demanding. It also 
helps to ~scale down demands of program administrators and municipal 
unions. Thus, none of the Mayor's 1976 numbers should be taken too 
seriously at this Feint. They are the opening notes of the 1976 
budget waltz. 1/ 

Members of the Economic Development Council, George Champion, Waiter 

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, who in turn reported to William Spncer 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 n~eeting, the Mayor ~s told that the 

City's adoption of a five year plan was "absolutely essential." 3/ Mr. Champion 

suggested that the City put managers in place, give them authority an;j make 

them accountable. The Mayor said he wished to discuss the matter further. 4/ 

FRIDAY, FEBRUARY 21, 1375 

A New York Post article reported that the City Council kms exwcted to 

approve a bill permitting the City's sinking funds to acquirp $200 million in 

City securities from the municipal Bnljloyee's pension funds. The pension funds 

would then add $45 million in cash to the $200 million ard purchase newly 

issued City securities. The article stated that this m>ney ~ts needed by the 

1/ Friedgut Ex. 2. 

2/ .Friedgut ~. 1; Friedgut at 42. 

3/ Friedgut Ex. 1; Friedgut at 43. 

4/ Memorandum, William G. Herbster to Waiter B. Wriston, February 
20, 1975. 



City to;$et its -payroll the following week. 1/ 

* i 
Ccmptrolder Goldin testified before the Cl~ty Coun~;i~.~Z.·Legilslation Cormnittee 

in support of an amenc~nent to the City Charter ~ih would permit the City's sinking 
funds to purchase City securities at par.' Goldin told the Committee that he and 
the Mayor had conferred on the wtter of using sinking fund assets to Furchase 
new offerings of City securities and that the Mayor had originally proposed the 
City Charter amendment ~en the Mayor ~s Ccmptroller. Goldin asserted that in 
purchasing City securities for the sinking funds he would meet his "fiduciary 
responsibilities" to the sinking funds and at the same time save money for the 
City.Z/ (Ten days before Goldin's testimony, William Scott, Third Ceputy ComDtroller, 
directed John Reilly, Principal Invest~nt Officer (Eonds), to sell 5200 million of 
BA~ from the City's pension funds.to the City's sinking funds;) j/ 
~X3~J~AY, FEBRUARY 24 1975 

The clearing house banks negotiated a "brdge loan" of $170 million 

with. the City in the form of RAMS at a 6.5% rate of interest. 4/ The 
clearing house banks, acting as a syndicate, sustained a loss in connection 
with the transaction. I/ The~ RA~ were dat~d February 24, 1975 to mature 
On February 28, 1975 but.un~re called by the City on February 25, 1975. 6/ 
A legal opinion as to the validity of ·the notes was issued by Wood Da~son. 7/ 

1/ New York Post, "City Needs Payroll Cash," February 21, 1975. 

2/ Statement of Ccmptroller Harrison.J. C~ldin to the City Council State 
Legislation eorr~nitt~e, February 21, 1975. 

3/ Manorandum, blilliam Scott to John Reilly, February 11, 1075. 

4/ e~t~ef: ~faham D.;Beame and tlarrison J. Goldin to Chase Manhattan Aank 
5/ Letter, Anthony J. Botti to Joseph Isolano, Cecember 5, 1975. 
6/ Letter, Anthony J. Eotti to Joseph fsolano, October 14, 1975. 
7/ Letter, ~ood Dawson to Chase Manhattan Bank et sl., February 24, 1975. 



By r~moran~um dated February 20, 1975, William G. ~erbster of 

Citibank advised Waiter B. Wriston, Chairman of Citibank, of the points 

which should be made to the Mayor at the n~eting on February 24, 1975 of the 

Council of Business and Economic Advisers. 1/ Herbster stated that the Mayor 

should be told that the "market is trying to tell the city something," and 

that the recent moree favorable rates of interest had been a reflection of 

confidence brought about by the formation of the F~CLG, the lessening of the 

public debate between ~oldin and Eearre ard 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 cotential effect of possible increased 

taxes on the tax base and revenues. 

The m~morandun 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" 

people in key r~naaement positions, to reduce significantly the amount 

of expense items in the capital budget, and to create a "Aoover Conmission" 

for City government. It was additionally recommended that the ~mbers 

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.q. increase the 
subway fare; and 

(5) make r~jor reductions in capital expenditures which mandate 
future operating costs e.g. the CUNY building program. 2/ 

1/ Memor~nd~rm, William G. Herbster to Waiter B. WriSton, February 24, 
1975. 

2/ Id. 



-103- 

TUESDAY, FEBRUARY 25, 1975 

The Daily News,'Ihe Daily -Bond Buyer and The New York Times 

reported an address given by CQnptrollerGoldin to the Queens Chamber 

of C~mmerce 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 CcmptrolLer was quoted as saying: 

We-cannot continue to depend on r~ssive Federal ano'State 
assistance to erase next year's deficit, when all indicators 
point clearly tormrd·something: considerable [sicl less. We 
must get on with the task of·effecting the stringent economies 
in operation which are as essential as they are painful. 2/ 

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 years, showing that City ex- 

Fenditures for social services had increased nine-fold in this period 

while the- total budget had increased five-fold. The cost of education 

wassaid 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 rising list of 

operating expenses in the capital budget. 3/ 

L/ .·Daily News, February 25, 1975,.p. 26; The New York Times, February 25, 1975, 
p. 39;'Ihe.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 tfie City. Five 

irmnediate 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 ir~nediate 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 hos,Ditals corporation, and other quasi-indeDendent agencies. 
Such a defense is both true and not true. If the situation is 
critical enough (which it is) and if the i~ayor is tough enough 
(which he might be) many things can be done even if they are 
technically not possible. The time is now. _V 

The Staff Cormnittee of the F~LG met at Chase. The agenda for the 

meeting indicated, among other items, that the following matters would 

Se 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 Committeer 'including the market outlook for municipal 

1/ Id. 
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debt in general and City debt in particular. 1/ 

At the rreeting, the discussion concerned, among other things, the 

fiscal problems of the City, the preparation of an official statement and 

prospectus, the general mmici,oal debt.issue and the fact that there ~re 

a large number of City short term securities in the market. 2/ The judgment 

of the Camnittee rms- 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 ~s the feeling of various members of the 

Corrmittee that: "the Mayor's emphasis on presenting the 1975-76 budget 

q~E rather than the actual dimensions of the budget itself, 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 the need for the City to reduce exFendltures. 

Mr. Grossman did not disagree but felt that such an issue was the 

province of the p31icy level committee of the FCLG. Friedgut ended his 

memorandum on the meeting by stating that the staff cor~nittee ard 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/ Id. 



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 IJew Yo;k City 

pension funds at a rate of 6.455%. 2/ Emergency legislation, passed 

the previous day, permitted certain City sinking funds to purchase 

$200 million in outstandingCity obligations from the pension funds, 

thereby providing the money necessary to purchase the 9~jS. Prior to 

passage of the legislation, Section 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, ~~iood Dawson advised the City that the resuire- 

nent that the fund'not purchase City obligations when transit unification 

obligations were available at less than Far, was a part of the contract 

with holders of the obligations andthe change in the legislation would 

not affedt this covenant. 3/ 

1/ Id. 

/ As noted above at p. 101, the bridge loan of $170 million made by the 
bahks on February 24, 1975 was repaid on February 5, 1975. 

2/ AS "Oted 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. 



-107- 

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 stated: 
This is just the latest in a series of financial 9irm~icks 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 reauireil. 

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 me~bers of their syndicate that 

~hite & 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/ Tne February 19 sale had been 

--- 

1/ Memorandum entitled "Areas for Analysis," February 26, 1955. 
2/ Ij;iily News, February 26, 1975, p. 41. 

_3/ Eide Ex. 3 
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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 

Bankers Trust had retained White & Case to act in that capacity. 1/ 

This was the first City underwriting in which White & Case had been 

eng~ged as bond counsel. 2/ 

\Tne members of the nanagerial level of the Bankers Trust syndicate ~ 
were told by Bankers Trust that, based on figures provided to White h 

Case by an "'accountant -from NYC,'" it appeared that the City had 

exceeded its debt limit for TANS by approximately $112 million. /. 

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 

~ssible 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 ~nite & Case had been offered documentation as to the outstanding 

real estate taxes as of January 30, 1975, but the firm desired nore current 

figures. 5/ 

1/ .4lt~an at 88. 

2/ Epley at 24. 

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 White & Case 

at··the office of ·Wc~d Dawson. During at least part of this meeting, 

CiZ~y officials fran theoffice of the Comptroller were present, 1~ 

The problem with ~ich ~ite & Case was concerned ~as 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 attendance were representatives from Bankers·Trust, Chemical, 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 issue a clean legal opinion for the February 19 TANS offering. 

The first set of figures provided by the City through Sol-~wis, the City's 

Chief Accountant, 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. 1/ 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 

t~jo 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. 

2/ Eide Ex. 3. 

4/ Id. 
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sufficient receivables to cover the Bankers Trust 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. Further, according to a· memorandum written by Epley 

surrrmarizing a telephone conversation later on February 27 with Mr. Sabatine, 

the latter observed that: 

(1) In municipal fihancings, everything is always "'OK / 
unless you ask questions.'" 

(2) Failures to analyze statutes or obtain documenta- 
tion are not significant in municipal financings since there, 
is "generally plenty of fat all over the place." 3/ 

The Bankers Trust syndicate held a second meetinp/~later on the after- 

noon of February 27 to bring ~the joint managers up to date on White & Case's 

progress in seeking to gHtain more ··current information on the amount of out- 

standing real esfdl4e taxes. 4/ In response to questions from.~hite & Case, 

Comptroll~yGoldin had previously stated that he would provide a ''cold com- 

foj~sYletter to Wnite & Case indicating that the $100 million issue bought 

- ~------- 

1/ Eide Ex. 2 and 3. 

_2/ Epley at 116.. 

2/ Memczranaum, white & Case, February 28, 1975 ("Epley Memorandum"). 

4/ Sanford at 49-54. 



-112- 

by the Bankers Trust syndicate was within the legal limits. Mr. Goldin also 

indicated that he would send a copy of the letter to Wood Dawson, counsel to 

the Chase note syndicate. A representative of Wood Dawson told Mr. Epley 

that if Wood Dawson were t6 receive such a "cold comfort" letter, they would 

1 . be unable to issue a clean legal opinion. In the ~bsence 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 several weeks old. 1/ 

Charles Sanford of Bankers Trust chaired the syndicate meeting and 

polled the syndicate members as to whether they wished to use ~v~ite & Case or 

Wood Dawson as bond counsel. The syndicate members voted.to continue with 

White & Case. The si~ndicate 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 notes. 2/ ~I~. Sanford 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/ Id. 

3/ Id., Epley Memorandum at 5. 
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A log of the- Ccxnptroller'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 ~nt 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), Jar~s Greilsheimer (Chief Litigating 

Attorney of the Corporation Counsel's office), William Wood (counsel to 

the Canptroller), Sidney Scher, Willia71 Scott, Sol Lewis, ard several 

others from the Ccmptroller's office ~re present. In addition, Steven 

O'Grady of Bankers Trust, John Cevine of Chase, and Leroy Love of Wocd 

Da~~son ~re in attendance. 3/ 

The ~eting began with C~ldin stating that the City ~ms 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 ~ necessary to obtain reasonable satisfaction 

as to the amount of tax collections subsequent to January 30." 4/ 

The,Ccmptroller answered that he could only certify figures 

1/ Comptroller's Telephone Log, February 27, 1975. 

2/ Sanford at 60. 

1/ Love at 208; Epley at 92; L~wis at 132-33; Epley MBnorandum 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 b 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); Galdin 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 he,wo~ri~t~tempt to learn the current status or the postings. 3/ 
The Comptroller and the City Corporation Counsel stated that this 

request for more current 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 ~f~J~ious-1~L~ requested. I/ 
The Corporation Counsel,' Mr. Richland, stated that this request··-b~ 

White & Case represented a change in procedure and there was a possibility 

of suit by the City against the underwriters 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/ EpleyMemorandum. 

5/ Id. at 7-8. 

4/ Id. at 8. 

5j Goldin (August 28, 1976) at 58. 

6/ Sanford at 60-61; Epley Memorandum at 6. 
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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 adecruately answer j 

the question posed by this f.equirement, White & Case would issue their 

opinion. 2/ 

A recess was called at 11:20 P.M. after which the r~eting continued. 

It was agreed that at 9:00 the following mornin3, representatives of whitP 

h Case would go to the Comptroller's office to examine the J-73's. 3/ 
During the day, there were also several conversations between represen- 

tatives of the firms of Wite & Case and Wood Dawson concerning the,oroblem 

of issuing a clean legal opinion for the notes purchased by the Bankers 

Trust syndicate. 4/ 

The Comptroller announced in a press release that the City would sell\ 

two issues of aANS, totaling $537,270;000, on Thursday, March 6, 1975. 5/ 

FRIDAY, FFBRUARY 28, 1975 

The next rr~rning, representatives from White & Case rent to the Comp 

troller's office to examine the 5-73 forms. After so~ delay, J-73's were 

1/ Epley Memorandum at 6. 

2/ d. at 7. 

3/ Eide Ex. 2. 

4/ Epley Memorandum. 

5/ News Release, Office of the CQoptroller, 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 requested information at the Comptroller's 

office. He stated that the City was 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 documents, there were adequate 

uncollected taxes to cover the issuance of these TANS. 2/ 

It was unclear what course~ of action would be taken b~ the Chase syndi- 

cate. 3/ The Bankers 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 persisted in the charge that the syndicate breached a .legal 

contract, the syndicate would respond by stating that the City was unable 

to demonstrate that the notes did not exceed legal limits for this type of 

borrowing. 4/ Charles Sanford of Bankers Trust telephoned the Comptroller 

and informed 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 accept delivery of the notes. 1/ 

In the interim, the Ccmptroiler, 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 r~et all obligations including the February 19th 
offering. The certainty of repayment is in no way an issue 
in the deliberations now taking place.Y 

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 

ard the clearjng house banks agreed that the banks, acting as a syndicate, 

ruould,wrchase $140 million of RANS, dated March 4 and maturing on March 20, 
1975, as a bridge loan. 4/ 

Thelca of the Comptroller's incoming telephone calls indicates that at 

9:30 A.M1, the Ccmptroller spoke with Mr. Labrecque of Chase and with Mr. 

Sanford of Bankers Trust. Mr. Sanford also spoke to Mr. Goldin at 10:15 A.M. 

and 1:25, 1:45 and 5:45 P.M. Mr. Labreccrue spoke to Mr. Goldin at 1:40 and 

5:35 P.M. 5/ 

1/ Id.; Labrecque at 206. 

2/ News Release, Office of CQnPtroller, 75-23, February 28, 1975. 
2/ Labrecsue at 207-08; Eide Ex. 2. 

4/ Eide Ex. 2. 

5/ Ccmptroller's Telephone Log, February 28, 1975· 
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The Comptroller published Notices of Sale with respect to two issues of 

BANS totaling $537.27 million. 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 he 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 i, 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 auoted 

as saying that the cancellation c8ae about because of "a sudden demand by 

the underwriters, unprecedented in the history of the city, for data that 

could not physically be conpiled, checked and verified in the short tir~ 

available." Representatives of Chase and Bankers Trust were auoted as stating 

that the cancellation-was the result of the City's failure to denonstrate 

that the contemplated borrowing ~s within its'oorrowilxj limits. The 

Coml>troller estimated that, through January 311 1975, $409 million in real 

estate taxes ~re uncollected..In the sane article, Finance Rdministrator 

Ivan Irizarry was reported as stating that most of that money [$409 million) 

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 inaccurate 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]. Y 

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, Warch i, 1975, p. 29. 
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In the Post article, Mayor Beame and Comptroller Goldin were reported to 
have stated that the City had no immediate dash problems and that future con- 

templated borrowings would be more than sufficient to meet New York's obliga- 
tions on its upcoming March 14 payroll. 1/ The Daily News article reported 
that the offering was cancelled by Goldin after Bankers Trust had refused to 

take 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~k Times article, entitled "Fiscal Adversity Makes Seame 

and Goldin Strange Bedfellows," reported that Comptroller Goldin 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 cocrnon adver- 

sary because the banks had extracted high interest rates from the City and 
challenged the soundness of the City's notes. 3/ 
IIONDAY, MARCH 3 1975 
-- 

The Dai~ly~B~ printed an article on the TANS cancellation which 
began: 

--- 

.1/ New York Post, March i, 1975, pp. 3, 10. 

2/ Daily News, March i, 1975, p. 5. 

~/ The New York Times, March 2, 1975. 
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Responding to reports that New York City may have exceeded its 
borrowing limit for tax anticipation notes when it sold $260 
million fax anticipation notes on February 19, Corrp>troller 
Harrison J. Goldin late Friday announced that the sale has 
been cancelled. 1/ 

~3~. Goldin was reported to have stated that the sale was cancelled because 

of a sudden unprecedentedrequest for information which could not be col- 

lected before Friday's settlement date. The article stated that the under- , 

writers had requested the amount of real estate taxes collected for February 

as well as the ar~ount of such taxes due but uncollected. The aborted TANS 

offering was described as being a replacement-for an offering of a similar 

am3unt of notes of the SRC that was to have taken place on February 1! but 

which had been postponed. 2/ 

Moody's revoked its rating'on the aborted TANS issue. 3/ 

Jean Rousseau of Merrill Lynch addressed a memorandum to Roger Birk', 

President of Merrill Lynch, concerning the City's short-term financings. 

Rousseau reported that the sale of $260 million of SRC notes had 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 subseauently 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. i. 

2/ Id. 

3/ Moody's Municipal Credit Report, March 3, 1975. 
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February had been cancelled because the City had only $140 million in uncol- 

lected taxes; net of $800 million TANS outstanding and,, therefore, 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 btd; Merrill Lynch i~as to participate to 
the extent of $35 million of the issue. 1/ 

Jac Friedgut, / in a memorandum to William Spencer entitled "The City 
8udget Mess," noted: 

The basic problem, in plain 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 subse4uent income to close budgetary 
gaps. 

The current year (1974-75) deficit was said to be about $200 million and the 

deficit for 1975-76 was esfimated at $884 million. Friedgut asserted that the 
size of the City's deficit increases yearly and a growing percentage of in- 
come anticipated 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 City's fiscal erosion is not 

understood by the taxpayers and voters. According to the memorandum, there 

existed a "floatincj tem_wrary debt" of $5 billion and a long-term 

debt of $8 billion which placed a heavy demand on the obligation 

markets and caused "stagge;ing" increases in the debt service portion 

~ Memorandum, Jean Rousseau to Roger Birk, March 3, 1975. 

2/ Mr. Friedgut was a vice president of Citibank. 
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of theexpense 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 supply of short-term 

credit at reasonable cost to finance the 19!6 deficit, to slow the growth 

of expenditures and-to reduce anticipatory borrowing. In return for such 

an undertaking by the financial cormnunity, the City would be required to 

reduce its expenditures, end the financing of ex~nse items through the 

capital budget, and "undertake a solemn obligation to desist from any fur- 

ther quasi-legal procedures such a overestimates of revenues, underestimates 
of expenditures, advance collection of revenues, changing accounting prac- 

tices in midstrean, etc." Friedgut also recommended that the City irrn>ose 

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. I~gaL 
litanies citing constitutional protection for the City's credi- 
tors are not enough, -as shown by the questions 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 Ccmanittee of the FCLG a corrected 

copy of the preliminary budget estimate discussed in the preceding meet~ing 
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. 

2/ Id. 
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The revised preliminary budget estimate indicated that the City's bud- 
get gap for 1975-76 would be $884 million. 1/ The paper prepared 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 expenditures had been bridged by 

Short and long-term borrowing. The City was also said to have developed 
agencies such as the Zducational Construction Fund ("ECF"), the Housing 
Development Corporation ("HCC"), the SRC and the Transit Construction Fund 
("TCF"), to issue "off-budget" debt 

not subject to the City's constitutional 

debt limits. 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 years. 3/ 

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'nlein litigation by taking the position that, if 
all the indebtedness incurred by public benefit 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 consti- 
tutional debt limits. 4/ 

1/ f~L~~~6e4~~ Grossman to Staff Cor~ittee FCLG, March 3, 1975, 
2/ Id. 

3/ Id. 

4/ Comptroller's Office Menaranda, March 3, 1975, with attachments. 
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In a·draft letter dated March 2, lq75 to ·.be signed by the Mayor and 

the Comptroller and sent to. the heads of t~blic L;enefitcorporations, the 

following 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 · 
enjbined from selling bonds in excess of its debt limit - 
despite the fact. that the City's borrowing margin within 

.its-debt limits was roughly--S1.76 billion after all such 
February sales. 

The -underwhters ·:of the.City's bonds.(and bond anticipation 
.notes, which· ace also chargeable against the City's debt 
limit)·have advised-us, throughtheir counsel, that the 
City will be required. to furnish them with -ce~ifications 
regarding all public benefit corporations with obligations 

outstanding 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 certifidations - which must be furnished 
at the closing of each sale by the City of its bonds (or 
bond anticipat'ion notes) during ~~ie pendency of the Wein 
case - is to show that even, if all'~s~ch obligations were 
treafed as City debt, the City would ilonetheless 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 Corrrnittee 

("L)TDA Corm~ittee") commenced at 8:00 A.M. in the Comptroller's 

office. W; Goldin, Dr. Scher, Mr. Scottr Mr. Lewis and others 

represented- the Comptroller's off.ice. Gedale Horowitzl Richard 

_1./ d· 
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Kezer, Zane Klein, Thomas Labrecque, Richard Nye, Frank Smeal and James 

Trees also attended. I/ 

The Comptroller requested, in connection with the pending BANS sale, 

that any requt~sts by bond counsel for special or " 'never-before-requested i" 

information be made sufficiently in advanc~ of closing to enable the City 

to supply the ihformation. Mr. Horowitz. requested a financing schedule 

for the remainder of the fiscal year and the Comptroller responded that 

the only change conter~lated was the addition of an interim bridge loan, 

in the form of $140 million in RANS, to be offered to the clearing house 

banks on 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 UoC 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 T~JS 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/ 

II/ Minutes of ~CA Committee, March 4, 1975. 

2/ Id. 
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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, 

reported that the maturity date of the offering was March 20, 1975, the 

notes were not reoffered, and the syndicate account closed out at a loss 

of $6,717.40. This am3unt represented the fee for legal services but did 

\ not take into account the interest that the purchasers would receive on 

\ the RANS.~ I/ 

Campt:oller Goldin, addressing a luncheon meeting of the New Yorit 
Financial writeqs' Association, explained the cancellation of the $260 

million TANS offering stating that the underwriters at the last moment had 

requested information 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 results the sale was cancelled. 2/ 

The Comptroller asserted that City obligations "'are not now and never 

have been-a credit or security risk. "' Moreover, the City, according to 

the Comptroller, was beginning to take the difficult and painful steps 

necessary tq overcome its fiscalproblems. The acidtest 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. _V 

It means abandoning the game of n~nberS which has been played 
by municipalities thro~ghout the country in which revenues are 
routinely overestimated ana expenditures underestimated in 
order to meet artificially the statutory requirement for a 
balanced budget. 2/ 

In an internal memorandum to Comptroller Goldin and First Deputy ComD- 
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 com~ilation 

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,oosition 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 inthe Capital Budget in excess of actual expendi- 
tures but based on authofizations to provide the required cash. 

J/ 3d. 

2/ Dow Jones Broad Tape, March 4, 1975. 

3/ Memorandum, Sol Lewis to Harrison Goldin and Seymour Scher, March 3, 
1975. 
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Mr. Lewis stated: 

...we have traditionally borrowed long term only to the extent of actual 
expenditures for.capital pr~jedts. Borrowing long term to finance cash 
flow needs engendered by Expense Budget d~ficits would, in my opinion, 
be a questionable practice.... In addition, any sale that would involve 
additional charges to our legal borrowing capacity would cone 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 Charbonneau 

and Richard Adams. Representatives were also present from Chase, Citibank, 

Morgan' Guaranty, Bankers Trust, Manufacturers Hanover, Salomon Bros., A.G.r 

aecker, Bear Stearns, Merrill Lynch, Weeddn & Co., First Pennco, and 

Ehrlich-Bober. Included among those present were attorneys' from White 

& Case, Wood Dawson, and Davis, Polk and Wardwell. / Later in the day, 

Bank of America and First National Bank of Boston were in telephone 

contact with the meeting. 3/ 

The first oortion of ·the syndicate meeting was dominated by discussion 

of bond counsel's problems with the wording of the legal opinion. Both khite 

& Case and Wood Dawson were working on this particular offering and the 

syndicate would have to decide what role each law firm would play. The form 

1/ Id. 

2/ Isolano at 60-1; Rolisseau (April 14, 1976) at 42-43; Ehrlich at 64, 
66-7; Epley Ex. 15; D. Coleman at 58-60; Brophy 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 tts effect on the offering were discussed. Counsel felt generall/y 

that Professor Wein did not have a str~ng case. /~ During the day it 

was stated that this~City offering was one for which there would be 

only a single bid. 3/ There was also a discussion regarding preli~inary 
thoughts on pricing. 4/ 

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 and to discuss marketing the issue, the 

level of participation of each firn and the interest rate. 7/ 

1/ Eide at 50-51; Love (March 30, 1976) at 223. 

2/ Epley Ex. 15; Love (L~arch 30, 1976) at 223. 

/ Charbonneau at 156-57; Love (March 30, 1976) at 246. 

4/ Eide at 45. 

5/ D. Colenan 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. 

7/ Charbonneau at 160. 



-130- 

White & Case .indicate;d._that-they could issue a clean legal opinion 

on the notes provided that certain conditions were net. L/ One condition 

was that the Attorney ruenerai of the State of New York and the City's 

Corporation Counsel provide an bpinion to the: effect that the City 

had the legal authority to issue these notes. 2/ Wood Dawson adopted the 

position that they would proceed with the note offering in the same 

manner as they had handled prior note offerings. 2/ 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 discuss.ion 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, in~asmuch 

as various parties favored one firm over the other. 5/ 

An ensuing discussion concerned RulelOtr5 promulgated under 

the Securities Exchange Act of 1934. In this context, a memorandum 

of the meetin~ stated: "Into the 10b-5 aspectsof whether foreseeing 

that City is up against its l~imit and may be handicapped in future borrowings 

and thus lack funds to pay off notes as they become due." 6/ 
: -·---- 

1/ El>ley Ex. 15; Isolano 70. 

2/ Epley Ex. 15. 

3/ Isolano at 60-61. 

4/ Epley Ex. 15; Moos at 92. 

5/ Epley Ex. 15; Eide at 50-51. 

6/ Epley Ex. 15. 
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The discussion generally revolved arourxl the obligation of an under- 

writer of City securities to disclose facts within his ~owledge about 

the limits on the City's issuance of debt. The auestion of whether an 

underwriter must issue a disclosure sheet or prospectus was raised. 1/ 
Mr. Epley of Wnite & Case stated that, at this stage, his firm intended 

to insert a paragraph in its opinion as to the borrowing situation and 

the opinion itself would be based on the opinions of the Attorney General 
and Corporation Counsel. 2/ 

A poll ~s taken to ascertain whether the institutions wished to 

proceed with this public offering a~d what each institution wanted to 

do about the problem of disclosure. Chase indicated it ~mnted to proceed 

with the sale with full disclosure. The Bank of America, which was parti- 

cipating in the meeting by phone, indicated they ~re withdrawing from 

the syndicate but indicated a preference for full disclosure. Chemical 

Bank expressed the desire to participate but was unsure about full dis 

closure, commenting that perhaps a brief but comprehensive statement 

would suffice. Citibank ~s unsure whether it wanted to participate but 

thqught a disclosure statement would raise additional issues. Cuestions 

were raised by Citibank as to whether disclosure would be m3deled on a 

Securities Act of 1933 registration statementl``what should or should 

not be included; and whether the fact that the notes would be backed 

1/ Epley Ek. 15; Isolano at 63. 

2/ Epley Ex. 15; Epley at 428. 
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by unlimited ad.valorem taxes would satisfy all problems. 1/ 

.ManufactuFers Hanover -seemed to prefer full disclosure-of-the City's 

problems but suggested thatthe offeri~ be done on BI liinited-liability 

basis. Bankers Rust wanted fo participate but noted that there was 

a marketability problem. 2/ Weeden wished to drop out. Salomon ros. 

desired to participate ina limited fashion with full disclosure and 

was willi~ to listen to all views. Bear, Steams did not wish to 

participate because of.the marketing problems that would be caused by 

a posture of full disclosure. Merrill Lynch favored not havin3 a disclosure 

statement. Merrill Lynch also indicated that it would participate in 

the.underwriting without disclosure. 2/ A.G. Becker wished to drop 

out but believed full disclosure to be the proper approach. 4/ First 

National Bank of Boston, in touch with the meeting by phone, decided 

to.withdraw from the ~·syndicate. 2/ 

1/ Epley Fx. 15. 

2/ Id. 

3/ epley Ex. 15; Charbonneau Ex. 19. 

4/ Epley Ex. 15. 

2/ Id. 
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In the evening there were conference calls between Herman Charbonneau 

of Chemical, John Hamill, in-house-counsel to Chemical, Richard Sinrmons of 

Cravath, Swaine & Moore, outsidecoLmsel to Chemical, and Richard Kezer and 

Mark Kessenich of Citibank during which there ~re 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, wt 

together an adesuate disclosure statement and what would constitute such 

a statement. 1/ 

In an internal memorandum entitled "T'ne Ranks and New York City," 2/ 

Jac Friedqut of Citibank.stated, "[t]he primary role of banks in the 

Municipals market is not to buy ard hold the paper, but to underwrite/ 

syndicate/distril;uta it." He asserted that the banks ~re 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 

ca,oital budget for operating purposes; use of "s,oecial budget notes;" 

issuance of short-term debt "Ln~der the guise of TAN's, _RA~J's or RAN's 

but the taxes, revenues or bonds being anticipated are further into 

the future and less certain than they should be;" and the depletion 

ard postponement of replenishment of the Rainy Day Furd. Friedgut 

also said that short-term borrowing by the City had expanded 

1/ Charbonneau at 164-66. 

I Friedgut ~. 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 expenses had rapidly risen with ~n~lfare, 

personnel costs,.free or discounted citizen services !such as free higher 

education) and debt service. 

According to Friedgut's draft memorandun, the Mayor claimed that 

he could effect additional economies ard obtain moderate revenue increases 

but would still have an $884 million budget gap for 1975-76 without 

additional revenues. Additional taxes would be counterproductivP and 

huge aid infusions ~re highly unlikely. Unless there was some decrease 

in this figure of $884 million, "[t]he City's fiscal situation would 

simply not be viable, and investors would probably be uncomfortable 

about buying N.Y.C. paper regardless of interest rate." 2/ The City 

debt "overhang" and cash flow problems ~n~re 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 ex~end·itures by freezing labor costs ard decreasing 

services. This section ~nt on to state: 

Even with all these sacrifices, the "debt overhang" will 
be slightly worse in June 1976 than at present. For the 
entire program to be effective in savin3 the City, 
therefore, planning has to be done concurrently to 

" moderate budgetary increases subsequent to June~1976 
also, to phase out capital borrowing for operating 
purposes, to establish integrity through the City's 
budget-making process, and generally to live within 
our means. 

1/ Id. 

2/ Id. 
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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 nillion'I~ANS 

.cancellation and was-emphatic in asserting that the· banks had Seen "un- 

fair"in.seeking what he called "~unpre~edented" information on what he 

coTlsidered too short notice. Mr. Goldin further "insisted that the 

unusualaction had nothing to do with the City's fiscal health." The 

Comptroller was also reported to have stated that the City at no time 

had' exceeded its legal borrowing capacity in selling the TPNS. In the 

same article, Terp Parisi, a spokesman for Bankers Trust, was rewrted 

to have stated ·that: "Counsel for all the bahks and investment houses 

involved concurred that the City 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 " [t]his was the.sole reason for refusal to 

consusnate the sale." 2/ 

I/ Id. 

2/ The Daily Bond Buyer, "Goldin Blames Cancellation of TILh~S on 
Banks Involved," March 5, 1975. 
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(Ikl 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, ~AI~CH 6, 1975 

The prior day's r;eeting was reconvened at 9:00 A.M. at Chemical and 

was chaired by Herman Charbonneau and Richard Adams of that bank. They 

c~n~re assisted by John Hamill, in-house counsel to Chemical, Peter Tufts, 

John Devine, James O'Sullivan and Frank Puleo (of Milbank ?t~eed Hadley & 

McCloy) who at various times represented Chase. 2/ Richard Kezer, Mark 

Kessenich and Joseph Doyle (of Shearman and Sterling) represented Citibank. 2/ 

Steven O'Grady and Marion J. Epley (of ~ite & Case) represented Bankers 

Trust. 4/ Gedale Horowitz ard counsel from Cleary, Gottlieb, Steen and 

Hamilton) represented Salomon Bros., 5/ Steven Kenney and Ralph Jones (of 

Brown, Wood,· Ivey, Mitchell & Petty) and Jean Iiousseau represented Merrill 

Lynch. 6/ Giles Bronhy represented First Pennco, Joseph Isolano represented 

Manufacturers Hanover and Robert Moos represented ~eeden & Co. 7/ Ehrlich- 

Bober was represented by Fred Ehrlich. 8/ Richard Eide and John Clark (of 

Davis, Polk al7d Wardwell) represented IYorgan Guaranty. 9/ Dennis Coleman 

1/ News Releaser 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; RolisSeau (April 14, 1976) at 58. 

2/ Brophy at 18; Charbonneau at 204. 

8/ Moos at 122; Charbonneau at 2Qd 

9/ Eide at 61-62. 
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represented Bear Steams. 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 conferencephone. 3/ 

Various conference rooms were agairi beifig used and severalmeetinqs 
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 h Case now appeared 

to be acting as both bond counsel and counsel to the underwriters. 7/ 
Wood Dawson, at Chase's request, was "hanging in there," providing 
assistance to White & Case in their attempt to form an opinion. 8/ 

I/ D. Coleman at 63. 

2/ G. Horowbtz at 78. 

3/ Moos dt 122. 

4/ Charbonneau at 203; Isolano at 61-62. 

I/ Labrecaue at 212-13; Charbonneau at 205-06; D. Coleman at 63-64. 
6/ Moos at 123-124, 138; Horowitz at 78-73. 

Z/ Rousseau (April 14, 1976) at 67-68. 

8/ Love (March 30, 1976) at 221-22. 
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Additionally, Ch~inical Bank, as lead underwriter, was in telephone 

communication with the Comptroller and the Mayor. 1/ Individual members 

of the merged syndicate were also in contact with City officials. / 

Thomas Labrecque of Chase had several phone conversations with Comptroller 

Goldin during the period of the syndicate meetings and discussed the 

progress of the sale. I/ 

The syndicate again discussed the possibility of purchasing the 

BANS as a private placement among the clearing house 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. ~one felt the 

acceptance of the limited liability approach was preferable because some 

- -- ··-·-:·------------ - 

1/ Charbonneau at 308-09; Goldin (August 291 1975) at 125; Adams at 92-93; 
Kezor at 114. 

2/ Goldin Exhibit 72. 

3/ Id. 

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 litigationi the lawyers felt that although 

the suit was not frivolous, itshould 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 r~r~bers of the m~cged syndicate were ~lled 

as to their willingness to participate ard their feelings as to the 

disclosure issue. 4/ The responses generally remained the same, with 

the syndicate leaning towards sorre type of disclosure. 5/ There were 

remarks that full disclosure would limit the marketability of the notes. 6/ 

During these discussions, Mayor Bearre and Deputy Mayor Cavanagh 

rr~t privately with the Chairman (Donald Platten) and the President 

(Norborn Berkley) of Chemical Bank, the lead underwriter of the syndicate 

and Frank Smeal of Morgen Guaranty, David Rockefeller of Chase and 

~Jalt~r Wriston of Citibank. 1/ The problems with underwriting 

1/ Brophy at 24, 25; Moos at 144; Adams at 90-92. 

2/ Document entitled, "Excerpt from ~Jhite & Case Opinion," dated 
March 5, 1975. 

3/ Moos at 126. 

4/ Epley Ex. 15; Brophy at 19; Moos at. 130-131; Rousseau (April Ip, 
1976) at 88-89. 

I/ Rousseau (April 14, 1976) at 89; Rousseau Ex. 3. 

6/ Rousseau (April 15, 1976) at 95; Charbonneau at 237; Charbonneau 
Ex. 19. 

1/ Memorandum, Jac Friedgut to William Spencer, E?arch 14, 1975. 
Five page handwritten notes entitled "3/6 Chemical. 
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the BANS were discussed, including the interest rate. Mayor Beane indicated 

that he "expected [the] banks to take [the BANS] into their portfolio there- 

fore [making the] marketability problem moot." The Mayor·also~ expressed concern 

that the "rate would trigger investigation." L/ Waiter Wriston of Citibank 

stated that the banks must have access to a public marketplace and that 

there was "no way [the banks] will stuff" the notes into their portfolio 

accounts. 2/ Frank Smeal of Morgan Guaranty stated that "there- is no market 

for $537 million [BANS]." 2/ 

Several times throughout the day, the deadline, originally 11:00 A.M., 

for submission of bids was extended. 4/ In the late afternoon, the syndi- 

cate decided to su~d~it 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 
"ST.4TEFICIT 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/ Id. 

3/ Id. 

4/ Etezer at 115; Love (March 30, 1976) at 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. 

(5) The Attorney General of the -State of New York must 
issue an opinion to the sarre effect as that of the 
Corporation Counsel. 1/ 

At the conclusion-of -them3eting, the single bid, with its conditions, 
was agreed upon. / 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 rejected it. 5/ 

During the course of the day, the following people spoke by 

telephone to the Ccxnptroller: Richard Mans of Chemical (six times), 

Berman Charbonneau of Chemical (two times), Thomas Labrecsue of Chase 

(four times), and C~dale Horowitz of Salomon Brothers tone time). 6/ 

C)n i·larch 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.S176 million in cash and that·on 

1/ Char~onneau Br. 11 

2/ Horowitz at 97; Charbonneau at 310. 

3/ Docurrent 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 m`illion to redeem maturing City notes and meet 

a payroll that averaged between $180 to $200 million. 1/ 

FRZ~DAY, MARCH 7, 1975 

Another meeting took place at Chemical·Bank. CXI this occasion, senior 

officials ard syndicate representatives from the largest banks ard broker- 

dealers in New York m2t to review the City's financial situation. ~nald 

Platten chaired the meetir~ and Richard Adams presented an updated report 

on the proceedings of the previous day. I~ng those present ~re Wdlter 

Wriston of Citibank, Waiter Page and Frank Smeal and Richard Eide 

of 410rgan Guaranty, David Rockefeller, David Grossman and Thomas Labrecoue 

of Chase, and Jean Rousseau of ~lerrill 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 clearing house banks ~ms 

discussed. Several of the bankers present stated that the banks currently 

had too mlK~h of their eauity in City paper and that it just was not 

feasible to keep taking such paper into inventory. 3/ Frank Sneal 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 ~. 21; Charbonneau at 331; Labrecque at 220; Smeal at 95, 
104-105; Adams at 98. 

/ Smeal at 107-11. 

4/ d. at 109. 

5/ Charbonneau Ex. 21. 
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It was decided that the FCLG would work with the City to help·in-the 

preparation.for future borrowings and to develop a Statement of Essential 

Facts. 1/ 

After the bid ~s resubmitted and the City decided to.accept it, a 

joint press release was issued.by the Mayor and the-Comptroller announcing 

the sale of the $537 million in BANS at a negotiated rate of 8.69%. 2/ 

They described this rate as very high and as a result of the UCC crisis..~ 3/ 
The press release also stated: 

We are n~st 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. 4/ 

The Canptroller also issued a separate press release.:regarding the BANS 

sale, in which he termed the 8.638 rate of interest a "relatively high 

rate." 5/ He stated that this rate was a result of, among other things, 

the Wein litigation which attacked the proposed borrowing as beyond the 

City's constitutional debt limit. Comptroller Goldin's release concluded 

with the following statements: 

1/ Rousseau (April 14, 1976) at 97-98. 

2/ News Release, Office of the Ccanptroller, 75-30, March 7, 1975. 

3/ Id. 

4/ Id. 

I/ News Release, Office of the Ccmptroller, 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 municipal credit r~rkets, 1 
adverse economic conditions an3 the City's ever increasi~ cash 
needs which have necessitated extraordinary borrowings by the 
City ard 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 cones, be in a satisfactory ·legal and fiscal ~si- 
tion to sell Bonds to furd these Notes. 1/ 

In contrast, the earlier draft of this release, which had been prepared 

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 bor_rowing_s are causing_the City to 
approach its constititutional debt limit. These conditions 

adversely affect the City's access to_ the municipal cre_dit 
~p~m w_h_l~e~i~y~+L~O~P~S~~~ 
Thus the interest rates on the Notes awarded today reflect 

rthe risk inherent in the City's present financial condition. 
~n~ile solving the City's ~-~scal problems is not an easy 
matter, ~n~ shall nevertheless make every effort to sell bonds 
to furd these notes when the time comes, and I am confident 
it can be done. [Em_phasis ~ded] / 

The Ca~nptroller 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 UCC crisis and its negative impact on the sale 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 

1/ Id. 

2/ Docurrent marked "Draft - 3/6/75"; Horowitz at 96. 
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this.task: (1) that the City stop borrowjng to close budget gaps; (2) that 

expense items be eliminated from the capital budget; (3) that the unemcum- 

bered margin in the capital budget be increased; (4) that the amount of 

debt service the City could afford be given first consideration in the 

expense budget and the debt issued be restricted to that amount; ard (5) 
that the City, ultimately, not issue any new long-term debt exceot to 

the extent that old debt is retired. 1/ 

The CanDtroller announced in a press release that the City would sell 

$375 million in IiANS 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, $108.75 million in $25,000 denoninations and 

$56.25 million in $10,000 denominations. 3/ 

In the afternoon, the Grossman cosanittee of the FCLG met at Chase. 4/ 
The Camnittee rr~eting also attracted a number of people who ~ere not 

official me~ers of the FCLG. 5/ The meeting was chaired by David Grossman 

of Chase. At the meeting ~h~re Thomas Labrecaue, Waiter Carroll and 

1/ Remarks by New York City Comptroller Harrison J. ~ldin at Luncheon 
Meetin3 of the New York Society of Security Analysts, Friday, March 
7, 1975, 1:00 P.M., 15 William Street, New York City. 

2/ News Release, Office of Canptroller, 75-32, March 7, 1975. 

/ Notice of Sale for Issue of RANS on March 13, 1975. 

4/ Labrecque at 222. 

5/ D. ~os8Mn at 97. 
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James O'Sullivan of Chase, He;man Charbonneau of Chemical, Jac Friedgut of 

Citibank, Ross Mathews of Morgan Guarantyr Jean Rousseau of Merrill Lynch 

and William Solari of Donaldson, Lufkin & Jenrette. Messrs. Fenton of 

Kidder Peabody, Thomson of W. H. Morton and Co., Harmon of Bo~ry Savings, 

Vatter of Metropolitan Life, Schott of Equitable Life, Anderes of Bankers 

Trust and Crowley of Solomon Bros. were present. L~eroy Love and Leo 

Sabatine of Wood Dawson, Marion J. Epley and John Osnato of White & 

Case and Frank Puleo of Milbank, ~f~eed, also attended. 1/ 

It was stated that despite the sale of $537 mi~llion BANs, there 

~re still problems. It was said that the City needed $350 million 

currently and $1 billion in each succeeding month, for a total of a~roxi- 

mately $2.5 billion by June. It ~ss further stated that the clearing 

house banks could not handle this volur~ by themselves and therefore 

the public market had to be kept open. The complication appeared to 

~ that this sun was probably in excess of the City's borrowing capability; 

it was uncertain whether the City had the legal authority ~to incur this 

additional debt. 2/ 

I/ 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 Cor~nnittee 

agreed to assist the City in the preparation of the Statement of Essential 

Facts. 1/ The Corranittee decided td 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 bf new 

debt. The City's expenditure estimates through June 30, 1975 were to be 

reviewed and evaluated. The Cor~nittee would also examine the statutory 
borrowing authority for the proposed City bonds and notes to beissued, 
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 Co~in~ittee then turned to -the legal problems raised by the Wein 

suit. Wood Dawson suggested a technical amendment to the SRC legislation 
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 19gal 
issues with regard to TANS and SANS but as to the RANS, Wood Dawson believed 

that as long as the City maintained 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 repayment of specific issues of RANS were legally tied 

to specific Federal, State or other revenues. It was noted that this review 

I/ D. Grossman Ex. 4; Labrecque at 221-22. 

2/ Charbonneau Ex. 21; Charbonneau at 331. 
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could raise problems for the next Wednesday's proposed sale of RFNS. 

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, ~b~ite & Case believed that a possible 

"due~iligence" question would then arise, Wood Dawson and Milbank 'I~eed 

did not believe that a due diligence issue existed. 1~ 

Alternative means of meeting the large cash needs of the City were 

discussed. Suggestions included additional Federal and State aid and 

Federal loans or purchases of City securities. Possible methods 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 followin3 year by $2 billion). The subject of the budget brought 

about a discussion of the City's accounting Problems and the "ginrnicks" 

used by the City which 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 RAEJS. This-task force would 

meet the next day at Chase at 9:00 A.M. 3/ 

1/ Id. 

2/ Id. 

3_/ D. Grossr~n Ex. 4. 
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An article in The New.~ork 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 was 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/ 

SA'IVRDAY, MARCH 8, 1975 

mere was a meeting of the FCLG task force at 9:00 A.M. at Chase. 

This was the group that had Seen created the previous day at the Zrossman 

Committee meeting. David Grossnan chaired the meeting. James C)'Sullivan 

and:Jalter Carroll of Chase attended. Chester Johnson of Morgan Guaranty, 

Jac Freidgut of Citibank, Roy Rnderes of Bankers Trust, William Solari of 

Donaldson, Lufkin & Jenrette, and John Thompson of W. A. i\lorton also were 

present. Willis Ma~Donald and Sohn Osnato of White & Case and Cero·l 

Love and Leo Sabatine of Wood Dawson were there as well. 3/ 

I/ The New·York Times, March 7, 1975 p. i. 

2/ New York Post, March 7, 1975, D. i. 

3/ D'. Grossman at 96-97 and 103-04; D. Zrossman Ex. 4; Love Ex. 15; 
L~ve at 273-74; Solari at 39. 
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The purpose of the meeting was to discuss the tyFe of information for 

disclosure plrposes which might be useful iri aiding the City in its future 

offeri~ of notes. 1/ 

The concept of creating a disclosure document began to take shape 

durits3 the meeting "rougNy simultaneously" as the group developed 

increasingly serious guestions as to the credit and the fiscal condition 

of the City. Due diligence ard disclosure problems 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 & Caser "In the Matter of Transactions In 
Securities of the City of New York" at 33-34; D. Grossman at 108; 
~nLoly at 249-50. 
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MONDAY, MARCH 10 1975 
----------~---- 

The task force of the Grossrran Cormnittee met with representatives 

of the Bureau of the Budget and the~Comptroller's Office. Also 

present were representatives of the Corporation dounsel's Office. r)avid 

Grossman, James O'Sullivan and Waiter Carroll represented Chase, John 

Thompson represented W. A. IYorton, Chester Johnson represented ~lorgan 

Guaranty, William Sdlari represented Donaldson, Lufkin & Jenrette and Boy 

Anderes represented Bankers Trust. Steven Clifford, Sol Lewis, Seymour Scher 

and William Scott were there from the Comptroller's Office and John ~anigan, 

Alexandra Rltman and Eugene Keilen represented the Bureau of the Budget. 1/ 

The meeting concerned the banks' request to secure from the City 

information concerning (1) the cash flow requirements of the City through 

June 30, 1975, (2) the debt service requirements of the City, and (j) 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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t~e issuance of notes. -1/ The information was needed gui~kly, so that 

it could be submitted to the underwriters or their counsel, in connection 

with the next issuance of 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 throughJune 30, 1975, totalling $2.045 

billion, not including $249 million in BANS held by the City's Pension Furd, 

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 day-by-day schedule of revenues and expenditures through 

June 30; a balance sheet as of June 30, 1975; a schedule of debt maturing 

prior to June 30; materials concerning the City's legal authority for existing 

ard prospective borrowings through June 30 and similar data. 5/ The Corporation 

Counsel ~s 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. ~osslMn Ex. 32. 

/ D. Grossman at 137. 

3/ ThomL~on Ex. 10. 

4/ Id.; D. Grossman ~. 32. 

5/ Id.; 'Ihompson at 68. 
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notes pr bonds, 1/ ~al-a~ the City would have to look for alternatives by ~id- 

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 Feriod, 

the City was scheduled to redeem at least $1.8 billion of its obligations, d/ 

The City officials stated that the Ccrnptroller's Office would be able to 

provide the basis for the City's legal authority for the proposed and outstanding 

issues within a day. 5/ 

It rms disclosed that the then current outstanding level of City s'nort- 

term borrowings was $5.8 billion, plus about $310 million net in EANS issued 

the last ~ek for roll-over purposes, resulting in a grand total of lust 

over $6 billion. 6/ 

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. 7/ 

1/ Thom_Dson Ex. 10; D. Grossman ~. 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. C-rossman Ex. 32. 1: 

4/ Document entitled "Statement of Essential Facts" at 5: 
D. Grossman Ex. 32. 

5/ D. Grossman Ex. 32. 

6/ ThomF~on Ex. 10; D. Grossman EX. 32. 

7/ Thc~npson Ex. 10. 
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At 4:00 P.M., the FCLG, under the chairmanship of Ellmore Patterson 1/ 

met at Morgan 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 Trust; George Roeder and David Grossman of Chase; Richard Kezer 

of Citibank; Albert Gordon and Duncan Gray of Kidder Peabody; I?onald Regan 

of Merrill Lynch; William Salomon and @dale Borowitz of Salomon Bros.; 

Francis Schott of Equitable Life; Charles Mueller of Metropolitan Life; 

Gordon Braislin of Dime Savings; John Larsen of aowery Savings; 

John McGillicuddy and David Barry of Manufacturers Banover; Ddnald 

Platten of Chemical; Leroy Love and Leo Sabatine of Wood Dawson; and Roger 

Blough, Marion Epley, John Osnato and Nillis McDonald of White & Case, 

among others, attended the meeting. 3/ 

The ~eting -was called, in pdrt, to prepare for the following day's 

rr~eting ~with the 14ayor and the Comptroller. 4/ Patterson called- the meeting 

after he ·had been brought up to date on the problems with the previous In~ek~s 

underwriting. Discussion ensued regarding the fact that the issue was not 

selling ~i~ll. 5/ David Grosslrs~n provided a report on the status of 

his Comsittee's work with the City to develop information concerning 

the two debt offerings scheduled for Thursday ar;d'Friday. _6/ It was dlso 

1/ Epley at 285, 295-296; D. Grossr~an Ex. 9. 

1/ Epley at 295. 

3/ Love 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 "shaFing 

up and get their budget in balance" to show the public that the City was 

"focusing on the problem." 1/ A discussion then developed on the legal 

issues surrounding City offerings, including those issues raised in ~he 

Wein litigation. 2/ 

Patterson c~estioned whether the same disclosure problem existed 

with respect to the Thursday issuance as existed with respect to the past 

issues. The response rms that the lawyers would consider that issue 

after Grossman developed more information. 3/ 

Frank Smeal stated that the City ~s preparing figures as of February 

1975, ard that the lawyers would have to see the figures before deciding 

whether a legal opinion would be needed to accompany the new notes, and, 

if so, what type of legal opinion. It was further stated that the information 

requested by the GrossmMn C(xnmittee at the r~eting was due the next 

afternoon. 4/ 

Frank Smeal expressed doubt about the marketability of the IrFconing 

$~75 million RAMS issuance, des,oite the relative size of the offerins and 

short-term maturity, if disclosure ~ere necessary . AZfred Brittain and 

1/ Patterson at 56-57. 

_Y Five pages of handwritten notes, March in, 1975. 

3/ Id. 

4/ Id. 
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George Roeder agreed with Smeal. William Salomoh agreed that it would he hard 

to sell the new issue. It ~s stated that there ~is not much of a market for 

City bonds at that time'. A point mentioned in favor of the upcoming FANS 

offering ~ms that it was easier to ~issue a.:clean legal opinion concernin~ W\NS 

than BANS. Patterson noted that the parties present must be prepared todlscuss 

with the ~layor on the next day the issue of narketability. 1/ 

It was asserted during the meeting that positive signs were also present 

in the City's fiscal crisis. Examples ~re that the City's revenues 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 to rebounrl at a fast rate; the real property tax base was increasing; 

the City ~s trying to keep the ~lfare rollsunder control and increases 

occurrin3 at a slower rate than in other major cities; school reading scores 

~re increasing; and the heroin plaque rms decreasing. 2/ 

It was stated that the City's current problems were the result of two 

phony budgets, 1973-74 and 1974-75. In 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 helping the bond 

sales. It:appeared to him that the Mayor could not understard why the notes 

1/ d. 

2/ Id. 

2/ Id. 
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and bonds were not selli~, ard was refusing to recognize the "confidence 

factor." It ~s stated that the budget gap would continue because ~oe 

negotiations were outrunnirr3 revenue increases. Smeal advised the 

underwriters of the following ~ek's BANS to concentrate on the 

topic of disclosure at the next day's meeting with the Mayor. 1/ 

It ~s decided that the banks' holdings of City securities 

be quantified to support the banks' statement to the City that the 

banks ~re unable to absorb "the k3~ole problem." 2/ 

Each bank anonymously wrote down their approximate holdings of 

City securities. The total ~s between S1.2 and $1.3 billion. 

Patterson ccxnpared this total to a listin3 of the banks' equity and 

found that it represented 20% of all the banks' equity. 3/ 

An advertisement aPpeared in the Wall Street Journalon ~arch 10, 

1975 relating to a new issuance of $537.27 million of BANS dated Irlarch 14, 

1975, in denominations of $100,000, $25,000 and $10,000, and listing 

Chemical, Chase, Morgan Guaranty, Citibank, Bankers Trust, E~anufscturers 

Hanover, Salomon Brothers, and Zlerrill Lynch as underwriters. 4/ 

1/ Id. 

2/ Patterson at 57-58. 

3/ Id. 

4/ Advertisement, Wall Street Journal, March 10, 1975. 
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Paul Collins, Senior Vice President of Citibank, addressed a memorandum :I 

ard 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 riotes 

in its fiduciary accounts, and that, as of December 1974, New York City 

bonds ~re 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 ~u~nicipal 9ond Department inquiring about any 

possible difference in the quality of City BANS, TAPJS, RAMS and Sends. 

He asked whether all Citlt debt securities had a "first priority" (i.e. would 

security holders be paid before city employees?). 2/ 

T~ESDAY, MPRCH 11, 1975 

David Grossr~n sent copies of a package of materials he had received 

from the Comptroller's Office at 3:00 P.M., to James O'Sullivan of Chase, 

Roy Anderes of Bankers Trust, William Solari of Conaldson, Lufkin & 

Jenrette, John Thompson of W. H. Morton and Chester Johnson of Elorgan Guacanty. 

He also scheduled a n~eting of the task force for r·Je~nesday, ~arch 12, at 

10:00.4.M. at Chase. The materials included schedules listed as 

(1) Short-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 an3 receivables for same; 

I/ 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 

~ar 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 cell-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 "Randor~ thoughts on ~ew 

York City" to Messrs. Patterson and Page. Mr. Smeal stated in'nis ~emoranriun 

that the Wein lawsuit had challenged the legal capacity of the City to issue 

additional debt and ~ms not regarded by lawyers to be totally without merit. 

As part of Mr. Sneal's description of the "environrrent," he reported that: 

the State of New York ~s in default on $100 million bond anticipation notes; 

it appeared the City ha3 to use pension funds ad special borrowing to meet 

payrolls; purchaserS of City BANS had to ~it nearly 24 hours because 

1/ D. Grossman Ex. 33. 

2/ Id. 
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of the delay in the $537 million issue; an3 that distributors of City 

securities ~re advised by lawyers that they had to disclose explicitly 

both the legal and economicdifficulties of the City to potential investors. 

Lawyers as ~11 as~ financial analysts ~h~re said to be concerned about the 

size of the unfunded short-term debt. Additionally, the long-ten market 

appeared to be closed to the City. 1/ 

As to the $537 million of BANS issued the previous week, it was 

suggested that the short maturities 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 r~turities. 2/ The six underwriting banks 

were said to hold, at that time, about S1.25billion of City securities 

in their accounts. Tne banks alone could no longer underwrite borrowings 

of the size andfreauency 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. Sneal indicated that the City, as ~11 as other cities, could not 

operate without access to the credit market and that a total effort of 

all parties concerned must be directed-to IMintainins such access. Other 

sources of credit, such as the Federal Government, had to be actively ex- 

,olored. He continued: 

Many investors feel that the City is in deep financial 
trouble. Revenue shortfalls way in excess of expenditure 

1/ smear ~. 11. 

2/ Id. 

3/ Id. 
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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 dity'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] &9N went and goes 
unpaid. 1/ 

Mr. Smeal asserted that the City must do or seek to do something 

dramatic, such as a wage freeze, tb restore investor confidence 

and that the Wei~ 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 

1/ Id. 

2/ Id. 

3/ Id. 
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banks;were either unable or unwilling to underwrite their share 

of City securities, the City might have no solution to its bor- 

rowing problem. 1/ 

The men~randum concluded: 

Isuspect 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. 

If not, I would like to determine ·whether or not: City Bank 
[sic] would participate in a Clearing House loan t the City 
of the kind that will be paid off by the RAN's tobe sold 
this Thursday. 2/ 

In a·-lmemorandum to William Spencer of Citibank, Jac Friedgut 

set forth some past auotes of Mayor Beame. Mr. Friedgut reported: 

On January 20, 1970, in decrying the fact that the City did 
nothave an A rating at that time, he said: "The City 
originally lost its A rating becausethe rating agencies 
were concerned we were using borrowed money to pay for some 
day-to-day ex,Dense6." He then indicated that -such practices 
had ·ceased. Unfortunately, as we all know onlytoo 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. / 

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 am3unts 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. 

1/ Id. 

2/ Id. 

3/ Memorandum, ~ac FriCdgut to William Spencer and others, entitled "Past 
Quotes from Mr. Beame," March i, 1975. 
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~he 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 mer~randum 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/ 

The FCLG held. a meeting with City officials. Ellmore Patterson, 

Waiter Page and Frank Smeal represented Morgan Guaranty; Alfred Brittain 

and Truxton Pratt represented Bankers Trust; George Roeder, David Grossman 

and Thomas Labrecque represented Chase; Donald Platten and Richard 

Adams represented Chemical Bank; William Spencer, Richard Kezer and 

Jac Friedgut represented Citibank; AZbert Gordon and Duncan Gray represented 

Kidder Peabody; Donald Regan represented nerrill Lynch; William Salomon and 

Gedale Horowitz represented Salomon Bros.; John Fey represented Equitable . 

Life; Charles Mueller represented Metropolitan Life; John Larsen and Elmer 

Harmon represented Bowery Savings; and John McGilli~uddy and David Barry 

represented Manufacturers. Leroy 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 Ilr 1975. 
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Case; and Richard Smith of Davis, Polk ·& Wardwell were also present. 1/ 

Prior to the arrival of the City representatives, members of the FCLG 

discussed the general financial condition of the City and the need for the 

members of the FCLG as underwriters and.representatives of major institu- 

tions to help the City. 2/ Subsequently, Mayor Beame, Deputy ME;yor Cavanagh, 

Comptroller Goldin, and other City representatives arrived at the meeting. 3/ 

Mr. Patterson reviewed.the history behind the formation of the Committee 

and stated that its purposes were to improve the reception of the market to 

New York City securities, to reduce the interest cost to the City and to 

provide it with advice in financial matters. 4/ He then noted that the group's 

initial approach was long-range, but the fbcus had shifted to the City's 

immediate problems, with the issuance of short-term debt," ih .part: because of 

the publicity the City was receiving concerning itsbudget and cash problems. 5/ 

He pointed out that the banks represented at the meeting held $1.2 billion 

of City securities iT1 their own portfolios and that..this sum represented 

20% of their net capital. Given this factr Mr. Patterson asserted, it-was 

absolutely vital that 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. Patterson 

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/ I~usseau Ex. 15. 

5/ Id.; 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 fiscal~ij~~blems were not uniQe;l 

and cities throughout the country were also experiencing similar problems. 

The Mayor indicated that the:Governor and the State Legislature had told 

the City to resort to short-termborrowing 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 bwks in selling the "City story" and its debt 

to the public. He noted that the City was improving its informatiori flow 

to the public throughthe CTDM Committee and claimed that short-term 

borrowing had not increased dramatically because such borrowing was against 

anticipated revenue due to the City. 2/ 

Mr. Eatterson commented that the City's attacks on the interest rates 

ultimately hurt the City by generating adverse publicity. William Spencer 

stated that ·the public had lost confidence that the City could restrain its 

budget increases and did not believe 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/ 

lilessrs. Rousseau, Smeal and Spencer remarked that the sheer size of 

the City's rolled over short-term debt was becoming 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. 

2/ Id. 

2/ Id. 

4/ Id. 
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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 make, this information public. 1/ 

Thomas Labrecque indicated that a general apprehensiveness due to the 

~ein litigation had caused the members of the FCIX; to ask questions and seek 

further information from the City. The Mayor responded that he was disturbed 

because the timing of these requests unfairly put the City in a bad light. 

The Mayor reiterated theCity's willingness to work with the PCLG to resolve 

any problems and indicated that, in his opinion, the Wein suit would be dis- 

missed before June 30th. 2/ 

Mr. Spencer 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 with the unions but indicated that much more was 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 ir~rove the market situation. Mayor Beame said that 

the City had reduced expenses, had sought increased Federal and State aid 

and would be raising taxes in a concerted effort to gain control over its 

fiscal problem. 4/ 

y Id. 

2/ Id. 

3/ Id. 

4/ Goldin Ex. 76. 
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Gedale Horowitz stated that, despite the institution of aregular 

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 memorandum were sent to various -members 

of the FCLG. The memorandum discussed the large amount of permanent 

short-term City debt and suggested a means to refinance this debt 

over a longer period of tim. 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 stretch out this 

debt. The cor,Doration would be similar to the SRC but would be used 

to establish fiscal discipline for the City. It would issue 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 "gimnicks" 

such as anticipating revenues from water and sewer charges in 

1/ Ia. 

2/ Id. 
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advance, ard anticipating the receipt of suestionable revenues. 

Furthermore, such a corporation night serve to effedt a "guick settlement" 

of arqr Wein - type litigation. 1/ 

WEDNESDAY, MARCH 12, 1975 

At 10:00 A.M., the Grossman task force met with representatives 

of White & Case; Milbank Tweed ard others at Chase. 2/ Materials 

provided by the City ~3re reviewed. 3/ The group discussed the 

problems of cash flow ard receivables an3 the preparation of a 

document to reflect the City's financial condition. In addition, 

William Solari ard other members of the group had a discussion about 

problems of the City's cash flow. There ~ms 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 ~udget and the Ccmptroller's Office in the office of the First 

Deputy Comptroller, Seynour Scher. Representatives of White & Case 

also ~re present. 5/ A first draft of a Statement of Essential 

1/ Manorandum, 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. Grossnan at 152; Solari at 47. 

3/ D. Grossman at 153. 

4/ Id. Solari at 47-48; D. Grossman at 153. 

5/ D. Grossrnan 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 i: 

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 an3 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 members 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 IYhite & Case prior 

to 3:00 P.M. that day with any comments or questions. The letter also 

indicated that a draft of the I~ite & Case legal opinion as to the 

RA~ was enclosed. A copy of the letter produced by Morgan Guaranty 

contained a handwritten note: ISmith if borrowing is essential, 

must point out - i.e.'large amounts of borrowing required, no 

assurance can borrow.' ~lpical corp disclosure." 1/ 

1/ Altman at 107; D. Grossrnan Era. 33, 34 and 41. 

2/ Document entitled "Cash Flow Projections," on the letterhead of 
Sqrmour Scher, March 12, 1975. 

3/.Letter, White h 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 m~y 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/ 

This draft contained a schedule of anticipated short-term borror 

ings, a surra~ary 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/ 

The first meeting of the merged syndicate, led by Citibank, 

which would su~nit the only bid for the $375 million RANS -issue, 

met at Citibank to discuss the offering. 4/ Representatives from 

y Letter; Marion J. Epley to William Scott, March 12, 1975. 

2/ Report of Essential Facts, Draft of March 12, 1975. 

3/ Id. 

4/ This meeting continued on March 13, 1975. All references 
herein are to either or both meetings. 
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Citibank, Chase, ~organ Bank, Bank of America, Bankers Trust, 

Chemical, Manufacturers Hanover, Salomon Bros., Merrill Lynch, 

Weeden & Co., A. G. Becker, Bear Steams, Ehrlich-Bober, First 

Pennco, and First National Bank of Boston were represented 

at this meeti~, either in person or by individual counsel. White 

& Case, represented by Marion J. Epley, attended the meeting and 

again appeared to be actir~ as both bord counsel ard counsel to the 

underwriters. 1/ 

This offering ~s designed to replace the cancelled $260 million 

TANS issue of February. As had been the case with the BANS of the 

preceding ~eek, a poll ~ms taken of the entities as to whether the 

securities could be sold ard also as to their willingness to partici- 

pate in the underwriting. The majority of the banks and broker-dealers 

b~elieved that the issue could be marketed provi;led the disclosure 

problems ~uere resolved by the Statement of Essential Facts and 

the opinions of FSnite & Case, the State Attorney General and the 

City Corporation Counsel. Another factor favoring a successful 

marketing was the short maturity date of the issue. Again, 

there ~ms a discussion of the possibility of effecting the 

offering as a private placement among the clearing house banks, 

but the 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 litigation 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 schedule 

of outstanding City RANS as of March 11. 1/ 

It was stated that the underwriters would not be verifying the 

figures supplied by the City but, the underwriters would be representing 

that they had no reason to believe that these figureswere incorrect. 

Attorneys present discussed 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. 

2/ 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 i: 

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 I;evitt 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 ra·ising 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 

PANS offerings. 3/ 

A New York Post article reported that major banks had demanded 

and received from Comptroller Goldin "~ritten:assurance that the 

city will be ableto pay off its latest loan even if it loses 

a lawsuit challenging its authority to borrow more money." The 

staterr~nt was described as a condition of the sale of $537 million 

1/ Rousseau Ex. 4A. 

2/ Id. 

3/ Id. 
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in BANS and was reported to have been the subject of substantial 

negotiations. The $537 million BANS sold the previous week were 

scheduled to be paid off by the issuance of bonds. Goldin was quoted 

as telling the banks that the Wein lawsuit would "hamDer" the 

bond sale, but that the City will be "in satisfactory [sic] legal 

and fiscal position to sell bonds" to pay off the money borrowed 

the previous 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 stated 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 Friday, March 7, to dealers as a "disclosure," a term with which 

he did not disagree. The article also reported that the sale of 

the BANS was going poorly with only one-half sold. 1/. 

THURSDAY, MARCH 13, 1975 

David Grossn`an 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. 
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Mr. Grossman to detail for them the City's problems. Grossman outlined 

the City's current year deficit as ~11 as·t~e outlook for the next 

fiscal year. The fact that the rate of increase in City expenditures 

tended to exceed the growth of revenues ~s·discussed, as that phenomenon 

related to the growth-of both shortanj long-term debt. 1/ 

The C~mptroller 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 ~s only a single bid by the r~rg~d 

syndicate led by Citibank. The Comptroller also stated: 

The rate the City is paying today is still a very high one 
but is more acceptable than the rate paid last week and 
earlier this year. I mn~pleased that ~e ~re able to avoid 
the lo~ an3 difficult negotiations which -took place on our 
sale last· ~heek. 

One new developro~nt in, the situation is the establishment of 
aprocess by which data.--on the City's fiscal condition is 
.made regularly ·available to a committee of-financial 
community representatives. Through this process kR hope 
to -avo~d 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 i7onediately supplied. 2/ 

L/ D· Grossnan at 178-80. 

2/ News Release, Office of the Canptroller, 75-33, March.l3, 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 C~ounsel, stating: 

This will confirm our advice 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 weresent 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/ Ietter, 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 legend which reads "FOR 

IE~ERNAL .DISTRIBL~ION ONLY N(YP TO BE SENT OUP. " 1~ 

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 slim 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 82 traced the trend in real estate tax delinquencies. In 1963- 

64, the amount of tax delinquencies was $45.8 million, a rate of 

3.65%. In 1973-74 thea~unt was $148.6 million, a 5~59% rate. 

Table t3 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 7.1rk. In 1973-74, debt service was $1.141 billion 

~ Memorandum, Salomon Brothers, entitled "Memorandum Re: The 
City of New York," undated. 

y Id. 
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with a ratio of 9.0%. Table #4 compared the bond maturity schedule 

of New York 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 demonstrated that net debt asa percentage of 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 of taxable real estate 

increased from 12.9% to 17.3%. 1/ 

The mem3randum also reviewed budget information about the City, 

listed the income and expenses of the 1973-74 fiscal year and des- 

cribed the general fund revenue shortfall of $237 million for that 

fiscal year. The repor't 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 Conoaittee of the FCU;. His covering letter stated: 

Development of the statement involved a high degree of 
cooperation am3ng 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 corr~nittee 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 Waiter Carroll, Chase. 3/ 

1/ d. 

_2/ Id. 

_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 throughJune 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 throligh 
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/ Id. 

2/ Id. 
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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. 'I"ne s~e 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 reporting 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 ReserveCorporation was 
unconstitutional. Judge iCorn ruled against him on both 
points. 2/ 

Comptroller Goldin issued a press release stating: 

1/ Id. 

2/ News Release, Office of the Mayor, 101-75, March 13, 1975. 
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As I stated earlier, the Wein case did not,, in actuality, 
pose a threat to the security of City obligatipns, but it 
may have contributed to an unhelpful climate in which to c 
market City debt. _V 

In a New York Times article, 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 was 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 million·TANS offeringl." 2/ 
FRIDAY, MARCH 14, 1975 

~I~e CTDM Cormnittee 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. 3/ 

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 5100-$250 million, depending on the 

method of sale. Mr. Smeal took the position at the meeting that the 

City's banks wereat or close to 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/ He suggested that the Corr~nittee should 

concern itself with the problems of the $550 million needed by the 

City on April 14, 1975 and recommended that other sources of funds, 

such as savings banks, insurance companies, City pension funds and 

State, Federal and Federal Reserve sources, be explored. He pointed 

out that the budget gap for the current year was so great that 

some substantial amount of additional borrowing was necessary and 

that financing plans for July, August and the rest of the calendar 

year were required as soon as possible. 2/ 

Smeal advised Patterson: 

~ily 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 PM 
under Stabilization Reserve Corporation authority. I 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 ~M (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 ~IY 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. Analysts, 
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. 

1/ Id. 

2/ Id. 

3/ Id. 
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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 d0ne honestly. 

The members of the Controller's Comnittee, including Chase, 
City Bank [sic], Salor~n Brothers, all agree withthis 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 hewill 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/ 

Copies of the final version of the Report of Essential Facts, 

dated March 13, 1975, were sent to Comptroller Goldin, Sol Lewis, 

-William Wood, William Scott, Melvin Lechner, Eugene Keilen, Kenneth 

Hartman, Steven Clifford and James Greilsheimer. 2/ 

Wood Dawson submitted a bill for legal services 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: 

1/ Id. 

2/ Me~r~orandum to Harrison Goldin, Sol Lewis, William Wood, and 
William Scott, March 14, 1975. 

3/ Ietter, Wood Dawson to Berman Charbonneau, March 14, 1975, with enclosure. 
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[E]xamination of certificates of the Comptroller authorizing 
the issuance of the Notes, debt sfatements of the City and 
a Report of Essential Facts; attendingmeetings of the merged 
underwriting accounts on March 5 and -6, and advising The Chase 
Manhattan Bank account with respect to various matters, in- 
eluding the form of legal opinion to be render~id by designated 
bond counsel and the form of statement for release by the City 
Comptroller-used in connection with marketing the Notes ... 

In a New York Times article, it was reported that the City 

Council and Board of Estimate had agreed the preceding dayto a $1.9 

billion capital budget. Of this total, only $5.1 million was 

allocated for new projects. The rest of the budget, it was 

reported, was to be used for maintenance and rehabilitation of 

existing City facilities. 2_/ 

In another New York Times article, fhe sale of the $375 million 

in FANS was reported. 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 cormnented that a provision 

of the State Attorney General's letter "forb[ade] the banks [from 

usingl the opinion to resell the notes." Chemical Bank was 

reportedly concerned about the effect that a pending lawsuit 

_V Id. 

/ The New York Times, March 14, 1975. 
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challenging the constitutionality of the SRC might have on the two 

sales. 1/~In addition, the Comptroller was quoted as saying that 

data about the~~City's fiscal'health was being supplied "regularly 

and continuously to a cormnittee of financial c2annunity representatives." 

The Comptroller noted that $140 million of the BANS 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 " [m]uch of the city's borrowing 
si~e~ly pays off previous borrowing." 2/ 

The Daily Bond Buyer reported: (a) the City sold $375 million 

of RANS immediately after the ~ein lawsuit, was dismissed by 

a state court; (b).the sale was accor~lished by a single bid, from 

a merged underwriting syndicate; (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 BANSof the 

previous week still available in the market. 3/ 

y The New York Times, March 14, 1975. 

2/ Id. 

3/ The Daily Bond Buyer, March 141 1975, p. i, 3. 
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In a letter to one of its clientsr Morgan Guaranty recommended that 

the -cli~nt sell SNew York City holdings" and reinvest the proceeds in "high 

grade notes." 1/ 

MONDAY MARCH17r 1975 
r 

Early in the mornino, at Gracie Mansion, Mayor -Beame met with David 

Rockefell-er of Chase, Ellmare Patterson of Morgan GuarantL, William Spencer 

of Citibank and:other individuals. 1/ The meeting came about as the result 

of a desire by.several bankers to communicate the~ser:ious nature of the 

City's financial problems to the Mayor, in a group smaller -than the FCLX;. 3/ 

--- 

1/ Letter r Waiter 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: 
K?owledge of the participants, purpose and the message 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 he 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 recruire 
$1.7 billion in short-term funds and $500 million in ions-term funds through 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 because: 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 on~ 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 Mat 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/ Id. 
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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. _V 

The reference in the memorandum to "ginanicks" used to balance the City's 

budget, was explained as meaning any of the 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 fdr certain items; 

(4) suspending 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 memorandlrm further stated that it was not alleged that these "girrrmicks" 

were illegal, but rather, that they had become standard operating procedures for 

the City over the years. 

The memorandum asserted that.the dity was "out of credit and credibility," 

that events such as the weak national economy, the Wein litigatidn and the UDC 

default, perhaps, aggravated the prdblem and accelerated the present crisis, 

-V Id. 

2/ Id. 
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but that the root cause of the problemwas that the City had been living way 
beyond its means. If 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 FederalGovernment. The memorandum concluded with the conrment that the 

rating agencies might be reviewing their rating for City notes, a potential 

"timebomb 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. Patter-son stated that the general topics covered by the memorandum were 

discussed with the Mayor when he and Messrs. Rockefeller and Spencer net with the 

Mayor on March 17, 1975. The bankers indicated to the Mayor that things were 
getting tighter and something positive in the way of fiscal improvement had 
to be demonstrated. 2/ 

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. I/ 

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 " [w]hile the City's budget 

and borrowing problems are very serious they have not yet seriously sapped 

its basic economic strength" and quoted various statistics to show this 

strength. He contended 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 
onlyS1.3 billion five years ago. 4/ 

1/ E. Patterson at 78; E. Patterson Ex. 7. 

2/ Smeal Ex. 20. 

3/ Id. 

4/ Id. 
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The true budget imbalance for the current fiscal.year was indicated to be 
approximately $2 billion. 1/ He also asserted that the City must cut ex- 
penditures and consider a $1 billion increase in taxes. 2/ 

Mr. Grossman said that the City had a "permanent" component of short- 

term debt of $3 to $4 billion, including $1 billion for Mitchell-Lama 

housing, $400 million 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 million; and notes issued against 
a sizeable portion of State and Federal receivables. In order 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 funding accor~lished by this agency, 
it would also have to ensure that this situation did not arise again in the 
future. Additionally, a Federal financing agency might purchase City debt. 

1Yr. Grossman stated that there would be difficult olitical problems 
involved in balancing the budget because the City would not welcome any 
intervention by outside governmental or private groups and the municioal 
unions and other interest groups would not welcome any interference with 
the funds and services they received through the City budget. 3/ 

-------- 
1/ Id. 

2/ Id. 

/ Id. 
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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 outliner dated Marchl3, 1975, was in response to a request of one 

Mayor and that " [.t]he purpose of the data book would be to provide a con- 

solidated, comprehensive 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's offices, in cooperation with members of 

the Staff Corranittee of the FCLGr would work on a rough draft and hopefully 

develo,D something within four to six weeks. 2/ 

Frank Smeal of Morgan was in Washington for a meeting of a Treasury 

financing cormnittee. While in Washington, Mr. Smeal met with William Simon, 

Secretary of the Treasury, to discuss matters other than 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-Secretary of the Treasury, John Bennett, and attempt to provide him 

with a general overview of the City.and its fiscal problems. 2/ 

1/ Letter, D. Grossman to E. Patterson, March 17, 1975. 

2/ Id. 

3/ Smeal at 173-74, 192. 
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TUESDAY, EVIRCH 18, 1975 

In Washington, D.C., Jac Friedgut of Citibank made a presentation on 

the City's financial condition 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 expenditures 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 various techniques, 
such as the issuance of special 'budget notes' or else the 'stretching' of 

TANS, RAi\lS, and BANS, involving borrowings against revenues which were not 

always collected in the amounts anticipated." 1/ 

Mr. Friedgut reported: (a) the City had financed large amounts of 

expense items through the capital budget, including $722 million in the 

current fiscal year; (b) the City's short-term debt had grown to a~proxi- 

mately $6 billion, equalling 258; of the total outstanding tax-exempt 

short-term debt in the country; (c) "New York City is now on a debt 

'trea~nill' which appears to average more than $500 million per month of 

short-term debt in addition to its long-term debt offerings;" and (d.) the 

City's expenditure level had been rapidly rising, e.g. r 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. 
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10 years to the cur.rentlevel 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 City was said to support a high level of 

free or discount services, such ashigher education,-mass transit and 

hospitals, and the City could not afford all of them. Finally, debt 

services had greatly expanded, putting additional burdens on the expense 

budget. 

The City's revenues werealso 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 more businesses and people 

out of the city. Exlxctations-of large scale additional Federal and State 

aid were unrealistic. The only alternative was to cut the expense budget. 

"Unless something 'gives,' the City fiscal situation night not be viable 

and New York City paper would then be suspect, 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. 

V Id. 
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Layoffs would be avoided, if possible, but wages would have to be Frozen 

for: at least a year. Also, a comprehensive 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, Sidney Frigand, Eugene Keilen and Richard 

Bing accompanied Mayor Beams to Washington, D.C.,.to discuss possible 

legislation to help reduce City borrowing costs. This group met with 

Chairman Ullman of the House Ways and IYeans Co~m~ittee, Senator Harrison 

williams of the Senate Banking, Housing and Urban Affairs Committee and 

Senator Jar~s 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/ Id. 

2/ Merr~randum, 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 f(irschenbaum and Richard Sing met with Under- 

Secretary of the Treasury John Bennett to discuss possible legislation which 

~would permit the Treasury to purchase municipal securities. Mr. Bennett, 

and-several associa~es;present, asked a series of questions.about the City 

offer ings. Mr. Bennetthad been assigned by Secretary Simon to work on 

New York City fiscal problems and requested the name of aCity 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 thathad occurred in Washington. 3/ 

The Cityofficials also hosted a luncheon for the presidents of major 

labor unions in ttie United States to obtain their support for a variety of 

federal revenue measuresfor the City. A joint business-labor-City lobby 

ef~ort was to be arranged. 4/ 

------- 

1/ Id. 

2/ Id. 

3/ Id. 

4/ Id. 
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A New York Times article reported that the New York Sta·te Pension 

Conm~ission had stated ·that the City's $6.7 billion employee pension funds 

"have been dangerously depleted by a decade of budget 'gimnickry'." 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 systems is in jeopardy, unless corrective action is 

taken immediately." The Pension'Camnission's report stated: (a) the City 

had chosen to use pension underfunding as one n;ethod of balancing its olxr- 

ating budget; (b) the gimmickry had started during the Lindsay dministration 

a~ had mounted duri~3· the Eear~ ad~inistration; and (c) the underfunding 

between 1967 and 1975 totalled $2 billi~n. The article reported that the 

Mayor had stated that he had not had the opportunity to study the report, 

and quoted the Comptroller as stating, "The Kinzel conrnission reD3rt hiah- 

lights deeply trouSlesor~ 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 Jlrone 

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 bottom of the first page, the memorandum said, "TO: SOL LEWIS, 
STEVE CLIFFCRD PLEASE LET ME HAVE YOUR CObF1EWrS 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 percentage of real estate taxes receivable as of June 30 of 

~a particular year that was in fact collected in the subsequent year. 

The memorandum concluded: "It is apparent that payment for the above 

outstanding Tax Anticipation Notes payable during the 1974/75 year will 

have to bemet from current revenues and not from the collection of Real 

Estate Taxes Receivable as of 6/30/74." 1/ 

Thomas Labrecque addressed a memorandum to William Butcher, concernincr 

the "New York City Financing Picture." Labreccrue 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 memorandum 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, $31.1million 

of the portfolio's $56.8 million in Notes were our share of the 
negotiated 15 day loan which matures on Thursday, #arch 20th. 

In calendar 1975, New York City projects it will need to issue 
approximately $7 billion in Notes and Bonds. They need $2,150 
million from now to the end of the fiscal year, June 30thi as 
follows: 

1/ Clifford Ex. 20. 
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Notes Bonds 

APRIL $550 plillion $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 couldt>e helped by a significant 
budget cut on the Expense side, the probability-of this har>pening over 
the short run is minimal, if in fact, there is a chance at all. 1/ 

1/ MemorandLrm, Thomas Labrecque to William Butcher, March 18, 1975. 
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WF~INESDAY, MARCH 19, 1975 

An Investors' Conference Cor;mittee meeting, organized by Deputy ~layor 

James Cavanagh and chaired by Ivan Irizarry, the Finance Administrator of 

the City, was held. Present were Frank Smeal and Ross Wathews of Morqan 

Suaranty, Willian Beahan of Lebenthal & Co., John Devine of Chase, r~dale 

Horowitz of Salomon Bros., Richard Itezer 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 Corro~Tlittee 

meeting previously scheduled for Way 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 notat 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 payreent of debt 
service; 

(5) the City should improve, expand and standardizg fiscal reporting; 
and 

1/ 23emorandum, 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, ~larch 21, 1975. 
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(6) the City should "take strong actionto restore belief that 
the City administration ~~s not just "dbing what it can' 
but actually,'doing what is necessary,' however distasteful, 
to fundamentally improve its fiscal position." 1/ 

Jean Rousseau's March 20, 1975 memorandum concerning this meeting 

indicated that everyone had agreed that the best and only practical 

plan c~s 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. In this 
view, marketing and "image" become subordinate concerns for 
the City, ·as they presently ought to be. Bill Seahan, m-esident 
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 done 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/ 

1/ Id. 

_Y Manorandum, Jean Rousseau to Conald 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 t~hat office and City officials from the Bureau of the Budget. The 

purpose of this meeting was to assemble material for delivery to the 

Treasury pursuant to the rNuest from the Treasury the preceding day. 2/ 

The Comptroller called Governor Carey to advise him of the City's 

situation andl of the meetings between City officials and the Treasury. 3/ 

David Grossnan, as Chairman of the FCLG, continued his practice of 

distributing memoranda and materials to all members of the FCL~ 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; Memorand~m of Interview of John Bennett, April 19, 
1976 ("Bennett Interview"). 

2/ Goldin Ex. 77. 

3/ Id. 

4/ Memorandlrm, 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 reauiring 

annual short-term borrowing of $7 billion. L/ 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, alrl because the annual revenues of the 
City far exceed the debt service due:~each year. This state- 
ment is correct. 

It fails, ho~ver, 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 CEC 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 "gi~n~icks" such as overestimates of revenue, 
underestimates of expenditures, advance collection of revenues, 
post,wned payments, and changing accounting practices in 
midstream. 3/ 

It was also asserted that the City's labor costs had to be frozen by job 

attrition, defer~ent of wage increases, pay cuts, payless furloughs, and 

_V "Statenent by the Citizens Budget Cormnission on New York City Fiscal 
Situation," March 1975, p. i. 

2/ Id. 

I/ 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 enoughi 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.4pril," stated that if the City were unable 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 aD~ea~red to be able 

to meet its payroll of April 11, only $58 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/ d., p. 3. 

2/ Id., 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~ts very little timeiavailable to develop dable:.alternatives. 1/ 

THURSDAY, MARCH 20, 1975 

Undersecretary of the Treasury John Bennett met with David ~ossman 

of Chase and others at the Treasury in Washington. 2/ This meeting was 
intended to prepare Bennett for his scheduled meeting with City officials 

in the afternoon. / Duri~ the meeting Grossman outlined, in general terms, 
the New York City financial problem. 4/ 

:Eennett ard the other Treasury officials offered very little advice 

to Grossnan, but Bennett noted the p3tential legal ex~sure Ln~der 

Rule 105-5 under the Securities Exchange Act of 1934 if facts were 

withheld from the investing public. 5/ 

1/ 

2/ D. Grossr~n at 190. 

3/ Eennett Interview; 

4/ D. Grossr~Eln at 190. 

I/ 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. V 

In the afternoon, Bennett and other Treasury officials rret with 

Com_Dtroller Goldin; Melvin Lechner, Director of the Budget; Eugene Keilin, 

General Counsel to the Bureau of the Budget; and Bruce Kirschenbaum, the 

City's Washington lobbyist. Joining this group were Messrs. Oltman and 

Sandburg of the Federal Reserve System. C~xnptroller Goldin did not resent 

a specific proposal to the Treasury officials but reouested assistance in 

whatever form it could be obtained. 2/ 

The question wasalso raised as to whether the Federal government would 

accelerate revenue sharing payments. Bennett auestioned Keilin as to 

whether the City had reviewed the procedures to be follo~n~d in declaring 

bankruptcy since, based solely upon the information he had received from 

Grossman that msrning, Bennett felt that this was a real possibility. 

Keilin expressed some familiarity with such procedures but acknowledged 

that the matter had not been researched Euliv. He indicated his belief 

that a court would not enforce the first lien on City revenues available 

to bond or noteholders. 3/. 

1/ D. Grossman at 196-98. 

_Y Bennett Interview. 

3/ Id. 
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Bennett looked into.some federal payments that the City officials 

alleged were.in arrears, but later found that those payments were current. 1/ 

In an internal memorandum, Roy Anderes, Vice President of the Portfolio 

Management Group.for Bankers Trust, wrote to Edward Sibert and William ~utz 

of Bankers Trust concerning New York City notes and bonds. Mr. Anderes 

sta~ed: 

Recent events in the tax-exempt note market have emphasized and 
accentuated the selectivity and nervousness of that market, me 
market is steeply discounting lesser credits so that the spread 
between prime paper and lesser credits is'nistorically 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 New 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. 
~e 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 New York City's rating frn 
3B to 4. 2/ 

1/ Id. 

2/ Anderes Ex. 3. 
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Mayor Bear~ issued a press release stating: 

I am confident that the City will be able to rreet 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 pxiblic, 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 and willingness 
to pay all of its obligations on time. 1/ 

In a speech made by CcmFtroller Goldin to the New York Fraternal 

Congress, he stated, "[C~~ 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 quicker than the eye." Mr. Goldin also stated: 

It has become habitual with government to overestimate certain 

revenues and underestimate certain exwnditures as a matter of 
routine. 

It's a game of nurrt>ers, in order to meet the statutory recruire- 
ment of a balanced budget. 

:vhen it finally becorres apparent to everyone that a budget is 
not going to balance, one technique is to balance it by pushing 
the onus over onto the next administration. 2/ 

1~ Statement by Mayor Abraham D. Beame, March 20, 1975. 

2_/ Remarks by New York City Comptroller Harrison J. Goldin, Annual Meetino 
of the New York Fraternal Congress, Statler-Hilton Hotel, Seventh Avenue, 
33rd Street, N.Y.C., 1 P.M., Thursday, ~!arch 20, 1975. 
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A New York Times article described Jac Friedgut's March 18 briefing of 

the New York City Congressional Delegation. Mr. Friedgut ~as reported to 

have said that his bank (Citibank) would not buy City securities because it 

could not sell them due to the fact that investors ~re convinced that, if 

the City's money ran out, the City would pay its.employees and default on 

its bank obligations. Thearticle auoted Mayor Beame as responding: "If 

he made that statement its outrageous." A spokesman for Mr. Friedgut said 

that Mr. Friedgut definitely did not say whdt was reported. Mr. Friedglrt 

had told the Congressional Delegation that "[i]t is becomi~ difficult to 

market New York City issues." The spokesman noted that as much as half of 

the t~o most recent' offerings were unsold but that Citibank "is in the 

market." V 

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 "grur~3ling".that they could not,oarticipate in a City offering in a 

market in which they could not resell City securities. Deputy Mayor James 

Cavanagh ~ms asked about the-Lmssibility of bankruptcy for the City and he 

replied: "Nonsense, the banks and us are in a conanunitv of interests. If 

~ go down, they go down." 2_/ 

1~ The New York Times, March 20, 1975, p. 43. 

2_/ Id. 
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FRIDAY, MARCH 21, 1975· 

David Grossman of Chase met with Roy C. Haberkern·of Milbank Tweed, 

counsel to Chase, ahd discussed his (Grossman's) meeting of the previous day 

with John Bennett of the Treasury Department. 1/ 

Mayor Beame and Comptroller 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. They discussed the advice of the Treasury officials 

to reduce the amount of 'City short-term borrowing in fiscal year 1975-76 as 

compared to fiscal year 1974-75. 2/ 

In a March 24, 1975 Merrill Lynch wire flash, authorized by Jean Rousseau, 

it was reported that "On Friday [IYarch 21, 1975], apparently because of a 

nLnrd3er of alarming press reports concerning New York City's budget crisis, 

1/ D. Grossman at 199-202. 

-2/ r,oldin 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 Beane, Comptroller ';oldin, Deputy Mayor Cavanagh, Budget 
Director Lechner and other representatives of the City attended this 

meeting. Bennett asserted that the City officials apparently were not 

colrnnunicating properly with investors and pointed out as one example o; 

this the fact that the City referred to its own "balanced budget." Bennett 

offered to arrange a meeting in Washington 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 of the City's fiscal 
crisis. 3/ 

The Comptroller and Deputy Mayor Cavanagh met and discussed certain 

fiscal steps that the ~layor 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/ Id. 
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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 Ti~nes, the CBC advocated job attrition, defernent of wage increases, 

pay cuts, payless furloughs and stretching out of contract time periods. 

The Ilayor reportedly responded by stating that therewas "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 participants, was Mayor Beane'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 reported to have 

Seen a topic of conversation. 2/ 

The article also reported that the C3C stated that the City was not 

going to defaylt on its obligations, as some had suggested, but could no 

longer meet the cost of current ooerations 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/ 

I/ The NewYorkTimes March 21, 1975, D. 31. 

2/ Id. 

3/ Id. 
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In a New~o~-~ article it was reported that the City would need 
nearlyS1 billion in April to ii~et a payroll and redeem two note issues 
maturing during that month. The City had planned to borrow 51 billion in 
April but the Canptroller's Office declined to say ~ether this borrowing 
would proceed as scheduled. It was reported that State Attorney General 
LbUi5 L~fkoWitz had Issued a legal opinion indicating that the City had the 
legal authority to issue long term bonds. Lefkowitz said, "I concluded 
that default was a.fossibility if the opinion wasn't rendered." 1/ 

Thr Oai~l~J~1~ reported that the Office of the Ccmptrdller stated that 
the City's cash needs between April 14 and 18 would be less than 51 billion 
rather than the $1.5 billion estimated in a CeC report. The amounts reouirtd 
were $745.7 million for the redemption of notes, 550.5 million for the 
redemption of bonds and about $200 million for a payroll. 4 scokeswn for 
the Comptroller denied that the City would be unable to meet these cash 
needs. 2/ 

1/ New York Post, March 21, 1975. 

2/ Daily News, March 21, 1975, p. 5. 
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SATURDAY, MARCII 22, 1975 

Mayor Beane called Ellrore Patterson, Chairman of the FCLG and Chairman 

of the Board of Morgan Guaranty, and stated that he planned to announce a ten 

point reform program for the City on television. !·lr. Beame asked if Mr. 

Patterson would make a statement in response to the i~~layor's announcement. 

Patterson stated that he would need some time to prepare a r~sponse. The 

phone call was very brief and the parties did not discuss in depth the 

substance of the planned speech or the accor~anying press release. Mayor 

Beame did, however, read the ten points of the program to I~lr. Patterson. 1/ 

A New York Times article reported the meeting the previous day bet~~een 

City, Treasury and Federal Eleserve officials. The request by the City for a 

massive a~iiount of cash to meet the City's needs was mentioned. According to 

the article, estimates df the City's cash requirements for the month of April -- 

to help pay maturing bonds 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 City might 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 Sracie 

1/ E. Patterson at 84-85. 

2/ The New York Times, March 23, 1975, article entitled "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 "concerned with the unwarranted stories concerning the City's fiscal 

strengths." He said his press conference would involve the City's borrowings, 

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 of TAMS; and $111 million 

of urban-renewal notes. In adbition, the City would have to meet two payrolls, 

each of about $200 million, on April 11 and April 25, as well as other cash 

expenses which might arise during the month. The City planned to borrow 

$550 million in April and a similar amount was scheduled to be'oorrowed 

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/ 

J Id. 

I Daily News,llMarch 22, 1975, article entitled "City Seeking Help from 
~ashmgton. 
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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 borrowing and fiscal 
problems in the years ahead. ~ 

I am calling on the State and Federal governments, on the 
banking cormnunity, 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-term 
and long-term money markets. 

I 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 interest and redemption costs on time. 

We will meet our payrolls. 

We will not lose our basic fiscal strengths. 

By no stretch of the im'agination 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 underwriters 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 Fopulation`as Sweden and with a budget 
greater than India's - ard which is, nevertheless, without the 
sovereign Fowers 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 housekeepino whid7 cities pay for out of taxes -to 
courts, welfare, inedicaid, correctional facilities, education, 
parks, and recreation- which, combined, no city except New 
York City, pays for out of its own resources. 

Accordingly, the City of New York needs a large, continuing 
cash flow to r~aintain these services. This is achieved by 
short-term borrowing on a monthly schedule frcxn the financial 
cormnunity in antici~ation 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 ~rojections - 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 step; to deal with them. 

We have acted quickly to institute an unprecedented fiscal 
austerity program whid7 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, " will have reduced by m3re 
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) 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'oe 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 t~nporary borrowings. 

(B) A ~ontinuation of the recent~ oractice of short-term 
borrowing, on a regularized basis,.for long ~eriods 
during the year. 

(2) As aresult of the above actions, we ex~ect to reduce year-end 
balances of outstanding short-term borro~irr3s by about a 
half-billion dollars. 

(3) Total long and short-term debt outstanding at·the end of the 
1975-78 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. 

(4) 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 irmnediate-range and 
long-range programs with the Federal and State governments. 

(5) 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 
FiscalCommission. Such a Cor~n~Tlission ·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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It would also help develop a full partnership with the 
Federal government on urban problems. 

(6) This year, for the first time, we are institutim a program 
of accrual deductionsof 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 rrr,ve towards having these 
charges reflected in the expense budget. 

(7) 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 
Cepartment of Sanitation. 

" Reduced services by the~Police Department, such as 
emergency services, traffic control and harbor control. 

* Elimination of some fire companies and transferring 
firemen now performing certain non-fire fighting 
duties to fire-fighting duties. 

* Closing of sorre day care centers alaJ consolidation of 
staffs. 

* Increased class sizes in the schools. 

* Increased teachin3· hours at City University. 

* Continuation of the hiring freeze. 

* Continuation of forced retirerc~nt 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. Canbined with the $478.6 million already achieved, 
the savings will total $613.6 million within two fiscal years. 
The economies will also ~an a reduct-ion of about 30,000 City 
positions in the same period. 

(8) I am determined to balance next year's budget by recurring 
revenues in order to avoid further borrowina.\ 
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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. 

Next year's budget gap is basicallythe 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 localgovernments, welfare reform, a loan fund 
for municipalities and massive public works and public emplop 
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 ard future requirements of the City, and the fiscal 
revenues necessary for these needs, and to develop a realistic 
progr~rm of action. 

I will review this w~th the En.ayor's Council of Business and 
Economic Advisors with the intentidn of getting the study 
underway rapidly. 

Despite all of the self-help efforts by the City, it is clear 
that ~n~ will need the cooperation of the State and Federal 

oovernments, and, of course, the financial community. I have 
i;een 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, sow weeks ago, he had 

invested in City securities to indicate his confidence in these obligations, 

at~l noted that, despite the banks' ars~ brokers' contention that there was 

.no demand for City securities, he nevertheless had to pay a premium to purchase 

his notes. 2/ 

1/ Mews Release,.Office of the Mayor, 111-75, March 23, 1975. 

2/ The New York Times, March 24, 1975, articles entitled "Eeame Outlines 
Plan to Reduce City Borrowing" ard "Beame Purchase Eacks.His Confidence 
in City." 
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The Mayor reportedly stated: 

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 wegot none. 1/ 

The Mayor continued, stating that one bank in particular was irresponsiSle, 
naming the Citibank, and asserted that Citibanic 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 progeam 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 
a~ 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- 
;Ilent. Perhaps an advance against cash owed us. I'm not worried. I'm not 

concerned. I'm not concerned about our ability to meet ex~nses." The 

Mayor was then asked if the Conptroller was cooperating with hirll on this 

progra~n 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 "9eane Outlines 
Plan td Reduce City Borrowing. 

2/ Id. 

3/ Id. 
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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 borrowing needs of the City. Present at the meeting were Comptroller 

Goldin, Richard Kezer of Citibank, Thomas Labrgcque 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. ~ Several parties responded that with 

the full participation of the clearing 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 underwriting picture would improve if the City were to 

Rake real cuts in its labor costs and remove expense items from the capital 

budget. 4/ 

1/ The New York Times also reported that Messrs. Goldin, Cavanagh 
and L~chner, among others, were present during the news conference. 

· ~/ One-page document pr~uced by Chemical Bank. 

Id. 

4/ Id. 
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The Comptroller pointed out that the City had to meet a Dayroll on 

April 11 and redeem IMturing notes on April 14, and therefore required 

several hundred million dollars. He asserted that there were difficulties 

in seeking relief directly from the Federal Government.- The Treasury 

Department had indicated that the City should corre to it only after having 

first sought the funds from New York State. A second problem rrentioned 

was that it would be difficult for Congress to act to aid the City before 

the Easter recess. A Chemical internal documnt describing this aeeting 

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 cormnended for his determination to take 

steps to im_prove the city's fiscal wsition. The program he 
has outlined - particularly the balancing of the budaet in the 
next fiscal year - is certainly moving in the right direction. 
When the program is imdemented 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. 1/ Endorsements from various civic, business ard financial 

1/ d. 

2/ One page E. Patterson press release, dated March. 24, 1975. 

3/ me New York Times, March 24, 1975, article entitled "Beame Outlines 
Plan To Reduce City Borrowing;" New York Post, IYarch 24, 1975, article 
entitled "New Beam Cuts: Mixed Reaction." 
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leaders were cited. t/ 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. 3/ 

The New York Times published an article reporting that the City had 

:recently discovered a $33 million deficit resulting 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 and the~ Comptroller 

over the size of 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 revenue to $120 million. Mr. Goldin had estimated the 

original deficit to be $650 laillion,which estimate was reduced to $340 million 

in consideration of the ~layor's economies. i·lr. Lanigan was reported to have 

1/ New York Post, March 24, 1975, article entitled "New Bejlile Cuts: 
Mixed Reaction." 

2/ d. 

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 previous year's levels. 1/ 

Steven Clifford addressed a memorandum to Comptroller Goldin and Seymour 

Scher regarding the Mayor's plan to reduce borrowing. 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 SB00 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 
ginnicks or outright deficit financing. [~m3hasis in original.] 3/ 

I/ Id. 

2/ Memorandum, Steven Clifford to Harrison Goldin and Seymour Scher, 
March 24, 1975. 

1/ Id. 
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TUESDAY, ~ARCH 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 on 

the City crisis ard to reassure the investment comaunity as to the soundness 

of the City's securities. 1/ The rreeting ~s attended by Arthur Levitt, 

Comptroller, and-Peter Goldmark, Budget Director, of the State of New York. 

Messrs. Goldin, Cavanagh, ~echner, Ieilin, I(erschenbaum .and ~Brcesi 

represented the City. Members of the financial community included 

Amos T. Beason, Edward Benne~t of Hartford Life & Casualty Co. ("Hartford 

Life"), Robert Bethke of the Discount Corporation of America, Richard 

Coyle of Supervised Investor Services, @dale Horowitz, Richard Kezer, 

Thomas Labrecque, Thomas Masterson of Underwood E~euhaus Inc., Leland Prussia 

and Arthur Toupin of. Bank of America, Robert Rivel of Union Dime Swings 

Bank and David Taylor of Continental Illinois National Bank. ReDresentina 

the Federal Reserve System uere J. Charles Partee and Richard Puckett. 

The Federal Reserve Bank of New York was represented by Richard I?ebs and 

Peter Sternlight. John Bennett, Edkard Snyder, Robert Cerard and David 

Stoughton represented the Treasury Department. 2/ 

1/ Bennett Interview; Memorandum of New York City Meeting on.narch 25, 
1975 inRoom 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 oFened 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 Gover~mentl atrl the banks. Fortunately, he indicated, the 

Mayor's press release of Sunday [March 23] appeared to be a m3ve awapr.from 

such a confrontation ar~ a stride towards cooperation. Comptroller Goldin 

pointed out that the Mayor had said that the City's budget would be balanced 

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 ard recession. The State was saib to be encountering 
the same problems. ?he City had toborrow $2.3 billion to get through`the 

fiscal year ending in June ard would be repaying over $1 billion in maturino 

TANS in that Feriod. It was noted, ho~n~ver, that there ras some flexibility 

as to the precise time that the City needed all of this money. Deputy IYavor 

Cavanagh then stated that, in general,'l~NS could be rolled over for a ~eriod 

of five years an3 then could be redeemed with normal revenues. David Taylor 

asserted that this fiscal crisis ~s a crisis of confidence, adding that the 

City needed the endorsement of its banks in order to foster confidence. 1/ 

John Bennett wanted to know dnat could be done to make the City 

saleable ard asked what the alternative was if this were not aossible. 

The City was said to need access to the short-term market for an increasing 
number of millions of dollars. Richard Kezer stated that $500 million in 

unsold City notes were currently in the marketplace. John Eennett reported 

1/ d. 
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that the Federal Government was not in a position to guarantee City securities, 

indicat·ing that this ~h~s an issue for the Congress to ex~lore.'l/ 

Ccxnptroller.Goldin stated that berause-of the problems-with the 

SRC and the ~Elgnitude of City receivables, the City had to issue increasing 

amounts of short-term debt. Robert Rivel, of Union Cire Savings, suggested 

that the size of the short-term borrowing should ~'explained to the investing 

public, including the life insurance companies and the.savings institutions. 

Gedale Horowitz stated that the City had been living beyond its rreans for 

several years, thereby impairing its ability to repay its obligations. He 

said that investors ~re concerned about repayment and that the City had 

bsst its old buyers arr3 was not getting new ones. 2/ 

Edward Bennett of Hartford Life ~nt~d Camanagh to provide "hard 

copqr" on the City's financial plan but it was pointed out that there were 

only two weeks before the City had to raise new funds. Several parties 

suggested that various institutions in the City must stand by the City~ 

and that this included purchasing City securities. Thomas Masterson 

poidted out that the City's past acts of gimmickrlr had now come 

back to haunt the City. Amos Beason wntioned-the rating agencies and 

1/ Id. 

2/ d. 
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questioned the fact that the City still ·had an "A" rating while it was close 

to not meeting its bills. mere 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 basic lack of confidence in the eventual 

repayment by the City of -its. obligations.;L/ 

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 Federal 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 situation. In the meantime, Bennett said, the Federal 

Government would be examining the schedule of payments of Federal receivables 

to the City. No decisions were reached at this meeting but most parties 

V Id. 

2/ Id. 
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agreed that the unsold City paper on the market had to be cleared up. 1~ 

Participants at the meeting described Mayor Beame's television speech 

of Sunday, March 23, as a disaster for its failure to consider reality. 

Pdditionally, it was stated that James Cavanagh had chosen to filibuster 

and had ignored the intended purpose of the gathering; Cavanagh 

blamed everything on the banks and refused to consider the City's 

problems. 2/ 

V Id. 

2/ Id. 
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An internal Citibank document addressed to Paul Collins, Senior Vice 

President, by Philip Heston·, a Vice President, reported that Citibank held. 

over $34 million of City bonds and notes in its fiduciary accounts. 'Ihe 

document also. noted that the bank held $286 million of New York City debt 

on a~stody basis. 1/ 

In mid or late Marchi Berman Charbonneau, a Vice President of Chemical 

Bank, ard another Chemical Bank official had lunch with a member of the 

Canptroller'sstaff. During this lunch, the City's fiscal problems kere 

discussed at length. The City employee, who worked:··on.~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 Grossr~n addressed a rremorandum tb David Rockefeller entitled 

"Progress Report (4)", which was also sent to several members of the FCL~. 

Grossr~n's report stated that the Treasury Department apparently had 

been designated as t~ Federal agency to coordinate any Federal action 

on the City's borrowing problems. Further, there had been a series of 

meetings with various Federal officials and meetings between City and 

Treasury officials. C~-ossr~n also noted.that the staff committee of the 

FCIC1 would be meeting the following day and that Evan Davis of the law 

_V Memorandum, Philip W. Aeston to Paul Collins, March 25, 1975. 

_Y ChacboMeau at 351-54. 
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firm of Cleary, Gottleib, Steen & Hamilton, formerly general counsel 

to the Budget Bureau, was being added to the group. 1~ 

In a Daily News article; it was reported that State Attorney General 

LouiS J. Lefkowitz had replied to six suestidns 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 corporations, City contracts, and contributions 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_/ 

WEMESDAY, MARCH 26, 1975 

The Staff Advisory Committee of the FCLG held a meeting which was con- 

ducted by David Grossman. 1/ He 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 situation 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. Grossr?an to Rockefeller, March 25, 1975. 

2_/ Daily News, March 25, 1975. 

1/ Mem>randum of Staff Advisory CommitteeMeeting, March 26, 1975; 
Rousseau (April 14, 1976) at 139. 
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presented to theCor~nittee 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 the'budget gap, Grossman stated that if 

various 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, $l:billion would be raised. 

Additionally, he pointed out that a total wage and benefit freeze would save 

$300 million. 9/ 

Grossman ask~d Jean Rousseau of Merrill Lynch to present his views on 

the public marketfor City securities. Rousseau stated that the market for 

City securities was now "crippled" and, although able to lime along, it 

was very unlikely to absorb another note issue without more encouragement. 

Rousseau observed that "we are, in effect, letting Mayor Bea;ne do our advertising 

.:and not taking an affirmative stand ourselves," and that the Mayor had not 

been very persuasive with the public, lately. Rousseau further observed 

that the market has become more and more sensitive to bad publicity and, 

consequently, unless revitalized, it probably will simply "expire whenever 

the next rude shock occurs." / Rousseau suggested that, to restore the 

market, it would be necessary for the banks and dealers to advertise that 

1/ Id. 

2/ Id. 

3/ Id. 
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the City was doing and would do what was necessary and sufficient to 

resolve the City's problems. The reaction to the suggestion was divided. 

Some thought the Federal and State governments must step in to help and 

direct the City; others wanted the City to commit itself to some requirements 

before "we couid go ~o~.on a limb." 1/ Mr. Rousseau suggested· that any 

requirements proposed to the City be presented as coming, in effect, from 

the investing pub;lic and necessary to reassure the investors, rather than 

as coming from "the Banks" for their own selfish and/or reactionary purposes. 

Grossman said that he would discuss the matter with the FCY;. 2/ 

The Staff Committee then set u~ 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 feasil3ility 

of separating water and sewer revenues and expenses from the general fund 

and then issuing water and sewer revenue bonds which presumably would be 

better rated and/or more saleable than City general obligation securities. 

The third task force would study major elements of the City budget, including 

pension costs and an analysis of City revenues and expenditures. / 

Representatives of six banks of the Clearing House Association met at 

Morgan Guaranty to discuss the City's financial condition. Present, in addition 

to those of Morgan'Guaranty, were representatives of Chase, Citibank, 

1/ Id. 

2/ Id. 

3/ Id. 
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Manufacturers Hanover, Bankers Trust and Chemical. The immediacy of the 

City's cash needs was discussed with particular e~hasis on the redemption 

of $400 million of City notes due on April 14, 1975. Because 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 this time, ~hite & Case, 

as counsel to the FCLG, and Davis, Polk & Nardwell, as counsel to Florgan 

Guaranty, were exploring various procedural and legal ili~lications 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 revenue anticipation 

notes our actual cash borrowing needs could be reduced by $250 million for 

the fiscal year." 2j 

On March 5, 1975, Mayor Beame and Conptroller 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 cecti- 

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 City: 
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 litigation. By letter 

of Elarch 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 City debt. ~V 

In a New York Times article covering the prior day's annual meeting of 

Citicorp, the parent of Citibank, waiter 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 daylong 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 get 

any special federal grants but that revenue sharing payments and federal 

grants might be accelerated. 3/ 

A Long Island Press article about the same neeting quoted Deputy Mayor 

Cavanagh as saying: "I think we are going to be ok. Our big problem is 

I~ril 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. i. 
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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 
r r 

~·Messrs. Patterson, Rockefeller and Spencer of theFCLG, together with 

Mr. Bayes of the Federal Reserve Bank of New York met with Mayor Beane, COIIIY 

troller Goldin-and Deputy Mayor Cavanagh at Gracie Mansion. 2/ This meeting 

involved a long discussion of the City's fiscal,oroblems, the lack of 

interest in the market for City securities, and the urgency of the City's 

:ca~h needs, particularly the April 14 maturity. Mr. Hayes stated that there 

was no possibility that the Federal Reserve could loan-money ·to the City. 

Given the exigency of the situation, it was decided -to assemble represen- 

tatives of all interested parties - the City, Stater 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 indicated they wanted three 

things: (1) details on the City's cash position; (2) the financial plan relating 

thereto, especially for funding a portion of short-termdebt that could not 

be supported under a cash system; and (3) details of the 1975-76 budget, includ- 

ing specific plans for cuts and for holding labor costs down. 4/ 

1/ Long Island Press, March 26, 1975, p. i. 

2/ Goldin Ex. 83. 

1/ .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 the New York City Fiscal Situation." Grossman suggested a few 

alternatives to meet the irmnediate cash problem: (1) the City might borrow the 

money required and pledge a specific City revenue flow for repayment; (2) the 

underwriters 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/ 

As a long-term approach, Grossman suggested a corporation similar to 

the SRC to convert short-term debt into long-term debt. Other 

possibilities suggested were Federal insurance of City obligations and 

Federal and State purchases of these securities. 2/ 

Additionally, ",rossman 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 (J) developing a three or five year fiscal lan for the City. 3/ 

---------:-~---~~~ 

I/ D. Grossman Ex. 47. 

2/ Id. 

3/ Id. 
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FRIDAY, MARCH 28, 1975 

Various individuals m~t at Chase to develop a program to own the public 

market for.New York City obligations. Representing the City were Messrs. 

Caranagh, Lechner, Lanigan, Goldin and Clifford. New York State 

was represented by Peter Goldnark, Director of the Budget and ~ichaeloiffley, 

also with the Division ·of theBudget. Robert Gerard represented the Treasury 

.Departnent, Peter Sternlight represented the Federal Reserve Bank of Mew 

York,and the financial community ~s represented by David Grossrren and 

Thomas Labrecque of Chase,;Amos T. Beason and Frank Smeal -of Worgan ~uaranty, 

Gedale Horowitz of.Salomon Bros., Charles Sanford of Bankers Trust, ~vid Barry 

of E~anufacturers 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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Accordin3~ ~to a memorandum written by David Grossman, the immediate 

objective of the discussions was to determine what steps were necessary 

and what tirre schedule was appropriate to bring about adeguate financing 

by April 14. 1/ The meeting lasted about five hours. 2/ 

A document dated EBarch 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. 1/ The elements of the plan were: 

i. 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 reauirements 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 D3sition in 
line with a plan for the next 12 to LR 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 tormrd adoption of MFOA principles 
ard standards 

Install improved accounting systems 

5. Installation of a long-range fiscal planning process 
(3 to 5 years) for City exFenditures 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. Grossr~n at 210. 

2/ Labrecque Ex. 22. 

3/ Goldin Ex. 84. 

4/ Id. 



-241- 

Of ifienediate concern to the group was improvenent of the 

City's cash flow and balancing of the budget. 1/ 

I/ Id. 
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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. Be specifically requested 

a listing of the maturity schedule for the municipal securities at oar value 

held by Citibank on a month-by-month basis for 1975 and 1976 and by year 

thereafter. 1/ 

SA~NRDI~Y, MARCH 29, 1975 

The meeting of the previous day reconvened. A second draft of the six 

point fiscal improvement program was disdussed and several elements were 

tentatively agreed upon by the gathering. Among 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 amendhnents to State legislation. Items in the capital 

budget that were of an expense nature would be disclosed annually "outside 

the certificate." Each 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, DiS. Howard to J.H. Fleiss, March 29, 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 

qual~i~y of its financial reporting and.accounting systems'oy adopting the 

standards of the MFDA, instituting modern accounting procedures for all 

City agencies, and preparing and issbing a comprehensive bond or note prospectus 

for each secutities 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 

commission composed of City officials, State officials, and members of the 

financial and business community, to stud-y 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 sone 

adjustments. 3/ 

The last point tentatively agreed 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 exFenditures and revenues. 4/ 

\ 1/ Lanigan Ex. 20. 

'2/ Id. 

2/ d· 

4/ Id· 
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MONDAY MARCH 31 1975 
r r 

The working group established at the Friday and Saturday meetings 

continued their work at Chase. City and State officials did not attend 

these meetings. 1/ 

The meeting convened at approximately 2:00 p.m. Present were Thomas 

Labrecque, David Grossman, Palmer Turnheim and Lawrence Teal 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 IYarion J. 

EI?1Py of White & Case were also present. 2/ 

The meeting began with with Mr. Labrecque's suggestion that the 

attorneys address the issue of possible anti-trust problems arising fro~ 

the meetings among the banks and others. Mr. Fales er~e~hasized that each bank 

must make an individual judgment in its own best interest and that cooperative 

action by the banks should preferably be taken at the reauest of the City 

officials. 3/ 

There was also a discussion about the possibility of underwriting City 

notes to Se sold on April 14. Mr. Epley advised the group that any 

underwriting where notes were resold to the public would raise very serious 

disclosure problems and that the fiscal status of the City might make 

_V Memorandum, narion J. Epley to the Files, March 31, 1975. 

Id. 

2/ Id. 



-245- 

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 advised 

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. 1/ Epley stated that he was giving 
the sane advice to all those present and that the parties should consult 

their own counsel. 3/ Charles Sanford of Bankers Trust stated, and Thomas 

Labrecgue of Chase agreed, that their banks might continue selling 

City notes with the understanding that if the City should default, 

the banks would repurchase the notes at the original sales price. 4/ 

Mr. Labrecque informed the group that City representatives had 

requested the group to make a review and clarify their roposals made to the 

City over the weekend. 5/ In addition, Mr. Labrecaue stated that White & 

Case had been given two assignments. The first was to exa;nine the effects 

of a City default if the City could not redeem the $600 million of TALU~S due 

on April 14. ;yr. Ealey stated that work was continuing in this area and 

Y Id. 

2/ Id. 

3/ Id. 

4/ Id. 

5/ Id. 
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a report would be made to the banks as soon as possible. The second assignment 

was to study the P3ssibility of setting up a "secured" City financing in i 

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 

ccmply with the Local Finance Law requiring the "earmarking" 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 securing an issue 

of City debt, but whether or not the City was willing to recognize the 

priority of debt repayr~nt over such expenditures as salaries to p3lice 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. 

It was agreed that if that point was satisfied, the other parts of the plan 

would probably be achieved. 6/ 

1/ Id. 

2/ d. 

3/ Id. 

4/ Id. 

6' Id. 
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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. Season pointed out that such 

statements meant that the City was still not listening to the comments 

expressed by the investment corn~unity. M~. Friedgut observed that, in his 

view, Messrs. Beame and Goldin felt that they were being very successful 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 fo 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 3 

Fiscal 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 irarious 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 receipt of 

Federal and State aid. 5/ Tne establishment of a coarnittee of inde~endent 

parties to "audit" the City's compliance with its budget was discussed 

I/ Id. 

2/ Id. 

3/ Id. 

4/ Id; 

I/ Id. 
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and various potential participants were mentioned. 1~ 

White & Case was instructed to proceed with revision and expansion of 

the Report of Essential Facts used with an earlier-offeri-ng of.RANS. The 

possibility that adequate disclosure was impossible under the circumstances 

was discussed and acknowledged by the bankers present. 2_/ The meeting 

ended with Peter Sternlightstating 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 described as carrying a large 

inventory of City securities·wh~ch 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 adverse climate created by the absence of a plan to solve the 

fiscal crisis, the growing annual.amount of borrowing and the adverse 

experience with UM3. 

The banks were characterized as wanting 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 co~7lmittee, 

1/ Id. 

2/ Id. 

1/ Id. 

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/ 

It was asserted that if the banks refused to buy the $350 million of 

notes, the City should proceed with, among other things, pension fund 

purchases of City notes an3 advances of aid from the State. The s~ira~ary 
lists the alternatives available to the City in the event that it was 

unable to raise the necessary money; default was included on the list. 2/ 

The Mew York Post printed an article on the,oossibility of a City 
bankruptcy. Various City officials ~ere asked their positions on this 

possibility. Comptroller Goldin reported stated: "The City is not on the 

verge of bankruptcy." An 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 budget 

experts would participate in a budget "retreat" at the municipal building 
for three afternoons during the week to grapple with the current credit 

crunch and a projected $800 million gap in the budget for the next fiscal 

year. It was also reported that, during a television interview, Comptroller 

1/ Id. 

2/ Id. 

3/ New York Post, March 31, 1975. 
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Goldin expressed.confidence that the Cit~would be able to borrow 

$450 million later in the month. 1/ 

John Thompson of W.H. Morton sent a memorandum to Frank Smeal and 

Am>s T. Beason providing suggestions for resolving the City fiscal 

crisis. 2/ 

Mr.:Thompson began:his memorandum with the statement that he 

recognized that a·.solution to the City fiscal-crisis was impossible before 

April 14. Thompson discussed thepossfbilitl 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 BANS issued in previous years with 

the proceeds of even larger:borrowings against new revenues. According 

to the-memorandum, the..deficits re-suiting from revenue shortfalls in 

several years "have in effect ~een folded into a cumu-lativebalance 

of BANS.outsfanding." 3/ 

Thompson suggested that the investment corrnaunity might consider filing 

-an -amicus curiae brief in the Wein~ litigation. Healso asserted that the 

City, in conjunction with the investment-col~nunitLI should r~etain an inde- 

pendent accounting firm to help revise City~accounts and-reports "so that 

the records will be understandable in the future to all concerned." 4/ 

1/ Daily News, March 31r 1975, p. 10. 

1/ Memorandum, John P. Thompson to Amos T. Beason and Frank P..Smeal, 
March 31, 1975 with attachn~ent. 

1/ Id. 

4/ Id. 
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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," V and continued: 

I am convinced that the over-borrowing was all done legally, 
and in nlrmerous cases was based on soecial 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 i, 1975 

A fourth:braft of the City's six point fiscal ili~i~rovenent program was 

distributed by David Grossman to the FCL~. The initial item reauired the 

City to balance its budget without increased reliance on borrowing and 

required City officials to commit themselves to this objective by 

April 14, 1975. 1/ 

The second itemcalled for the development of a program to 

accelerate the payment of State and Federal aid and advances against 

expenditure reimbursements. Other items indicated that the City would 

end the use of the capital budget to finance expense items, i~rove 

y Id. 

2/ Id. 

3/ Document entitled "A Fiscal Improvement Program for I~~ew York City" 
(Fourth Draft) prepared by D. Grossnan, April i, 1975. 



-252- 

its financial accounting and reporting, and establish a fiscal corm~ission 

to study the City's financial problems and develop long-range fiscal 

planning. 1/ 

A letter dated April i, 1975, written by Marion J. Epley of White & 

Case to Thomas Labrecque of Chase (with copies to Richard Kezer of Citibank, 

Berman Charbonneau of Chemical, Dadid Barry of Manufacturers Hanover and 

Charles Sanford of Brmk~rs Trust), discussed the disclosure question 

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 a~propriate 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 i, 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 lettersdiffered only in the last sentence 

1/ Id. 

2/ Charbonneau Ex. 15. 
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of the first paragrpah. 

The first letter stated: 

While it r~y be I~ssible by updating and supplementing that 
Report [of Essential Facts dated March 13, 1975] 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. 

~ 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." Additionally, while 

the April 1 letter had been signed by "Jay Epley," the April 2 letter ~s signed 

by "Wnite& Case." V 

Sometime during mid-April (according to White & Case) an associate at r~jhite 

& 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 a:; 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 fl·rst 

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 

l._p~ot~i~s in Notices of Sale and with the use 
of the first lien language generalll. He 
further stated that if the City continued to 
use the first lien language it could "get 
blown out of the waterq, He said he would do 
some- further research In the area and get in 
touch with us the said his research would 

concentrate on the Vanderzee case).l/ 

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 (Jhite 

& 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 firsttime to 

disseminate relevant information with respect to the City's financial 

condition." 2/ 

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: 

I/ Id. 

4/ Letter, White & Case to Richard Kezer, April 17, 1975. 

1/ Dow Jones Wire Service Release, April 2, 19.15. 
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...New York City's rapidly deteriorating ability to raise 
rr~oney in the capital markets places.unusual strains dn its 
cash position for the immediate future. 

The possible "inability or unwillingness of the IMjor 
underwriting banks to continue to purchase the City's 
noteIs] and bonds" ~s cited by S & P as a primary 
contributing reason for the suspension. 

The City's present cash' flow problems reflect not only 
its inabilityto meet operating expenses without resorting 
to borrowing but the sam may hold true for the meeting of 
debt·-s~rvice 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 4uestions from 

a Standard & Poor's representative, stated that "if the city could not 

borrow what it -neei~led 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 "rapidly deteriorating 

ability to raise money in the capital ·market places unusual strains on its 

cash position for the immediate future." 3/ 

FRIDAY, APRIL 4, 1975 

The r~jor commercial banks and three non-bank underwriters rret with State 

Comptroller Arthur Levitt 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. Comptroller Levitt- stated that he did not know of the advance 

1/ _Id. 

2/ Internal r~motandum dated April 3, 1975 from H. Grossmn to B. W. Harris 
(Standard& Poor's). 

3/ Wall Street Journal, April 3r 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. L~vitt 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. 

During the course of the meeting, Richard Kezer of Citibank, indicated 

that the 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 available 

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 
I 

In a report, Moody's confirmed its "A" rating for New York City bonds, 

its MIG-1 rating for BANS and its MIGZ rating for all other notes. 

The reDort 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 ihvestors 
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.ratingsencanpass all these.and other considerations 
and simply cannot .in fairness to the- investor be changed 
capriciously. The bonl rating of New York City's general 
obligation bonds remains A, the bond anticipation notes PIIG 1 
anj all other notes MIG 2. 2/ 

2/ Moody's Investors Services Municipal Credit Report, April 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 $260 million 

was cancelled on May 19, 1975. ~uring 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 and instrumentality of New York State. 

Its purpose was to assist the City in providing "essential services 

to [the City's] inhabitants without interrur>tion and [to create] 

investor confide~lce in the soundness of the obligations of the City." 

I\IAC 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+. 

E~IAC sold $1 billion of its securities 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 adopted the New York 

State Financial ~nergency Act for the City of New York which, 
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among other things, created the Emergency Financial Control aoard. 

One ·of the Central Board's primary functions was to develop a 

three-year financial plan for the City with a view to achieving 

a balanced expense budget for the City for its fiscal year ending 

June 30, 1978. The financial plan was to be prepared in accordance 

with accounting principles different from those previously employed 

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 provided for suspension of the enforcement 

of short-term obligations of the City outstanding on November 15, 

1975. 

On January 5, 1976, -the Commission commenced its investi- 

gation concerning transactions in the securities of the City 

and related matters. In its;lanuary 8, 1976 release announcing 

the investigation, the Cor~nission stated, in part: 

Securities issued by the City of 1Jew 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. 

The CorrPnission notes that a major reason for its 
investigation is itsdesire to. restore investor 
confidence in.the municipal bond markets. 

The Comnission'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 Moratocium Act was declared unconstitu- 

tional by the New York State Court of Appeals. 
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INTWIDUCTION 

Pursuant to the Securities and Exchange Commission's 

formal order of investigation, we have inquired into the account- 

ing practices, systems and procedures employed by the City of pjew 

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, ·costs 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 affectedl 

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 Essential 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, including the Comptroller General of the United 

States, the Office of the New York State Comptroller, 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 df the United States, the Office of 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 andvarious 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, magazines, 

and newspapers. 



I. NEW YORK CITY ACCOUNTING PRACTICES 

A. Introduction 

Many of the major problems inherent 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 yearls 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 Ci~y' 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 

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 precarious state of its 

finances until the Municipal Assistance Corporation ("MAC") 

enabling legislation and its mandated reforms 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. V 

It was subsequently 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 

_V Municipal Assistance Corporation, August 29, 1975 press 
release. 



clearly affect the City's ability to provide "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.O.A. [Municipal Finance Officers Associb 
tion]." 1/ 

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 i. [8ereinafter referred to as "National Committee, 
Gove_rnmental Accounting."] The NationalCommittee noted that, 
despite Its unique character, this is the purpose of governmental 
accounting, as it is for accounting for other types of economic 
activities. 

2/ Testimony of Harrison J. Goldin (26 August 1976) at pp. 134- 
35. 



In order to put the relationship between the City's ac- 

counting practices and the massive deficit disclosed by MAC 

in proper perspective, we have reviewed the City's methods of 

revenue and ex~nse recognition, fund accounting, capitaliza- 

tion of expenses, and other matters. This analysis includes 

areview 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 accounting 

principles ("GFAP") 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 deficit 

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 disclose a material cwr~ulative operating deficit. The City's 

accounting methods recorded cash due in later years. as a receiv- 

able land as revenue) in a current fiscal year, but did not record 

liabilities of the same current year until a later year, when 

the cash was actually disbursed. Thus the recognition of revenue's 

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 policy 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 arid could 
be manilxllated to reflect a better financial 



picture than 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 

tq~ year the amounts of revenues ·and expenses so recorded. AS 

the 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 Loension fund LDayments and pay- 

roll. Thus, the imbalance increased, 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) revenues from taxes of various types which the City recorded 

in 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 

_V Arthur A~dersen & Co., Rep~rt for the Secretary of the 
Treasury Regarding Information Relating to the Financing 

ements under the New York Ci Seasonal Financing Act 
of 1975, 29Dec~;~e~e~-9-7?-TT~f~e~;l~n~f~ii~?e? 

"Arthur Andersen 6~ Co., Report for the Secretary"]. :: 



and have briefly described certain other items such 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/ 

i. General Fund Revenues ~ 

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"). 

- - 

_V Goldin Exhibit 99, p. 4. 

·/ The "General Fund" in the City accounting system differs 
substantially from the GAAP concept. 

1/ For a-complete list of taxes paid into the City's General 
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Revenue recorded in this manner was corranonly referred 

to as the "June accrual." According to IYAC, this practice 

resulted in $358 million of the cumulative deficit. 1/ 

The issuance of RANs in anticipation of the receipt 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. 

/ 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. In a 

memorandum issued by the City in 1965 in support 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 wil_l not increase_the temDorary bor- 
rowing cower in subsequent fiscal y_e~if~ but 
will merely change the anticipate~ revenue base 
to include the revenues attributed to activi- 
ties occurring in the fiscal year in which the 
notes are issued." V [Er~hasis added]. 

I~ 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 the premise that once the June accrual 

was introduced to help balance the City's budget in 1965, 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 treac~nill, it increased the speed. Pursuant to the 1965 

legislative authorization year-end balances of RANs grew to 

$298.3 million by June 30, 1974 as follows: 

RF~JrJ~d~q 

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 298.3 1/ 

These increases in the June accrual aggravated the 

mismatching in the City's recognition of revenues and 

This data is taken from the Annual RePort of the Comp- 
troller of the City of New York ["Annual Report of the 
Cor~troller"], 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 officials, in testinany before the staff, have 

maintained that the June accrual was imposed upon them by· 
State statute. L/ The 1965 legislation was permissive, not 

obligatory however, and related to allowable borrowings, not 

accounting 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 
this amount, but in subsequent years it markedly and regularly 
increased borrowings. 

1~ See, e.g., colloquy during the Testimony of Abraham D. Beame 
at p. 68. 
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JONE ACCRUAL 

DATA TAWI FROM CoWPTROLLER'S ANNOAL REPORT 

FOR APPROPRIATE YEAR. PART 2-E. WATME~ 6 j 

FOR AS or JUNE 30. (ooo's ornrrmo) 

1965 1970 1971 1972 1973 1974 1975 

SILI~S TAX 835,100 $36.100 542.500 545.000 $45,400 S56,700 579.400 

mILITY TBK 2.300 3.800 3.800 4.200 5.000 5.600 7.700 

COMMERCIAL REM AM) OCCIIPIUIOITAX 6.800 8.500 11,COO 12.000 13.700 17,100 19.600 

GASOLINE AND MOTOR RIE~L TAK 6,200 8.000 8,000 · 9,000 11.000 14.000 10.500 

PIOI~GM;B TAX 3,000 1,200 1.000 2,000 2.500 700 500 

UATER PI~~ BEVENITES 2.000 

VATEB CWLRGES 3,300 5,700 6.700 7.000 114,8O0 117.200 

SEYEB REMS 25.000 

COMPENSATING USE TAX 200 

AMOSPiENI TAX 400 

RORSE RAC~ ADMISSIONS TIIX 200 

TAX ON CONVDULNCE Or REAI.PROPLRTP 400 

PERSONAL INCOME TAX 25.000 29.000 45,100 46.700 
PERSONAL INCOME TAX AND U8I 13.200 16.700 

GENERAL CORPORATION·TAX 34.000 34.000 

GENERAL CORWRATION AND UBT 34.800 37,000 36.600 40.000 

CIGAREIIE TILX 2.600 2.600 4.300 4.500 2.600 1,600 

STOCR TRANSFER TAX 6,000 6.000 7.000 7,000 5.100 8,500 

AvrO OSE TAK 1,70_0_ 

TOTALS $56.600 $131.300 8150.000 $298.300 S358.400 
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For instance, in June 1973 the City Council enacted a 

law, submitted by the Mayor, _V which permitted the City to 

budget eighteen months of water charge revenue in the twelve 

month 1973-1974 fiscal year, yielding an additional'S52.5 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 Council enactment 

revised this billing procedure as follows: 

"1. One-half of the annual charges for un-metered 
water shall become due and payable, in advance, 
on January i, 1974, for the period January 1 to 
June 30, 1974. 

"2. Conrmencing 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 1June 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 related 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, 
1P73-1974, Message of the Mayor, 15 May 1973, p.-T~- 

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 revenue applicable to 1975-1976 

was accrued. None of these "revenues" 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 amount $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 this enactment, sewer rents for 

a fiscal year ending 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 reconanending adoption of the law, the City Council's 

Conanittee on Finance reported that "the initial 6 rr~onth 

acceleration of sewer rent collections frCBTI January i, 1975 

to June 30, 1974 is estimated to yield approximately $28 

million in additional revenue in fiscal 1974-1975."1/ The 
City's Expense Budgets reflected budgeted sewer rents of $46.0 

million in fiscal 1973-74, and $73.0 million in fiscal 1974-75. 

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 h 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 Corrpaittee") 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 prorro~lgations 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." 2/ 

I/ Seeappendix A. 

/ The MAC legislation 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 Corrq~troller, 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 appears that the City accrued its Federal and State aid 

revenue in a manner which was at variarice with the recorranenda- 

tions of existing authoritative sources. The Office of the New York 

State Comptroller indicated in an audit report on the City dated 
July i, 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 RANs against Federal and State 

aid. 

1/ Office of the New York State Comptroller, Prior Year :. 
AcCounts Receivable, Managerial Sumnary, p 

2/ Office of the Comptroller, City of New York, Annual Report 
of the oiler of the Ci of New York fo~-fh~e~s~i;r 
Year 19 1976 p. 25, noteM, 
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Prior to 1965, the City could issue RANs against 

uncollected Federal and State aid owed for a fiscal year, 

even if not paid until after the end of a fiscal year. 

However, the law i-equired 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 fiscal 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 new law changed this restriction, eliminating 

the requirement that borrowings 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 aid 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. However, it left open the question 

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 relatedto Federal and State aid at fiscal 

year ends 1963 through 1969 were as follows: 

RANs outstanding 

As of June 30 Millions 

1963 $ -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 sponsored by 
then Comptroller Beame / 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. 

,Y 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 plethora of assistance programs."l_/ 

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 ; ~ 965.0 

1972 . 1,030.0 
1973 725.0 

1974 1,500.0 
1975 2,560.0 2/ 

The staff attempted to draw comparisons for corresponding 

years between these balances of RANs outstanding and balances 

of federal and state aid receivables against which the RANs 

were issued. In an gffort to obtain the balances o~ these 

Undated Memorandum from Abraham D. Beaine, Comptroller, 
The City of New York, in Support of Senate Act No. 3568, 
An Act to Amend the Local Finance Law, in Relation to 
Revenue Anticipation Notes. 

y This ~ is taken frcrm the Annual I~port of the Ccnptroller. 
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 

during 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 

in 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 receivables due from "miscellanesus 

SOUrCeSIII from "various sources for prior reimbursable outlays 

by the City," and 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 Annual 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 ~P~C, using the State Comptroller's accrual criteria, 

attributed $778-million of the armulative deficit to potentially 

uncollectible federal and state aid and other receivables, and 

in October 1976, the City revised this estimate u~Jards 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 uncollectible aid claims. 

The National Committee recommends that an: 

". .. accrued receivable recorded on the books 
should be offset by an estimated allowance for 
amounts which will not be collected ... .This 
should be done for the same reasons that it is 

done in commercial accounting for accounts 
receivable namely, to present an accurate picture 
of resources which will actually be realized 
in.-the course of operations and to prevent an 
overstatement of assets and equity accounts on 
the,oeriodic statements of financial position." 1/ 

r/ National Con~nittee, Governmental Accounting, p. 12. 
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The effect of these deviations from GAAP was far more 

significant than a simple failure to adhere to.accounting 

guidelines. As the Office of the New York State ComDtroller 

noted: 

"The significant overstatements of receivables also 
meant that revenue anticipation notes issued by the 
City and which were stated to be supported by Federal 
and State aid receivable were not so supported." 1/ 

The City's published financial reports consistently reflected 

these aid receivables as "resources," 2/ without indicating 

the questionable collectibility of this aid by either an 

offsetting allowance or footnote disclosure. For exarrple, 

the Comptroller's Annual Report for the fiscal year 1973-1974 

published on October 31, 1974, the last Annual Report published 

prior to the City's fiscal crisis, contained the following dis- 

closure without mention of potential losses arising from either 

disputed claims or bookkeeping errors: 

1/ Office of the New York State Comptroller, Division of Audits 
and Acco_un~sl~Audit Re_po_rt on Review of New York City's 
Central and Practices; Interim rt 
NO. l-PriorYear P~cmlln+s ~)P~Pi~·l~hla (Report NoI~Y~5-~7~: 
1 July 1975) Managerial Sumnary,p~4. /Hereinafter referred 
to as "Office of the New York State Comptroller, Prior Year 
Accounts Receivable"/. 

2/ See the Annual Report of the Comptroller of the City of 
New York for t~t~~ Fical Y~nr 1977--1976 Part i, Consolidated 
Statements, Summary 2~J p. 2. 
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"Federal and State funds of various kinds 
constituted 44.46 per cent of the 1973-1974 
Expense Budget as compared to 44.64 per cent in 
preceeding year. The dollar amounts of such aid 
were $4.557 billion in 1973-1974 and $4.163 
billion in 1972-1973. 

"While such funds are urgently needed, the delays 
which occur between expenditures and reimbursements 
requires heavy borrowings with a consequent heavy 
burden of interest. This interest expense draws 
funds from other high priority needs. It is 
extremely necessary, therefore, that the other 
levels of government which supply the funds agree 
to a plan for advance installment payments. 

"Unaudited State and Federal aid still receivable 
as of June30, 1974 totaled $998.1 million, an 
increase of $55 million over the amount of such 
aid still receivable on the same date in 1973." 1/ 

The National Committee published its accounting guidelines 

in 1968, followed by the AIC~A's Audit Guide in 1974. Since its 

foreclosure from the credit markets in 1975 the City apparently 

has adopted procedures recommended by the State Comptroller for 

recording federal and state aid receivables. 

1/ Ibid, p. viii. The Annual Report also stated that $300 
million in short-term debt outstanding as of June 30, 1974 
represented RANs for aid receivables."for 1972-1973 and 
prior years." Ibid., p. vii. There is no explanation of 
the apparent an~m~Ty between these receivables (totalling 
less than $1.3 billion) and the $1.5 billion of outstanding 
RANs related to State and Federal aid which were reported 
as-outstanding at June 30, 1974. 
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3. Real Estate Tax Revenue 

The City. also accrued revenue for- real estate taxes 

and issued tax anticipation notes ("TANs") in anticipation 

of the receipt of such accrued revenue. Similar to its 

practice in issuing RANs, the City's issuance of TANs resulted 

in a deficit to the extent that accrued real estate tax 

revenue was inflated. 

GAAP permits the accrual of real estate tax revenue in 

certain instances. The National Committee recommended accrual 

of real estate tax revenue because: - 

"...the tax is levied,oursuant to law 
as of a specific date, the amount of the 
tax is precisely determinable in advance, 
and'an enforceable legal claim attaches 
to the properties and/or taxpayers subject 
to the tax." 

The AICPA, did not make specific recommendations regarding 

accrual of real estate tax revenue but instead outlined 

the following criteria: 

"One major source of revenue which may or may 
not be accruable is Property taxes. In many 
jurisdictions throughout the country, accounting 
for property taxes is on a cash basis because 
a portion or all of the payment is not due until 
the year following the year billed. Timing 
considerations and the availability of such revenues 
to meet expenditures in the related budget year 
should be considered in determining whether or not 
property taxes should be accrued." 2/ 

Y National Comnittee, Governmental Accounting, p. 12. 

Y AICPA, Audit Guide, p. 15. 
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Where real estate tax revenue is accrued, GAAP requires that an 

allowancebe established to provide for real estate taxes which 

are estimated to be uncollectible: 

"Where this /accrual/ method of accounting 
is followed, the accrued receivable record~d 
on the books should be offset by an estimated 
allowance for amounts which will not be col- 

lected. For exarrq?le, an Allowance For Un- 
collectible Taxes should be set up and shown 
as a deduction from the receivable account, 
TwesReceivable Current, on the asset side 
of the fund balance sheet. This should be 

done for the same ~reasons that it is done in 

conrmercial accounting for accounts receivable, 
namely, to present an accurate picture of re- 
sources which will actually be realized in 
the course of operations and td prevent an 
overstatement of assets and equity accounts 
on the periodic statements of financial posi- 
tion" l/ [Errp~hasis in Original]. 

Prior to the fiscal crisis, the City recorded real estate 

taxes at variance with these criteria by accruing real estate 

tax revenue without offsetting the accrual with an "Allowance 

for~ Uncollectible Taxes." The City then issued'I~4Ns in antici- 

pation of receipt of the accrued revenue. 

The following balances of real estate taxes receivable 

and TANs outstanding illustrates the extent to which these 

accrued outstanding receivables allegedly supported the City's 

issuance of TANs: 

I/ National Colmnittee, Governmental Accounting, p. 12. 
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Millions 

Taxes Receivable 

As of June 30 TANs Outstanding per Annual Report 

1963 $ 63.1 $ 94.2 
1964 77.4 104.7 
1965 88.8 115.9 
1966 100.3 130.3 
1967 136.5 168.8 
1968 147.5 176.4 
1969 155.5 187.5 
1970 170.0 204.9 
1971 206.0 241.9 
1972 232.0 282.8 
1973 265.0 337.5 
1974 317.0 408.5 
1975 380.0 502.2 1/ 

A major portion of amounts carried as receivable' at June 30, 

1975 were of questionable collectibility. In August 1975, the 

Office of the State Comptroller, in an audit report, concluded 

that over 80% of the real estate taxes listed by the City as 

receivable as of June 30, 1975 was neither collectible nor readily 
available. 2/ 

The State Comptroller's report was critical of the City's pro- 

cedures as to internal accounting control of real estate taxes 

receivable, 1/ and outlined the,oroblem created by the inflation 

of these receivables as follows: 

L/ The data in column 2 was taken from "Part 6~ - Temporary 
Debt - Statement i," and the data in column 3 was taken 
from "Part 1 - Consolidated Statements L Summary 2" of 
the Annual Report of the Comptroller for the appropriate 
year . 

2/ Office of the New York State Comptroller Audit Report No. 
NYC-26-76, Uncollected Real Estate Taxes, p. 4. 

See discussion under "Internal Control," infra. 
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"The City's budgetary and accounting practices 
result in an inflated estimate of real estate 
taxes to be collected to balance the annual 

expense budget, and do not make adequate provision 
for taxes that will not be collected. The result 
has~been that budgeted real estate tax amounts 
have not been realized; for the most part, the 
revenue shortfall has been met by continued 
bor rowing . 

"Two major causes for this shortfall are: (1) 
the City included properties in its tax rolls 
which were not subject to real estate taxes 
or for which taxes would not be collected, and 
(2) there has been insufficient provision for 
the increasing volume of defaulting taxpayers 
and tax cancellations and remissions." 1/ 

Taxes receivable which fall into the first category amount 

to $282.6 million, and include real estate taxes receivable for 

publicly-owned property ($126.6 million), / diplomatic 

1/ Office of the New York State Comptroller, Uncollected Real 
Estate Taxes, p. 4. In the "Managerial SJ~n~;;;a~r~,~7~h~e~ie 
of the first cited paragraph was stated as follows: "The 
City's Budgetary practices result in an inflated estimate 
of real estate taxes that it can reasonably expect to 
collect to balance the annual expense budget. Unless expendi- 
tures are reduced to make up the shortfall, the City's budget 
is automatically out of balance; borrowings thus become 
necessary to meet the cash flow deficiency." Office of 
the New York S.tate Comptroller, Uncollected Real Estate Taxes 
Managerial Slmmary, pp. 1-2. 

/ Examples include a high school, a public park, an urban renewal 
sight, abandoned City waterworks, a cormnunity college, City 
occupied office buildings, and Carnegie Hall. See Uncollected 
Real Estate Taxes p. 7. The City's Tax Cormnissiongr~ 
exemptions based upon the owner's and/or the parcel's use as 
defined by law. This procedure is contingent upon the owner 
filing an application for exemption with the Tax Car~nission. 
Barring submission of an application, there is no mechanism for 
the Finance A~ninistration to exempt the proljerty regardless of 
who owns the property or for what it is used. 

"The absence of such a procedure has resulted in levying sig- 
nificant amounts of real estate taxes on properties from which 
taxes will not be collected.... 

"...the City is generating a built-in real estate tax collection 
shortfall by continuing the practice of including its own property 
on the tax rolls." Ibid, p. 8. 
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property ($4.7 million); L/ Mitchell-Lama property 

($53.0 million); 2/ "in rem" property $54.4 million); 1/ 

1~ "The need for some provision for uncollectible taxes is 
evident in the City's handling of diplomatic property. 
The City has on its tax rolls diplomatic properties whose 
status would be exempt if the proper fil.ing for exemptions 
were instituted·by the owners. Thus, 40 out of a total 
of 60 diplomatic properties have unpaid real estate taxes, 
with most of the taxes outstanding for extremely long 
periods....the City's ability to collect these taxes is 
limited, since diplomatic properties are exerrq?t from 
in rem foreclosure proceedings. Ibid, pp. 8-9. 

2_/ Mitchell-Lama properties are properties which are per- 
mitted, by law, to apply for "shelter rent exerm~tions 
which in effect, are an abatement of real estate taxes." 
Real estate taxes were overbilled to these properties 
because "the tax was determined exclusive of tax abate- 
ments authorized under shelter rent exemptions" due to 
the "lack of communication between City departments. 
Ibid, pp. 9-10. 

~ "In rem properties are those in the process of being 
foreclosed because~ of nonpayment of real estate taxes. 
The City's procedures for accomplishing foreclosure are 
painfully slow....Although the City will ultimately 
realize some revenue from the sale of these properties, 
the amount that will ultimately be collected is uncertain. 
Eleaanwhile, the full amount of the receivables is included 
in the City's total of uncollected taxes." Ibid, pp. 9-10. 
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and for property belonging to Penn Central, a bankrupt corpora- 

tion ($43.9 million). 1/ Taxes receivable which the State 

auditors considered as uncollectible and which fall into the 

second category amount to an additional $125.7 million. 2/ 

Thus, the State auditors noted that "out of a balance due of 

$502.3 million, it is likely that only $94 million will be 

collected and available within a reasonable period." 3/ 

As a result of these findings, the Office of the State 

Comptroller questioneh the extent to which TANs issued by the 

City were, in fact, secured by ~real estate taxes, noting: 

1/ "The Penn Central Corporation is in reorganization and 
the collectibility, in the foreseeable future, of out- 
standing real estate taxes is extremely doubtful." Al- 
though "the· Finance Ad~ninistration feels that Penn Central 
arrears should not be written off as uncollectible," the 
State auditor's report recommended that rather than 
writing off Penn Centtal arrears, the City should keep 
the arrears on the books and make a bookkeeping entry 
establishing a provision for uncollectibility. "Such a 
provision would be fiscally prudent, in that the central 
records would show the amounts of taxes readily available 
to meet expenditures; it would also prevent borrowing 
against taxes that-either may never be collected or may 
not be collected in the foreseeable future." Ibid, pp. 
10-12. 

me state auditors noted that this estimate was computed 
based upon "collection experience statistics for prior 
years," but did not disclose these statistics. Ibid. p. 4. 

Y Ibid. 
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"The City issued $380 million of TAN's on 
June 11, 1975 secured by $448 million of 
uncollected real estate taxes. We found 
that real estate taxes that could be 
reasonably construed as 'collectible' or 
'available' would support less than one- 
third of these TAN's. According to our 
analysis, only $106 million of $448 million 
of uncollected real estate taxes were 
potentially collectible at June 10, 1975, 
leaving 72 percent or $274 million of the 
TAN's unsupported. (Between June 10 and 
our later study as of June 30, 1975,a 
total of $12 million was collected or 
cancelled)." 1/ 

The State Comptroller's report noted that in s~lling these 

TANs, the City Comptroller ~had issued: ". .. a certification 

as to the amount of real estate taxes uncollected and not can- 

celled as of June 10, 1975. However, the amount of potentially 

uncollectible real estate taxes was not determined and`deducted 

from the certified amount.";F/ In an extension of his analysis 

of -the annual patterns of TAN borrowings, the State Comptroller 

stated, "while the TAN's issued earlier in the fiscal year would 

be fully supported by collectible tax receivables, the year-end 

borrowings may not have been fully secured by collectible re- 

ceivables. . ."~ 

1/ Ibid., p. 20. 

2/ Ibid., p. 22. 

~3/ Ibid., p. 22. 
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Although the Office of the State Comptroller estimated 

that approximately 20 percent, or $94 million, of the June 

30, 1975 receivable balance for real estate taxes would be 

"collected and available within a reasonable period," 1~ the 

August 29, 1975 MAC adjustment wrote off the entire $502 

million receivable. In March 1976, the Office of the New York 

State Comptroller issued a MAC Directive, which outlined 

budgetary and accounting practices to be followed by the 

City in budgeting and recording real property tax revenue. 

This directive required that the City record its real estate 

tax revenue on a cash basis, "giving recognition to uncollected 

real estate taxes so that expenditures will not be budgeted 

on the basis of revenues that will not be collected." 2/ 

V Ibid,· p. 4. 

/ Office of the New York State Comptroller, Surm~ry of 
Directives for New York Ci 

Managerial Suranary, p. 
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4. Stabilization Reserve Corporation Receivables 

in 1974, the Stabilizatioi·l Reserve Corporation ("SRC") (a 

corporate governmental agency of the State of New York) was formed 

for the purpose of "assisting the City of New York ... in the 

provision of essential services to its citizens on a sound 

financial basis during a limited period of unprecedented fiscal 

crisis for the City: July i, 1973 - June 30, 1975."1/ 

SRC was established to assist the City in the management 

of short-term debt. Through the SRC, the City proposed to issue 

bonds and notes in an aggregate maximum amount of $520 million. 

The bonds of the corporation were to be general obligations with 

maturities not greater than 10 years. Provisions for repayment 

of the principal and interest on the bonds were to be made in 

10 approximately equal annual installments. A capirtal reserve 

fund would be-created through which SRC bonds were to be redeemed. 2/ 

Through May 1975, the City was unable to issue any SRC debt 

due to the Wein litigation. 2~ On March 7 and March 8, 1975 it 

was suggested by Wood Dawson Love & Sabatine, the bond counsel 

who passed upon the legality of bonds issued by the City, that 

the City might issue anticipation notes for the SRC bonds in 

order to assist the City in its cash flow problems during the 

early part of 1975 even though the borrowing itself was delayed 

V Official Statement of the New York City Stabilization Reserve 
Corporation, dated January 31, 1975, at p. i. 

Official Statement of the New York City Stabilization Reserve 
Corporation, ·dated January 31, 1975, at pp. i, 4. 

2/ Preliminary Draft Offidial Statement of the City of New York, 
dated May 23, 1975, at pp. 41, 42-43. 
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by the Wein suit. In the.Annual Report for fiscal year 1973-3974, 

the City included arr~ong its actual receipts $150 million from 

SRC. The following language appears in the explanatory material 

prefacing a table in this report: "A receivable of $150,000,000 

was set up against the proposed borrowing by the New York City 

Stabilization Reserve Corporation established pursuant to Chapter 

594 of the laws of 1974." 1/ Nothing more was said to justify 

this "receipt." 

In the subsequent fiscal year (1974-75), there was a similar 

entry for $370 million, again under the heading of actual receipts. 

1/ Annual Report of the Comptroller for the Fiscal Year 
1973-1974, at p. 175. 
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5. Expenses 

In contrast to the City's method of accelerating recogni- 

tion of revenue, the City delayed recognition of expenses. 

This delay accounted for $365 million of the City's recorded 

June 30, 1975 cumulative deficit. V It was also revealed that 

correction of a two-year lag between the incurrence and payment 

of municipal employee pension expense would add an additional 

$2.167 billion to the June 30, 1975 cumulative deficit. In placing 

expenses on an accrual basis, therefote, the City has so far 

recognized $2.532 billion as part of its cumulative deficit as of 

June 30, 1975. 

Both the National Committee and the AICPA recommend that 

under both the. modified accrual and the full accrual bases, 

expenses berecognized atthe time liabilities are incurred, 

(with certain exceptions not pertinent here.) 

Annual Report of the Comptroller, 1975-1976, p. 25, Note M. 
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The City, however, recorded its expenses in a manner 

which was at variance with these recommendations. Responding 

to a staff questionaire, dated October 14, 1976, the City 

stated that it recognized expenditures against budgetary 

accounts as follows: 

"1. Personal Service (PS) - cash basis 

"2. Contracts - upon registration of a 
contract 

"3. Other OTPS [Other Than Personal Services] - 
largely upon receipt of a voucher." 1/ 

The Arthur Andersen report noted: 

"ExFenses should be recognized when incurred. 
The accounting presently recognizes expenses 
only when vouchers are processed for payment. 
Instances of significant delay in agencypro- 
cessing of vouchers havebeen cited so that 
there is not accounting of incurred expenses 
on a timely basis. 

"While the Comptroller has a system for en- 
ccrmbering outside contracts, expense is still 
not recognized until vouchers are processed. 
Also, year-end payrolls have not been accrued." 2/ 

_V City of New York,''Draft Response," October 14, 1976,p. 5. 
We have not requested that this response be finalized 
because we believe that-information as to certain clari- 
fications is available from other sources. 

_y Arthur Andersen & Co., Report for the Secretary, 
pp. 24-25. 
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The City Comptroller stated in the Annual Report 

of the Comptroller of the City of New York for the Fiscal 
Year 1974-1975 that in general, the City "employed a cash 

basis for recognizing expenses." 1/ Comptroller Goldin had 

noted earlier that "New York City maintained a cash basis for 

payables, carefully preserving the fiction that incurred expenses 

did not exist until the bills were paid." 2/ 

The August 1975 1YAC adjustment included adjustments for 

$105 million accrual of payroll expense, $25 million accrual 

of overtime pay, and $95 million of various other expenses 

incurred prior to June jO, 1975.1/ 

- 

1/ Office of the Comptroller, City of New York, Annual 
t of theComptroller of the Ci of New York for 

the Year 197 4-lg~r~-r~- 

/· Goldin Exhibit 99, p. 4. 

2/ Municipal Assistance Corporatidn, August 29, 1975 press 
release. 
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There is also evidence that in addition to utilizing 

the cash basis to delay recognition of expenses, the City 

increased from year to year the amount of expenses so 

delayed. Similar to the annual increments in the accrual 

of revenue, annual increments in delaying recognition of 

expenses aided the City in annually balancing its budget. 

Certain of these matters are discussed below. 

(a) Payroll. 

The City's treatment of payroll expense is illustrative 

of how the City's recognition of expenses on a cash basis 

served to defer expense recognition and to assist the City 

in annually balancing its expense budget. 

In 1971, the City's Board of Education reported a deficit 

of $40 million in its fiscal 1970-71 budget. To deal with this 

estimated deficit, City Comptroller Beame recNested the Board to 

provide data to his Office in support of this reported deficit. 

The Comptroller denounced as "inexcusable" the "failure of 

the Board of Education to responsibly gauge its expenditures, 

and pending analysis of this supporting data, "urged the Board 

to defer implementing cutbacks in teaching personnel. " 1/ 

The Corrtptroller also offered an emergency proposal to 

"provide the funds " necessary to avoid.the Board's planned 

cutbacks in teaching personnel. He notedthat his proposal 

1/ Office of the Comptroller, City of New-York, Press Release 
(8 March 1971), p. i. 
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would "not cost our taxpayers one penny in this or in next 

year's budget." Comptroller Beame outlined his proposal as 

follows: 

"This is how my emergency proposal would work: 
Under present procedures, teachers are paid, at 
the end of the school year, by a single check 
on July Ist covering the second half of June 
and the month of July. This procedure will 
still continue. 

"At present, the charge· for this July Ist payment 
is split between the current budgetary year and 
the upcoming year. In other words, part is 
charged to June, and part to July. 

"I propose, starting this year, to charge the 
entire July Ist check - which, I said, includes 
June payroll - to July, that is, the upcoming 
fiscal year, This new procedure would then con- 
tinue each year thereafter. 

"Thus, the projected education budget gap for 
this year, could be closed by relieving the 
current budget of this charge. 

"It is estimated that about $50 million of the 

education payroll paid out on July 1 is applicable 
to the month of June. Inasmuch as the Board of 
Education says $25 million is needed to avoid any 
cutback in teaching personnel, ..., about half 
of the $50 million can be used to balance the 

current 1970-71 education budget. The remainder 
can be used to carry this cost into the new 
1971-72 education budget Lear, so as to avoid 
any additional taxes next year for this purpose. 

"If the Corporation Counsel thinks legislation is 
needed to make this plan effective, it should be 
introduced at once. 
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"I also want to point out that this same 
procedure could be used with respect to non- 
educational payrolls, where the last few 
days in June are paid in early July. This 
would make more than $20 million available 

for 1971-72, and would reduce the need, to 
that extent, for additional taxes being 
suggested for the 1971-72 City budget, or 
can help meet our deficit for the current 
year. If legislation is required, as 
indicated above, this phase should also be 
included. 

"I am making this proposal only because of 
the extraordinary crisis facing the City right 
now. In balance, I believe this is a reasonable 
resolution of a difficult problem." _1/ 

In a press release issued in response to this proposal, 

Mayor Lindsay sympathized with and shared the Comptroller's 

desire to seek an answer to the crisis. However, Mayor 

Lindsay labeled the device to defer recognition of payroll 

expense as "stopgap financial juggling", and emphasized 

that this should be understood: 

"It merely puts off today's pain until 
tomorrow. 

"It underscores the need for new City 
taxes, for it will not correct the 
overspending which produced the problem. 

:It will not -increase the City's ability 
to finance the growing burden of education. 
What it will do is mortgage the budget in 
the fisc;-i~ear 1972-73 by assing forward 
$75 million in increased payments which we 
have no present means of financing. This 
is unsound fiscal practice." ~ [ES~hasis 
in Original~ 

1/ Ibid, pp. 1-2. The initial impact was subsequently revised 
uDward by $3.5 million by implementation of the same deferral 
procedure for per diem substitutes and administrative 
errp~oyees of the Board of Education. 

/ Office of the Mayor, City of New York, Press Release 
(8 March 1971): i. 
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Comptroller Beame shortly thereafter announced that 

since the Office of the Corporation Counsel had determined 

that legislation was not required to implement his proposal, 

he would take ail appropriate steps to irrp>lement the 

proposal to "provide funds" in the fiscal 1971 budget. 1/ 

Documents submitted to the staff bythe City indicate 

that this procedure of recognizing payroll expense when 

paid assisted the City in reducing the recognition of 

payroll expense in fiscal years 1972, i973, 1974 and 1975 

as well. For each of those years,· the procedure of recognizing 

payroll expense on a cash basis (when paid) enabled the 

City to record payroll expense for only 364 days. We believe 

this worked as follows: During the course of a fiscal·year, 

the City· issued 26 bi-weekly paychecks tone paycheck for 

every two weeks), each of which covqred a 14 day period. 

Over the course of a 52 week year, the City disbursed 

monies for land recognized payroll expense for) only 364 

days' payroll (26 paychecks x 14 days per check). 

1/ Office of the Comptroller, City of New York Press Release 
(10 March 1971). See also Office of the Comptroller, City 
of New York, PressRelease (22 March 1971), 
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The unaccrued payroll liability was therefore growing by 

one day's payroll each year (two days payroll in leap years). 

One document publicly issued by the City Comptroller's Office 

indicates that the City's payroll for one day amounted to more 

than $10 million. 1/ The initial benefit to the City resulting 

from implementation of the procedure set forth in Comptroller 

Beame's March 8, 1971 press release was $70 million, while 

MAC's adjustment for payroll accrual amounted to $130 million, 2/ 

a difference of $60 million. Benefits realized in fiscal 1972, 

1973, 1974 and 1975 resulting from the recognition of 364 days' 

payroll in those years appears to account for most of the 

$60 million difference. One document notes that, "perhaps the 

most imaginative ginanick is the 364 day fiscal year, initiated 

a few years ago to exclude a payroll period from the budget." 3 / 

1/ June 17, 1975 Memorandum, "Restructuring the City's Accounting 
Services'!, written by Stephen Clifford. 

/ This ar~unt consisted of $105 million for the accrual of 
payroll and $25 million for the accrual of police, fire, 
and correction overtime. 

~ / May 15, 1974 memorandum from Stephen Clifford to the Com- 
missioners of the Charter Revision Commission, appendix, p. 3. 
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However, excluding consideration of leap years, under 

the 364 day payroll year the City would have recognized 54 

weeks' payroll expense every 14th year, requiring the City 

to issue 27 paychecks. This 27th pay period would have 

occurred, absent reforms as mandated by MAC, in fiscal 

1978-79, r~presenting an additional charge of approximately 
$170 million in that fiscal year. 1/ 

(b) "Reserve" account transactions 

Another procedure utilized by the City to reduce recorded· 

expenses and assist in annually balancing its budget was by the 

recording of transactions in two accounts entitled the "Tax 

Deficiency Account," and the "Tax A_Ppropriation and General 

Fund Stabilization Reserve Fund," the latter being commonly 

referred to as the "rainy day fund". These two~accounts are 

maintained pursuant to Sections 127 and 128 of the City 

Charter, and were established to provide internal reserves to 

the City. The City had so depleted the reserves in these i 
accounts that, in August 1975, MAC attributed $100 million of 

L/ June 11, 1975 men~randum from Stephen Clifford to Harrison 
J. Goldin. 
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the June 30, 1975 cuna~lative deficit to a shortage in these 

reserves. In October 1976, the City apparently increased this 

June 30, 1975 write off to $119 million. 

The City Charter stipulates that the tax deficiency account 

be, charged (debited) with tax cancellations and remissions, and 

with discounts allowed for the prepayment of taxes. The account 

is increased (credited) with expense budget appropriations no 

longer required and certain other credits. The Charter provides 

that the City make an annual appropriation to this account equal to 

the ·amount that the debits exceed the credits as of February Ist 

of each year and sets forth limitations for this appropriation. 

Although required appropriations were apparently made to the Tax 

Deficiency Account, the appropriations failed to offset the 

increasing amounts of tax cancellations and remissions in 

recent years. As a result, the Tax Deficiency Account had a 

negative (debit) balance of $141.9 million as of June 30, 1975. 1/ 

1974-1975, (New York: New York City, 1975, Part 2-A-Expense 
Budget-Statement 10, p. 156. 

All amounts stated hereafter in this subsection were taken 

from the City's various Annual Reports and Reports ~of the 
Comptroller Pursuant to Section 113 of the Charter. 



47. 

The rainy day fund was also established to help Stabilize 

the City's finances. Unlike a corporate "contingency reserve", 

the rainy day fund was designed to be "funded" in the cash sense 

by liquid assets including cash and mortgages. Assets in this 

account were intended to provide a ready internal reserve for 

the City to use during fiscal years when actual revenue fell 

short of budgeted revenue. The Charter also requires the City 

tb make an annual appropriation to the rainy day fund until it 

reaches a certain level. 1~ Furthermore, the Charter requires that 

in addition to these normal annual appropriations, theCity must 

also make appropriations pursuant to a mandated schedule to 

replenish the rainy day fund for any transfers from the fund to 

meet expense budget shortages. Thus, the rainy day fund was 

designed "to build up in 'good' years an amount which could 

be drawn on if revenue shortfalls were to occur in 'bad' 

years." ~2/ 

1/ The Charter provides that when the rainy day fund assets 
exceeded 30% of the real estate tax levy, those assets 
might be applied to the reduction of taxes. However, that 

/ level was neverreached. 

2/ Office of the New York State Comptroller, Uncollected E~edl 
Estate Taxes, p. 2. 
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It appears that initially the rainy day fund served its 

intended purpose of helping to stabilize the City's finances. 

In fiscal years 1963 and 1964, pursuant to law passed by 

the City Council, the City made no appropriations to the rainy 

day fund. Instead, the City transferred $81 million from the 

rainy day fund to the City expense budgets for those.years, 

and transferred an additional $11.9 million for fiscal 1965. 

During the late 1960's, in addition to making normal 

appropriations as'required, the City appropriated $39.4-million 

in partial repayment of the above transfers. 

For each fiscal year beginning in 19691 the City Council 

passed legislation waiving the required appropriation, A 

Committee of the City Council reported in June 1968 that in 

waiving this appropriation, it considered that the rainy day 

fund had a substantial balance and that there were "many press- 

ing demands to be met" in the fiscal 1968-69 budget. 1/ Since 

fiscal 1968, the City has failed to appropriate any funds to 

the remaining unreplenished balance of $53.5 million attribut- 

able to fiscal 1963 through 1965. 

In addition to not replenishing the earlier withdrawals, 

the City failed to make its required normal annual appropriations 

to the fund. Instead, the reverse occurred. The City has further 

depleted the rainy day fund by transferring $35.1 million from 

that account to the General F~md for fiscal ·1970 and $42 million 

I/ Proceedings of the Council of the City of New York, June 25, 
1968, p, 2388. 
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for fiscal 1974 with concomitant offsets to the expense budget. 

Had the rainy day fund "been maintained and replenished as 

required by the Charter, it would have provided a cushion 

of over $280 million at the point.../in 1975/ when the City 

faced a possible shutdown of operations for lack of cash." 1/ 

This cushion could not be provided because, as of June 30, 

1975, the rainy day fund had a purported credit balance of only 

$22.8 million. All that remained was $10.5 million of mortgages 

receivable, $13.8 million of taxes recei3~ble for fiscal 1970 

and prior years, and a cash overdraft of $1.5 million. 

(c) Accrued pension liabilif~y. 

City employees are covered by five actuarial retirement 

systems: the New York City (1) Employees', (2) Teachers', 

and (3) Board of Education Retirement Systems, and the (4) 

Fire Department, and (5) Police Pension Funds. 

Prior to 1971, four of these five systems traditionally 

had funded their retirement programs on a "two year lag" 

basis. On this basis, there was a two year delay between the 

time the City incurred pension costs for these systems and the 

time contributions were made to the systems. For example, moriies 

paid into these four systems in fiscal 1971 actually represented 

liabilities arising during fiscal 1969. As was later noted: 

1/ Office of the Ccmptroller, City of New York, "Report of the 
Comptroller Pursuant to Section 113 df the Charter with 
respect to the Proposed Expense Budget for 1976-1977," 
February 14, 1976, as quoted in the City Record, February 
24, 1976, p. 500. 
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"The ostensible reason for the lag is that 
it facilitates the a~ninistration of the 
systems, since it gives all concerned a 

period of time after the close of the year 
in which to ascertain the exact number of 

employees and the amount'of payrolls involved."l/ 

During this same period, the fifthsystem, the Teachers' 

Retirement System, was financed on a current basis, i.e., 

contributions were being made in the year in which the 

liability was incurred. 

In 1971, the New York· State Legislature changed the 

law so that the Teachers' Retirement System was also placed on 

a two-year lag./ As a result, during the fiscal years 1971-72 

and 1972-73 (the two fiscal years following the year of the 

change) the' City's contributions to the Teachers' Retirement 

System were significantly smaller than amounts otherwise due 

under prior practice. 

The impact on the expense budget is illustrated in the 

chart below. 

1/ State of New York, Permanent CortPnission on Public ~rq?loyee 
Pension and Retirement Systems, Otto Kinzel, Chairman, 
Financing the Public Pension Systems, Part I: Actuarial 
Ass~mp>tlons and Funding Policies (New York: Permanent 
C~irm~ls~sio~F~--M~;;;;h~7~li~;~i-' p. 33. The Permanent Commission 
points out that with the single exception of the New York 
City Teachers' Retirement System, "all of the public re- 
tirement systems in the City and the State,...,have 
traditionally funded their programs on a 'two-year lag' 
basis. [Hereinafter referred to as "Permanent Colmnission, 
Financing the PublicPension Systems"]. 

2/ Mew York State'Laws of 1971, Chapter 407. 
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Contributions to Te_achers' Retirement Systems L/ 
_(Mill tons) 

1 2 3 4 

Annual Reports of 
Fiscal Year Teachers' Comptroller' s 
Ended June 30 Iie~e~f~S~ I~n~E~e~E~ E~fEe_f~B~ 

1969 $103 $ 93 $105 

1970 102 102 101 

1971 141 138 134 

1972 33 40 26 

1973 85 84 74 

1974 258 - 258 283 

1975 263 314 . 316 

Although we were unable to reconcile differences among 

columns 2, 3 and 4 becauseof differences in descriptive cap 

tions and dollar amounts, the pattern plainly indicates that 

contributions made in 1972 and 1973 were materially curtailed. 

Y The data in column 2 is extracted from Pensions, City of 
New York, Mayor's Management Advisory B~a'i~j;-i~i~chard R. 
Shinn, Chairman, (April 1976). The data in col~ 3 is 
extracted from ex~nse codes 612-614 of Part2-A, Statement 
7 of the Annual Report of the Comptroller foF the appropriate 
year. The data in colun~n 4is extracted from the Expense 
Budgets of the City as published in the subsequent year. 
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In a memorandum, dated' December 1974, the Special Deputy 

Comptroller of the City, Steven Clifford, requested that 

research be undertaken concerning the postponement of payments to 

the Teacher's Retirement System. He hypothesized that this post- 

ponement amounted to $70 million in fiscal 1972-1973 and $17 million 

in fiscal 1973-1974. This is an apparent reference to the 

introduction in 1971 of the two year lag in postponing payments to 

the Teacher's Retirement System. 1/ The Permanent Commission on 

Public Employee Pension and Retirement Systems ("Permanent 

Corranission") 2/ also noted the funding lag. Because the City 

recognized this expense on a cash basis, the change in the law 

clearly resulted in a reduction of the City's budgeted and actual 

expenditures in fiscal years 1971-72 and 1972-73. 

The City recognized the effect of the two-year lag with 

respect to all five systems in allocating $2.167 billion to 

the revised cumulative deficit as of June 30, 1975. 3/ 

L/ Division's Exhibit "Harrison J. Goldin No. 50 for 
Identification," p. 3. 

/ The Permanent Corm~Tlission was created in 1971 by the 
Governor and Legislature of New York State and given auth- 
ority to "examine into and make recorranendations with respect 
to all aspects of public employee retirement benefits and 
systems in the City and State of New York, as a guide for 
State legislative and executive action." Permanent Commission, 
Financing the Public Pension Systems, p. i. 

Year 1975-1976, p. 25, note M. 
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Generallyaccepted accounting principles recognize the 

essential difference between the incurrence of the liability 
for a pension cost and the actual contribution to the pension 

fund. 1/ Legal requirements mandated the "two-year lag" for 

contribution purposes. It might also be argued that budgeting 

on this basis was similarly necessary. No basis appears to 

exist however, for the failure of the City to either record 

or disclose this massive liability. 

The $2.1 billion adjustment to correct for unrecorded 

pension costs resulting from the "two-year lag" was only a 

minor part of the total problem. Additional potential pension 

liabilities of about $6 billion were subsequently identified, 

partly as a consequence of the City's use of outdated and 

unrealistic actuarial assumptions. 

In an examination of the New York City Retirement Systems 

the Permanent Cort~nission noted that despite continuous annual 

statements by the City Actuary concerning the need to update 

actuarial assumptions, "the New York City systems' actuarial 

assumptions continue to be out of touch with reality." .The 
Permanent Commission further noted: 

IAmazingly, the assumptions used for the New York City 
Employees' Retirement Systems were prepared for a 1914- 
18 Co~nission on Pensions from the City's records of 
experience from 1908-14 - more than a half-century ago. 

y see, e.g. National·Comnittee, Govermental Accounting, pp. 11-12 
"Basis of Accounting" and Accounting Principles Board, APE 
Opinion No. 8; Accounting for the Cost of PensionPlans (New 
York: AICPA, 1966). 
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Data from the same period is used for the City Teachers' 
System. The Police and Fire Systems, created in 1940, 
use data based upon the same 1908-14 experience, with 
only slight modification. With the exception of some 
changes made in the 1940's with respect to mortality 
after retirement and interest credits, no changes have 
been made in the assumptions since these systems were 
first established. 

"The latest experience data in the New York City systems 
show that continued use of unchanged asslrmptions leads 
to understatement of the true costs of ~retirement systems." 1/ 

Specific criticisms of actuarial assumptions included: 

Mortality Assumotions. 

"ExFerience indicates that the City systems have con- 
sistently overestimated the death rate for regular ser- 
vice pensioners and their beneficiaries, disability 
pensioners, andactive employees, thereby under- 
estimating the total number of persons who will be alive 
and drawing benefits at various ages.... 

The following examples demonstrate the divergence 
between actual mortality experience and the official 
assumptions : 

--Actual mortality among retired City firemen is approxi- 
mately one-fifth of the assumed rate - an error of 
almost 500 percent.... 

--Actual mortality among disabled City firemen who are 
receiving pensions is about one-eighth of the assumed 
rate - an error of 800 percent.... 

--Actual mortality among currently employed women who are 
members of the City Er~oyees' Retirement System is less 
than one-fifth of the assumed rate-an error of over 500 
percent." 

Turnover Assumptions. 

"The rate at which employees terminate employment before 
earning a vested benefit is also an important determinant 
of pension costs. All other things being equal, 

1/ Permanent Conanission, Financing the Public Pension System, 
pp. 12-13. 
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the higher the turnover rate among a group of employees, 
the lower the cost of providing retirement benefits. 
Once again, there are glaring instances in some City 
systems where the assumed rate is substantially greater 
than actual experience would justify....For example, 
the turnover of members of the Fire system is about 

one-fifth· of the assumed rate - an error of almost 
500 percent...." 

Disability Ass~tions. 

...In the City systems, all but the City police rates 
lead to a substantial overestimation of non-service 

connected disability costs. In the case of the City 
Police system, the actual number of non-service 
disabilities is about 43,oercent greater than the 
official assumptions predict.... 

[T]he police and fire systems in New York City have 
many more service-connected disabilities than 
anticipated. Since service-connected disability 
benefits, or more accurately, "accidental" disability 
benefits, provide a retirement benefit of 75 percent 
of pay, a disproportionate nlrmber of such cases can 
have serious cost ir~ications. (Table 6) demonstrates 
that arridental disability awards presently are run- 
ning at least- six times the assumed rate for City 
policemen, and at more than nine times the assumed rate 
for City firemen. Thus, the "official estimates" 
seriously underestimate the costs of these benefits, 
allowing the City to contribute less each year than 
is actually required to pay the full cost of the 
benefits. 

Salary Rate Assumptions. 

~'The actuarial assur~tiori which has the greatest impact 
on pension costs is the asslrmption for future salary 
increases. Unlike most other assurrrptions, even-a slight 
understatement of projected salary increases will have' 
a substantial effect on costs. (Table 9) illustrates 
substantial disparities between actual and assumed- 
rates of salary increases for virtually all the Dublic 
retirement systems. The disparity, and the resuiting 
understatement of costs, is especially significant in i- 
the New York City systems. " 1/ 

_V Ibid, pp. 13-29. (Referenced tables omitted) 
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The Permanent Co~nission concluded that "the actuarial 

assumptions used in the New York City retirement systems are 

highly inaccurate because they bear little or no resemblance 

to actual experience." 1/ A report by Arthur Andersen & Co. 

mirrored certain of these criticisms. 2/ 

APE Opinion No. 8 provided guidelines for accounting for 

the cost of deviations from actuarial assumptions and observed 

that "there is broad agreement that pension cost, including 

related a~ninistrative expense, should be accounted for on the 

accrual basis." 3/ APE Opinion No. 8 recoaanended that the annual 

provision for pension cost."be based on an accounting method 

that uses an acceptable actuarial cost method". II~ An Appendix 

to the Opinion.described acceptable actuarial -cost methods, 

and noted that these methods must be based on actuarial 

assumptions which are reasonable. 5/ 

In estimating the cost of a pension plan to a business or 

governmental unit, actuarial assumptions are made regarding the 

return on pension assets invested, expenses of pension fund 

administration, the amounts and timing of.benefits to be paid 

and other matters including "interest". 

1/ Permanent Commission, Financing the Public Pension Systems, p. 13. 

2/ Arthur Andersen & Co., _Repo_rt for the Spcret_ary of the Treasury 
Regarding Information Relating to the Financial Requirements 
Under the New York City Seasonal Financing Act of 1975, 29 
December 1975, pp. 5-6. 

_Y Accounting Principles Board, APE Opinion No. 8; Accounting 
for the Cost of Pension Plans (New York: AIBA, 1966), para. 11. 

4/ Ibidl para. 17. 

Ibid, para. 24. 
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The importance of utilizing realistic ass~rmptions was 

errtphasized by the Permanent Corranission: 

IThe accuracy of cost estimates and the degree to 
which the employer is paying the full cost of re- 
tirement liabilities as they accrue depend on just 
how close the actuarial assumptions come to actual 
experience. 

"If the actuarial assumptions used...are unrealistic, 
the result can be a serious understatement of the 
cost of the proposed benefits." 1/ 

One study published by the Mayor's Management Advisory 

Board, in April 1976,'recorranended the irm~lementation of major 

changes in actuarial assumptions ~and funding methods, and 

estimated that these chan~jes would result in an increase of 

$208-million in pension contributions per year. / In May 1977, 

the City estimated that as of June 30, 1974, there was an 

unfunded accrued liability of $8.481 billion for the fi~e.major 

systems (using updated actuarial assumptions and eliminating the 

two-year lag in funding), and, as of June 30, 1975, approximately 

$1.2 billion for the non-actuarial and supplemental ~ension 

plans. 2/ This supports the earlier observation by the Permanent 

Commission, which concluded that the City's failure to adopt realistic 

actuarial assumptions resulted in the failure to pay current 

pension costs and that the City had used "pension under- 

funding as one method of balancing its operating budget. The 

1/ Permanent Comnission, Financing the Publ_ic Pension Systems, p. 9. 
2/ Mayor's Management Advisory Board, Pensions, p. 26. 

2/ City of New York, Official Statement (?lew York: City of New 
York, 20 May 1977), p. 52. Unfunded accrued liability is 
the excess of the liability accrued for total future pension 
benefits on account of services already rendered less the 
value of the assets of the pension systems. 
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result has been a progressive deterioration in the financial 

adequacy of the City's retirement systems." 1/ 

The notes to the City's June 30, 1976 "Estimated Financial 

Statements" disclose that they are ·not prepared in accordance 

with GAAP and that with respect to pension costs: 

"The ar~ounts provided are not necessarily the amounts 
which would have to be provided under generally accepted 
accounting principles for municipalitie. As a detailed 
study has not been made, such amounts are not determin- 
able." 

"In 1976, the Mayor's Management Advisory Board issued 
its report on pensions, which recor~nended, among other 
matters, that the actuarial assumptions be revised. 
Such revision would increase pension costs by $208 
million per year. A task force of· the Board is currently 
continuing its study of the City's pension program. 
The ultimate result of such study cannot presently be 
predicted." 2/ 

The increased pensiori cost of $208 million per year mentioned 

in the note is apparently based on a forty year amortization ~ 

period for purposes of determining the required coritribution 

necessary to eventually eliminate the unfunded accrued liability. 

Er~ployees covered by these plans can generally retire after 20 

to 25 years service, however. The average remaining working 

lives of covered enq?loyees is not known, but surely must be 

1/ Permanent Corrsnission, Financing the Public Pension Systems, 
p. 30 

2/ City of New York, Official Statement (New York: City of 
New York 20 May 19~7~3iS~--- 
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considerably less than 40 years. L/ Arthur Andersen & Co. 

recommended a 20 year amortization period. 2_/ The City, however, 

proposes to spread its costs over a period substantially greater 

than that for which the related services are rendered and thereby 

perpetuate the process of deferring costs into unrelated future 

per iods. 

No estimate of the unfunded accrued liability is included 

in the notes to the financial statements, although the matter 

is discussed in some detail in the textual portion of the 

City's Official Statement. 

The City has recorded only part of this liability as part of 

its cumulative deficit, noting that "unfunded accrued liabilities 

are generally amortized over a 20 to 40 year period." / 

While this is true when such liabilities arise from underfunding 

pension costs otherwise properly calculated and recognized on an 

ongoing basis, there is considerable question as to whether such 

a "forward looking" adjustment is appropriate for accounting 

purposes in this situation. 

The Permanent Corrrmission (Financing the Public Pension_Systems 
p. 30) estimated, for instance, that the average re~nalnlng 
working lives of teachers covered by the state pension 
plan was approximately 15 years. . 

2_/ Arthur Andersen b Co., Report for the Secretary of the 
Treasury Regarding Infqrmat~on Relating to _the _Flnancldl 
Requirements Under the New York City Seasonal Financins`Act 
of 1975 29 December ~75,.6. 

City of New York, Official Statement (New York: City 
of New York, 20 May 1977), page~ 
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In the change to GFAP for its pension costs the City must 

recognize the essentially different nature of its funding of the 

pension plans and recognition of pension costs and related liabi- 

lities. The future funding of the unfunded accrued liability 

is designed to place the plans on a sound actuarial basis with 

minimum drain on the cash resources of the City. 1/ This has 

little to do with generally accepted accounting principles however. 

"Unfortunately, it is actual experience and not 'official estimates' 

which produces the real cost that must eventually be paid by the 

taxpayer." 2_/ These very real costs and the related liability 

have continued to grow geometrically, due in large part to the 

City's historic failure to adjust for the facts as brought to its 

attention by the City Actuary. Thus' the unfunded liability is 

also an unrecorded liability. 

1/ Ibid. 

_Y Permanent Corranission, Financing The Public Pension Systems, 
p. 32 (Er~hasis Added) 
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If the Permanent Consnission's observations are accurate, 

the use of archaic actuarial assumptions was an error which 

should have been corrected many years ago. 1/ The correction 

for accounting purposes should be an additiondl substantial 

adjustment of the clrmulative deficit, not continued postpone- 

ment of liability recognition. 1/ 

(d) Excess pension interest 

In order to balance its budget for fiscal 1974-75, the 

City budgeted revenue for "excess pension interest". Author- 

ized by state law, this accounting device permitted the City 

to credit three years of this "revenue" to the expense budget 
for fiscal 1974-75. 

Tne Permanent CorrPnission outlined the City's use of 
"excess" pension interest as a means to reduce recorded 

pension costs: 

"In the past, the City had always made an additional 
contribution to the Systems when the interest earnings 
for the year fell below the statutory 38 asslrmption 
(now 4%). In the 1960's, interest earnings began to 
exceed the statutory assumption, and the excess interest 
earned during the year for which contributions were 
being made was used to reduce the current contribution. 

1/ Arthur Andersen 6~ Co. apparently would agree with the 
City's proposed treatment, however. In their Report for 
the Secretary of the Treasury (page 6) they assert that 
...the understatement of costs in the past rrmst be made 

up by added cost recognition in the future." 

2/ For a more complete technical discussion of the application 
of the authoritative accounting literature see Appendix C. 
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Thus, in fiscal year 1970-71, for example, the City 
would be making the contribution for the,oension costs 
attributable to the 1968-69 fiscal year. If the Re- 
tirement System had earned interest in excess of the 
4% statutory rate during 1968-69, the excess interest 
would be used to reduce the contribution in 1970-71. 

This 'excess interest deduction' is improper from an 
actuarial viewpoint, since sound actuarial practice 
requites that any such excess (or, indeed, any loss, 
together with any other actuarial. gains or losses) be 
spread over a realistic period. An even more serious 
objection to such 'interest deductions' is the fact 
that the City failed to consider unrealized appreciation 
or loss in determining whether there were any excess 
earnings. In short, the City would declare an interest 
'excess' in a particular year even though the losses 
in value inits stock and other holdings far·exceeded 
the entire interest earnings for the year." Y 

Under generally accepted accounting principles there is 

no such thing as "excess" interest. Earnings of pension fund 

investments which exceed the actuarially assumed "interest" 

rate are viewed only over a long term. If long term earnings 

exceed the assumption, the assumption is adjusted. The actuarial 

"gain" resulting from the use of an estimate is then spread 

over future years. / In addition, it is difficult to differ- 

entiate between "earnings" on pension fund assets (dividends 

and interest) and gains and losses (both realized and unrealized) 

resulting from fluctuations in the value of pension fund invest- 

ments. me true "earnings" of the pension fund should reflect 

both of these factors since both ir~act upon the value of fund 

assets available for payment of benefits. 3_/ 

L/ Permanent Comnission, Financing the Public Pension Systems, 
pp. 34-35. 

/ See Accounting Principles Board Opinion No. 8 for a detailed 
technical discussion. 

Permanent Comnission, Financing the Public Pension Systems, 
p 36. 
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Current recognition of pension fund "excess interest" is 

clearly contrary to generally accepted principles of accounting. 1/ 

The law which permitted this practice for budgetary purposes did 

not change the City's true liabilities or costs with respect to its 

pensidn plans. 

The Permanent Corranission noted that the practice of 

crediting "excess" interest to reduce the City's pension 

contributions was originally done on a two year lag basis. 

In 1974 State legislation eliminated the two year lag, and 

permitted the City to credit lexcess" interest earned over a 

three year period (fiscal 1972-73, 1973-74, and 1974-75) to 

the budget for one year, fiscal 1974-75. 

An unaddressed ~memorandum contairied within the Governor's 

Bill Jacket analyzing the issue presented by the 1974 legislation, 

noted that the bill was "the purest form of fiscal girranickry." 

The merrrorandum nevertheless recommended the adoption of a "no 

objection" position on the bill "because the Governor agreed 

to this measure as part of the City's fiscal package, and 

because the bill will provide some na~ch-needed fiscal relief 

to the City during 1974-75...." In reviewing possible objections 

to the bill, the memorandum observed, "in a very real sense, there 

1/ See Accounting Principles Board, APE Opinion No. 8; "Accountinq 
for the Cost of Pension Plans" (New York: AICPA, 196~j5------ 
paragra~hs 30 and 32. 
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is no 'excess income' in the City's retirement systems," and 

noted the adverse impact such treatment of "excess" pension 

interest would have on the budget in the next two fiscal years. 1/ 

The Permanent Commission described this change as follows: 

"Despite the obvious objections to such interest de- 
ductions, the practice was actually expanded in 1974. 
Under Chapter 595 /of the dew York State Laws of 1974/, 
the 1974-75 City contributions not only were reduced 
by the interest 'excess' in 1972-73 (pursuant to prior 
practice), but also for the 'excess' in 1973-74. ~inally, 
the bill required the actuary to estimate the 'excess' 
which would be earned in 1974-75, and also allowed such 
'estimated excess' to be used to reduce the 1974-75 

appropriations. Thus, the City and contributing authorities 
reduced their 1974-75 contributions to the City retirement 
systems by approximately $261 million - the alleged interest 
'excesses' for a three-year period. During this approximate 
period, the City Employees' Retirement System and the Police 
Pension Fund lost approximately $334 million in the value 
of their stock portfolio. This loss alone would have 
completely eliminated the alleged 'interest excess,' and would 
have actually produced an interest 'deficit' of approximately 
$75 million. No fund, regardless of the valuation 
technique utilized, should claim and act upon an alleged 
earnings 'excess' without considering the value of its 
stock holdings." 2~ [Enp~hasis in Original] 

The City credited "excess" interest to reduce pension 

contributions as follows: 1972: $17.5 million; 1973: 

$41.9 million; 1974: $50.7 million; 1975: $261.4 million.3/ 

The extent to which the change in the law affected the City's 

1/ Richard E. Begner, Examiner, Unaddressed Merr~o~andum dated 
14 May 1974. 

2/ Permanent Comnission, Financing the Public Pension Systems, 
pp. 35-36. 

3/ City of New York, Official Statement, p. 32. note 8. 
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fiscal 1974-75 expense budget is uncertain as there is 

conflict among the documents reviewed. One document indicates 

a total credit to the` budget of $168 million for "excess" 

pension interest, of which $125 mill-ion resulted from the 

change in the law, while other documents indicate a credit 

of $261 million to the fiscal 1974-75 expense budget, 2/ but 

fail to reveal the i~pact of the change in the law. Resolution 

of this conflict, however, would not affect the validity of the 

basic conclusion that crediting three years' "excess" pension 

interest to the fiscal 1974-75 budget was a material'and non- 

recurring element in "balancing" the budget for that fiscal year. 

The crediting of one years' "excess" pension interest by the 

City in each fiscal year impacted favorably upon the City's ex- 

pense budget over the years. The elimination of the "two year 

lag", however, permitted the City to record three years "excess" 

interest in fiscal 1975. 

1/ Richard E. Hegner, Examiner, Unaddressed Memorandum dated 14 
May 1974, in Governor's Bill Jacket. 

Y Permanent Comnission, Financing th~Public Pension 
p. 35. An analysis of the City's Expense Bic~et for the 
fiscal year 1974-75, as adopted, also indicates that the 
City credited $261 million for "excess" pension interest 
in that year. 
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C. Capitalization of Expenses 

Pursuant to the City Charter, the City operatps under two 

budgets which are prepared for different purposes and are funded 

from different'sources. me expense budget provides a plan for 

City operations of a current nature. It is financed largely by 

recurring revenue obtained from State and Federal aid, the real 

estate tax levy, and a variety of taxes accounted for within the 

so-called General Fund. These revenues are used to fund the de- 

partmental operations of the City, to provide current services 

in areas such as police and fire protection, education, health 

and social services, and debt service. The capital budget repre- 

sents a plan of proposed expenditures for capital projects such 

as streets, parks, bridges, tunnels, property of a permanent nature, 

and physical public betterments or improvements. 1/ Except for 

that portion financed by the state and federal governments, the 

capital budget is financed by the sale of long term debt. 

Increasingly, in recent years, the City utilized the capital 

budget to issue indebtedness to finance expense budget appropria- 

tions. One document, dated November 8, 1974, which was prepared 

by the Citizens Budget Commission, indicates that from 1965 to 

1975 the City borrowed through its capital budget to finance 

appropriations in the expense budget as follows: 2/ 

1/ Charter of the City of New York, Section 211. 

2/ Citizens Widget Commission, "A Presentation to Mayor Beame's 
Council of Economic and Business Fdvisors", November 8r 1974. 
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Fiscal Amounts 

Year tin millions) 

1965 $26 
1966 57 

1967 68 

1968 68 

1969 - 84 

1970 151 
1971 ' 195 

1972 225 

1973 274 

1974 564 

1975 722 

Analyses of the City's expense budgets Ljy the staff for the years 

1973 to 1975, and by the Office of the State Comptroller for the 

years 1970 to 1975, basically confirm these figures. 1/ 

The escalating utilization of capital budget funds (totaling 

$2.434 billion during this eleven year~riod) to meet expense 

budget needs has been recognized to have various effects, includ- 

ing: 

"1. Expenses of a current nature.will be 

financed by revenues (primarily'real 
estate taxes) obtained in later years. 

"2. Future years bear an added burden of 
paying interest on the borrowings - in 
effect compounding the original costs. 

1/ Office of the New Pork State Comptroller, Report on the Debt 
Structure of the City of New York (Report No,NYC'42~t4~-I~~ 
May 1974), p. 33 [Here~inafter referred to as "Office of the 
New York State Comptroller, Report onDebt Structure (1974) "1; 

rt on the Debt Structure~f~fh~T~it~5f~i~J~j; (Report 
No. NYC-33-76: 27 Februaryl976)-, p. 43 IHereinaf~er referred 
to as "Office of the New York State Comptroller, Report on 
Debt Structure (1976)"]. 
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"3. This funding procedure significantly 
increases annual borrowings, expands 
outstanding debt, and lowers the 
City's debt in~urring margin." ~ 

The New York State Constitution and the Local Finance Law 

empower the City to incur long-term indebtedness under certain 

conditions. Article VIII of the State Constitution prohibits 

the issuance of indebtedness "for longer than the _Deriod of 

probable usefulness of the object or purpose for which such in- /1 

debtedness is to be contracted," and section 1L of the Local 

Finance Law sets forth the "period of probable usefulness" for 

various items. In practice, the City included in its capital 

budget only those items to which the Local Finance Law assigned 

a period of probable usefulness. 

The concept of "period of probable usefulness," according 

to the Office of the New York State Comptroller, has its origins · 

in the New York State Constitutional Convention of 1915, when 

"...for the first time, the recor~nendation was made that the Con- 

stitution contain language directing the Legislature to fix maxina~m 

periods and that such determination shall be conclusive." 2/ These 

concepts were ultimately codified in 1918. 3/ Thus, "through the 

years the legislature has enacted numerous laws empowering rm~nici- 

palities to issue bonds for a multitude of objects and purposes 

having a 'period of probable usefulness.'" 4/ 

_V Office of the New York State Comptroller, Report on Debt 
Structure (1974), p. 34. 

Y Ibid, p. 35. 

_Y Ibid. p. 36. 

y Ibid, p. 37. 
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However, the Office of the State Cor~troller observed that 

laws assigning a "period of probable usefulness" have been receiv- 

ing an ever broadening interpretation that has resulted in'a dra- 

matic increase in the issuance of debt to finance the·City's expense 

budget. "Costs connected with ongoing functions of governmental 

service are being bonded; educational expenditures in increasing 

amounts and nature are being bonded; and even debt service is being 

met by the issuance of more debt."l/ The State Comptrbller con- 

sidered that if such views were expanded to an extreme the concept 

of "period of probable usefulness" would permit local governments 

to bond virtually all expenditures, and questioned the practice 

of borrowing for recurring type expenditures: 

"By its nature, certain governmental functions, 
such as education, social, physical and mental 
rehabilitation, environmental protection, etc.,, 
have 'periods of probable usefulness' extending 
far beyond the period in which the expenditure 
is made. Thus, carried to an extreme, the con- 
cept of 'period of probable usefulness' could 
conceivably be extended by the Legislature to 
permit local governments to bond virtually all 
its expenditures. While we don't suggest that 
only 'brick and mortar' expenditures should be 
bondable, we do-question the practice of contin- 
uously borrowing for recurring-type expenditures. 
Such a practice permanently increases the cost 
Of government. " 2/ 

The 1975 EIAC Law stipulates that the City eliminate from the 

.capital budget over a ten year phase out period those operating 

1/ Ibid, p. 37. 

2/ Ibid. 
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expenses which properly belong in the expense budget. In Feb- 

ruary 1976, the State Cc~nptroller issued a directive that set 

forth guidelines for the City to use in determining which ex- 

penses might properly be included in its capital budget. The 

major thrust of this directive was that "the capital budget should 

include only those expenditures which result in the construction 

or acquisition of major permanent facilities or additions having 

a relatively long life.l 1/ 

D. Fund Accounting 

The City, prior to 1975, utilized a "needlessly complex" 

fund structure that was used to effect budget-balancing 

'gimnickry' through transfers of revenues and expenditures 

between fiscal years and funds. 2/ 

The inadequacy of the City's fund accounting structure has been 

acknowledged in such areas as the failure to conform to accepted 

practice regarding terminology, account titles, fund classifications, 

and financial statements; 3/ failure to maintain a "fund balance" 

account reflecting surpluses dr deficits; 4/ the inability of 

1/ Office of the New York State Comptroller, Audit Report on the 
Planned Elimination of Operati~g Expenses from'New York City's 
Capital Budget (Report No. NYC-45-76: 27 April 1976), ~·lanager- 
ial Sumnary, p. i. 

2/ June 17, 1975 memorandum "Restructuring the Cityi's Accounting 
Services", written by Stephen Clifford. 

3/ Donald W. Beatty, Executive Director, ~nicipal Finance Officers 
Association, Letter dated 27 March 1975 to Harrfson J. Goldin, 
Comptroller, City of New York. 

Office of the New York State Comptroller, Summary of Accounting 
Systems Directives, p. 7. 
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the City's fund structure to control City expenditures; 1/ and 

the failure to appropriately classify hundreds of accounts 

representing a mixture of asset, liability, and capital trans- 

actions. / The City's methods of fund accounting served 

to obfuscate'rather than illuminate the City's financial 

activity. 

As part of the investigation, the staff sutrmitted a 

questionnaire to the City which dealt with certain aspects of 

the City's accounting and budgeting practices. The City's 

"draft response" to this questionaire, reflected, among 

other things, that the City's fund account-structure was 

analogous in certain respects to the fund structure under 

GAAP, and in other respects differed from a GAAP type fund 

structure. ~/ 

For example, the City maintained an "operating" fund which 

appears, in some respects, to be similar to a "General Fund" 

under GAAP. This "operatng" fund was used to account for a 

variety of revenues and expenditures. Other "fund accounts" 

I/ June 17, 1975 memorandum, "Restructuring the City's Accounting 
Services", written by Stephen Clifford. 

~2/ Office of the New York State Comptroller, Division 
of Audits and Accounts, Audit Report on Review of New York City's 
Central Budgetary and Accounting Practic~;~;~-~I~t~Tn~i~'~-r50~fi~~ 
N~3-Special and Miscellaneous Revenue Arm~lnte '"--' ~'-~ 
~JY~C~31-7~S-·~r~-nT1~-;v;L;;~i~li~~ referred to 
as "Office of the New York State Comptroller, Special and 
Miscellaneous Revenue Accounts. 

2/ See Appendix A for an explanation of fund accounting under 
generally accepted accounting principles, 
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maintained by the City which appear, in some respects, to have 

GAAP equivalents are "fund accounts" for capital ir~rovements 

(GAAP: Capital Projects Fund), trust and agency (GAAP : Trust 

and Agency Fund), sinking funds (GAAP : Debt Service Fund), 

private enterprise housing (GAAP : Enterprise Fund), assessable 

ir~rovements (GAAP : Special Assessments Fund), and long term 

debt (GAAP : General Long Term Debt Group of Accounts). "Fund 

accounts" maintained by the City which appear to have no GAAP 

equivalent are accounts for "specials." 1/ 

GAAP call for two additional types of funds, Special Revenue 

Funds and Intragovernmental Service Funds, and one additional group 

of accounts, the Fixed Assets Group of Accounts. Although the 

State Comptroller considered that there was no immediate need to 

establish a Special Revenue Fund, he recommended that the City es- 

tablish, as of July i, 1977, an Intragovernmental Service Fund. 

He also recommended the establishment of a Fixed Asset Group of 

Accounts. 2/ 

1/ It might be argued that "specials" should appropriately be 
placed within a GFAP "trust and agency fund". However, the 
New York State Comptroller's Office noted that "Many of the 
[special] accounts have been maintained as if tihey were agency 
or trust funds, even though neither situation existed." Office 
of the New York State Comptroller; Special and Miscellaneous 
RevenueAccounts, p. 5. 

/ Office of the New York State Comptroller, Accounting Systems 
Directive No. 5. 
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In reviewing the Annual Report of the Comptroller of the City 

of New York for the Fiscal Year 19?3-1974, a representative of the 

Municipal'Finance Officers Association remarked that "significant 

modification" would be required in "organization, terminology, 

account titles, classification of funds, combined statements, and 

statistical tables to conform the City's report to GFAFR. L/ 

Another representative observed that it "could be a monumental task 

tb review and criticize the report in the context of GAAFR ...." 

He considered that this was partly because the City performs 

a "vast range of services," and partly because of the format 

of the report. "Some balance sheets are prepared but since 

the City operates virtually on a single fund basis (General 

Fund) into which everything is tossed, considerable restructuring 

would be needed." 2/ 

On January 5, 1976, the State Comptroller's Office published 

a report on the City special accounts ("Special Accounts Fund") and 

so-called miscellaneous revenue accounts ("Miscellaneous Revenue 

Account Fund"), both of which the City maintained outside its regu- 

lar operating and capital accounts. 3 / This report was highly 

critical of these two "funds" and recommended that they be discon- 

tinued. 

1/ Ray E. Anderson, Consultant, Municipal Finance Officers Asso- 
ciation, Chicago, Unaddressed Memorandum dated 3 March 1975. 
"GAAFR" refers to the authoritative text Governmental Accounting, 
Auditing, and Financial Reporting. 

/ Robert L. Funk, Assistant Director, Municipal Finance Officers 
Association, Chicago, Letter dated 15 January 1975 to S.G. 
Fullerton, President, Municipal Finance Officers Association. 

Office of ·the New Ybrk State Comptroller, Special and Miscel- 
laneous Revenue Accounts, p. i. 
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The report observed that the City maintained "about 260 ac- 

counts involving almost all City Departments in the Special Ac- 

counts Fund, and 475 accounts involving about 60 City departments 

in the Miscellaneous Revenue Account Fund."l/ The State auditors 

noted that "without analyzing each of the hundreds of accounts it 

is not possible to determine the true significance of each account's 

balance. "2/ 

The National Committee, the AICPA, and the Office of the New 

York State Comptroller each recommend that the "fund balance" for 

each fund be clearly revealed. The National Corm~ittee defines 

"fund balance" as: 

"The excess of the assets of a fund over its 
liabilities and reserves except in the case 
of funds subject to budgetary accounting 
where, prior to the end of a fiscal period, 
it represents the excess of the fund's assets 
and estimated revenues for the period over its 
liabilities, reserves, and appropriations for 
the period." 3/ 

L/ Ibidl Managerial Summary, p. i. 

/ Office of the New York State Comptroller, Special and Misce~- 
laneous Revenue Accounts, p. 12. 

2/ NationalCormnittee, Governmental Accounting, p. 161. 
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The City, however, failed to maintain -a fund balance account 

within the General Fund. 1/ As a result, the use of the s~ecial 

and miscellaneous revenue funds served to mask the full extent of 

deficits. The Office of the State Comptroller stated that the City's 
use of these two funds land the hundreds of accounts within them): 

"...to record significant transactions 
affecting City ·opefations, which in the 
absence of a g'eneral fund balance account 
(into which would be recorded the surplus 
or deficit from the year's operations), 
served to mask the full extent of the City's 
reported deficits. Since these Special and 
Miscellaneous Revenues Account funds were 
outside the City's expense budget, the City's 
financial reports did not clearly show the 
results of the City's operations." _2/ 

In discussing the reasons for establishing these two funds, 

the State auditors turned to the Comptroller's Ar;nual ReFort: 

"The special accounts contain a group of 
non-operating accounts established to record 
the advances made to other funds and agencies, 
revolving funds, deposits received for specific 
purposes, and undistributed receipts which are 
subsequently distributed to appropriate accounts. 
Some of these accounts represent unneeded 

L/ Office of the New York State Comptroller, Special and Miscel- laneous Revenue Accounts Managerilal Sur~mary, p. i. r 

2/ Office of the New York State Comptroller, Summary of Account- 
ing Systems Directives, p~ 7. 
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balances r~hiich are used to finance the expense 
budget by ~-tranbfer to the General Fund, while 
others are maintained for existing liabilities, 
capital accounts, the real property fund and 
transfers estimated in the expense budget as 
financing certain expenditures." 1/ 

"The miscellaneous revenue accounts reflect 
revenues received from various sources for 

special purposes that constitute part of the 
ordinary functions of the City government, 
such as certain state and federal aid, sewer 

rentals and parking meter revenue, but not 
included in the expense budget. These re- 
venues, not required to be deposited in the 
general fund, are recorded in individual ac-. 
counts and are not part of the supplementary 
revenues estimated in the expense budget ex- 
cept for certain transfers relative thereto." ~ 

However, the State auditors also noted that Section 126 of the 

City Charter states: 

"All revenues of the City...from whatsoever 
source except~ taxes on real estate, not 
required by law to be paid into any other 
fund or account shall be paid into...the 
general fund. " 2/ 

y office of the Comptroller, City of New York, ANlual Report of 
the ComDtroller of the City of New York for th~iscal~ 

I P· 

2/ Ibid, p. 145. 

3/ Office of the New York .State.Comptroller,- Special and Miscel- 
laneous RevenueAcco~nts, pp. 4-5. 
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The State auditors concluded that through their long stand- 

ing use of the Special Accounts, City officials had created both 

a form of discretionary reserve and a vehicle for recording non- 
realizable revenues. 1/ In emphasizing the "discretionary" 
nature of the availability to the expense budget of the balances 

in these two funds, the State auditors observed: 

"...the City's Expense Budget includes lump 
sum amounts as an Expense ~Budget reduction 
and/or revenues, contemplating that s~ch 
am3unts will be transferred from SDecial and 
Miscellaneous Revenue Accounts. However, not 
until after budget adoption does the City 
Comptr~I~i~ determine the composition of in- 
dividual amounts and accounts to be transferred 
to support the Expense Budget.~Y [hrphasis 
Added] 

Specific examples include: 

"In recent years, Special Accounts balances were 
used to meet City revenue shortfalls. For example, in addition to $98 million from Special Accounts 
authorized to be used in support of the fiscal 1974 

I/ Ibid, p. 5. The State auditors remarked, "Bir excluding Spe- cial Accounts from the nonal budgetary process, City officials have~ created a form of discretionary reserve. This has been a 
long standing practice, as evidenced by our previous audit re- 
port on the same matter, issued approximately three years ago. On other occasions, an opposite effect was achieved: that is, transactions recording purported receivables served as the 
basis for including currently non-realizable cash in the re- 
venues used to fInance the Expense Budget. Many of the ac- 
counts have been maintained as if they tYere agency or trust funds,.. .even though neither situation existed." 

They also noted, I'Trust and Agency Fund Accounts are usually established to account for cash and other assets received or 
accepted in escrow and held by the governmental unit in the 
capacity of trustee, custodian or agency for subsecruelit dis 
tributions, transmittal or release to individual or other 
governmental entities or funds." 

2/ Ibid, p. 12. 



78. 

Expense Budget, $23 million was transferred to 
make up a shortfall in General Fund revenues. 
During this period, another $74 million was trans- 
ferred to meet e~ipense budget deficits of fiscal 
years 1969 through 1972. Thus, the City has be- 
latedly used these Special Account fund balances 
to reduce the impact of previous year ·deficits." I/ 

"The City anticipated receiving $520 million 
General Fund revenues from the New York City 
Stabilization Reserve Corporation during fiscal 
years 1974 and 1975. Although the Corporation 
was unable to provide the funds, the City recorded 
$150 million as a General Fund "Source of Revenue" 

in 1974 and $370 million in 1975, classifying the 
item as a receivable due the Miscellaneous Revenue 

Accounts Fund. 

"Repayments since 1971 of $7.7 million by the 
Offllrack Betting Corporation for computer equip- 
ment purchased for them and paid for'by the City 
out of capital funds were credited to a special 
account instead of being considered as a revenue 
in the year of receipt and used to of~set debt 
service costs incurred in purchasing the equipment. 

"The City Comptroller set up a Miscellaneous Revenue 
receivable account for a $98.7 million "Advance to 

make up- revenue shortfall'in 1974-75 General Fund, 
as a means of recording General Fund revenues, even 
though the revenues were not available in cash. 
There was no advance and no transfer, and the entry 
did not involve the receipt of cash. As a result, 
this aspect of the 1974-75 deficit was not readily 
apparent . 

"Real estate taxes of $191.2 million for 1975-76 
collected in advance were recorded asa special 
account credit. This obscured the true nature of 

these advance tax payments, which should have been 
recorded as a liability-of the City in the year of 
receipt. 

_V Ibid, p. 5. 
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"Prior to June 30, 1975, the State advanced the 
City $800 million in State aid applicable to the 
City's fiscal 1976 expense budget to help ease 
the City's cash shortage problem. Although the 
City could not incur the expenditures to earn 
these funds until fiscal 1976, the receipt was 
not shown as a liability of the City's General 
Fund at June 30, 1975. Ii~stead, the $800 million, 
less an incorrect adjustment, was recorded as a 
credit to the Miscellaneous Revenue Fund. Had 
it been recorded properly, its relationship to 
the City's deficit would have been evident,"l/ 

It is evident that the use of the.special and miscellaneous 

revenue accounts: 

"...permitted the City discretion to retain re- 
venues as fund balances for extended periods, 
instead of including them as revenues in the 
year of receipt; to close or reduce account debit 
or credit balances by transferring all or a por- 
tion of the debit or credit balance to other ac- 
counts; and' to make loans, advances and incur 
expenditures to or for other governmental units 
without express authorization through the City's 
budget and legislative mechanisms.!' 2/ 

In recommending discontinuance of the special and miscellaneous 

revenue accounts and ,establishment of a General Fund fund balance 

account, the State Comptroller observed that: "...the two funds 

and the accounts within them contributed significantly to the loss 

of budgetary and accounting discipline in New York City. The net 

effect was generally a failure to clearly and timely disclose the 
Ci_tyls actual financial status." 2/ 

1/ Ibid, Manageridl Su~Pnary, pp. 2-3. 

2/ Ibid, p. 4. 

1/ Ibid, er~hasis supplied. 
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II. INTERNAL CCPJ~IOL 

A. Introduction 

Internal control encompasses organizational and accounting 

controls which are designed to provide reasonable assurance that 

financial records produce reliable information and that assets 

are safeguarded. An effective system of internal control is 

recognized as essential to an effective accounting system in 

providin~ reliable data. 1/ 

The inadequacies of New York City's system of internal 

control· have been extensively described in publicly available 

documents. The inadequacy of such controls in providing reliable 

data, independently.of. certain City "accounting gimmicks", signif- 

icantly hindered the City's capability to generate financial data 

which was reliable and accurate. As Comptroller Goldin noted in 

a speech. before the Municipal Finance Officers Association in May 

1976: 

"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 concep- 
tion - 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." 2/ 

1/ For a brief overview of the attributes of an adequate internal 
control system and its relationship to -municipal accounting, 
see Appendix B. 

/ Office of the Comptroller, City of New York, Press Release 
(4 May 1976): p. 2. 
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B. Audits Commissioned by City 
Co~troller Goldin 

On March 25, 1974, the City Comptroller's Office issued a 

press release stating that three accounting firms had been selected 

to "examine and independently verify some ten billion dollars in 

City securities, mortgages, and bank accounts". The Comptroller's 

Office had commissioned Feat, Marwick, Mitchell & Co. to audit 

securities and mortgages in the City employee retirement funds totdl- 

ling approximately $7.4 billion, S. D. Leidesdorf & Co. to audit 

trust funds of which the Comptroller was custodian amounting to 

$88 million, and Clarence Rainess i Co. to audit general Ci.ty 

Treasury funds of approximately $1.5 billion. The release indi- 

cated that the three accounting firms were expected to cor~nent 

upon any weaknesses in the City's internal control procedures. 1/ 

The three audit reports were transmitted to the,Comptroller's 

Officein July, 1974 and 

". .. confirmed each other in documenting 
a deplori~ble, chaotic condition within the 
Comptroller's Office with respect to record- 
keeping, condition of books, systems; con- 
trols, and the physical protection of hundreds 
of millions of dollars in securities." 2/ 

L/ Office of the Comptroller, City of New York, Press Release 
(25 March 1974): i. 

2/ Office of the Comptroller, City of New York, Press Release 
(5 August 1974): i. 
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The Leidesdorf audit~ report, transmitted to Comptroller Goldin 

on July 12, 1974, found that $5.4 million in securities wereimissing 

from the vault wheye the Comptroller's ledgers reflected the~i should 

have been. In addition, the report also noted that $1.1 million in 

securities were found in the vault but were unrecorded in the Comp· 

troller's ledgers. 1~ The audit report criticized the internal con- 

·trol over assets, and recormnended that in order "to safeguard assets 

more effectively ... " improved accounting procedures and strength- 

ened control over operations would be necessary, 2_/ 'It~enty-four 

recornmendations for such inp~rovements wer0 made. 2/ me various 

internal control weaknesses, the Leidesdorf report noted, existed 

in 1974 notwithstanding the exposure of such weaknesses in a 1972 

report by the City Comptroller's Bureau of Municipal Investigation 

and Statistics, .Division of External Audit. 4/ 

1/ A subsequent investigation into the missing $5.4 million in 
securities traced "the discrepancy to sloppy bookkeeping in 
the Comptroller's office." New York Times, 1 August 1974, 
P· i. 

2~ S.D. Leidesdorf & Co., Report on Examination of Certain Funds 
and Securities Held by the ComDtroller~of the City of New 

Yo~k~na Trustorl~TidT~ciary _C~p~C~y, ~July~ 1974, transmittal 
letter dated 12 July 1974. [Hereinafter referred to as "S.D. 
Leidesdorf & Co., Examination of Certain Funds."]. 

3 / Ibid., Section III, pp. 1-22. 

LI/ " ... it is apparent that these conditions have existed for 
an extended period of time prior to March 31, 1974. We note, 
for example, that a report dated August 1972, issued by the 
Comptroller's Bureau of Municipal Investigation and Statistics, 
Division of External Audit, disclosed differences between book 
records and a physical count of securities as of December 31, 
1971 and related weaknesses in the system of internal controls. 
Furthermore, various matters conanented upon in such report still 
existed as of March 31, 1974." Ibid, Section III, p. 2. 
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The audit by Clarence Rainess h Co. dealing with City treasury 

funds reported unreconciled differences of approximately $45 million 

between cash bdlances reflected in the Comptroller's general ledger 

and cash balances reported by outside depositories in response to 

confirmation requests, noting that:because of the lack of reliable 

documentation available the amount of discrepancy could differ 

substantially." 1/ 

Like the Leidesdorf report, the Rainess audit report criti- 

cized the City's internal control. 2/ Rainess noted that its 

documentation illustrated "the inadequacy of theComptroller's 

records and the inaccuracies deriving therefrom." 1/ Additionally, 

the report reflected that its comments were: 

1/ Division's Exhibit "Harrison J. Goldin No. 8 for Identifica- 
tion," p. 15. 

The mayor was aware of the "problem of reconciling these 
accounts ... since they had been -under continuous scrutiny 
since the latter part of 1972 and through most of 1973." 
Comptroller Beame "directed the First Deputy Coml?trollkr to 
undertake an intensive effort to rectify this matter," and 
"as a result ..., the account balance was narrowed down 
to a $6-million overage, as of June 30, 1973." Office of 
the Mayor, City of New york, Press Release (22 July 1974): 
4. Clarence Rainess & Co. observed in i-~s report that "the 
only recorded incomolete attempt to achieve a reconciliation 
of bank balances that came to our attention is for the per- 
iod ending June 30, 1973." (Division's Exhibit "Harrison J. 
Goldin No. 8 for Identification," p. 15). 

2/ Division's Exhibit "Harrison J. Goldin No. 8 for, Identifi- 
cation," p. 13. The report stated that "present deficie~cies 
relate to accounting, coI~mnunications, and controlsi. Each of 
them is basic to the inadequacies of the total system." 

Ibid, p. 18. 
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". .. not designed to be critical of the 
personnel·who can do little other than re- 
spond to the immediate needs of the Comp~ 
troller's Office. It was obvious from our 

discussions that they would like to improve 
their performance standards. In every in- 
stance, each individual with whom we discussed 

various problems recognized the inadequacies 
of the system, the need for change, and the 
lack of controls. Unfortunately, they have 
inherited an antiquated method for recording 
and reporting. 

"Accountability enhances fiscal integrity. 
The impetusmust come from leadership. Dedi- 
cated employees can then be given the oppor- 
tunity to perform more effectively. " 1/ 

On July 22, 1974, Feat, Marwick, Mitchell & Co. ("Peat 

IYarwick") transmitted its audit report dealing with securities 

and mortgages in City employee retirement funds to Comptroller 

Goldin. Feat Marwick reported that while cash approximating 

$310,000 was recorded on the Comptroller's books of account, 

there existed no corresponding bank balances for such funds. 

Feat Marwick's report noted that these accouilts had not been 

reconciled for many years. In addition, Feat Marwick criticized 

internal control relative to the various retirement and pension 

systems, and stated that "due to the absence of adequate internal 

control proceduresand security over the handling and recording 

1/ Ibid, p. 12. 
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of cash and related short term investments ..., we express no 

opinion with respect to such items. 1/ 

It is significant that prioE to the City's "fiscal ~rdeal" 
of 1975, there was little political support to alter the struc- 

ture of the City's accounting system. The three audit reports 

released in the sumner of 1974 documented a "deplorable" and 

"chaotic condition within the Comptroller's Office" with respect 

to internal accounting control, but there appeared to be little 

interest in remedying the situation. As Comptroller Goldin noted 

in May 1976: 

"Although there was a public furor at the time 
over one reported discrepancy involving securi- 
ties in a vault, I cannot say there was any broad 
support generated for the kind of expensive re- 
structuring which is now underway. There was a 
short-lived move to provide funds to er~loy fifty 
additional accountants, but the movement auickly 
lost steam, and a bill to authorize new personnel 
died in the City Council. 2/ 

1/ Division's Exhibit "Harrison J. Goldin No. 9 for Identifica- 
tion," p. i. 

Note 5 to the financial statement in Feat Marwick's report 
stated that: 

"Adequate internal control and security proce- 
dures to ensure the proper handling and recording 
of cash and related short ten investments have 
not been formalized and practiced by the Comp 
troller's bffice for some years. Ex~na~les of 
deficiencies are: (1) failure to reconcile bank 
accounts on a timely basis; (2) inadequate check 
signing procedures; (3) failure to provide proper 
security for unissued blank checks; (4) inadequate 
control over drawn but unissued checks; (5) ab- 
sence of application of audit procedures to returned 
paid checks; and (6) failure to investigate and 
clear checks remaining outstanding for long periods 
of time." 

2/ Office of the Comptroller, City of New York, Press Release 
(4 May 1976): 3. 
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C. Audits by-the Office of the 
New York State Comptroller 

The New York State Comptroller's Office by statutory mandate 

has made audits of certain of the books of the City since July 

1971. Initially, it directed its inquiries to areas of high 

expenditure within the City for the purpose of reducing expendi- 

tures and increasing operational efficiency. The State Conrptroller 

later broadened the areas of inquiry and undertook an analysis 

of the City's debt structure and of various aspects of the City's 

central budgetary and accounting practices. In an "interim report" 

published in July 1975 dealing with receivables for state and 

federal aid,;L/ the State Comptroller's Office stated that it 

was : 

i,. .. examining into New York City's central 
budgetary and accounting practices in order to 
(1) identify shortcomings which have a bearing 
on the accuracy of the City's financial state- 
ments,.. ." ~ 

With respect to accounts receivable for state and federal 

aid on the City's books as of March 31, 1975 which were applicable 

to the years ended June 30, 1974 and June 30, 1973, the State Comp- 

troller's report noted that the City's records indicated these re- 

ceivables amounted to $432.2 million, of which the State auditors 

examined $373.3 million. The State auditors found that the $373.3 

million in receivables examined were overstated by $324.6 million, 

or by over 858. 2/ 

1/ Office of the New York State Comptroller, Prior Year.Accounts 
Receivable . 

2/ Office of the New York State Comptroller, Prior Year Accounts 
Receivable, Managerial SurrPnary, p. i. 

3/ Ibid, p. 2. 
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With regard to internal accounting control, the State audi- 

tors conanented that "the City's procedures provided for only 

limited monitoring of these balances", and gave examples of such 

limited monitoring. 1/ They stated, for example, that: 

"On or about October 31. .., the Bureau 
of the Budget and City Comptroller jointly 
request City agencies for which receivable 
balances appear on the central books to 
reconcile the balances recorded centrally 
with the: agency records, and to explain any 
differences. Out of 46 agencies for which 
receivable balances were recorded, only 30 
were requested to reconcile their balances 
with the balances appearing on the City's 
central books. Furthermore, only 24 agencies 
responded to those requests." 2/ 

This and other problems led the State auditors to con- 

clude that: 

Ilme City's internal procedures for record- 
ing, maintaining and monitoring State and 
Federal accounts receivable are inadequate. 
Therefore, one cannot rely upon the central 
accounting records and related financial re- 
ports to present fairly the status of these 
receivables." 3/ 

1/ Ibid, p. 3. 

2/ Office of the New York State Comptroller, Prior Year Accounts 
Receivable, p. 7. Until recently one agen~v~v~h~-d7;~?7·;;;;;o~Sl~t~ 
with State requirements for reconciling its claims to appli- 
cable revenue and appropriation accounts. Their represents 
tives had contended that such a reconciliation was not possible.". 
However, although the State auditors admitted that such a:re- 
conciliation is a complex task, they "derr~onstrated not only 
that it was possible (by successfully reconciling two test 
months), but that it was necessary on a continuous basis." 
Ibid. 

Office of theNew York State Comptroller, Prior Year Accounts 
Receivable, Managerial Slrmnary, p. 2. 
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During periods in which the City was selling RANs ostensibly 

backed by these receivables, no disclosure was ever made of 

the inherently unreliable nature of the City's records designed 

to account for the amounts allegedly anticipated. 

The State Comptroller's Office published a second "interim 

report" on August 4, 1975, in which it concluded that over 80% of 

the $502.3 million in real estate taxes listed by the City as 

receivable as of June 30, 1975 was either not collectible or not 

readily available. 1/ The report noted that: 

"The City's budgetary and accounting prac- 
tices result in an inflated estimate of 
real estate taxes to be collected to balance 
the annual expense budget, and do not make 
adequate provision for taxes that will not 
be collected. The result has been that bud- 
geted real estate tax amounts have not been 
realized; for the most part, the revenue 
shortfall has been met by continued borrow- 
ing. y 

As to the causes for the shortfall, the State Comptroller's 
report found: 

"'It~Jo major causes for this shortfall are: 
(1) the City included properties in its 
tax rolls which were not subject to real 
estate taxes or for which taxes would not 

_V Office of the New York State Comptroller, Division of Audits 
and Accounts, Audit Report on Review of New York City's de;n- 
tral Budgetary and Accounting Practices; Interim Report No. 2- 
Uncollected Real Estate Taxes (Report No. NYC-26-76: 4 August 
1975), p. 4. [Hertjinafter referred to as "Office of the New 
York State Comptroller, Uncollected Real Estate Taxes"]. 

Y Ibid. In the "Managerial Sumnary," this theme was stated 
as follows: "The City's Budgetary practices result in an 
inflated estimate of real estate taxes that it can reasonably 
expect to collect to balance the annual expense budget. 
Unless expenditures are reduced to make the shortfall, the 
City's budget is automatically out of balance; borrowings 
thus become necessary to meet the cash flow deficiency." 
Office of the New York State Comptroller, UncollectedReal 
Estate Taxes, Managerial Sumnary, pp. 1-2. 
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be collected, and (2) there has been insuf- 
ficient provision for the increasing volume 
of defaulting taxpayers and tax cancella- 
tions and remissions." 1/ 

The amounts involved are substantial since real estate 

taxes receivable in the first category (property not taxable 

or from which taxes would not be collected) amount to $282.6 

million. 2/ 

The State Comptroller's audit report concluded: 

"This report provides strong evidence 
that the City has not taken into account 
uncollectible real estate taxes in making 
its decisions. Practically all the infor- 
mation on these uncollectible receivables 
was readily available to City officials; 
however, the Finance Adlministration did 

not distribute it and neither the City 
Comptrol~e~r's Office nor the Budget Office 
requested it. 

"It is vital that the City overhaul its 
real estate tax accounting, budgeting and 
reporting systems to preclude further dis- 
tortion of the City's financial status and 
to make available accurate fiscal informa- 

tion on which to base future decisions." 1/ 

Y Ibid, p. 4. 

_Y Ibid, p. 4. 

3/ office of the New York State Comptroller, Uncollected Real 
Estate Taxes, p. 23. 
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D. Audit Commissioned By The Treasury Department 

On December 12, 1975, another public accounting firm, Arthur 

Andersen & Co., was retained "to advise the Department of the 

Treasury on various~ financial and accounting matters related to 

Public Law 94-143, the 'New York City Seasonal Financing Act of 

1975'." 1/ 

Arthur Andersen's report, dated December 29, 1975, was highly 

critical of internal control. In its transmittal letter to the 

Secretary of the Treasury, Arthur Andersen stated that they agreed 

with observations made by various City officials that "the City's 

financial systems and controls were and continue to be inade~luate 

to provide complete and reliable financial data." 2 / Their 

report noted: 

"In general, the lack of controls and in- 
adequacies in the overall accounting systems 
~id procedures raise questions about the 
City's ability to exercise control over the 
collection of revenues, the expenditures 
of money and the preparation of financial 
reports. "~ 

1/ Arthur Andersen & Co., Report for the Secretaryof the Tr_ea- 
Information Rel to the Fmanclnq Requlret 

ments Under the New York City Seasonal Financing'Act of 1975, 
29 December 1975. 

2/ Ibid, p. 3. 

~ Ibid, p. 20. 
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E. · .The Effects of Weak internal C~ntrol 

The City's lack of adequate internal control directly 

affected the City's fiscal plight:and played a major role in the 

sale of revenue and tax anticipation notes-based on information 

that was neither reliable nor accurate as to the true financial. 

condition of the issuer. 

Although it is difficult to -completely ·separate the-problems 

attributable to inadequate internal controls.from those attributable 

to the City's accounting practices, it is apparent that the 

questionable veracity of underlying financial data served only to 

compound the incomplete and misleading picture which resulted 

from questionable accounting techniques. 

The lack of ade~ate internal control provides no excuse 
for the inaccura/td information which was published. Even accepting 

the City's unrea~istic measurement premises, the overriding principles 

of reasonably adequate disclosure demanded that the lack of reliability 

inherent in reported information be fully revealed. Furthermore, 

the public duties of those responsible for the system mandated that 

an adequate system be maintained, not simply for financial reporting 

but also for the safeguarding of assets and other critical purposes 

of such a system. The ability of responsible officials to effectively 

a~ninister the City'sbusiness could only behampered by a state of 

affairs where both the records of the City and the assets subject 

to accountability were innately susceptible to errors, irregularities 

and manipulation. 



92. 

III. FINANCIAL REPOE~ING BY NEW YORK CITY 

A. Introduction 

Although municipalities differ in many respects from commercial 

enterprises, the availability of reliable financial information 

is no less an important feature of the investing process.with respect 

to their securities. In this regard it is evident that the City's 

'various statutory reports, budgets and similar documents were 

defective in several material respects. None of these documents 

were drafted in a meaningful or understandable fashion or contained 

more than a modicum of disclosure of significant financial information. 

By f~using upon limited areas of expense and capital budget activity, 

certain reports successfully obscured the City's fiscal problems. 

In addition, many of these documents were prepared only annually 

and were quickly outdated. 

The City also prepared "Statements of Essential Facts" in 

connection with its statutory "Notices of Sale" inviting bids on 

certain debt issues. These documents reflected many of the de- 

fects of other reports. Revenues were shown as equalling expen- 

ditures, ii~lying a balanced budget condition. Textual disclosures 

were almost totally absent so that even ~the most sophisticated 

investor could not evaluate the degree of risk inherent in the 

obligations of the City.· 
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The City also publicized information through various 

media on a piecemeal basis, including press releases, the City 

Record tan official daily publication) and speeches by represent- 

atives of the City government. While the total volume of infor- 

mation so disseminated was great, there was no real coherence and 

little effort was expended to make the disclosures comprehensible 

in the -broader context of the City's financial affairs. Virtually 

every such discrete disclosure was characterized by the omission 

of material information necessary to make the communication compre- 

hensible or meaningful. 

B. I~gal Considerations 

It might be argued that the City's budgeting, bookkeeping 

and financing practices were in conformity with various relevant 

laws such as the City Charter, the General Municipal Law and the 

Local Finance Law, and that such laws evolved over a substantial 

period of years. Implicit in this assertion is an inference that 

the City could not comply both with the applicable local laws 

and with recognized accounting and disclosure standards. 

These arguments are falacious. In discussing compliance with 

legal requirements, it is necessary to carefully distinguish the 

issue from various other aspects of the conduct of the City's affairs. 

These include: 

1) The budgetary process; 
2) The basis of accounting; 
3) Financing practices; and 
4) Financial reporting ·and disclosure. 
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Both the budgetary process and the City's financing policies 

do appear to be closely related to legislative considerations. 

These in turn may impact on the basis of accounting chosen for 

a particular transaction. As the National Corrrmittee noted: 

"It should be errrphasized...that budgetary 
compliance is a paran~unt consideration 
in governmental accounting and must take 
precedence over the basis of accounting 
Pet. se." 1~ 

In the chapter on financial reporting, they go on to point out 

however : 

"...As applied to business entities generally, 
the principle of full disclosure means that 
the financial statements must reflect complete 
information on the financial position and op- 
erations of the entity to the extent that such 
statements will not be misleading to users... 
In this sense, the concept has equal applica- 
bility to the financial reports of governmental 
entities..." 2/ 

Even assuming that legal requirements permitted or mandated 

particular financing methods,.budgeting techniques or even 

accounting bases, the City's fundamental obligations to make 

financial information comport with economic reality are not 

relieved . 

In point of fact, however, nearly all the legislative con- 

siderations discussed herein had a direct effect only on the 

financing practices of the Ci.ty~ e.4. ,, issuance of debt ji 
instruments. In addition, many of the laws in question were 

L/ NationalComnittee, Governmental Accounting, pi 12. 

2/ Ibid, p. 107. 
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permissive, not mandatory. We are aware of ·no New York State or 

City law which either required the City to use particular bases 

of accounting or mandated the sale of debt securities. 

As Comptroller Goldin stated in the 1974-1975 Annual Report: 

"The City's accounting and budgeting system, 
although lawful and ·uncritically accepted for 
many years, accomodated what in other account- 
ing and budgeting systems would have been.ex- 
posed as deficits." 1/ 

Mayor Beame, in his testimony, referring to the use of non-recur- 

ring revenues as a means ofbalancirig the budget, remarked that 

this is "a corrm~on practice in use, not only in the City of New York, 

but in practically all cities throughout the country, in the State 

and...in the Federal budget." 2/ He added: 

"Now, of course, you ndght know and should know 
that all of these things iri connection with the 
use of these one-shot items in most instances 

they were State permitted.under legislation and 
sometimes state mandated." 2/ 

Distinctions must be drawn, however, between compliance 

with various provisions of local law and presentatation of 

financial information for purposes of communicating to the 

public in a manner which is understandable and meaningful. 

1/ 

2/ Testimony of Abraham D. Beame, p. 43. 

2/ Ibid, pp. 46-47. 
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The National Committee stated that a governmental accounting 

system must satisfy the twin objectives of both compliance with 

various legal provisions and fair presentation of financial data: 

"A governmental accounting system must make it 
possible: (a) to show that all applicable legal 
provisions have been complied with; and (b) to 
determine fairly and with full disclosure the 
financial position and results of financial oljera- 
tions of the constituent funds and self-balancing 

account groups of the governmental unit." 1/ 

i:ertainly, legal considerations cannot be construed to 

mandate or permit incomplete or misleading disclosure to the 

public. Compliance with legal requirements is an important 

consideration in the presentation of financial data, but it 

is not, in and of itself, dispositive. Consideration must also 

be given to the needs and rights of public managers, legislative 

and governing bodies, individual citizens, taxpayers, political 

groups, other governmental entities, investors, investn;ent bankers, 

bond rating services and other persons whose professional or personal 

activities require them to acsuire and analyze financial data. Where 

compliance with statutory conditions results in financial information 

which does not reflect financial reality, the need for full and com-· 

plete disclosure becomes particularly acute. 

C. Notices of Sale and Statements of Essential Facts 

A document referred to as a "Notice of Sale" and "State- 

ment of Essential Facts" was prepared by the City in connection 

with the sale of securities. The Notices of Sale announced the 

sale of securities and invited bids to be made. 

_V National Comnittee, Governmental Accounting, pp. 3-4. 
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The Statements of Essential Facts contained information, as 

of dates redent to thesales, concerning funded and temporary 

debt, a determination of the City's debt-incurring power (includ- 

ing assessed and full valuations of real estate), a schedule of 

bond maturity by years, schedules of debt issued within debt limits, 

summary figures indicating a balanced budget, schedules of general 

fund revenues, debt limitation exclusions, and a schedule of the 

tax levy and amounts still uncollected at various dates. There 

were no financial statements. 

Partially as a result of the City's-methods of balancing its 

budget and its overstatement of real estate taxes, certain of the 

financial data was incorrect. For example, the Statements of Essential 

Facts present a Ibalanced" budget, but the data was derived using 

the City's factitious accounting practices. As a further'example, 

the computation of the debt incurring power was misstated because it 

was based upon valuations of real estate which included non-taxable 

properties. Most of the information contained in these documents · 

was numerical in nature, without texMal clarification. Conclu- 

sions which might be drawn from the numerical data on its face 

would almost surely be erroneous. 

D. The Bud~get 

During the budget preparation' process, the Maydr's budgetary 

representatives gather data regarding expected revenues and ex- 

penditures for the forthcoming year, which is then compiled into 
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a proposed budgetary program. Ultimately, after much review, 

a proposed program, or Executive Budget, is submitted by the 

Mayor to the City Council and Board of Estimate for approval. 1/ 

Subsequently, the City Council and Board of Estimate 

amend the Executive Budget as deemed appropriate,.and submit a 

budget, balanced according to the City's methods, to the State 

Legislature for ratification. 

Although the Executive and Adopted budgets contain a substan- 

tial volume of detailed information, these documents fall consider- 

ably short of meeting the test of full and fair disclosure. 

In the Mayor's Message of May 15, 1974, the Mayor indicated 

the following actions, among others, to reduce the budget gap: 

"Utilize surplus earnings of pension funds, for 
approximately $125 million. 

1/ The Executive Budget is comprised of budget analyses of 
various agencies of City government, as.well as a "Mayor's 
Message" outlining areas considered important. The Mayor's 
Message dated May 15, 1974, for exarrrple, submitted in 
connection with the fiscal 1974-1975 budget, emphasized the 
"austere~ nature of the budget, and discussed such matters 
as federal aid, budget priorities, and the problem of 
reducing and closing the "budget gap." 
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"Transfer sewer rent surpluses to the General 
F~nd, for $28 million." 

Without further elaboration by the Mayor, it would seem diffi- 

.cultfor an investor to assess the nature of these items. For 

example, the proposal to transfer pension fund "surplus" earnings 

fails to mention the outdated actuarial assumptions or the enor- 

mous unfunded liability of the pension systems. Similarly, with 

regard to the use of sewer rent "surpluses," no mention is made 

that these are caused by budgeting eighteen months' rents in the 

twelve month 1974-1975 fiscal year. 

Other problems were evident with-regard to the City's 

adopted budgets. Budget modifications throughout the year gave 

the' budget a-constantly changing nature, so that the adopted 

budget became quickly outdated. Changes were published in the 

City Record but interim ~pdated versions of the budget were not 

generally available, expenditures were summarized by department, 

but there was no indication, absent detailed analysis, of how 

they were to be financed. For example, the 1974-1975 budget 

las adopted) had a summary schedule of revenues which set forth 

revenues in amounts as low as 816,000, but failed to detail 

revenues totaling $1,177,763,984. Instead, this massive figure 

was described as: 

"Capital-Budget and Special Funds including sur- 
·plus interest earned on investments, services · 
rendered to independent agencies such as Housing 
Authority, Transit Authority, etc." 1/ 

1~ City of New York, Expense Budget, 1974;1975, p. vi. 
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Extensive analysis is required to ascertain that included within 

this large revenue figure were amounts financing the expense bud- 

get from the transfer of capital funds ($723,824,370), "special" 

funds ($2,900,000), and "surpluS" pension interest ($261,424,983). 

A similar situation existed inthe prior year (1973-1974), where 

the adopted budget obscured transfers of $563 million from capital 

funds and $48.1 million from special funds to support the budget 

for that year. 

E. Annual Reports of the Comptroller 

The City Comptroller, an elected official, is required by 

the dity Charter annually to publish a report summarizing the 

financial activity of the City for the year. Usually running in 

excess of five hundred pages and weighing several pounds, it pur- 

ports to present certain information regarding the City's expense 

budget, varioils tax and other revenues, uncollected real estate 

taxes, the City's reserve funds, borrowing limits, short and long 

term debt and other matters. About 550 copies were printed 

annually and distributed to banks, libraries and others. 1/ 

This report fails to reveal accurately the financial con- 

dition of the City in a manner understandable to a reasonably 

informed reader. This failure was confirmed by the testirr~ny 

of bankers, brokers, bond -counsel, rating agency personnel and - 

1/ Testimony of 501 Lewis, pp. 318-319. 
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representatives of the City who were unable to answer with cer- 

tainty questions -corrcerning the financial status of the City 

based upon information contained in the Comptroller's Annual 

·Report. -'Steven Clifford, when he was associated with the New 

York State Charter Revision Commission for New York.City described 

the 1972 Annual Report: 

"This document ... rivals Paradise Lost and the 

line budget in indigestibility. Running 542 pages, 
it includes a 161 page itemization of capital bud- 
get expenditures, a 77 page statement of expenses 
by department, a 22 page itemization of sinking 
fund operations, a 30 page.listing of debt statis- 
tics, etc." 1 / 

.Each of the deficiencies discussed herein relating to 

accounting practices, disclosures and internal controlweak- 

nesses are refle`cted in some way in these Annual Reports. 

i. Receivables and revenues 

Information is set forth in the report to the effect that 

the achievement of a "balanced budget" is predicated upon the 

assumption that the City will collect all of its Federal and 

State aid ~nd real estate taxes receivable, Appropriate account- 

ing principles applied by the State Comptroller established that 

L/ Report of The Office of Comptroller of the City of New York, 
Prepared by Steven Clifford for the New York State Charter 
Revision Commission for New York City, February 1973, at 15. 
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the City had currmlatively overstated its receivables for real estate 

taxes by approximately $408 million and for federal and state aid 

by about $325 million at June 30, 1975. The City reflected these 

receivables ti~roughout the report as if they were IdO% collectible 

but failed to reveal that many of these balances represented little 

more than an imaginative approach to revenue accural. 

Financial schedules in the Annual Re~orts for 1974 and 1975, 

for example, failed to disclose the City's unusual basis for 

recording water charge and sewer rent revenues. The 1973-1974 

report fails to adequately highlight the eighteen months of water 

charge revenues included in that year's budget. The 1974-1975 

report is similarly deficient with respect to the accrual of 

sewer rent revenues made during that fiscal year. 

Another itemized "receivable" concerned the New York Stabi- 

lization Reserve Corporation. ~This entity was organized to 

finance the City's expense budget through the issuance of debt 

securities. These securities were never issued, and the Stabi- 

lization Reserve Corporation was unable to provide the funds. The 

City nevertheless recorded the $150 million as an "actual receipt" 

of the General Fund in 1974, classifying the item as a receivable 

from another fund, the "Miscellaneous Revenlie Accounts Fund." 

Notwithstanding the problems concerning the issuance of debt by 

the Stabilization Reserve Corporation to support the 1973-1974 

budget, the City budgeted an additional $370 million as indirectly 

receivable frcan SRC for fiscal 1974-1975. 
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2. Liabilities and expenses 

The 1973-1974 Annual Report also failed to reflect liabili- 

ties for such items as payroll and pensions. Payroll costs are 

·reflected on a 364 day year basis with no disclosure of the an- 

nual escalation in unrecorded liabilities. In addition, the 

financial presentations in this Annual Report do not appear to 

reflect any liability for unpaid payroll and fringe benefit-related 

costs, such as vacation pay. The City's huge obligations for un- 

funded pension costs are reflected nowhere in the 1973-1974 Annual 

Report, and the unique treatment of so-called "excess" interest 

on pension fund assets was obscured in various financial presenta- 

tions, which tracked the budgetary techniques contrived by the 

City to "balance" its revenues and expenditures. 

3. Disclosures 

The usefulness of any financial presentation is sig~ificantly 

dependent upon the understanding of the accounting policies fol- 

lowed in its preparation. Although the City did not purport to 

prepare its reports in accordance with GAAP, there was no me'an- 

ingful disclosure, prior to 1975, of the basis on whic~ they were 

in fact prepared. 

While hardly a model for accounting policy disclosure, the 

City's methods of recognizing revenues and expenditures were de- 

scribed in the Comptroller's Annual Report issued on October 31, 

1975: 
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"The Report which follows has been compiled:on 
the basis of accounting principles and procedures 
in effect for New York City accounts during 1974- 
1975 and prior years. In general, this system 
employed a cash basis for recognizing expenses 
and an accrual basis for recognizing revenues, 
including end-of-year accruals in the case of 
local taxes other than real estate taxes and ac- 

cruals crossing fiscal years in the case of non- 
rein33ursable Federal and State aid, In the case 
of real estate taxes, the entire tax levy has 
been accrued as revenue. Tax Anticipation Notes 
were issued against the unpaid b~iiance at the 
end of each year, which Notes were not fully re- 
deemed until the end of the fifth year. In the 
case of reimbursable Federal and State aid, bud- 
getary revenue estimates have been recognized as 
receivables. " 1/ 

This explanatory note is conspicuously absent from earlier 

Annual Reports: in which the Forewords ir~ly that revenues were 

accrued, but which do not make apparent the City's treatment of 

recording expenditures: 

"The operations of the Expense Budget for the 
Fiscal Year 1972-1973 are shown in detail in 
Part 2-A of this report, and are surranarized 
in Statement i. The receipts and receivables 
arr~unted to $9,325,587,540 and the expenditures 
including contracts registered, totalled 
$911391165,053." 2/ 

Other corranents in the Annual Reports for fiscal years 

1973 and 1974 alluded to the'City's method of recognizing 

revenues and expenditures, but failed to explicitly'set 

forth that the City recognized revenues on an accrual basis 

and expenditures on a cash basis. 

1~ Annual Report of the Comptroller 1974-1975, at xiii. 

2_/ Annual Report.of the Comptroller 1972-1973, at v. 
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In reviewing the Comptroller's 1974 Annual Report at the 

request of Comptroller Goldin, representatives of the Municipal 

Finance Officers Association informed the Comptroller that among 

the areas which required "comnents or explanation" was the City's 

method of revenue and expense recognition because "[t]he basis 

of accounting is neither explained nor apparent from the 

report. " _b/ 

The inherent unreliability of data reflecting cash, secur- 

ities balances, receivables and similar items which were products 

of the City's "Rube Goldberg" system of internal control was dis- 

closed nowhere. Instead, the Comptroller outlined in the foreword 

to the 1973-1974 Annual Report steps that had been undertaken to 

improve systems, procedures, and internal controls. 

me deficiencies of the Annual Report as a vehicle for mean- 

ingful disclosure seem beyond dispute. In addressing the Municipal 

Finance Officers Association.in May 1976, Comptroller Goldin said: 

"To describe as 'some difficulties' what must have 
been the sheer futility of trying to understand the 
City's Annual Report under the old system is to de- 
n~nstrate a diplomacy worthy of high office in the 
State Department. 

"It is like saying that I, Harrison J. Goldin, might 
expect some difficulties should I climb into the ring 
with MJ~i;iied~TTT [Er~phasis in Original] 

1/ Letter from Donald W. Beatty, Executive Director, Municipal 
Finance Officers Association, Chicago, to Hatrison J. Goldin, 
Comptroller, City of New York, dated 27 March 1975. 

2/ Office of the Co~troller, City of New York, Press.Release 
(4 May 1976), p 2. 
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APPENDIX A 

Historical Overview of' Municipal Accounting 

A. History 

i. Prior to 1930 

Although it has been acknowledged that "the history of auth- 

oritative accounting pronouncements dates only from the 1930's," 1/ 

prior to t~iis time there existed an extensive pool of accounting 

thought, knowledge, literature, and practice. 

In this country the genesis of governmental accounting - fed- 

eral, state, and municipal taken together - can be traced to the 

early years of the United States. In fact, certain procedures in- 

troduced into the federal fiscal system by Alexander Hamilton were 

still being utilized in 1948. / However, governmental accounting 

practices prior to the twentieth century bear only slight resenr 

blance to governmental accounting as it exists today. Current 

concepts of governmental accounting had their origin at the beginning 

of the twentieth century, as part of the municipal reform movement 

which sought to eliminate the scandalous and inadequate practices 

which had existed in the fiscal a~ninistrations of many American 

L/ James M. Williams, Paper entitled "Generally Accepted Account- 
ing Principles Applicable to State and Local Government," 
(Chicago: Municipal Finance Officers Association, 1976), p. 3. 

2/ Lloyd Morey, "Trends in Governmental Accounting," Accounting 
Review (23 July 1948): 227. 
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cities. 1/ Among the reformers were the National Municipal 

League 2/ and the U.S. Census Bureau which began to seek 

uniformity in municipal accounting and reporting. .3/ As 

part of the thirteenth census of the United States, the Census 

Bureau issued a publication entitled "Statistics of Cities" which 

was based upon a uniform system of data classification intended 

as a standard for all cities in the United States. 

During the first decade of this century, the growth of 

municipal government led to increasing interest in governmental 

accounting. In 1901 and 1902, ~the cities of Newton, Massachusetts, 

and Baltimore,lYarylandpublished annual reports "along lines 

recommended by the National Municipal League. 4/ In the next 

two years, Chicago, several cities in Massachusetts and seventy 

cities in Ohio also adopted recommendations of the National 

L/ Edward S. Lynn and Robert J. Freeman, Fund Accounting Theory 
and Practice (Englewood Cliffs, New Jersey: Prentice Hall, 
Inc., 1947), p. 25. 

2/ me National Municipal League was formed in 1894 to est~blish 
a forum for good City government. See Frank Mann Stewart, A 
Half Century of Municipal Reform (Los Angeles: University of 
California Press, 1950),p,21, as quoted in 1976 by James H. 
Potts in a dissertation written for the University of Alabama 
entitled, "An Analysis of the Evolution of Municipal Account- 
ing to 1935 with Primary Errg?hasis on Developments in the 
United States." 

~ Lynn and Freemanl Fund Accoun_ting Theory and Practice, p. 25. 

LI/ Ibid, pp. 23-27. 
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Municipal League. In 1904 New York State enacted legislation 

to place cities within.the State on a uniform basis, and 

in 1906 Massachusetts passed a similar law. 1/ 

Indeed, at this time, New York City was in the forefront of 

municipal reform. In 1905, Herman A. Metz was elected Comptroller 

of the City of New York,'having campaigned on a platform which 

portrayed him as a ". .business man for the head of the city's 

business'office." By the time Metz became Comptroller, an estimated 

one-fourth of the City's eighty-million dollar personal services 

budget had been lost due to collusion, idleness, or inefficiency; 

and City departments were issuing bonds to finance their current 

operating expenditures. 2/ After spending a year "errq?loyed in 

getting in touch with the problem," 3/ 1Yetz, in his remaining 

three years, established procedures to guide the City's fiscal 

operations with the active assistance of the Bureau of Municipal 

research. 4/ 

1/ DeWitt Carl Eggleston, Municipal Accounting (New York: The 
Ronald Press Company, 1914)7pp. 23'-24, 

2/ Lynn and Freeman, p. 26. 

3/ Bureau of Municipal Research, Handbook of Municipal Account- 
ing (New York: D. Appleton and Company, 1913), p.v. 

~t~ The Bureau of Municipal Research had'among its goals, "... to 
promote the adoption of scientific methods of accounting and 
of reporting the details of municipal business. . ." See 
DeWitt Carl Eggleston, Municipal Accounting (New York: Ronald 
Press Company, 1914), p,-~4, 
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Metz, as Comptroller, prepared a "Manual of Accounting and 

Business Procedure for the City of New York," and had it promul- 

gated by executive order. This manual set forth its purposes as: 

"1. To describedefinitely the forms of documents to 
be used and the procedure to be followed by er~loyees 
of the city, to the end that responsibility may be 
located for each step taken in each transactionre- 
suiting in the receipt and payment of money, the 
acquisition and sale of property, and the incurring 
and liquidating of liabilities 

"2. To establish and place in the hands of employees a 
manual containing definiterules, departures from 
which, in the administration of the city's affairs, 
may be treated as breaches of duty 

"3. To require those making any change in corporate 
practice to state such change in writing, and to 
assume official responsibility therefor 

"4. To make available to each one who has business 

dealings with the city the means of knowing the 
technical requirements and of understanding his 
rights 

"5. To establish a procedure which will make available 
to the public a definite test of economy, efficiency 
and fidelity of service." i i: 

After ~etz retir;ul from office in 1909, having served only 
one term, he established a fund within the City's Bureau of Munic- 

ipal Research. The purpose of this fund was to assist the Bureau 

in making available to other cities the experience of the City of 

New York in revising its accounting methods. 2/ 

L/ Bureau of MunicipdlResearch, Handbook of Municipal Accounting, 
pp. v-vi. 

2/ Ibid, p. vi. 
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With the aid of Eletz's gift, in 1913 the Bureau of Muni- 

cipal Research consolidated its literature into a single text 

entitled Handbook of Municipal -Accounting. Cormnonly referred 

to as the Metz Fund Handbook, this tejrt was distributed to 

approximately 325 American cities. The handbook brought together 

for the first time "many of the basic characteristics and require- 

ments of municipal accounting, and outlined methods of appropriate 

treatment.l' This handbook has been identified as "the most sig- 

nificant contribution of the 1910 decade." 1/ 

One of the concepts in the Metz Fund Handbook still bears 

validity today. The handbook in its introduction, asserted that 

"the function of accounting is to produce complete, accurate, and 

prompt information about business transactions and results." 2/ 

: In 1912 Congress passed the Federal Budget and Accounting 

Act which ". .. brought about a major change in the fiscal 

procedures of the government. In the budget area its provisions 

proved to be generally sound and productive of good results. In 

1/ Morey, "Trends in Governmental Accounting," p. 227. 

2/ Bureau of Municipal Research, Handbook of Municipal Accounting, 
p. ix. 
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accounting and auditing less satisfactory results were secured 

· · ·" I/ A year later, Nar J;ork City reappeared at the 

forefront of reform when its Comptroller transmitted to the 

Board of Estimate and Apportionment a plan for organization of 

a central purchasing department modeled on similar departments 

in railroad organizations. 2/ 

Textbooks.now began to appear and in 1914 DeWitt Eggleston, 

a member of the AIA and former employee of the Department of 

Finance of New York City, published Municipal Accounting, the first 

reference work by a private~ author, which has been applauded as 

"a rather complete program of accounting practice and procedure 

for a municipality." 3/ During the next ten years, interest in 

governmental accounting continued with the,oublication of articles, 

pamphlets, and textbooks. Municipal leagues were formed in various 

states as others became more interested in the subject. 4/ 

The 1920's saw significant work in municipal accounting by 

various distinguished authors, 5/ but general interest in govern- 

mental accounting waned until the early 1930's. 6/ By 1933, 

although some progress could be seen, at least one expert in the area 

1/ Morey, "Trends in Governmental Accounting," pp. 227-228. 

2/ Eggleston, Municipal Accounting, p. 26. 

3/ Morey, "Trends in Governmental Accounting," p. 227. 

4/ Lynn and Freeman, Fund Accounting Theory and Practice, p. 26. 

5/ Morey, "Trends in Governmental Accounting," p. 227. 

6/ Lynn ndFreeman, Fund Accounting Theory and Practice, p. 26. 
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was. lamenting that -therewas a marked absence of general ir~rove- 

ment. 1/ 

Thus, a request to twenty-seven cities, in 1930, for infor- 

mation concerning municipally owned water plants revealed that 

only eleven cities had "accounting systems that would allow them 

to present complete information ·about a certain single activity 

of the city, unless a detailed analysis were made." 2/ A more 

comprehensive review conducted in 1931 revealed that few of the 

fifty-six cities studied either prepared budgets or complete - 

financial statements, and "none of these cities brought budget 

accounts into use so that they would be continuous with the other 

accounts." 3/ 

2. Subsequent to 1930 

The advent of the Depression gave rise to renewed interest 

in municipal accounting practices. The Municipal Finance Officers 

Association sponsored the organization of the National Committee 

to address accounting and financial reporting problems in the 

public sector. 

1/ R.P. Hackett, "Recent Developments in Governmental and Insti- 
tutional Accounting, "The Accounting Review (8 July 1933):122, 

2/ Ibid. 

~ Ibid. 
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The esta~jlishment of the National Cor~ittee came at a time 

when there was still virtually no authoritative private sector 

or public sector accounting standards literature. 1/ During 

the 1930's, however, the AIA established its Committee Accounting 

Procedure to '~work toward resolution of accounting and reporting 

problems of private sector enterprises, particularly those within 

the purview of the newly established Securities and Exchange 

Cor~nission. " 2/ 

The Municipal Finance Officers Association supported the 

organization of the National Committee "in order to bring together 

representatives of various groups concerned with municipal accounting 

and to put into effect sound principles of accounting, budgeting, 

and reporting." a/ It was believed that the National Committee 

would formulate these principles in response to the "deplorable 

situation" that existed in the 1920'·s. 4/ The National 

1/ Maurice Moonitzl Obtaining Agreement on Standards in the 
Accounting Profession, Studies In AccounQng Research, No. 8 
(Sarasota, Florida: American Accdunting Association, 1974), 
pp. 15-16, cited by A.M. Mandolini in "Co~Tlents by A.M. 
Mandolini, Member of the Executive Committee~of the National 

Council on Governmental Accounting (NCGA) on the Financial 
Accounting Standards Board (FASB) Discussion Memorandum - 
'An Analysis of Issues Related to Accounting and Reporting 
for Employee Benefit Plans"', Exhibit A, page i, Enp~hasis 
added /Hereinafter referred to as "Corrrments by A.M. Mandb 
lini "/. 

2/ A.M. Mandolini, "Cor~nents by A.M. Mandolini" Exhibit A, p. i. 

_1/ 'Lynn and Freeman, Fund Accounting`Theory and Practice, p. 27. 

II/ Joseph M. Lowery, "Governmental Accountii~g, Auditing and Fi- 
nancial Reporting," Municipal Finance (February 1968): ill. 
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Committee was created in 1934 "to forrnulate principles of munic- 

::ipal.accounting, to develop-standard classifications of accounts, 

uniform terminology far financial ~eporting by ·governmental units, 

to consider principles which should be followed in:making govern- 

mental audits and to promotethe recognition and use of these 

standards." 1/ 

The National Committee has historically maintained a close 

association with the Municipal Finance Officers Association, its 

sponsoring organization. The National Cor~nittee,furthermore, is 

national and international in membership and upon arganization 

included the chairman of the Municipal Accounting Committeesof 

each of the following: 

"1) American Association of University Instructors 
in Accounting (Now the American Accounting 
Association); 

"2) American Institute of Accountants (Now American 
Institute of Certified Public Accountants); 

"3) American Municipal Association; 

"4) American Society of Certified Public Accountants 
(Now merged with the American Institute of Certi- 
fied Public Accountants); 

"5) International City Managers' Association; 

"6) Municipal Finance Officers Association of the 
United States and Canada, the sponsor; 

"7) National Association of CostAccountants (Now 
National Association of Accountants); 

1/ Municipal Finance Officers Association, Exposure Draft - A 
Report of the MFOA Task Force on the Sponsorship of the National 
Corrpnittee on Govern~ental Accounting and Related Programs 
(Chicago: MFDA, 1973), p. i. 
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"8) National Association of State Auditors, Comptrol- 
'lers and Treasurers 

"9) National Municipal League; and 

"10) U.S. Federal Bureau of Census in a liaison 
capacity. " 1/ 

The National Committee took immediate action and at its organi- 

zational meeting tentatively adopted certain principles and set 

out a fourteen point program of research into areas of municipal 

accounting. 2/ These initial steps were endorsed, in 1934 and 

again in 1935, by the Special Committee on Governmental Accounting 

of the AIA. 

The National Committee, however, was an ir~ermanent entity 

.whose staff and facilities.were provided by the Municipal Finance 

Officers Association. The original National Corm~ittee was discharged 

in the mid-1930s, and ne~ Conrmittees were later established on 

an ad hoc basis to review and revise earlier National Co~nnittee 

publications. When their review was completed these later Corranittees 

were discharged. 

1/ Lowery "Governmental Accounting, Auditing and Financial 
Reporting, " pp. 111-12. 

1/ Lynn and Freeman, Fund Accounting Theory and Practice, P. 27. 

2/ Special Conittee on Governmental Accounting, American Insti- 
tute of Accountants, Audits of Governmental Bodies (New York: 
Arnerican Institute of~ic~c~-~3~-~~nf~-TFi~-~:-~ial Commit- 
tee on Governmental Accounting, American Institute ofAccoun- 
tants, Accounts of Governmental Bodies (New York: American 
Insti tu't~e~-~f~-fii~ci;~n~;·~nic~a?~T. 
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a. National eornmitte_e on Governmental Accounti~q 

In 1948 the President of the Municipal Finance Officers Asso- 

ciation pressed for reactivation of the National Committee to 

review and modernize its previous work. The resulting entity was 

called the National Committee on Governmental Accounting ('Wational 

Comnittee") ostensibly to reflect that its recor~nendations were 

applicable to other governmental units as well as to municipalities. 

Thus, a reactivated and renamed Committee began its review 

with input from recognized experts in the field of governmental 

accounting and finance. 1/ The National Corranittee's efforts 

culminated with the publication of two significant volumes, 

Municipal Accounting and Auditing, published in 1951, and A 

Standard classification of Municipal Accounts, published in 1953. 

These volumes updated and consolidated many of the ideas in the 

Committee's earlier releases. 

In the late 1960s the National Cor~nittee reconvened to again 

update the concepts contained in these 1951 and 1953 publications. 

In March 1968, the National Committee issued Governmental Account- 

ing, Auditing, and Financidl _Reporting, its eighteenth and most 

comprehensive' volume, in recognition of "some changed concepts, 

procedures, and requirements related to governmental accounting and 

financial reporting which have taken place since the publication 

[in 1951 and 19531 of those two books." ~ / 

1/ Lowery, "Governmental Accounting, Auditing. and Fin~lcial 
Reporting, " p.114. 

2/ NationalComnittee, Governmental Accounting, p. iii. 
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Governmental Accounting sets forth in one comprehensive, 

234 page volume the principles and procedures of accounting, 

auditing, and financial reporting for all governmental units 

except national governments and their agencies. The statements 

and tables: 

". .. when used together, constitute a 
detailed annual financial report of the 
finance officer of a governmental unit. 
These statements can, however, also be 
used in an annual audit report, and some 
of them could be adapted for use in the 
financial section of a so-called popular 
report. Also included are illustrative 
statements for interim reports prepared 
for shorter periods during a fiscal year. 1/ 

The account classifications recorranei~ded are "adaptable to 

all types of state and local governmental units irrespective of 

their size, activities, structure, or system of accounting." 2 / 

The National Conanittee explained: 

"The classifications have been made elastic 
so that they can be condensed or expanded to 
meet the needs of an individual governmental 
unit without destroying the basic uniformity 
underlying its structure. ·The classifications 
will enable governmental units to report on a 
comparable basis simply by listing the account 
titles on a reporting schedule. In states which 
require their local governmental units to report 
financially on a uniform basis, some predicate 
their requirements on the account classifications 
promulgated by NCGA /the National Corr~nittee/, 
modified to meet needs of the given state." ~ 

1/ Ibid. 

2/Ibid. 

3 / Ibid [Footnote omitted]. 



A13. 

The comprehensive. and elastic nat~ure of Governmental ~ccount- 

ing ill~sttates the -utility of this text to professionals concerned 

with the accounting, .auditing, and financial reporting process of 

a governmental unit. As one authority has noted, by combining gen- ": 

erdlly· accepted standards and principles applicable to governmental 

accounting with recorranended procedure and practice, Governrr~ental 

Accounting is: 

... essential toany individual involved 
in the accounting, auditing, or financial 
reporting aspects of state and local govern- 
ment. It is a synthesis of principles, bud- 
getary and accounting techniques, explanatory 
discussions, sample journal entries, and il- 
lustrative financial statements and schedules." 1/ 

Since the Municipal Finance Officers Association has distributed 

at least. 32,000 copies of Governmental Accounting since its pu~ 

lication in 1968, 2/ it ·is not surprising that the activity of 

the National Committee on Governmental Accounting ovet the years 

has gained wide acceptance. Indeed, by 1940, the National Committee 

had distributed more than 12,000 of its publications, and by that 

time, "its statements were recognized as the generally accepted 

standards for municipal accounting." _1/ Such widespread distribu- 

tion lead one textbook author to note, in 1948, that: 

1/ Williams, Paper entitled "GeneraLly Accepted Accounting Princi- 
ples Applicable to State and Locdl Government," p. 7. 

2/ Ibid, p. 8. 

3/ The.National Council on Governmental Accounting, Rules of Pro- 
cedure (Chicago: NCGA, 1975), p, i. 
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"There is no longer any doubt as to what 
'constitutes good accounting, reporting, 
and auditing for public bodies. The work 
of the National Corranittee on Municipal 
Accounting in particular, in establishing 
standards and models in these subjects, 
provides an authority to which officials, 
accountants, and [the] public may turn 
with confidence." 1/ 

b. AIBA involvement 

In contrast to the Municipal Finance Officers Association 

and the National CoRanittee, the role of the AICPA until recently 

has been relatively passive in nature. The AICPA's predecessor. 

entity, the AIA, supported the activity of the National Corranittee 

in two separate endorsements. A Special~Co~nittee of the AIA 

published a bulletin in 1934 dealing with governmental audits 

which noted, "the form and contents of the audit report should 

conformas far as practicable to the recorranendations of the 

National Corrmnittee on Municipal Accounting, with due allow- 

ance for local conditions and requirements." 2/ The following 

year, the Special Corranittee repeated its endorsement of the 

National ColrYnittee, recommending that governmental accounts "be 

kept in accordance with the principles and classifications 

recommended by the National Corranittee'on Municipal Accounting. " 3/ 

1/ Morey, "Trends in Governmental Accounting," p. 231. 

2/ Special Corrmittee on Governmental Accounting, American 
Institute of Accountants, Audits of Governmental Bodies 
(New York: AIA, 1934), pp. 3, 7. - 

2/ Special Committee on Governmental Accounting, American 
Institute of Accountants, Accounts of Governmental Bodies 
(New York: AIA, 1935), pp. 3, 7. 
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Again, in 1953, the AIA's Corrmittee-on Accounting Procedure 

issued a statement of objectives which gave tacit endorsement 

to the activity of the'National Consnittee. 2/ 

Thus, in the 1930's the AIA expressly endorsed the activi- 

ties of the National Comnittee,.and over the years the AIAand 

the AICPA have focused their:;attentions to areas other than gov- 

ernmental ·accounting. Although the National Corranittee and its 

successor organizations have received input from various sources 

including the IlICPA and individual certified public accountants, 

the National Corranittee and its successors appear to have been the 

primary bodies in- establishing GFE_P applicable to governmental 

units . 

The AICPA, however, has recentll taken an active role in · 

developing principles of ·governmental accounting. In 1974, its 

Corranittee on Governmental Accounting and Auditing published the 

AIBA's Audit Guidewhich relied heavily on the principles set forth 

in Governmental Accounting. The Committee noted in the preface to 

the Audit Guide that: 

1/ The Committee on Accounting Procedure was an ancestor of the 
Financidl Accounting Standards Board. 

2/ Committee on Accounting Procedure, Accounting Research Bulletin 
No. 43 - Restatement and Revision of~~Accountlng Research 
:Bulletin Introduction, para. 5 (New York: AIBA, 1953). 
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"Proper use of this guide requires thorough 
knowledge of Governmental Accounting, Auditing 
and Financidl~epofi~ing. : . published In 
1968 by the National Corranlttee on Governmental 
Accounting. .. 

"The blue book ~-~e~ Accountingl and 
this audit guide represent significant steps 
in the evolution of governmental accounting 
and financial reporting. This evolutionary 
process is continuing even today." 1/ 

The'Corranittee further elaborated as to its endorsement 

of Governmental Accounting: 

"A body of accounting practices for governmental 
units, that has received the general endorsement 
of governmental officials, the general public, 
and other persons interested in the financial 
statements of such units, has evolved over the 
years. The National Committee on Governmental 
Accounting (NCGA) in its publication entitled 
Governmental AccountinQL~ Auditing and Financial 
Reporting (GAAFR), wnlcn has been acknowledged 
as an authoritative publication in the area of 
accounting for governmental units, has set forth 
13 'basic principles' to be applied in accounting 
for governmental operations. 

"GFAFR's principles do not represent a complete 
and separate body of accounting principles, but 
rather are a part of the whole body of generally 
accepted accounting principles which deal specif- 
ically with governmental units. Except as modi- 
fied in this guide, they constitute generally 
accepted accounting principles. 2/ 

~ AICPA, Committee on Governmental Accounting and Auditing, 
Audits of State and Local Governmental Units (New York: 
AICPA, 1974), p. xi. (Hereinafter referred to as "AICPA 
Audit Guide"]. 

2/ Ibid, pp. 8-9 [footnote omitted]. 
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TheAudit Guide was published for the guidance of AIBA 

members "in examining and: reporting on financial statements of 

state and local governmental units." In publishing the Audit 

Guide, the Committee noted: 

"It [the Audit Guide] represents the considered 
:opinion;of the~-C~iiiiii~t~i~-~,~ Governmental Account- 
ing ·and Auditing and as. such contains the best 
thought of the profession as to the best prac- 
tices in this area of financidl reporting. Mem- 
bers should be aware that ~they may be called 
upon to ~-~ departures from the~b;F~n~i~e's 
.recorrrmendatlons.'' Lempha~~i~s added] Ij/ 

c. National Council on Governmental Accounting 

Although the performance of the Natibnal Cor~nittee has had a 

major impact upon the development of governmental accounting, its 

sponsor, the Municipal Finance Officers Association expressed con- 

cern in 1973 that the ad hoc nature of the National CoI~nifteewas 

insufficient in meeting the needs of modern society. 2/ 

for exar~e, in the late 1960s, the AICPA determined that an 

industry audit guide was needed, and that certain aspects of Gov- 

ernrr~ntal Accounting required clarification or modification. Since 

the most recent National Committee had been discharged in 1968, 

there was no active National Corranittee to address these issues. 

Additionally, since the AIBA's Audit Guide was required to be 

1/ Ibid, Copyright page, Noticeto-Readers. 

2/ Robert J. Fr-eeman, "Governmental Accounting Research and Stan- 
dards - Setting: The Role of the NCGA," Governmental Finance 
5 (May 1976): 7. 
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cleared by theAccounting Principles Board prior to the expirs 

tion of that body on June.30, 1973, the AICPA's conanittee could 

not wait for a new National Committee to be formed. 1/ 

The leaders of the Municipal Finance Officers Associa- 

tion established a task force to assess the situation. In March 

1973, this task force issued its report and "stressed the need 

for an ongoing authoritative body to research governmental account- 

ing and related issues and to promulgate and interpret governmental 

accounting and reporting standards." 2_/ 

As. a .result, the Municipal Finance Officers Association es- 

tablished the National Council on Governmental Accounting in June 

1974 as acontinuing, quasi-independent body in recognition of the 

need "for a body to survey constantly governmental accounting prin- 

ciples and standards and to promulgate changes as needed." The 

Council is mandated to: 

V A.M. Mandolini, "Conanents by A.M. Mandolini," Exhibit A, p. 2. 
The AICPA's need to issue an Audit Guide prior to June 1973 
lead to collaboration between~h~F~-~i3~P~iTs Conanittee on Gov- 
ernmental Accounting and Auditing and a Committee of the Muni- 
cipal Finance Officers Association in writing the Audit Guide 
and resulted in an informal agreement of future cooperation. 
See Ibid, pp. 2-3. 

2/ Freeman, "Governmental Accounting Research and Standards - 
Setting: TheRole of the NCGA," p. 7. 
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"....develop, prorrpllgate and interpret 
principles of accounting, financial reporting, 
and related financial management activities 
for governments in the United States and 
Canada...[and to] develop and prorr~lgate 
appropriate methods, practices, and procedures 
for the effective ir~g~lementation of such 
principles." ~ 

Such activity in the area of governmental accounting has 

recently attained greater visibility. The financial crisis of 

of the City of New York has helped to expose the "overwfielming 

inadequacy" of the~City's accounting land financial information) 

system. 2/ One consequence of this exposure has been the enact- 

ment of the 1975 MAC Law that requires the City to adopt account- 

ing standards which more closely approximate those standards set 

forth over the years by the National Corranittee and the AIBA. 

d. MAC legislation 

In June 1975, the New York State Legislature mandated the 

ir~lementation of· new accounting standards upon the City. In 

order for the City to receive financial assistance from MAC, the 

legislature required that the City adopt the New York State comp 

troller's uniform system of accounts for cities as modified by 

the State Comptroller for application to the City. The State 

Comptroller issued such modifications in a series of Accounting 

1/ National Council on Governmental Accounting, Rules of Pro- 
cedure (Chicago: National Council on Governme~'E~-I~u~n~FTng , 
1975), pp. 1-2. 

/ Jan M. Lodal, "Improving Local Government Financidl Informa- 
tion Systems," puke Law Journal 1976 (January 1977): 1133. 
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Systems Directives ("MAC Directives") which set forth the ac- 

counting and reporting principles to be followed by the City. 1/ 

These:-MAC Directives are based in large part upon accounting 

principles previously promulgatedby various interested organizs 

tions and accounting bodies. Three of such.organizations are the 

National Council on Governmental Accounting, the AICPA, and the 

..Financial Accounting Standards Board. 

As noted earlier herein, the AICPA's Audit Guide endorsed the 

earlier work of the National Council on Governmental Accounting. 

Thus, the MAC legislation in effect mandates that the City adopt 

accounting principles as set forth in large measure over the years 

by the National Council on Governmental Accounting and its prede- 

cessor organizations. 

Although the emphasis in the'development of accounting princi- 

ples has largely been in the commercial sector, it is clear that 

governmental accounting principles have developed as a result of 

considerable effort, research, and thought. 

1/ Office of the New York State Comptroller, Surr~mary of Account- 
Directives for New York Ci (As of Awcrust 31 

1976) (ReportNo. NYC-44-77: 30 September 1976), Managerial 
Sumnary, p. i. IHereinafter referred to as "Office of the 

New York State Corrp>troller, SurrPnary of Accounting Systems 
Directives"] . 
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B. Municipal Accounting and Generally Accepted Accounting 
Principles 

The unique nature of governmental operations requires that 

governmental units maintain accounting systems different in char- 

acter from other types of accounting systems. The National Con~ 

mittee and the AICPA each recommend that governmental accounting 

systems be organized on the basis of eight types of "funds", 

(segregated for the purpose of carrying on specific activities 

or attaining certain objectives) and two account groups. Each 

fund and account group constitutes an independent, separate 

reporting entity with individual sets of financial statements. 

This system is referred to as a fund accounting system. This 

differs· from accounting for corranercial enterprises, where the 

financial activity of an enterprise is s~marized and reported 

in one set of financial statements for the entire reporting 

entity. 

Themeaning of the term "fund" as utilized in governmental 

accounting is distinguished from the meaning of the term as it 

is sometimes employed in commercial accounting in that the latter 

term refers to a type of account - an earmarked sum of cash or 

other assets - and in governmental accounting the term refers to 

a separate, distinct entity with its own self-balancing group of 

accounts . 
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The National Committee on Governmental Accounting 

and the AICPA recognize eight typesof funds, which fall 

into two general categories: "operating" funds and "project" 

funds. "Operating" funds are designed to account for 

continuous and recurring transactions, and include the 

General Fund, Special Revenue Funds, Debt Service Funds, 

Enterprise Funds, Trust and Agency Funds, and Intragovernmental 

Service Funds. "Project" funds are principally used to account 

for capital improvement and similar programs of long term bene- 

fit, and these include Capital Projects and Special Assessment 

Funds. 

In addition to eight funds, two account groups are recog- 

nized - a General Fixed Asset Group of Accounts and a General 

Long-term Debt Group of Accounts. Fixed assets are usually re- 

corded in the accounts of a fund only when the fund is of a 

nature where the costs of the assets are recoverable from the 

operations accounted for by the fund,'e.g., the costs of auto- 

mobiles would appropriately be recorded in an Intragovernmental 

Service Fund. Otherwise, fixed assets which are "enaloyed in 

the rendition of general governmental services to the public at 

large from general revenues and without renumeration on a direct 

service charge basis" I~ such as roads, bridges, and fire trucks 

are referred to as "general ~fixed assets" and are accounted for 

1/ National Committee on Governmental Accounting, Governmental 
Accoun , Audi and Financial Repo (Chicago: Munic- 

Finance Officers~cia~EFo?i; ) p. , [Hereinafter 
referred to as "National Comnittee, Governmental Accounting"]. 
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in the "General Fixed Asset Group of Accounts." Long term debt 

is generally recorded in a fund's accounts only when revenues 

which are accounted for within the fund are earmarked for repay- 

ment of the debt. Otherwise, only the proceeds from long-term 

debt are recorded in the accounts of a fund, and the debt itself 

is accounted for through the General Long--Term Debt Group of 

Accounts . 

The use of separate funds provides a convenient method of 

accounting for governmental activity. Various functions of gov- 

ernment can be separately financed and controlled by individual 

sets of legal provisions. The fund allows a project or function 

to be financed by specific revenues to be expended for specific 

purposes defined by specific laws and regulations. For example, 

water and sewer operations might appropriately be accounted for 

in an "Enterprise Fund",which is a fund to "finance and account 

for the acquisition, operation and maintenance of governmental 

facilities and services which are entirely or predominantly self- 

supporting by user charges." I A nator pool or garage whidh 
offers services exclusively to other municipal departments might 

I National Corranittee, Governmental Accounting, p. 159. 
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appropriately be accounted for in an "Intragovernmental Service 

Fund", which is a fund "established to finance and account for 

services and commodities furnished by a designated department 

or agency to other departments and agencies within a single 

governmental unit. " Y 

Municipal accounting differs from conanercidl accounting in 

other respects as well. Commercial entities generally follow 

the accrual basis of accounting, while in municipal accounting, 

the basis of accounting is determined on a fund by fund evalus 

tion. 

The term "basis of accounting" refers to the time when 

revenues and expenses are recorded in the accounting records. 

For example, under the cash basis of accounting revenues are not 

recorded in the books of account until they are actually received 

in hand, and expensesare not recorded until each payment is made. 

Generally under the accrual basis ofaccounting, revenues are 

recorded at the time they are earned and expenses are recorded 

when the liability for them is incurred. 

The National Corranittee stated its preference for the accrual 

method as a basis of accounting because this method: 

1/ Ibid, p. 163. 
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"...provides a superior method of accounting 
for the inflow and outgo of economic resources 
in any organization, because it relates costs 
and expenditures to the time period in which 
benefits of the outlays are received and be- 
cause it provides a more.accurate matching of 
these benefits with any associated revenues." 1/ 

In endorsing the accrual method, the National Conanittee was 

critical of the ~cash basis 2/ and recommended thatgovernmental 

units make "...maxin~un use of the accrual basis except in those 

cases where the nature of governmental financial operations does 

not permit the -full accrual basis. In the latter cases, the 

modified accrual basis should be used." ~ The AIBA has largely 

adopted these recor~nendations. LI/ 

i. Funds of a General Nature 

According to the AICPA and the National Colm~ittee, funds 

established primarily, to account for the revenues and expendi- 

tures for governmental operations of a general nature should use 

a modified accrualbasis of accounting. These funds are clas- 

sifi~d as budgetary funds, and include the general fund, special 

revenue funds and debt service funds. The National Corranittee 

1/ National Comnittee, Goverrrmental Accounting, p. 11. 

2/ The National Cbmmittee stated: 

"Under the cash basis, an accurate comparison 
of expenditures in relation to services ren- 
dered is not possible, because the services 
may be rendered in one fiscal period and the 
disbursements related to such services not be 

made until the following fiscal period." Ibid. 

2/ Ibid, pp. 11-12. 

ff/ AICPA, Audit Guide, pp. 13-17. 
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notedthat for these funds: 

". .. the use.of the full accrual basis is not 
feasible or practicable because of the character 
of their financial operations and.revenue solirces. 
.... the, expenditures of the General, Special 
Revenue, and Debt Service Fundsdo- not generate 
and.are not directly associated with fund revenues 
raised by taxation and other revenue-producing 
powers unique to state sovereignty. It is illog- 
ical, therefore,- to attempt to.match revenues 
and expenditures for the purpose of determining 
net` ·income in the general·iy;accepted manner - 
.applicable to profit-motive, organizations. At the 
same time,--however, ·the basis of accounting is 
important in arriving at the financial-position 
of these governmental funds, and it is for this 
reason.that the Committee carefully defines the 
modified ·accrnal. basis which it reconanends for 

these particular funds." I/ 

The particular modified accrual basis recommended for such 

funds is: 

"...·that method of accounting in which expen- 
ditures -other than accrued interest on general 
long-term debt are recorded at the time liabili- 
ties are incurred and revenues are recorded when 

received in cash, except for materialor available 
revenueswhich should be accrued to reflect pro- 
perly the taxes levied and the revenues earned."2/ 

The National Cor~nittee· gave.examples and·outlined treatment 

appropriate for certain revenues: 

... some general revenues are assessed and 

collected in such a manner that they can be 
appropriately accrued on the governmental 
unit's accounts, whereas otherscannot. A~r~ong 
the latter are current income taxes, sales 
.taxes, gross receipts taxes, and such miscel- 
laneous sources as parking meter ·Levenues, 
fines and forfeits. Revenue sources which can 
and should be recorded on the accrual basis 

L/ NationalConittee, Governmental ·Accounting, p. 12. 

/ Ibid, p. 11. 
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include property taxes, charges for current 
services, grants from other governments, and 
sales and income taxes where taxpayer liabil- 
ity has been definitely established and is 
legally enforceable. In the case of the pro- 
perty tax, for example, the tax is levied 
pursuant to law as of a specific date, the 
arr~ount of the tax is precisely determinable 
in advance, and an enforceable legal claim 
attaches to the properties and/or taxpayers 
subjeCt to the tax. The amount of property 
tax due a government can therefore be billed 
to taxpayers and recorded on the accounts of 
the taxing jurisdiction at the time tax state- 
ments are rendered in precisely the same manner 
that accounts receivable are recorded on the 

books of a private business enterprise." 1/ 

The AICPA Audit Guide defines the modified accrual basis 

of accounting as one in which revenues should be recorded as 

received in cash except for (a) revenues gusceptible to accrual 

and (b) revenues of a material amount that have not been received 

within the normal time for receipt. The Audit Guide then defines 

susceptibility and materiality as follows: 

"Revenues susceptible to accrual....Revenues considered 

susceptible to accrual are those revenues that are 
both measurable and available. In substance, 'avail- 
able' means that the item is a resource that can be 

used to finance the governmental operations during 
the year. 

1/ Ibid, pi 12. 
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"Few typesof revenues in budgetary funds possess 
all of the characteristics essential to meet both 
criteria of being measurable and available, which 
are requisite to being considered susceptible to 
accrual. 

"RE;venue sources that ·generdlly are not considered 
susceptible to accrual include those generated on 
a self-assessed basis, such as income taxes, gross 
receiptstaxes, and salestaxes. Normally, such 
taxes would be recotded as revenue when received. 

"Revenues of a material amount. Some revenues, 
even though not susceptible to accrual, should be 
.recorded prior to actual receipt. Generally, 
material revenues otherwise-;not recorded until 

received should be accrued if receipt is delayed 
beyond the normal time of receipt. ... 

"Material revenues~ received prior to normal time 
of receipt should be recorded as deferred revenue. 

For example, if sales tax revenue normally is re- 
ceived after the financial statement date, but for 
some reason is.received before the financial state- 
ment date, the amount should be recorded as deferred 

revenue until time of normal receipt." 1/ [hp?hasis 
Added i 

1/ AIBA,Audit Guide, pp. 14-16. 
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Expenditures, on the other hand, should be recorded on 

the accrual basis, except for: 

"(a) disbursements for inventory type items, 
which may be considered expenditures at the 
time of purchase or at the time the items are 
used; (b) prepaid expenses, which normally 
are not recorded; [and] (c) interest on long. 
term debt, which should normally be an-expen- 
diture when due." 11 

2. Funds of a Specific Nature 

Fm~ds established primarily to account for the revenues 

and expenditures for governmental operations of a specific 

nature should generally utilize the accrual basis of recogniz- 

ing revenues and expenses. The AIBA classifies these funds as 

(1) funds which are similar to cormnercial enterprises, classi- 

fied as (i) enterprise and (ii) intragovetnmental service funds, 

and (2) other governmental funds, such as (i) capital projects 

funds, (ii) trust and agency funds, and (iii) special assess- 

ment funds. 2/ As the National Committee noted: - 

1/ ·Ibid, pp. 16-17. In addition to these three exceptions, the 
accrual method: further altered in situations where munici- 

palities use an encumbrance method of accounting, initially 
recording expenditures based on cor~nitments such as purchase 
orders and contracts. 

2/ Ibid, p. 13. 
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"In each of these funds, expenditures can be re 
corded as soon as liabilities are incurred, and 
the nature of each fund's revenues is such that 
all revenues and other resources can be recorded 
when earned or levied. Thus, in the case of a con- 
ventional- enterprise .fund operation, the enterprise 
spends and consumes its resources to provide a 
product or service, the product or service is sold, 
and costs are matched with associated revenues to 

determine net income or loss. A similar cycle of 
corrmnercial-type operations takes place in an intra- 
governmental service fund which periodically bills 
using departments for services rendered by the fund 
to them." 1/ 

Within a given municipality, the basis of accounting is 

determined on a fund by fund evaluation. It is likely that some 

funds within a given municipality might utilize the accrual basis 

of accounting and others the modified accrual basis. 

Except for minor differences, the views of the National 

Cor~nittee and the AIBA are in agreement concerning the basis 

of, accounting to be used by the funds of a municipality. 

These and other GAAP standards applicable to governmental 

units have evolved over the years and since at least 1968, have 

been codified by a recognized authoritative body. While GAAP 

standards are not perfect they ". .. havebeen developed as a 

result of considerable research and thought, and ... re,Dresent 

the 'state-of-the-art' in municipal financial reporting." 2/ 

L/ NationalComnittee, Governmental Accounting, p. 12. 

2/ Price Waterhouse & Co., draft copy of areport entitled, "A 
Review of Certain New York City Financidl Reports for the 
Fiscal Years 1974-75 and 1975-76," December 13, 1976, pp. 2-3. 
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The phrase "generaLly accepted accounting principles" 

is a term which "emcompasses the conventions, rules, 

and procedures necessary to define accepted accounting practice 

at a particular time....Those conventions, rules and procedures 

provide a standard by which to measure financial presenta- 

tions." 1/ 

Generally accepted accounting principles for municipalities 

have existed authoritatively since at least 1934. 2/ Since that 

time, the National Corranittee on Municipal Accounting and its 

successor organizations under the sponsorship of the Municipal 

Finance Officers Association have periodically published 

guidelines for governmental accounting with the cooperation 

and support of the AIA. 

The eighteenth such publication,'Governmental Accounting, 

is the most comprehensive of these publications. Also referred 

1/ AIBA, Professional Standards, Volume i: Audi 
Services, Tax Practice (New York: AICPA, 1975): 

Section 411.02 Hereinafter cited as "AIBA, Professional 

Standards, Volume 1"] . 

2/ The reader should be aware that accounting thought, 
knowledge, and literature as aFq?licable to both municipal 
and cormercial entities existed prior to the decade of 
the thirties, but it wasn't until the thirties, with its 
economic depression in the aftermath of the stock market 
crash, that professional accounting societies began 
issuing their "authoritative" pronouncements. 
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to as the "blue book", Governmental Accounting updates and com- 

bines many of the previously issued guidelines and has gained 

recognition as an authoritative publication by many professional 

organizations dealing with governmental accounting and finance. 

including the AIBA 1/ and the Office of the New York State 

Comptroller. 2/ 

The accounting concepts set forth by these organizations, 

clearly represent the "state of the art" in municipal finan- 

cial reporting. City Comptroller Goldin recognized the impor- 

tance of these concepts in observing, that by deviating from 

such standards, New York City during the last decade and longer 

had "developed an accounting and budgeting system which by neatly 

accomodating deficits, provided an invitation to profligacy." 2/ 

1/ AICPA, Audit Guide, p. 9. 

2/ Office of the New York State Comptroller, Accounting 
Systeri~s_ Directive No. 6 (13 April 1976): 1-2. 

Division's Exhibit "Harrison J. Goldin No. 99 for Identifica- 
tion," p. 3. Comptroller Goldin testified that this document 
was apparently prepared after the creation of MAC in June 
1975. 
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APPENDIX B 

The Nature and Ir~ortance of Internal Control 

Although internal control procedures vary with each individual 

entity, iii general: 

"Internal control constitutes the methods followed 

by a company /or other fiscal entity, such as a 
City/ (1) to protect assets; (2) to protect against 
improper asset disbursement; (3) to protect against 
the incurrence of improper liabilities; (4) to as- 
sure the accura~~and dependability'of all financial 
and at Information; (5) to ~udge operating 
efficiency; and (6) tomeasure adherence to company- 
established /or City-established/ policies." 1/ 
/Emphasis added/. 

The Comptroller General of the United States has stated that 

"internal control comprises the plan of organization and all the 

coordinate methods and measures adopted- to safeguard assets, check 

the accuracy and reliability of accounting data,promote operational 

efficiency, and encourage adherence to prescribed managerial ~oli- 

cies. The term embraces the policies, procedures, and practices 

established or encouraged by management as well as the plan of 

organization and other measures intended to carry them out. " 2 / 

1/ Arthur W. Holmes and Wayne S. Overmyer, Auditing Principles and 
Procedures (Homewood,· Illinois: Richard D. Irwm, Inc., 1971), 
p. 86. 

2/ Comptroller General of the United States, Standards for'Aud~ 
of Governmental Organizationsr Programs, Activities ~Functions 

Washington, D.C.: U.S. General Accounting Office, 1972), pp. 
32-33. 
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The Comptroller General goes on to note that the character- 

istics of a satisfactory system would include: 

"1. A plan of organization that provides segrega- 
tion of duties appropriate for proper safeguarding 
of the entity's resources. 

"2. A system of authorization and record procedures 
adequate to provide effective accounting control 
over assets, liabilities, revenues, and expenses. 

"3. An established system of practices to be followed 
in-performance of duties and functions of each of 
the organizational departments. 

"4. Personnel of a quality conanensurate with their 
responsibilities. 

"5. An effective system of internal review. 

"These elements, as important as each is in its own 
right, are mutually reinforcing and all are so basic 
to adequate internal control that serious deficien- 
ci8s in any one normally would preclude effective 
operation of the system." 1/ 

The AICP~ divides its discussion of internal control: into 

attrninistrative control and accounting control-, and has focused 

principally on accounting control: 

"Accounting control comprises the plan of organization 
and the procedures and records that are concerned with 
the safeguarding of assets and the reliability of finan- 
cial records and consesuently are designed to provide 
reasonable assurance that: 

a. Transactions are executed in accordance with manage- 
ment's general pr specific authorization. 

b. Transactions are recorded as necessary (1) to per- 
mit preparation of financial statements in confor- 
mity with generally accepted accounting Principles 
or any other criteria applicableto such statements 
and (2) to maintain accountability for assets. 

1/ Ibid, p. 33. 
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c, Access to assets is permitted only in accord- 
ance with management's authorization. 

d. The recorded accountability for assets is com- 
pared with the existing assets at reasonable 
intervals and appropriate action is taken with 
respect to any differences." 1/ 

Of these, the AIBA considers that the overriding criterion 

for both a~ninistrative and accounting controls "is the bearing 

which particular controls have on the reliability of financial 

statements ... " / Any appropriate system of internal control 

should serve to provide reasonable assurance that financial infor- 

mation is reasonably accurate. 

The AICPA has outlined certain concepts implicit in the 

definition of accounting control, some of which it applied to the 

definition generally, and some of which it applied to the "essen- 

tial" character of accounting. 

1/ AIBA, Professional Standard_s, Volume~l, Auditing, Management 
Adviso Services Tax Practice (New York: AICPA, 1975), Sec- 
tion 320.28. At~n~inistrative controls are described as controls 

which "comprise the plan of organization and all methods and 
procedures that are concerned mainly with operational effi- 
ciency and adherence to managerial policies and usually relate 
only indirectly to the financial records. They generally in- 
clude such controls as statistical analyses, time and motion 
studies, performance reports, employee training programs, and 
quality controls." Ibid, Section 320.27. See also Section 
320.27. [Hereinafter referred to as "AIBA, ProfessioE~ 

Standards, Volume 1"] . 

2/ AICPA, Professional Standards, Volumel, Section 320.12. On 
Januaryl3~-mT~-i;~-C~;~;-rTtTP~c~F~;F~-n~j~ Act Release No. 13185, 
the Corrrmission issued rulemaking proposals concerning internal - 
control for registrants falling under its jurisdiction. These 
proposals are "designed to ... promote the reliability and 
cor~eteness of .. financial information," and substantively 
adopt the objectives articulated by the AICPA as set forth 
above . 
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A. General Concepts 

It is management's responsibility to establish and maintain 

the system of accounting control, and thee cost of accounting con- 

trol should not exceed the benefits to be derived. The concepts 

of accounting control are independent of the method of data I?ro- 

cessing used and apply equally to manual, mechanical, and electronic 

data processing systems. There are inherent limitations in any 

system, such as the possibility of errors arising from misunder- 

standing of instructions, mistakes of judgr~bent, employee careless- 

ness through distraction or fatigue, and intentional circumvention 

through collusion, 1/ 

b "Essential" ConCepts 

The AICPA also has outlined concepts, distinct -from its "gen- 

eral" concepts. These are applicable to the essential character- 

istics of internal accounting control: 2/ 

Personnel. Personnel should be cor~etent, honest, independent 

and should understand prescribed procedures. 

Segregation of functions. Procedures designed to detect errors 

and irregularities should be performed by persons other than those 

who are in a position to perpetrate them. 

1/ For a more complete discussion of these concepts see Profes- 
sional Standards, Volume i, Sections 320.31-320.34. 

2/ For a more complete discussion of these characteristics see 
Professional Standards, Volume-i, Sections 320.35-320.48. 
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Execution of transactions, Independent evidence should 

be obtained to provide assurance that transactions are ~xecuted 

as authorized by persons acting within the scope of their auth- 

ority and that transactions conform with the terms of the auth- 

orizations. 

Recording of transactions. Transactions should be "recorded 

at the amounts and in the accounting periods in which they were 

executed and [should] be classified in appropriate accounts". 

This depends."largely on the availability of some independent 

source of information that will provide an'indication that the 

transactions have been executed." In addition, transactions 

"should be recorded as promptly as practicable when the recording 

is ·necessary to maintain accountability for assets such as cash, 

securities, and others that are susceptible to loss from errors 

or irregularities." 

Access to Assets. Access to assets should be limited to auth- 

orized personnel. "The n~rmber and caliber of personnel to whom 

access is authorized should be influenced by the nature of the 

assets and the related susceptibility to loss through errors and 

irregularities." _V 

_V Access to assets in this context includes both direct physical 
access and indirect·access through the preparation or processing 
of documents that authorize the use or disposition of assets. 



B6. 

Comparison of recorded accountability with assets. 

Records of assets should be compared with actual assets "to 

determine whether the actual assets agree with the recorded account- 

ability. .. .Typical exar~les of this comparison include cash and 

securities counts, bank reconciliations, and physical inventories. 

By its nature internal control is intrinsic to an effective 

accounting system and has a bearing upon the accuracy and reliabil- 

ity of an entity's financial data. While a poor system of internal 

control may not necessarily mean that financial data is unreliable, 

incomplete, or incorrect, it substantially increases that risk. 

C. Applicability of Internal Control to Municipalities 

Although the concept of internal control is often considered 

with reference to expression of anopinion by an independent 

auditor, the absence of independent audit does not affect the 

need for a properly functioning system of internal control. The 

system of internal control is one of checks and balances. The 

absence Of an independent audit removes an important check and 

therefore increases the need for a strong system to compensate. 

This is no less true of a municipality than of any other entity. 

As early as 1956, one expert wrote that internal control is one 

of the most important considerations in any accounting system, 

including agovernmental accounting system. "In governmental 

accounting, internal control is important because the essence 
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of representative government is the existeni=e of a system of 

checks and-balances to safeguard taxpayers and other citizens." _V 

The National Coaanittee noted in 1968 that although a detailed 

discussion of internal control:·was beyond the scope oflGovernmental 

Accounting, they mentioned that such discussion is readily avail- 

able in numerous standard -texts-on accounting systems and auditing. 

_V R.M. Mikesell, Governmental Accounti~q (Homewood, Illinois: 
Richard D. Irwin, Inc., 19 , p. 15. The author was a 8~4 
and professor of accounting at Indiana University. He noted 
on page 16 ·of -his book that the three-most important facto~-f, 
in·the effectiveness of an internal contrdl system are: 

"1. An organizational structure with sufficient 
diffusion of responsibilities to permit apportion- 
ment of steps in a transaction, or in recording it, 
among two or more persons. 

"2. A personnel staff large enough to permit 
distribution of duties and operations among 
a number of employees, that is, to provide 
for what is commonly called 'cross-checking'. 

"3. Competent and thorough administration of the 
system. No system of internal control is self- 
enfoicing, and a poorly adninistered system,may 
be worse than none at all." 
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APP~DIX C 

Application of Generally Accepted Accounting Principles 
to the Unrecorded Pension Cost Liability of New York City 

In the normal course of business, all pension plan sponsors 

regularly make adjustments, usually minor, in actuarial assump 

tions. Such changes are based on changes in circumstances (higher 

employee turnover for instance) which necessitate changes in assump- 

tions. Generally accepted accounting principles require that these 

estimates be adjusted on a regular and timely basis. 

The AICPA Industry Audit Guide for state and local govern- 

ments 1/ states that the provisions of APE OpinionNo. 8 are 

applicable togovernmental units and the MAC D'irective No. 82/ 

effectively prescribes the treatment set forth in Opinion No. 8. 

While some portion o`f the liability (that arising prior to the 

effective date of APE Opinion No. 8 - December 31, 1966) might 

be applied prospectively in connection with any retroactive 

adoption bL the City of the Principles set forth in that 

Opinion, at least that portion of the additional liability 

resulting from the use of outdated actuarial assumptions during. 

the period subsequent, to the City's fiscal year ended June 30, 

1968 (the year which the opinion was first applicable to the 

City) should be treated as an adjustment to the cumulative 

deficit. 

V AIBA- Industry Audit Guide "Audits of State and Local 
Governrr~ental Units" (1974), pages 152-153. 

2/ Office of the New York State Conp~troller, "Accounting 
Systems Directive No. 8" (July 7, 1976). 

3/ Accounting Principles Board Opinion No. 8 "Accountinq 
for the Cost of Pension Plans" (AIBA, November 1966), 
paragraphs 48-49. 
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Under APE Opinion No. 201/ an error must be distinguished 

from a change in estimate. Errors result from mathematical 

mistakes, mistakes in application of accouritin$ principles; or 

"oversight or misuse of facts that existed at the time the 

.financial statements ·were prepared". 2/ A change in estimate 

results -from new information or subsequent developments and 

accordingly better insight or improved judgment. APE Opinion 

No. 20 requires prospective treatment of changes in estimates 

but retroactive treatment for correction of errors. 3/ The 

provisions of Opinion No. 20 are applicable to governmental 

units. LI/ 

_V Accounting ~Principles Board Opinion No. 20 "Accounting 
Changes" (AICPA, 1974), paragraph 13. APE Op~on~Jo;-~ 
did not address the question of error corrections. 

_Y Ibid, paragraph 13 (Er~hasis added). 

3/ - Ibid, paragraphs 31 and 36. 

4/ AICPA;ndustry Audit Guide "Audits of State and Local 
Governmental Units (1~74) , .pa~J~e~-i-4'j~i~iii~~7 
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I. ~W3DUCTION 

The principle of full disclosurewhich applies to 
corporations applies equally to government 
officials. If they are not open ~ind candid, if 
they manipulate important fiscal information, the 
result can only be a credibility gap of even 
greater proportions than the budget gap. 1/ 

Securities issued by the several states and their political subdivi- 

sions (including the City of New York) are offered and sold extensively 

through the use of the mails and other facilities of interstate cornnerce. 

Indeed, large offerings of such securities, such as those made by the 

City of New York, could not be sold otherwise. Moreover, such securities 

areoffered, sold and traded nationally and internationally - not sirry>ly 

within'the borders of the issuing state or political subdivision. 

By virtue of the large dollar amount of municipal securities issued 

and outstanding each year, such securities· are a major factor in the 

Nation's economy and the national securities markets. In light of the 

national scope of the municipal securities markets, there is an overriding 

federal interest in assuring that there is adequate disclosure of all 

material information by issuers of municipal securities. 

1/ Remarks by New York City Comptroller Barrison J. Goldin, Luncheon 
Meeting of New York Financial Writers' Association, March 4, 1975, 
printed in full in a press release of the Comptroller of that date. 
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Although municipalities have certain unique attributes by Virtue of 

their political nature, insofar as they are issuers of securities, they are _ -i 

subject to the proscription against false and misleading disclosures. 

From the perspective of investors, information concerning the fiscal 

health of any issuer of municipal securities, including the City of New York - 

which was the largest issuer of municipal securities in this country at the 

time under investigation - is obtained through the issuer's public statements 

concerning its finances and related affairs. The nature of these statements 

and the assumptions upon which they are based must be carefully and 

accurately cormnunicated to the public, so that potential investors may ·be 

fully informed of all material facts relevant to their investn~ent decision. 

II. THE OBJLNIZATION OF THE CITY OF NEW YORK: 

CITY OFFICIALS AND THE BUDGF~ARY PROCESS 

A. Governmental Organization L/ 

The financial management of the City of New York is largely the responsi- 

bility of the Mayor and the Comptroller. 

i. The Office of Mayor 

The powers of the Office of the Mayor of the City of New York are not 

exclusively executive. The Mayor, who is an elected official, serves as the 

1/ This discussion is based upon the structure and organization of the City 
of New York as it existed during fiscal 1974 and fiscal 1975, and is 
intended to provide only an overview of these matters in the context of 
the tiudget process. On August 5, 1975, the State Charter Revision Comn 
mission for New York City published proposed amendments to the Charter 
of the City of NewYork, same of which would modify the duties and 
responsibilities of the major City officials as they existed during the 
period covered by this Report. 
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City's·"chief executive officer," ad he is vested with the broad, 

discretionary po~n~rs that generally are attributable to a mayor of 

a large municipality, such as the authority to appoint and remove 

numerous city officials. 1/ 

T~ Mayor exercises control over the budgetary process. Be is required, 

by April 15 of eacfi year, to "sulsnit to the board of estimate and the [Cityl 

council (1) aproposed [Expense] budget for the ensuing fiscal year, and (2) a 

budget message, both of which shall be public records ...." 2/ The Mayor's 

budget message is required to include,-among other things: "Estimates of all 

revenue receipts -ard recormnendations for any changes in the revenue and 

fiscal sources and operations .... 3/ 

After the City Council and the Board of Estimate have had an opportunity 

to review ard approve or modify.the Mayor's budget, the Mayor has the authority 

to "disapprove any such increase, decrease, omission, addition or change and 

return suct~ budget to.the board of estimate and to the [Cityl council, setting 

1/ See New York City Charter ("Charter") Chapter I ~ 3 and Chapter I 
generally. The Mayor, for example, may "create or abolish bureaus, 
divisions or positions within his executive office as he may deem 
necessary to fulfill his duties," Charter J3. In addtion, the Mayor "... 
shall, appoint the heads of actministrations, departments, all commissioners 
and all other officers not elected by the people..." Charter S6. 

2/ Charter ~16. The Board of Estimate is composed of the Mayor, the 
Colptroller, the President of the City Council and the presidents of 
the boroughs, and is responsible, in -essence, for the management of 
the City's real property and related activities. Charter, SS61-68. 

3/ .Charter S117 b, 3. 
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.forth his objections thereto in writing."l/ The Board of Estimate and the 

City Ccuncil, acting separately, may override the Mayor's rr~difications by 

a two-thirds vote. 2/ The Mayor "... shall keep informed duri~g the course of 

each fiscal year, of the progress of expenditures and the receipt of 

revenues...," 3/ 

Inaddition to an Expense Budget, the City of New York also m3intains 

a "Capital Budget" for capital projects of the City. This budget cannot 

exceed the maximum amount of debt.which the Mayor certifies that the "city 

may soundly incur for capital projects during the ensuing fiscal year...." 4/ 

After the Mayor receives a proposed Capital Budget from the City Planning 

Comnission, 5/ he su~nits an Executive Capital Budget to the Board of 

Estimate and the City Ccuncil. 6/ Thereafter, the budget review process 

is essentially the sam as that for the Mayor's Expense Budget. 7/ 

The Mayor also has the "po~rs of a finance board under the local 

finance law." 8/ 

y Charter S121b. 

_Y Charter g 121c. 

3/ Charter~ i23b. 

4/ Charter S 215. 

y Charter S 217. 

Qlarter 1219. 

I/ Charter IS 222, 223. 

Charter S 8c; I~ocal Finance Law, I 2(4) (McKinney Ed. 1968). 
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Accordingly, 

...whenever the mayor determines that obligations 
[of the Cityl should be issued ard the amount 
thereof, he shall certify such determination to 
the ccmptroller who shall thereupon determine the 
nature of the term of such obligations and shall 

arrange for the issuance thereof. 1/ 

Abraham D. Beame was the Mayor of New York during rr~st of the period 

covered by this Report. 

2. Ihe Office of. Comptroller 

The Comptroller, who is also an elected official, serves as the City's 

chief financialofficer. In summary, he serves as advisor to 

... the Mayor, the board of estimate and the [Cityl 
council on the financial condition of the city ... 
and r~ke[s] such recommendations, corranents and 
criticisms in regard to the operations, fiscal 
policies and financial transactions of the city as 
he may deem advisable in the public interest." 2/ 

In connection with the annual preparation of the City's budgets, the 

Ccmptroller is required to submit to the Mayor, the City Council and the 

Board of Estimate certain detailed information with respect to, among other 

things, the status of various budgeting accounts and the "maximum amount 

and nature of debt which in his opinion the city may soundly incur for 

capital projects durin3 each of the six succeeding fiscal years ... ." 3/ 

Within four mJnths after the close of the fiscal year, the Comptroller 

is required to "...publish a statement for suc~ year, including a full and 

1/ Charter 18c. 

_Y Charter S 93. 

y Charters 212. 



-6- 

detailed statement of the receipts and expenditures of the city and the cash 

balance or surplus at the elrl of the fiscal year, an itemized Statement of 

all taxes due and uncollected at the close of the fiscal year..." and nurr~erous 

other categories of specific information. V 

The Comptroller is also required to make certain types of periodic 

reports to the Mayor, such as a monthly report and estimate of the operdtions 

of the sinking funds and an annual report on those funds. 2/ 

Barrison J. Goldin was City Comptroller during most of the period covered 

by this Report, and Abraham D. Beame was his irmnediate predecessor in office'. 

3. Other City Officials 

The Mayor and Comptroller were assisted in the performance of their 

duties by a numbe~ of high-level City officials: 

James A. Cavanagh, Paul Gjbson, Jr.r and Judah Gribetz were Deputy 

Mayors, who, among other things, "act as the representative of the mayor 

on boards and ampnittees, exercise jurisdiction over all legislative and 

ceremonial functions,...[and] supervise the executive office...." 3/~ 

~mey were appointed by the Mayor. 

Melvin N. I~echner was Director.of the Widget, and was charged with the 

responsibility of preparing an executive budget for the ensuing fiscal 

year. Be res appointed by the Mayor. ~ 

_V Qlarter s 93g. 

2/ d. 

1/ Ch&-ter S 7. 

Charter I111. 
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Seymour Scher, Florence Dreizen and William T. Scott were Deputy 

Canptrollers, who "...advise and assist the comptrollet in all matters 

relatinII toborrowings ard the investment of funds." 1/ They were appointed 

by the Canptroller. 2/ 

Ivan E. Irizarry, Finance IMninistrator, was in charge of the Finance 

Administration, which, among other things, was responsible for publishing 

once a;rmonth "...a full and detailed statement of the receipts and expendi- 

tures of the City during the preceedillg month a~d the cash balance or surplus 

on the last day of such month." 3/ In addition to these duties, "...immedi- 

ately after the closing of public inspection ard examination of the books of 

annual record of the assessed valuation of real estate the administrator shall 

cause to be prepared frcm such books assessment-rolls for each borough in 

such r~anner as shall be provided by law." 4/ He was appointed by the Mayor. 5/ 

Sol Lewis, Chief Accountant, supervised the Bureau of Accountancy. Among 

other things, Lewis kept the City's official books and records, prepared the 

CQnptroller's various statutory reports, including the annual report, was involved 

in the estimation of the City's cash requirements and how they ~re to be met, and 

y~ Charter B 94. 

2/ Id. 

3/ Charter~ 1521. 

4/ Charter S 1513-1. 

5/ ~harter~ 6. 
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prepared some of the documents necessary for the sale of securities. ~ 

W. Bernard RicNand, the City's Corporation Counsel, was responsible for 

the "... conduct of all the law business of thecity .. ." and for 

". .. the preparation of all ... bonds and other legal papers of the 

city...." 2/ He was appointed by the Mayor. 3/ 

B. The Budget 

New York City's budget ~ms the fundamental tool for rnanaging its 

fiscal affairs. The City Charter required the preparation of two distinct 

budgets - the Expense Budget and the Capital Budget. The City Charter also 

established certain dates by which various events in the budgeting process 

must occur. 4/ The fiscal year of the City is July 1- June 30. 

i. The Expense Budget 

The Expense Budget is an estimate for the upcoming fiscal year of the 

City's operating expenditures for municipal services of an ongoing nature, 

including police, fire, sanitation, education and debt service for the 

City's debt. It also includes estimates of funding sources necessary to 

support these expenditures, derived from real estate and other taxes, 

Federal and State aid, debt proceeds ard other sources. 5/ 

1/ The staff has been unable to locate any authority within the Charter 
for New York City for the appointment of the Chief Accountant; we 
assure that he is appointed by the Ccsnptroller pursuant to implied 
authority. 

2/ Charter S 394. 

1/ Charter S 6. 

4/ See Charter, Chapter 6, as to the Expense Widget, and Chapter 9 as to 
the Capital Widget. 

y see Charter, Chapter 6. 
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There is no statutory requirement that the Expense Budget be balanced 

when initially submitted by the Mayor, but the City Charter requires the City C 

Council to establish the real estate tax rate so as to accomplish this plrpose. V 

Local law requires the City to balance its budget. 2/ 

Both the Board of Estimate and the City Council have the ~~r to 

alter the budget as sutrmitted by the Mayor, but the Mayor may veto any such 

action. Such a veto can be overridden only by a two third's vote of both 

bodies. 3/ At the ccmpletion of this process, the budget is deemed finally 

adopted. y 

After its adoption, various items in the ~cI~nse Widget may be modified 

by the Mayor, 5/ although some modifications require approval of the City 

Council and Board of Estimate. 6/ The City Council is empowered to modify 

only its own budget appropriation. Z/ All budget modifications are published 

in the City Record. 8/ 

2. The Capital Budget 

The Capital Budget reflects appropriations for "capital projects" as 

defined in the City Charter. These include ~schools, hospitals, streets, 

1/ Charterg 1515. 

2/ id. 

3/ Charter ~~ 120, 121. 

4/ Charter S 121. 

5/ Charter S 124b, c and f. 

6/ Charter S 124c. 

1/ Charter S 124f. 

Charter~ 124. 
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sewage treatment plants, and other projects. 1/ Capital Budget ex~enditures 

are supported by long term borrowing ("funded indebtedness"), short term debt 

issued in anticipation thereof, and r'ederal and State aid. 2/ The Ca~ital 

auc~et is submitted, altered and adopted in the same way as the 

Expense Budget. 3/ 

C. The New York State Local Finance Law 

i. Background 

The Local Finance Law is a_compilation of the New York State law relating 

1/ C~rter S 211: 

The term "capital project" shall mean: 

(a) Any physical public betterment or improvement or any preliminary 
studies and surveys relative thereto. 

(b) The acquistion of property of a permanent nature including wharf 
property. 

(c) The ac4uisition of any furnishings, rnac~inery, apparatus or equip- 
ment for any public betterment or improvement when such betterment 
or ir~rovement is first constructed or acquired. 

(d) Any public betterment involving either a;s'nysical i~Drovenent or 
the acquisition of real property for a physical improvement con- 
sisting in, including or affecting: 

(1) Streets and parks; 

(2) Bridges and tunnels other than those crossing navigable waters. 
(3) Receiving basins, inlets and sewers, including intercepting 

sewers, plants or structures for the treatment, disposal or 
filtration of sewerage, including grit chambers, sewer 
tunnels and all necessary accessories thereof; 

(4) me fencing of vacant lots and filling of sunken lots. 

(e) Any combination of the above. 

2/ See ~`narter, S 225 and 250. 

3/ See Charter, Chapter 9. 
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to municipal finance ard the management of municipdl corporations. 1/ 

According to the former counsel to the Temp3rary State Camnission for the 

Study, Revision and Codification of the Laws Relating to Municipal Finance, 

the purpose of the Law is to 

[L]et a unit of government find in some other law 
the power to sperrJI,... [and] armed with such 
authority,.., turn to the ~ocal Finance Law 

for the ~ower to borrow ad for guidance in all 
the processes involved. 2/ 

The concept that.mlrnicipalities in New York State should be restricted 

in the amount of debtwhich may be incurred was a result of the economic 

crisis of 1873-1874,wherein 

excess optimism and demand for local improvement, 
hastened bywaste, extravagance ard corruption ... 

led to the conclusion that the 

.-.mischief to be prevented was the·creation of an 
excessive debt, the carrying charges of which would 
fall upon current revenues and the principal upon 
posterity. 3/ 

2. Debt Limit 

The above conclusion as to mmicipal debt resulted in an amendment to the 

State Constitution limiting the long-term debt the City may issue for any 

purpose to a maximum of 10 percent of the lat'est five year average of the 

1/ The Local Finance Law is a highly technical, complex series of statutes, 
ard for purposes of this Report a detailed analysis of the Law is not 
necessary. Accordingly, we have summarized only the salient features 
of this Law. 

2/ I~unsberry, Ime scope and Basis of the Local Finance Law, published as 
an introduction to the Local Finance Law (McKlnney Ed. 1968). 

3/ McCabe v. Gross, 274 N.Y. 39, 46, 8 N.E. 2d 269, 276 (1973). 
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full valuatica~ of taxable property in the City. 1/ This 10 percent debt 

limit is c~rm3nly referred to as the "general debt limit." Certain types 

of debt are not subject to this limitation, including Tax Anticipation Notes 

("12UJs"), Revenue Anticipation Notes ("RANs") and certain Bond Anticipation 

Notes ("BANs"), obligations of Public Benefit Corporations ("PBCs") 2/ and 

indebtedness contracted to provide water, sewage, rail transportation, and 

certain other services ad whicfi was issued during certain time periods or 

met other specific tests. 1/ Although PBC obligations are excluded from 

the debt ceili~, the City is "liable" for loans made to PBCs by the State, 

in a r~nner similar to that of a guarantor. 4/ 

The ~State Constitution also provides that the City may contract 

additional indebtedness for low rent housing, nursing homes for low income 

patients an3 urban renewal purposes in an amount not to exceed two percent 

of an amount generally calculated in the same manner as the genefal debt 

limit. 5/ Certain types of indebtedness are not subject to the two percent 

limit, including the City's liability for repayment of State loans to PBCs 

(absent default by the PBC). This two percent Constitutional debt limi- 

tation is separate from, and in addition to, the general 10 percent debt 

limit. 6/ 

1/ New York State Constitution, Article 8, Section 4. 

2/ Id., Article 8; Section 5. PBCs are corporate governmental agencies 
created by State Legislation to finance ad operate projects or to 
perform services which may more effectively be provided than by the 
government itself. 

1/ Id., Article 8. 

4/ Id., Article 18, Section 5. 

5/ The 2% limit, ho~ver, is calculated using assessed rather than full 
valuation. Id., A~ticle 18, Section 4. 

Id., Article 18. 
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Under the New York State Constitution, the City is' authorized to raise 

the full irmount ,,,,,,,y to service its long-term debt by means of the rea; i 

estate tax levy. In addition, the City isauthorized to use the real estate 

tax levy to meet its expenses in an amount not exceeding 2-1/2% of the latest 

five-year average of the full valuation of taxable real estate within the City, 

less the amount of real estate taxes to be used to service short-term debt. 1/ 

Long-term debt may generally be issued only for periods not in excess 

of ". .. the period of probable usefulness of the object or purpose for 

which such indebtedness is to be contracted. .. ." 2/ 

D. Balancing the Budget 

The City is required by law to balance its budget. 3/ As section III 

of this Report will show, New York had incurred chronic budget deficits for 

several years prior to fiscal 1975. The borrowings necessary to support the 

City's budget deficits were made possible by various techniques, which, 

among other things, allowed the City to accelerate accrued revenues and 

taxes while deferring recognition of expenditures. The following is a sum- 

mary of certain of these techniques. 4/ 

i. "Capitalization" of Expenses 

Although the City's tuJ~part budget ostensibly distinguished between 

"operating" and "capital" expenditures, the distinction in practice was 

1/ New York State Constitution, Article 8, Section 10. 

2/ New York State Constitution, Il~ticle 8, Section 2. 

3/ See page ~9, ~n. 2, supra. 

4/ · A fuller treatment of these techniques, insofar as they impacted on the 
City's accounting practices, may be found in Chapter ~o herein, 
Accounting Practices and Financial Reporting ("Accounting Report"). 
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increasingly eroded. Items of a type historically financed by the Expense Budget 

were shifted to the Capital Budget in increasing proportions. The financing of 

expense items through the Capital Budget grew from $195 million in 1971 to $722 

million in 1975. In the eleven year period through 1975, these amounts totalled 

over $2 billion. 1/ The principal source of these current operating funds was 

long-term "funded" debt. 

2. Improper Revenue Accruals 

The City employed numerous techniques to justify accelerating the'accrual 

of additional revenue. It accrued in June of each fiscal year estimated revenues 

to be received subsequent to fiscal year end and changed billing dates on 

water charges and sewer rents to recognize 18 months of revenue in a 12 month 

period. 

3. Overstatement of Receivables 

The City significantly overstated its federal and state aid and real 

estate tax receivables. 

4. Pension Plan Practices 

The City has five pension funds. By law, the Mayor has a fiduciary relation- 

ship, as trustee, to four of the funds and the Comptroller has a fiduciary 

relationship, as trustee, to all five of the funds. The City's pension funds 

have all been seriously underfunded. Moreover, at the direction of the Mayor 

and the Comptroller (who has been delegated sole investment authority) the funds 

made major purchases of City securities at the height of the City's fiscal 

crisis. 2/ 

y Unpublished document titled "A Presentation to Mayor Beame's Council 
of Economic and Business Advisors by the Citizens Budget Conrmission," 
November 8, 1974 (Division's Exhibit "Abraham D. Beame No. 24 for 
identification"). 

2/ See Section IV. G, "Pension Fund Transactions," below. The "two year 
lag" was also applied to the fifth fund in 1971, during Mr. Beame's second 
term as Comptroller. Id. 
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In all but one pension fund, required contributions were made a full two 

years after they became due. This two year delay in making required contri- 

butions combined with outaoded actuarial assumptions have served to postpone 

billions of dollars of contributions by the City to the Pension Funds. "Excess" 

interest earned by the Pension F~ds inured to the benefit of thegxpense 

Budget, by reducing the City's already inadequate contributions by the amount 

of purported "excess" interest earned by the funds. It is likely that the 

City had an unfunded accrued liability to the pension funds, asof June 30, 

1975, in excess of $8 billion. 

5. Payroll Costs 

The City used a 364 day year in computing payroll liability. This post- 

poned recognition of one additional day of payroll (or two in leap years) 

each year. As a consequence of several years of such practices, the Municipal 

Assistance Corporati~n ("MAC") 1/ indicated the City had to recognize $130 

million in accrued liability as of June 30, 1975. 

E. Avoiding Debt Limitations on Issuing Long Term Debt 

While not technically a budget balancing technique, certain tactics used 

by the City to circumvent its'long term debt limits are relevant, insofar as 

they contributed td the City's massive debt. The City used public benefit 

corporations ("PBCs") to issue debt securities which otherwise would be charged 

to the City'sapplicable debt limits. The City wrote off $520 million, as of 

June 30, 1975, which had been previously booked as "actual receipts" from pro- 

posed borrowings by the Stabilization Reserve Corporation ("SRC"), a PBC, whe~ 

no receipts had actually been received by the City, then or ever. In addition, 

L/ MAC Was a state instrumentality created to aid New York City after the 
City was foreclosed from the debt markets in March, 1975. 
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the City freely switched certain debt from the 2% to the 10% limit, and 

back again, to suit its own purpose. This practice ;yas first revealed by 

then Comptroller Beame in October, 1973. y 

These practices continued through 1975. 2/ me facility with which 

this switching was accomplished is exerr~plified by testimony given to the 

SMC's staff by Steven Clifford, Special Deputy Comptroller. 

Q: What types of housing debt are discharged against 
the two percent limitationl ~ 

A: I don't know. They used to transfer things back 
and forth between the ten and the two. I never 
understood it. 

Q: Who·was responsible for the'transfers? 

A: It was a combination of Budget and Comptroller. 3/ 

Finally, the overvaluation by the City of-its real property 4/, in 

addition to its effect on the City's ability to issue short-term TANs, 

impacted on the City's ability to incur long term debt as well. Including 

city-owned and other non-taxable property in the City'd real estate tax 

base increased the long term debt limits, which limits are based on an aver- 

age of the assessed and full valuation of taxable real estate. 5/ 

1/ Report pursuant to Section 212 of the Charter with respect to the 
1974-1975 Capital Budget andthe Capital Program for Five Succeeding 
Fiscal Years (Oct. 15, 1973) at pp. 2-3, Division Ex. (Cavanagh) 3. 

2/ See, elg., Division Ex. (Lewis) 7. 

3/ Testimony of Steven Clifford at pp. 159-160. 

4/ See Accounting Report at p. 27 et seq. 

I/ See Office of State Comptroller, Audit Report NYC-26-76 (Interim 
Report No. 2), at p. 9. 
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III. THE SECURITIES OFFERED AND SOLD BY THE CITY 
OF NEIJ YORK AND THE EFFM)T OF THE MORA~ORT~L~ 

On March 31, 1975, the City of New York had over $14 billion of 

total debt outstanding, or about $1,850 for each of the City's 7.5 million 

residents. Over $2.4 billion of this debt was due to mature before 
June 30, 1975. 

The City has traditionally reliea upon the offer and sale of its debt 

securities to generate funds for municipal purposes. 1/ Both recent and 

long-term fiscal history of the City indicate that this reliance has been 

growing continually. 

pre growth in the City's long-term ("funded") debt is illustrated in 

the following table: 

Table I* 

Percent Increase 
Fiscal Year Net Funded Debt ** Over 1915 

1915 $ 973,734,136 
1925 1,291,524,543 32.6 
1935 1,864,243,094 91.4 
1944-45 2,285,233,052 134.6 
1954-55 2,645,570,120 171.7 
196465 3,919,838,874 302.6 
1974-75 6,798,025,969 598.1 

* Source: Annual ~eport of the er of the City of New York for 
Fiscal Year 19 

** Net funded debt is the difference between the gross f~n~ded debt and 
sinking fund holdings. 

1/ For a discussion of the history of debt financing in the State of New 
York and New York City generally, See Lounsberry, The Scope and Basics 
of the ~Local Finance Law plblished as an introductory conma~nt to the 
Local Finance Law (McKinney Ed. 1968). 
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In the two year period ending June 30, 1969, the City managed to reduce 

its net funded debt by about $24 million, but in fiscal 1970 increased it 

by more than $131 million. This marked the beginning of a ser'ies of continuous 

debt increases. 

During the six-year period from fiscal 1970 through fiscal 1975, the 

City's net funded debt (excluding short-term debt) increased by about $2.5 

billion, an arr~unt greater than the increase in net funded debt of the City for 

the prior 30 years. 

As shown by Table II, the City offered and sold massive amounts of short- 

term debt securities and nearly doubled its total debt outstanding during this 

period. 

TABLE II* 

Surmnary of Total New York City Debt Outstanding, 1970-1975 

($ thousands) 

As of Short~erm Long-Term Total 
June 30 Debt Debt Debt 

1970 1,288,175 5,235,830 6,524,005 

1971 2,319,355 5,635,306 7,954,661 

1972 2,650,205 6,379,963 9,030,168 

1973 2,517,510 6,916,792 9,434,302 

1974 3,415,875 7,651,952 11,067,827 

1975 4,540,175 7,766,578 12,306,753 

*Source: Annual Report of the Comptroller, Parts 6-A and 6-C for the 
respective years. 
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As a consequence of this increased reliance upon short-term debt, debt 

service costs (amounts needed to pay principal and interest on outstanding debt) Z 

became a recurring, significant segment of the City's expenses, as shown 

by Table III. 

Table III 

Debt - Service Expenses 

($ thousands) 

Fiscal Year Debt Expense Budget Devoted to 
ended June 30 Service* Budget* Debt Service 

1970 705,753 6,722,824 10.5 
1971 781,819 7,744,761 10.1 
1972 847,433 8,659,194 . 9.8 
1973 1,099,101 9,560,928 11.5 
1974 1,175,973 10,287,546 11.4 
1975 1,826,965 11,895,019 14.0 

* Extracted from Annual Report of the Comptroller for the appropriate year. 

This rapid increase in debt service costs, coupled with the City's 

increased reliance upon short-term debt to fill the gap between projected 

expenses and revenues, compelled the City to compete on a regular, recurring 

and ever-increasing basis for the funds of investors. Table N lists the 

offerings and redemptions made by the City during the period October 1974 

through June 1975. 
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ULBLBI~ 

HEY YORK ~I'DEBI~ 

DIME 1~H188 QHDINO JOHB 30, 1975 

AGCREWE INDIVIDUAL LI%RE~IB MMEFBLY CtUNGE 

INDIVIDUy DAILY ISSUES DAILY TOTAL DEBT IN DEBT TYPE OF 
DATE ISSUES ISSUES REDEEMED ~D~PI~IONS OVISTbMIING OVISIANDING T~TABIIII11 

9/30/74 12.971.7)1.7)0 
10101174 61.890.000 61.890.000 11.909,8)1.730 Funded Debt 
10111/14 300,000.000 )00,000.000 12.609,831.730 BANS 
10/15/74 5.000,080 DENS 

18,032,000 23.832,000 Funded Debt 
415.580.000 475.580.000 13,062,379,730 Plmded Debt 

10/16/74 U8.4W.OW 138,488,880 12.923.979.730 IUNS 
10/18/74 68,345,000 WHS 

97,355,000 m(NS 
970.405.000 438.750.000 BANS 

420,405,000 517.760.000 U.002.989.730 BU1S 
10131/14 5,100.000 5.100.000 12.997,889.7)0 26,168,800 Funded Debt 
11101/74 81.100,000 81,100.000 12.916,789.730 Funded Debt 
11112174 - UO.WO,WO UNS 

115,808,008 · TANS 
500,M)O.WO BANS 

500.000.000 615.000.000 ~ 630,880,088 12.901.789.730 BANS 
5,159,180 5,159.100 12,896,630,690 (101.259.100) Funded Debt 

12/01174 2.076,800 2.076,800 U.894,5~3.830 Plmded Debt 
12/13/74 200.000.000 - TANS 

400.000.000 680,888,000 U,434,J53,830 BANS 
12115174 4,842,808 4.842.000 U.~89.711.830 Rmded Debt 
12/18/74 200,000.000 280,888,880 U.289.711.830 393.081.200 UNS 
3/81/75 66.297,000 66.297,000 U.ZU.411,830 Funded Debt 
Iluln 620,808,008 BANS 

650,008,800 BANS 
280,080,080 820.000.000 650,000,000 U.393.414.830 BIUIS 

1/15/75 52,534,800 52,534,000 U.~40.880,830 51.169.000 Funded Debt 
2/01/75 64,827,640 64,827.640 U,276,053,190 Funded Debt 
2/14/75 290.000.000 290.000.000 U.566.053.190 RIUIS 
2/15/75 4,476,020 Funded Debt 

141,448,800 363.440.000 0;476.020 13,703,017,170 Plmdad Debt 
2/24/75 170,W0.000 170.000.000 380,880,088 300,000,080 U,57),017,170 811l15 
2/25/75 170,000,000 auts 

248.980.000 248,98O,MX) 170.000.000 13,651,997,170 311.116.340 BANS 
3/01/75 16,425,000 16,425.000 13,635,572,170 Rmded Debt 
3/05175 140,000,000 140,000,000 U,775,572,170 RIU6 
)114/75 200,000,000 . · BADS 

537,270,000 BANS 
537,270,000 227.270.000 427,270.000 U.885.~72.170 BANS 

3/15/75 70,574.000 70.574.000 U,8I4,998,170 ~ndsd Debt 
3/20/75 375,808,808 BANS 

375,000,800 140,080,080 148,800,090 14,049.948.170 398.001.000 BUWS 
3/31/75 . 14.049.998.170 
4/01/75 6,091,000 6,091,009 14,843,907,170 Rmded Debt 
4/14/75 600,000,000 680,808,808 U.443.907.170 UNS 
4/15175 44,473,000 44,473.000 13,399,434,170 Rmded Debt 
4/18/75 30.800,080 rmAS 

30.000.WO 107,610,000 107,618,080 U.321.824.1)0 (728,174,08) wns 
5/01/75 67,827,000 67.827.000 33,253,997,170 Plmded Debt 
5/15/75 1.694,088 1.694.000 1l,2S2,303,170 Funded Debt 
5/90/IS 220,000,000 220.000.000 13,032.383,170 (289.521.000) BANS 
6101175 348,000 348.000 I3,DBI,955,170 Rmded` Debt 
6/11/75 380,000,000 rd)lS 

502,000,080 ~UIS 
250,000,000 BblPS 

51,580,000 431.500,000 752,000,000 12,711,455,170 84NS 
6/15/75 722,000 722,000 12.710.733,170 Rmded -Dcbt 
6/25/75 248,980,800 248,980,800 BANS 

248.980.000 248.980,000 12.710.733.170 IUNS 
6/30/75 375,000.000 BUd 

248,980,000 BADS 
220.000.008 220,000,000 623.980,008 12.306.7~3.~70 (725,550.000) BIHS 

5.861.510.000 6,526,478,560 32.306.753.370 
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An examination of the City's debt transactions during the period October i, 

1974 to June 30, 1975 indicates a pattern of interlocking redemptions and sales 

of City debt securities which suggests that the City relied on the contempor- 

aneous sale of additional short-term debt to meet its continuing debt-service 

obligations. 1/ Indeed, the City's ability to meet its general cash flow needs 

during this period was almost wholly dependent upon its ability to obtain purchases 

for its short term debt. .As the City's Chief Accountant is claimed to have said 

in March, 1975, absent the ability to borrow, the City could go bankrupt. 2/ 

1/ See e.g., 1974-1975 Annual Report of the Comptroller, part 6-C. 

2/ Margolies Ex..4. 
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IV. KNCkJLEM;E OF TEIE CITY AND ITS OFFICIALS DURING TEE PERIOD OCIDBER, 
1974 TO MAI~CR 1975, OF FACPS MATERIAL TO.TRE ISSUANCE OF CITY DEBT 
SECURITIES IN THAT PERIOD 

A.' INPE~ODU~TION 

The purpose of this Section of the Report is to analyze the extent 

to which the City and its officials knew material facts which should have 

been disclosed in statements made by City officials in connection with the 

offer and sale of City debt securities. Part V of the Report will examine 

whether City officials disclosed these material facts. 
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- B. KNCkJLEDGE OF CITY OFFICIALS CONCERNING OVERSTAT~EEP~ 
OF FEDERAL AM) STATE AID AM) REAL ES~ATE TAX RECEI~BLES 

On August 29, 1975, the Municipal Assistance Corporation ("MAC") 

attributed $778 million of the City's cLrmulative deficit as of June 30, 

1975 to uncollected Federal and State aid and other receivables for the 

fiscal years 1971-1975. ~ In October 1976, in refining the MAC figures, 
the Office of the City Comptroller attributed $963 million of the revised 
$5.078 billion deficit as of June 30, 1975 to a re-evaluation of aid 

receivables ($678 million) and to the establishment of a reserve for 

Federal and State aid disallowances ($285 million). 2/ 

In the sumner of 1975, the State Comptroller estimated that $408 million 

or 80% of the $502 million of the City's real estate taxes receivable as of 

June 30, 1975 had been overstated. 3/ On August 29, 1975, MAC wrote off the 

entire $502 million of real estate tax receivables. fY 
i. Federal and State Aid Receivables 

Federal·and State assistance is an integral cc~enponent of the City's 

Expense Budget, amounting to 44.468 of the City's Expense Budget revenues 

for the fiscal year ending June 30, 1974. ~ 

1/ Office of the Cor~tcoller, City of New York, Annual Report of the 
er of the Ci of New York for the Fiscal Year 1975-1976, 

p. , note M. 

2/ Id. 

Office of the New York State Comptroller, Audit Report NYC-26-76, 
(Interim Report No. 2 - Uncollected Real Estate Taxes), at 4. 

Municipal Assistance Corp. Press Release dated August 29, 1975. 

Annual Report of the Comptroller of the City of New York for the 
fiscal year 1973-74, at viii (Oct. 31, 1974). 
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The City's internal control procedures for recordingr maintaining and 

monitbring State andFederal accounts receivables were inadequate, and 

as a result, the arr~unts of State and Federal aid receivables shown on 

the City'·s books were necessarily unreliable. 1/ 

Melvin N. Lechner, Director of the Bureau of the Budget, who was 

responsible with the Mayor for the aid estimates, testified: 

I think there was [sic] serious problems in the accounting 
information, the recordkeeping, the bookkeeping, the 
tracking, the monitoring, the following up on the 
receivables State and Federal aid, and that a number 

of practices were wrong and had to be changed. 2/ 

In the six years prior to and including fiscal 1975, the City consis- 

tently overstated these receivables. 3/ The City borrowed in anticipation 

of these overstated receivables by selling RANs. ~ 

1/ Office of the New York State Comptroller, Audit Report No. NYC-3-76 
(Interim Report No. 1 - Prior Years Accounts ·Receivable) at 2. 

1/ Testimony of Melvin N. Lechner taken June 4, 1976 at 358-9. 

2/ Accounting RepOrtr at 18, et. seq. 

4/ Office of the New York State Comptroller, Audit Report No. NYCr3-76 
(Interim Report No. 1 - Prior Years Accounts Receivable)r p. 1-2 of 
Managerial Surmnary. 
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The City continued to carry on its books Federal and State aid as 

receivables without making an independent audit or verification of them. 1/ 
The City's borrowings were based upon the Mayor's estimates of receivables. 1/ 
Indeed, the City apparently defined an aid "receivable" to be the amount of 

its budget "estimate," and asswled (despite massive evidence to the contrary) 
that all estimated receivables would be collected. 

A significant amount of the City's claimed receivables were challenged 
by Federal or State authorities. ~ The City, however, did not remove such 

disputed receivables from its books. Y Deputy Mayor Cavanagh was shown 

1/ This fact was confirmed in a memorani~um from Sol Lewis to Comptroller 
Goldin dated May 29, 1975, wherein Mr. Lewis suggested additions to the 
forthcoming MAC prospectus. He stated the following: 

"The portion of the Expense Budget funded with State 
and Federal aid is based on estimates by the Bureau 
of the Budget. Once the budget is adopted these are 
reflected on the books of the Comptroller's Office 
as receivables. It should be noted that these re- 
ceivables have never been independently audited." 

See Office of the CcAnptroller, City of New York, 
Annual of the Comptroller of the City of 
New York for the Fiscal Year 1973-1974 at viii. 

2/ Section 25.00(c)(2) of the N.Y. Local Finance Law provides that the 
mayor must estimate the receivables available to support the 
issuance by the City of Revenue Anticipation Notes. N.Y. Local Fin. 
[McKinney J25.00(c)(2) n. 19]. 

3/ Office of the New York State Comptroller, Audit Report No. NYC 3-76 
(Interim Report No. 1 - Prior Years Accounts Receivable) at 3 of 
Managerial Sumnary. 

4/ Memorandum from Steven Clifford to Harrison J. Goldin, dated Oct. i, 
1974 (Goldin Div. Ex. 36). 
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a paragraph from the State Comptroller's Interim Report 1/ which indicated 

-2hat the City carried Federal and State receivables on its books even when 

these receivables were attacked by Federal and State officials as being 

improper. Mr. Cavanagh rationalized the procedure by stating that by removing 

the receivable in question from the City's books, the possibility of collection 

of that claim would be destroyed. _2/ Therefore, the City kept all claims alive 

as long as possi~le whenever there was the remotest possibility of collection. 3/ 

There was no disclosureof the fact that the City carried disputed receivables 

on its books, did not reserve against the possibility of non-collection, and 

borrowed against these receivables by issuing RANs. 

2. Real Estate 

As discussed previously in the Accounting Report, the entire $502 million 

of uncollected real estate taxes as of June 30, 1975 were written off. 4/ 

Exirmples of the various real estate receivables which the City carried on 

its rolls as of June 30, 1975 were the following: publicly-owned property 

totalling $126.6 million; diplc~natic property totalling $4.7 million; and 

$43.9 million for Penn-Central, a bankrupt corporation. 5/ Inclusion of 

these inflated tax levies on the City's rolls had the effect of increasing 

the City's overall debt limit,. and permitted borrowings against inflated 

1/ Cavanagh Testimony at p. 322. The reference is to the Audit Report of 
the New York State Comptroller No. NYC-3-76 (Interim Report No. i. - 
Prior Years Accounts Receivable) at 3. 

2/ Cavanagh Testimony at at 322. 

3/ Id. at 323-24. 

4/ Municipal Assistance Corp. Press Release dated August 29, 1975. 

5/ Office of the State Comptroller, Division of Audits and Accounts 
Report NYC-26-76. Report on New York City's Central Budgetary 
and Accounting System (Interim Report No. 2 - Uncollected Real 
Estate Taxes), at 2 
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receivables. 1/ There was no disclosure of the fact that a significant 

portion of the City's real estate tax receivables were uncollectible, that 

the City did not reserve against the possibility of non-collection, and 

that the City was issuing ~ANs against uncollectible tax receivables. 

3. Knowledge of Officials in the Comptroller's Office Concerning Over- 
estimation of Federal and State Aid and Real Estate Tax Receivables 

It appears that senior officials in the Co~troller's office, including 

Comptroller Goldin, knew prior to and during the City's fiscal crisis that 

the City overstated its aid and tax receivables. 

In a May 4, 1976 speech, 2/ Comptroller Harrison J. Goldin des- 

cribed some of the conditions which existed "at the start of the City's fiscal 

crisis" with respect to the accounting and budgeting aspects of Federal 

and State aid receivables and real estate taxes. He stated, in part, that: 

The City could not be sure of the amount o'f valid State and 
Federal receivables because agencies conducted their own nego- 
tiations 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 
though it was the invariable experience in New York - even 
in better times - that collections 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. 

1/ Id. at 3. 

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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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 under- 
standing 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. ~ 

Wiring the relevant periodr numerous memoranda were prepared by officials 

in the Comptroller's Office evidencing significant knowledge and concern with 

various types of budget- ginickry, including the overstatement of receivables. 

Steven Clifford, a consultant to the Comptroller and the Charter Revision 

Cor~nissionr expressed extreme concern with the City's treatment of Federal 

and State aid receivables and real estate taxes. He expressed this concern 

repeatedly in written memoranda to and discussions with the Cor~troller and 

other officials in the Office. 2/ 

Cliffordr in an attachment to a memorandum dated May 15, 1974 and directed 

to the Charter Revision Corrsnission, discussed several Charter solutions to the 

budget problem. A copy of this memorandum was also given to Goldin. 2/ One of 

the areas addressed was overestimation of federal assistance. Clifford stated 

as follows: 

To avoid the embarrassment of having to report a deficit, 
more refined techniques of overestimation are used, for 
exa~ler medicaid. When medicaid claims are submitted to 
the Federal Government, they become receivables against 
which the City can borrow. When the Federal Government 
questions and disallows some claims, they still remain 
receivables. After all maybe the feds will change their 
minds after the next presidential election. No need to 
be hasty. Knowledgeable sources in the Budget Bureau 
estimate that the City is carrying over $200 million in 
questionable medicaid receivables on its books. ~ 

1/ Id. 

2/ Cliffora Testimony at 341 and 194. 

3/ Clifford Testimony at 76. 

4/ Clifford Memorandum to the Corpnissioners of the Charter Revision 
Commission dated May 15r 1974, Appendix Heading Off Reality at the 
Widget Gap, at 2 (Clifford Div. Ex. 4) 
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Finally the ultimate in phony revenues - self taxation. 
This year the City will levy real estate taxes of about 
$40 million on property owned by the City itself and 
borrow against these receivables. These taxes will 

then be cancelled four years from now. I/ 

In yet another memorandum to CcAnptroller Goldin, dated October i, 1974, 

Clifford stated,. in part: 

To balance the expense budget, the City employs a 
series of unsound budgeting and accounting practices 
including carrying forward bogus receivables, levying 
taxes on City-owned property...[and] overestimation of 
revenues.... 2/ 

He urged the Comptroller to take a nlrmber of actions to examine these 

"unsound budgeting and accounting practices." 1/ Among the actions Clifford 

reconm~ended were audits by October 15, 1974 of "two of the most egregious 

accountling practices of [the Cityl: (1) the carrying forward of receivables; 

and (2) the levying of taxes on City owned property." 4/ It was Clifford's 

suggestion that Comptroller Goldin expose these two accounting practices 

because "postponing the day of reckoning through unsound accounting and 

budgeting will only aggravate the problem." 5/ The recormnended audits were. 

never undertaken. 6/ Goldin testified that his First Deputy Comptroller 

1/ Id. at 3. 

2/ Memorandum from Steven Clifford to Harrison J. Goldin dated October i, 1974 
at i, (Clifford Div. Ex. 5). 

3/ Id. at 2-3. 

Y Id. at 3. 

5/ Id. at 2. 

6/ See Clifford Testimony at 104; Goldin Testimony at 176. 
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reported that the audits were not feasible because, among other things, they 

would have involved "... after the fact disallowances [of L;eceivables] ... 

[and] post-hoc changes in the law." 1/ 

In Mr. Clifford's appendix tothe October i, 1974 memorand~n, he listed the 

unsound practices to which he was making :reference. These included, among 

others: 

i. Carrying forward_of receivables - In New YorkCity, 
·we create a receivable not when we bill for ser- 

vices, not when we deliver reimburseable services, 
butwhen we estimate revenues.i.. In this method 

overestimations of state and federal aid need never 

be recognized, they can simply be rolled over. 

2. Selftaxa~l - The City continues to levy taxes on 
property after the city takes title to the property 
This gives the City a real estate tax receivable 
against which it can borrow even though no taxes 
will ever be paid.... 2/ 

Ihis memora~nd~rm further stated that "The total amount of bad receivables 

which may have beenrolled forward maylexceed SS00 million." 1/ 

On October 8, 1974, Steven Clifford and Jonathan Weiner wrote a memo- 

randum to Seymour Scher, First Deputy Comptroller, regarding the amount of 

short-term debt that was being issued in anticipation of Federal and State 

aid receivables. .This memorandum once again raised the issue of the validity 

of these receivables. 4/ The authors stated: 

1/ See Goldin Testimony at 178. 

2/ Id. at 4. 

2/ Id· at 4. 

4/ Internal Memorandm~ from Steven Clifford.and Jonathan Weiner to Seymour 
Scher dated October 8, 1974 (Div. Ex. 6, Clifford). 
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The much rr~ore difficult and probably more ir~ortant 
issue to be resolved is the validity of the State 
and Federal receivables as of 6/30/74. This is by 
no means an easy task.... I/ 

(X1 December 19, 1974, Clifford forwarded a memor8ndum to Comptroller 

Goldin and other officials Y of the Comptroller's office proposing that the 

City recognize reductions in real estate taxes due to delinquencies and 

remove City owned property from the tax rolls in order to eliminate unsound 

accounting and budgeting practices. This memorandum actually suggested 

writing off certain receivables - $500 million of Federal and State Assistance 

and $510 million in real estate taxes, specifically allocating $80 million 

to City owned property presently on the tax rolls and $430 million to recog- 

nition of real estate tax reductions. ~ 

(X1 January 22, 1975, Clifford prepared a men~orandlrm to Comptroller Goldin 

regarding "Presentation on Financial Crisis to 'Influentials'". In this 

memorandum, Clifford reiterated a nw~r of points which he had already made 

to Comptroller Goldin and other key officials of the City. tie indicated that 

increases in the amount of short-term debt could not be explained by delays 
in receipt of Federal and State aid. Furthermore, he pointed out that these 

receivables have never been audited and might be seriously overstated. 4/ 

1/ Id. at 2. 

1/ Memorandum from Steven Clifford to Comptroller Goldin and others dated 
December 19, 1974 (Clifford Div. Ex. 9). 

y Id. at 4. 

Memorandum from Clifford to <30ldin dated January 22, 1975 (Clifford 
Div. Ex. 15, at i). 
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Tnus, between October 1974 and January 1975, Comptroller Goldin was re- 

peatedly advised that the Federal and State aid receivables which the City used 

to support its RAN offerings were significantly overstated. In addition, Corrp>- 

troller Goldin had been advised by this date that the real estate tax receiv- 

ables which the City used to support its offerings of TANs were also significant·ly 

overstated. As the fiscal crisis intensified, the invalidity of the City's 

real estate tax receivables becan~e increasingly clear to the Comptroller's 

Off ice. 

On March 18, 1975, for example, Irwin Shapiro of the ·Comptroiler's Office 

prepared a memorandum for Jerome Turk of t~iat office regarding "Validity of 

Real Estate Tax Receivables as B~;is for Outstanding Tax Anticipation Notes." 

It stated that: 

It is apparent that payment of the above out- 
standing Tax Anticipation Notes payable during 
the 1974-1975 year will have to be met from 
current revenues and not from the collection 

of Real Estate Taxes Receivable as of 6/30/74. 1/ 

This memorandum reflects that over 50% of these receivables were rolled 

forward' from the years 1969 to 1973 and that approximately $40 million of these 

receivables originated prior to 1969. It further reflects a very low rate of 

collection for taxes overdue in prior years. 2/ 

In mid or late March 1975,Herman Charbonneau, a Vice President 

of Chemical Bank, and another Chemical Bank official, had a Ilnrh meeting 

I/ Mwdrandum from Irwin Shapiro to Jerome Turk, dated March 18, 1975, at 1 
(Clifford Div. Ex. 20). 

2/ Id. 
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with Robert Wilson of the Comptroller's staff during which the City's fiscal 

Problems were discussed at length. Charbonneau testified that Wilson told 

him a substantial am>unt of aid receivables being carried on the City's 
books were "fabricated." 1/ 

L/ CharboMeau at 351-54. 



-34- 

4. Knowledge of Officials of the Mayor's Office Concerning Over 
Estimation of Federal and State Aid and Real Estate Tax Receivables 

Abraham D. Beame, prior to becoming Mayor of New York City on January i, 

1974, had served two non-consecutive terms as Cor~troller of the City of 

New York - from 1962 through 1965 and subsequently from January 1970 to 

Decerrd~er 31, 1973. Y From 1952 to 1962, he served as New York City's 

Director of the Budget. 2/ In these capacities he was intimately involved 

in the City's budgetary and accounting practices. This involvement continued 

while he was Mayor of New York City. 3/ 

The Mayor, pursuant to statute, has the responsibility for certifying 

to the City Council an estimate of Federal and State aid applicable to 

the current year's budget. ~ Because the internal accounting controls 

maintained by the City both during the period of the City's fiscal crisis, 

and for a number of years prior thereto,were grossly inadequate, 5/ the 

estimates of receivables were`necessarily inaccurate. In fact, these 

receivables were substantially overstated both during Mr. Beams's tenure as 

Comptroller and as Mayor. ~ 

1/ Beame Ex. 2. 

2/ Id. 

y Bearne testirmDny 9-12, 32-34, 55-56; Clifford testimxly 116-117. 

N.Y. Local Fin. L. [McKinney S25.00(c)(2)1. 

Accounting Report; Melvin Lechner testirrany, at 358-359. 

6/ Accounting Report. 
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IXlring Mr. Beams's second term as Comptroller and first term as Mayor, 

the amounts of uncollected real estate taxes increased consistently and 

significantly each year, from $187.5 million as of June 30, 1969, to $502.2 

million as of June 30, 1975. 1/ The real estate assessment roles are kept 
by the City Finance Adhninistrator,who is appointed by and reports to the 
Mayor. 2/ 

Indeed, increases in ieal·estate tax delinquencies prompted Steven 

Clifford, when he was withthe City's Finance ~Mninistration in 1969,.to 

have a computer run made oni.the 209 highest tax delinquencies in the City 
at that time. As a result, -hedetermined that a ·large portion of these 

delinquencies were receivables -on City owned property. 3/ Clifford brought 
this to the attention -of the City's Finance F~inistration and the Bureau 

of the Budget. A Budget Bureau official advised Clifford that he was 

reluctant to remove these properties from the tax rolls, because doing so 
would reduce the City's debt limit. It was later reported to Clifford 

that the Budget Director determined not to remove the properties. 4/ 
In fact, a portion of both the Federal and State aid receivables and 

the real estate receivables which were ultimately written off by MAC as of 

June 30, 1975 were created and carried forward during Mayor Beame's tenure 

as Comptroller, as well as having been carried forward from prior periods. 

A report by the New York State Comptroller indicates that for the fiscal 

years ending June 30, 1973, and June 30, 1974, Federal and-State aid 

Accounting Report, at 29. 

2/ See Section II of this Report, supra. 
2/ Clifford Testimony, at 81-89. 

4/ Id. 
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receivables had been overstated by $324 million. 1/ The cumulative uncollected 

balance of real estate taxes increased from fiscal 1969 to fiscal 1975 by 

over $314 million. 

During Mayor Beame's tenure as Comptroller, the City's Finance 

Ildministration prepared analyses of real estate tax receivables as of June 30, 

1972 and later as of June 30, 1974 (by which time Mr. Beame was Mayor). Each 

of these studies showed a large increase, not only in uncollected real estate 

taxes, but also in the am3unts of real estate taxes due from publicly owned 

properties - primarily the City itself ($59million out of $283 million as of 

June 30, 1972 and $150 million out of $409 million as of June 30, 1974). 2/ 

Therefore, uncollected tax receivables from publicly owned property were 

carried and increased on the City's books during the tenure of Mayor Beame 

as Comptroller. 

Thus, the practice of overestimating Federal and State aid receivables 

and real estate tax receivables was engaged in during at least part of the 

tire Mr. Seams was Comptroller and continued during his tenure as Mayor. 

The 1974-75 budgets were the first Mr. Beame was responsible for as Mayqr, 

In conrmenting during May, 1974, on the soundness of the Mayor's expense budget, 

y Resulting in a deficit of $291.7 million. Office of the State 
Comptroller,' Audit Report NYC-3-76, (Interim Report No. i), p. 4 of 
managerial sumnary. 

y office of the State Ccrnptroller, Audit Report NYC-26-76 (Interim 
Report No. 2), p. 2 of managerial sur~nary. 
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John Weiner, then a consultant to the Comptroller's office, noted that 

he wassurpris~d to see "some rather outrageous girmtickry (of the genre 

usually reserved for 'lastminute skulduggery .. .'"), some "phony savings 

in revenues" and "unsound practices." y He stated that "thus far, $530 

million (at least) in budget:·balancing items for 1974-75 is gimmickry, a 

total of which I believe surpasses most previous excesses." He further 

stated that "Beame is storing up a lot of trouble for himself. What in fact 

will be done next year? - Borrow again?" He concluded with a recorrrmenClation 

to Goldin that ". .. you must responsibly disassociate yourself from some 

of these practices. .. ." 2/ 

First Deputy Director of the Budget, John Lanigan, who assists the 

Mayor in estimating Federal and State aid receivables, suggested in a meeting 
on March 3, 1975 with merr3>ers of the Comptroller's office that' one method 

to meet a portion of the needed~ increase in the City's debt limit would 

be for Lanigan to.increase the an~unt of the City's Federal and State aid 

receivables. L~ 

In October, 1974, Deputy Maybr Cavanagh, in a merrr, to Mayor Beame, 

indicated concern with overstated "revenues", albeit no specific 

mention was made of receivables. 4/ He specifically pointed out that one 

cause of the "1974-1975 budget problem" was "gimnicks - overstatements of 

1/ Memorandum frcm· John Weiner to Harrison J. Goldin, May 6, 1974. 

Y Id. 

2/ Clifford Ex. 22, mem, from Lewis to Scher and Goldin, March, 1975. 

4/ ·IYerrw, from Deputy Mayor Cavanagh to Mayor Beame, October 26, 1974, at i. 
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revenues, understatements of expenses." 1/ 

Deputy Mayor Cavanagh testified in response to staff inquiries that it 

was the City's policy to continue to carry State and Federal aid receivables 

on its books even when these receivables were attacked by federal and state 

officials as being improper. He indicated that the City kept its claims 

alive as long as possible whenever there was the remotest possibility of 

collection. The City did not remove the receivables on the City's books, 

according to Cavanagh, so as not to destroy the possibility of collection 

of the claim. 2/ Mayor Beame also testified before the staff that he was 

aware that certain receivables carried on the books during fiscal 1975, 

and which were ultimately written off, were receivables from the federal 

government, the validity of which the federal government disputed. 3/ 

Many persons directly involved in the City's financial crisis, with 

whom the Mayor dealt regularly on issues concerning the City's finances and 

debt structure, including persons in the Cofiq~troller's office, the Mayor's 

officer officials of the major Mew York City underwriters, the Comptroller's 

Technical Debt Management Committee ("C~DM"), the Financial Cor~nunity 

Liasion Group ("FCLG"), the Finance Administration, the Budget Bureau and 

others were aware of or concerned with the possibility that the City's 

Federal and State aid receivables and the real estate receivables were 

overstated . 

IXlring essentialll the same period, the Mayor had a nlrmber of meetings 

with certain of the aforementioned personsr as well as others, in which the 

1/ Id. 

2/ CaMnash testimony at 322. 

Beame -testimony at 63-64. 
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City's fiscal problems was the general topic. In at least three such meet- 

ings, the reliability of the City's receivables was discussed either by 

the Mayor or officials of New York's major underwriters. 

On December 17, 1974 the CTDM met at Gracie Mansion. In attendance 

were banking and City officials including Frank P. Smeal of Morgan Guaranty 

Trust Co., Comptroller Goldin and Mayor Beame. At one point Smeal indicated 

that there were doubts as to whether or not City debt had a first lien on 

revenues. Later on, following Smeal's corrrment "that you cannot run the City 

on borrowed money," Mayor Beame is reported to have stated that "we are 

borrowing against firm receivables." Mayor Beams also indicated that the 

City borrowed against expected revenues, as it has always done. 1/ 

On March 11, 1975 at a FCLG meeting attended by City officials and 

leading underwriters, Mayor Beame stated that all short-term borrowing was 

against anticipated revenue due to New York City. 2/ 

On March 17, 1975 at a meeting with the Mayor attended by various 

bank officials, including Ellmore Patterson of Morgan, David Rockefeller 

of the Chase Manhattan Bank and William Spencer of Citibank, the financial 

community's growing concerns with the City's fiscal future were discussed. 3/ 

At this meeting the general subjects contained in a memorandum prepared by 

Minutes of CTDM Committee Meeting, December 171 1974 (Goldin Div. 
Ex. 28). Attached hereto as Appendix A. 

2/ RDUsseau Div. Ex. 15, Chronology at March 11, 1975. 

2/ Patterson testimony at 78. 
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a banir officer for the meeting were discussed. Among the subjects listed 

in the memorand~ were various "gj~r~nicks" used to balance the budget, 

including the overestimation of Fede'ral and State aid receivables. I/ 

In addition to the previously mentioned expressions of concern with 

the overstatement of Federal and State aid receivables, there were a number 

of public announcements concerning these and related issues during this 

same period of time, such as the following: 

~n January 10, 1975 David Breen, formerly a municipal bond analyst of 

Weeden & Co., stated in a speech delivered before the City Club of New 

York that delinquent real estate taxes had increased from $80.4 million 

in fiscal year 1969-70 to $148.6 million in fiscal year 1973-74. This 

represented a delinquency rate increase of 85%. If the delinquency rate 

of the first quarter of fiscal 1975 continued for the entire year, it 

appeared that $190 million, of such taxes would not be collected in the 

next fiscal year. 2/ The next day, the Mayor and Comptroller issued a 

joint press reLLase attacking Breen's speech, indicating among other things 
that Breen was "irresponsible." The release did not respond substantively 

to Breen's allegations concerning receivables. 2/ 

In an address before the New York Municipal Analyst Group on January 24r 

1975, John Fava, Deputy Finance Administrator, outlined four options for 

1/ P~oposed Statement to Mayor Beame by Patterson, Rockefeller, and 
Spencer, on March 17, 1975. (Patterson Div. Ex. 7) 

2/ Chronology at January 10, 1975. 

3/ Chronology at January 11, 1975. 
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New York City that could be put into effect should the City's receivables 

prove to be overestimated. 1/ j 

IIn a press. release dated February 18, 1975 Ivan E.- Irizzary, New 

York City finance Administrator., responded -to newspaper reports appearing 

the· previous weekend claiming the City's real estate-tax arrearages amounted 

to~S460 million. Mr. Irizzary stated: 

of the reported -$460 million of City real estate tax 
arrears, $356 million is ~hargeable· toyears prior to 
the beginning of the current.fiscal year, withsome 

.of it dating back more than 10 years. Another $45 
million erroneously attributed to "tax arrears" is 

~·;·not collectible by the City because of adjustments 
in the;l9l4-75 tax levy for aancellations, abatements 
.and discounts allowed by law or required by court 
action. 2/ 

For eight of the 12 years prior to becoming Mayor,'Mr. Beame had been the 

City comptroller. -During all of this time the.City's internal accounting 

controls -had been inadequate. The unsound practices described above existed 

both during his tenure as Mayor.·and as Comptroller. A large portion of the 

-Federal and State aid and tax receivables carried on the City's books during 

his-, te?ure as Comptroller were ultimately written off as uncollectible. 

Deputy Mayor Cavanagh and Mayor Beame both testified that the City continued 

to carry Federal aid receivables on its books even after their validity was 

disputed by the Federal government. ~/ 

1/ Chronology at January 24, 1975. 

2/ Testimony of Ivan Irizzary at 94; Press release, February 18, 1975. 

3/ On April 13, 1977; Hale Champion, Undersecretary of the Department of 
Health, Education and Welfare ("~EW"), wrote to Mayor Beame concerning 
certain New York State and City Federal aid receivables which have 

(footnote continued) 
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Based upon all of the above, Mayor Beame knew the City's Federal and 

State aid and real estate tax receivables were overestimated and overstated. 

The Mayor denied any knowledge of these practices in his testimony before 

the staff: 

Q. Mr. Mayor, in addition to the one-shot revenues, 
it has been stated that the City would from 
time to time overestimate its revenues at the 

corranencement of a fiscal year for purposes of 
producing a balanced budget. 

A. Not·in mi time. I certainly wouldn't permit it. 
I know of ho such instance where anything like 
that occurred.... 

Q. Mr. Mayor, it has been stated that the City would, 
in the preparation of its budget, overestimate 
the receivables due it from the State and Federal 
government. 

Do you agree or disagree with that statement? 

A. `Based on the ii~formation given to me by mi staffs, 
I disagree with the statement. * * * 1/ 

(footnote continued) 

been in dispute "for nearly three years." The letter indicates 
that HEW intends to propose a settlement "wwth respect to all valid 
claims sutmitted to date." (errp~hasis added) The letter does not 
quantify the proposed settlement, or further describe the "valid" 
claims referred to, and indicates that "agreed on disbursement" 
would be "[slubject to concurrence by the President and the Congress. 
.. :" So far as the staff is aware, negotiations as to the disputed 
receivables are still in progress. 

y Beame testimony at 48, 56. 
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C. Kf~DWLEM;E OF'THE CITY AND ITS OFFICIALS CONCERNING THE 

RISK OF NON-MARKFIABILITY OF CITY SECURITIES 

i. Introduction 

The purpose of this part is to examine the knowledge of the City and 

its officials, during the period October, 1974 through March, 1975, 

regarding the increasing risk that the City would be foreclosed from the 

public markets. The City was, in fact, foreclosed from the market after 

March 20, 1975. 

IXlring the period October i, 1974 through March 13, 1975, the City of 

New York issued about $4 billion in short-term debt securities to the pub- 

lic. 1/ There was a progressively mounting concern in this period as to the 

City's ability to meet its debt obligations as they came due. In addition, 

it was becoming increasingly-clear that the City's borrowing needs in the 

current and forthcoming fiscal years would be immense, even in relation to 

the City's then current record levels of short and long term borrowings. 2/ 

These future borrowings would be needed to retire debt obligations issued 

by the City as they matured or to meet other pressing cashneeds of the 

City. 3/ 

Information as to the City's future ability to use the public debt mar- 

kets as a source of revenue was highly material during this time period. 

Given the City's chronic and ever increasing expense budget deficit, the 

inability to obtain such-borrowings in the market would impact severely on 

the 13ity's..ability to meet its current debt obligations as they matured. 

·1/ 1974-75 Annual Report of the Comptroller, parts 6-A and 6~. 

1/ See Section III of this Report, supra. 

1/ Id. 
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2. Knowledge of the City and Its Officials 

From the very beginning of the period, senior City officials knew of 

the escalating threat to the marketability of City debt securities. Thus, 

on October 7, 1974, a meeting of the CTDM was held. 1/ In attendance on 

behalf of the City were Comptroller Goldin, First Deputy Cor~troller Seymour 

Scher, Third Deputy Comptroller William T. Scott, Chief Accountant Sol 

Lewis, and several other members of the Comptroller's staff. These City 

officials were advised by the City's lead underwriters that some committee 

members were concerned about the City's potential saturation of the 

market; that the City's securities might not be saleable at any yields; 

and that there might be a "negative reaction" from the rating agencies 

(such as Moody's and Standard and Poor's) to the volume of City securities 

being offered. Comptroller Goldin indicated that he was extremely concerned 

with these matters and asked the cormnittee if it would wish another 

meeting with the Mayor. 2/ 

(X1 the next day, October 8, 1974, Melvin N. Lechner, Budget Director, 

prepared a memorandum for Mayor Beame. In this memorandum, Lechner 

discussed the forthcoming 1976 Capital Budget. In commenting on an antici- 

pated budget gap of $648 million, Lechner warned that the marketability of 

1/ Chronology at October 7, 1974. 

2/ Minutes of the CTDM Corrrmittee, October 7, 1974. 
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the City's bonds "will continue to be increasingly difficult" because of 

(1) the size and frequency of the offerings; (2) the fact that Citibank 

might dropout of the bidding for City debt leaving only one bidder; (3) a 

change in the City's bond rating; and (4) the thin market for City obliga- 

tions. 1/ 

Thus, Comptroller Goldin, Budget Director Lechner and Mayor Beame had 

actual knowledge, from the outset of this period, that the City's ability to 

publicly sell debt securiti~s was in doubt. As the period progressed, the 

information available to the Mayor, the Cor~troller and their respective 

subordinates only served to increase such doubts. 

For example, Jonathan Weiner, Special Adviser to the Comptroller, sent 

a memorandum to Goldin, Scher and Scott on October 11, 1974 concerning the 

market for the City's short-term debt. The memorandum discussed market 

absorbability of City issues, using a table-from the Daily Bond Buyer, SIA 

Supplement, October 2, 1974, as'a reference. This table pointed out, among 

other things, that New York City issued 43.73 percent of all short-term debt 

securities issued by all municipalities in the first half of 1974. Moreover, 

Weiner -stated that City short-term notes represented 27.57%of all such 

issues outstanding in the first half of 1974, 2/ and that this percentage 

would soon increase substantially. 3/ 

1/ Memorandum from Melvin N. Lechner to Abraham D. Beame, October 8, 1974. 

2/ Merrorand~rm from Jonathan Weiner to tIarrison J. Goldin, Seymour Scher, 
William T. Scott, October 11, 1974. 

3/ Id. 
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As the New York Times reported on December 16, 1974: 

the Comptroller thinks the city's poor per- 
formance in the debt markets reflects primarily 
the "tremendous glut" of city bonds and notes. 
"I've been saying for a considerable period of 
time that the City's quantum borrowing is going 
to lead us into a serious supply-demand problem 
-- and it has," said Mr. Goldin in an interview 
last week. 1/ 

The gravity of the threat to the marketability of City securities was 

a subject of an extended meeting of the CTDM held on December 16 and 17r 

1974. At the Decerrd~r 16 meeting, Comptroller Goldin Presented a four-part 

program designed to (1) reduce the "glut of City paper overhanging the 

market," and (2) produce a "stabilizing impact on the market." 2/ In the 

ensuing discussion, Richard B. Nye ("Nye") of First Security Co. declared 

that "the Mayor must be told unequivocally of the severe market conditions 

which~ 'this girmnick [the four-part programl merely relieves temporarily. "'3/ 

The CI~DM meeting reconvened at Gracie Mansion at 8:00 a.m. on December 

17. Mayor Beame, Comptroller Goldin, Deputy Mayor Cavanagh and Budget 

Director Lechner all were present. 4/ The discussion began with Wallace O. 

Sellers of Merrill Lynch, Pierce, Fenner & Smith making the following 

observations : 

(1) In recent weeks the capital markets had been a total 
disaster ; 

New York Times, December 16, 1974. 

2/ Goldin 27, Minutes of the CDIM Comnittee, Decen~r 16r 1974 

3/ Minutes of CIIIM Meeting, Dece~d~r 16, 1974. 

4/ Mer~randlrm from F.P. Smeal to file, Decerr33er 17, 1974. 
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(2) Some of the City's bonds had been selling at as much 
as 11 percent yield; 

(3) The difficulties encountered in selling the City's 
obligations made it "likely that there would be no 
bid at all" on January [1975] bond sale; 

(4) The Goldin plan presented the previous evening changed 
the current situation but the problem would reappear; and 

(5) Although the City's ability to pay its debt was not in 
question, the issue was the ability of the market to absorb 
issuances of the magnitude conterrplated by the City. 1/ 

Frank P, Smeal ("Smeal") of Morgan Guaranty Trust Company concurred in 

Merrill Lynch's assessment that the basic problem was merely being postponed, 

not solved. According to Mr. Smeal, the City differed from the Federal 

government in that the latter prints money. 

The Comptroller swmmarized the bank's concern that "in their present 

weakened condition the sheer magnitude of [City] borrowing makes it 

impossible for the capital markets to absorb the quantity of debt we are 

issuing." 

In response to a statement made by Mayor Beame that the financial 

cor~minity and the capital markets had not carried out their responsibility 

to promote and purchase City obligations, Smeal retorted that "the market 

has just suffered the greatest losses in history in its support of the 

1/ Minutes of Special C~DM Meeting, December 17, 1974, attached hereto as 
AFpendix A. 
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City's debt." iJye also stressed the grave nature of the situation, 

emphasizing that "the whole system could come tumbling down." The Mayor 

responded that hB was· fully aware of the gravity of the situation. 

The Mayor's perception of the situation appears to have been correct. 

At the time of the December CTDM meeting, Comptroller Goldin and other City 

officials were being advised by Clifford that theCity had to raise "$7.3 

billion in short and long-term debt over the next ten months, but markets 

are already saturated." 1/ This projected need for $730 million per month 

- was substantially more than the City had historically borrowed in such a 

short period of time. 2/ Yet, despite the information conveyed at the 

December 17 C?DI·I meeting, Comptroller Goldin issued a press release immedi- 

ately after the meeting which failed to disclose the material facts which 

had been openly discussed, and which atte~ted to reassure the public that 

the situation was well in hand. The full text of the minutes of the December 

17 CIDIVI meeting is set out as Appendix A hereto; the Comptroller's Release 

is annexed as Appendix B. 

On January 9, 1975,. concern for the market's ability to absorb further 

offerings of City securities was again expressed to the Mayor and the 

Comptroller by the City's lead underwriters. In a meeting at Gracie Mansion 

called by the Mayor, the underwriters stated that the clearinghouse banks 

did not have the capacity to take on all of the proposed City financing by 

themselves. 3/ The banks pointed out, in support of their concern, that 

1/ Memorandum from Steven Clifford to J. Golciin, et al., December 19, 
1974 entitled Restructuring City Finances. 

2/ See Section III, supra. 

5/ Chronology at January 9, 1975. 
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the underwriters of the City's October 1974 bond issue had incurred large 

losses. 1/ 

As the City's financial situation deteriorated, the information flowing 

to the Mayor and the Comptroller increasingly questioned the City's ability 
to sell future debt securities. 

Cl January 21, 1975, Clifford sent a mem3randum to Cor~troller Goldin 

regarding the City's fiscal crisis. _2/ The memorandum reported that, among 

other things: (1) interest rates were at an all-time high, and if City debt 

could not sell at these rates, it could not sell at all; and (2) the market 

could collapse, forcing a bankers' agreement or a moratorium on redemption 

of debt. ~ 

In a February 6, 1975 letter from Mayor Beameto E'llmore C. Patterson, 

chairman of Morgan Guaranty Trust Co., the Mayor recognized that "there have 

.been disturbing reports of brokers advising clients not to invest in New 

York City bonds and notes because of the 'risk' involved." 4/ 

Thus, by the beginning of February, 1975, both Mayor Beame and Comp- 

troller Goldin had been apprised of the mounting concern regarding the 

marketability of City securities by City officials and by officials of the 

major New York banks, and the Mayor and Comptroller possessed or had access 

to information which confirmed the factual basis for this concern. 

1/ Id. 

2/ Mem3liandum, Steven Clifford to Barrison J. Goldin, "Presentation on 
Fiscal Crisis to 'Influentials,"' January 21, 1975. 

3/ Id. at 2-3. 

4/ Letter, Abraham D. Beame to Ellmore C. Patterson, February 6, 1975. 
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During February, the crisis intensified. At a February 20, 1975 meeting 

between the Mayor and the Financial Cormnunity Liaison Group, the Mayor was 

reportedly told that "today was the day that the money ran out." ~ As 

things turned out, this statement was premature, but by only three weeks. 

By early March 1975, two additional factors had further exacerbated 

the situation. First, the Urban Development Corporation became insolvent, 

thereby depressing the municipal credit market, 2/ and the City was reported 

to be some $903 million short of the then-existing borrowing authority it 

needed to satisfy cash needs for the remainder of the fiscal year ending June 

30, 1975. This projected shortfall was reported to Comptroller Goldin by 

Sol Lewis, Chief Accountant, on March~ 3, 1975. 3/ The same information had 

beenpreviously communicated by Mr. Lewis to John Lanigan of the Bureau of 

the Budget earlier on the same date. 4/ Lewis also advised Lanigan that: 

- the willingness of the financial community to absorb bond 
sales was so questionable that the Comptroller committed him- 
self last December to sell no more than a total of $640,000,000 
of bonds during the first six-month period of this calendar 
year. 5/ 

The City had scheduled two BAN offerings for early March. A $537 

million sale was to take place onThursday, March 6. While a merged 

syndicate eventually made a bid on the BANs which the City accepted, the 

1/ Friedgut Ex. 1; Friedgut at 42. 

2/ See, e.g., Annual Report of Comptroller, 1974-1975, at v. 

1/ Chronology at March 4, 1975. 

4/ Id. 

5/ Memorandum, Sol I~ewis to Harris Goldin and Seymour Scher, 
March 3, 1975. 
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conditions placed on the sale were severe. One of the conditions was that 

a disclosure statement, drafted by counsel for the underwriters, be issued 

as a press release by Comptroller Goldin at the time the announcement of 

the award of the notes was made. 1/ This statement, as drafted, read as 
follows : 

Economic conditions and cash needs of the City have 
necessitated 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 bor- 
rowings are causing the City to approach its consti- 
tutional debt limit. These condit_ions adversely affect 
the Ci 's access to the munic credit markets, to 
which ~h~ must look ft~ii~ it deems 

to meet and maturi obli tions. 
Thus, the~n~:~;l'~h~e~-N~jo~, awarded todayreflect 
the risk inherent in the City's present financial con- 
dition. While solving the City's fiscal problems is 
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 canbe done. 2/ 
(Emphasis added) 

The underscored sentence of the draft release did, at least to some 

degree, touch upon the information which the Mayor and the Comptroller had 
been privy to in the preceding months. However, as released by the 
Comptroller, the statement read as follows, in pertinent part: 

Other factors contributing to this high rate of interest 
are the recent negative occurrences in the municipal 
credit markets, adverse economic conditions and the City's 
ever increasing cash needs which had necessitated extra- 
ordinary 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, 

1/ Chronology at March 6, 1975. 

2/ Chronology at March 7, 1975. 
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Comptroller Goldin expressed his confidence that the 
City would, when the time comes, be in satisfactory 
legal and fiscal.position to sell Bonds to fund these 
Notes. 1/ 

On March 13, 1975, one week following the $537 million BAII~ sale, a 

$375:million RAN sale was scheduled. In preparation for this offering, 

the Mayor, the Comptroller) Deputy Mayor davanagh and other City officers 

met with the merged syndicate; on March 11, 1975. 2/ In a preparatory meeting 

on March 10, 1975, Ellmore Patterson, chairman of the FCLG, had told that 

group that the parties present must be prepared to discuss with the ~layor 

the issue of marketability. 3/ 

At the meeting with the Mayor, marketability was discussed at length. 

The Mayor was told that the sheer volume of short-term borrowing was a 

problem and that the size of the permanent rolled-over short-term debt was 

becoming, at best, impossible to handle. 4/ The mere assertion of the 

Constitutional priority of the City's debt would no longer suffice to per- 

suade the public to buy the City's securities. 5/ 

Moreover, the Mayor and other officials present were told by Patterson 

that it was absolutely vital that the public market be kept open to the City, 

because the banks represented at the meeting held $1.2 billion of City 

1/ Id. 

_2/ Chronology at March Ilr 1975. 

3/ Chronology at March 10, 1975 

4/ Chronology at March 11, 1975 

I/ Id. 
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securities in their own portfolios. 1/ This sum represented 20% of the 

banks' aggregate net capital. 2/ Thus, the banks could not take on the 

contemplated offering unless they could sell it publicly. 3/ 

Gedale Horowitz of Salomon Bros., near the end of the meeting, stated 

that despite the institution of a regular borrowing schedule by the City, 

the number of purchasers of City securities was dwindling and the April 
bond issue was in jeopardy. 4/ As matters turned out, the City was unsuc- 

cessful in marketing any public offering of City debt -securities between 

the March 13 RAN sale and the moratorium. 5/ 

It appears from the foregoing that both the Mayor and the Comptroller 

were aware of the rapidly closing debt market at a time when the City was 

offering and selling securities to the public without adequate disclosure 
of this fact and its ramifications. 

1/ Id. 

2/ Id. 

3/ Id. 

4/ Id. 

5/ Id. at March ·26, 1975. 
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D. CITY OFFICIALS' AiJRRENESS OF PROBLEMS WITH 

THE DEBT LIMIT AND UNENCUMBERED DEBT MARGIN 

The "unenclrmbered debt margin" is the limit on the debt the City may 

incur, less the total of outstanding borrowings and ara3unts authorized 

for approved capital expenditures for which bonds have not yet been sold. 

1/ The size of the unencum5ered debt margin was of concern to Comptroller 

Goldin from his first days in office. In discussing the unencumbered debt 

margin in February.1974, he noted that: 

_The e?ttent_ of the_ unencmnbered -margin is considered an 
important factor in the.lnvestment commun~y for pur- 

poses of assessing the attractiveness of City bonds, 
an assessment which translates~directly into interest 
costs to our taxpayers and the City's ability to 
provide critical services. 2/ (E~n~hasis added) 

diminution and certainly elimination of the 
City;s'reserve borrowing caaacityll.;j~;·;j~;1~- Ci reserve borr caDacl Is a ve 

factor those who rate and am3nq those who 

City obl.igations. I/ (~nphasis Added) 

In an earlier report,.dated October 15, 1973, then Comptroller Beame 

projected an unencLrmbered debt margin of $238.9 million as of June 30, 

1974. 4/ However, in a memsrandum dated February i, 1974, Chief Accountant 

Sol Lewis advised Comptroller Goldin that as of January 31, 1974, the City 

1/ February 10, 1974 Report of the Comptroller Pursuant to Section 220 of 
the Charter, at 6. 

2/ Id. at 7. 

3/ d. at 15. 

4/ October 15, 1973 Report of the Comptroller Pursuant to Section 212 of 
the Charter, at 11. 
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actually had a negative unencumbered debt margin of $31.2 million. 1/ 

Comptroller Goldin, in his report of February 10, 1974, discussed the 

erosion of the unencumbered debt margin. He expressed concern that: 

the real possibility exists that absent the 
pursuit of these critical remedies the City may not 
only for the first time in modern history, at least, 
have no unenclrmbered margin whatever, but indeed, be 
operating with a negative margin*" (*footndte: "To 
be sure, at no point will the City have exceeded its 
legal ability to borrow.") 2/ 

In view of the situation, Comptroller Goldin proposed several alterna- 

tive means to restore the unencumbered debt margin, including an expansion 

of the City's debt incurring capacity by reducing the equalization rate, 

the transfer from the Capital Budget to the Expense ~udget of certain 

expenditures which historically belonged in Expense Budget, delaying the 

issuance of certain expenditure authorizations until the actual expenditures 

were imminent, the assumption by the Housing Development Corporation of 

additional Witchell-Lama projects then being charged against the City's debt 

limit, the increased use ofquasi-independent agencies to fund capital 

projects, or rescindments of authorizations for capital expenditures. 

However, the Comptroller opined: 

'Ihe above alternatives represent a wide range in terms 
of acceptability: all the way from prudence to mere 
gimnickry or worse. In my opinion, the condition 
calls for massive rescindhnents. I/ 
(~hasis in original) 

1/ Lewis Ex. 5. 

2/ February 10, 1974, Report of the Comptroller Pursuant to Section 220 
of the Charter, at 12. 

3/ d. at 14-16. 
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On February 10, 1974, -the same date as the Comptroller's report 

referred to above, Melvin N. Lechner, the··Director of the Budget, issued 

a press release which stated, in part: 

Our examination of the elements which enter into 

the computation of the unencuinbered margin indicates 
that the following actions can result in an unen- 
cumbered margin of approximately $100 million 
on June 30, 1974: 

- The anticipated:approval of exclusions from the 
debt limit by the State Comptroller. 

- The transfer of certain charges from within the 
debt limit to outsid~e the debt limit. 

- The rescindments included by the Mayor in his 
Executive Capital Budget. i 

We are confident that the Mayor and the Comptroller, 
as-responsible fiscal officers, will insure that at 
no time will our commitments exceed the availability 
of funds within the debt limit. 1/ 

William Sharkey of the Bureau of the Budget acknowledged the negative 

unencumbered debt margin in' a memorandum dated February 21, 1974, to 

Budget Director Lechner.. Sharkey observed: 

Although the statement is ·negative as of today, a number 
of actions now in process could make it positive as of 
February 28. The 58 million-exclusion for housing could 
be approved by the State Comptroller. The 20 million 
exclusion for the passenger terminal could also be 
approved. The rescinding of the CBX for water supply 
would give us Ilmillion. With all these actions 
imminent it would appear premature to take drastic 
corrective action. ... 

1/ Press Release of the Office of the Mayor, 72-74, February 10, 1974. 
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The preparation of the February 28 statement will not 
take place until early in March. Sol is going on 
vacation until March 4. On his return he will inform 
me as to the actual condition of the statement. If 
needed I could then'produce the amended CBX, dated 
prior to February 28, and thus insure that the state- 
ment is positive. 

Although he [Lewis] agreed to the above, he is very 
nervous. I asked him to treat our conversation in 
confidence since I was acting on my own. I will 
keep you posted on the latest details as they occur. 1/ 

An internal memo by Jim Carney of the Comptroller's Office, dated 

May 30, 1974, reviewed ". .. several disturbing patterns which must be 

modified if this City is to remain, over the long term, fiscally and 

operationally viable." ~ Identified among those areas was the problem 

that ". .. the unencumbered debt margin at July i, 1974 will be exceeded by 

$30 million if all planned expenditures are undertaken." 3/ Contributing to 

the problem was the fact that the expense budget for 1974-1975 incorr~orated 

". .. a dramatic 25 percent increase in the use of long-term debt (capital 

funds) in many instances financing operating expenses that surely cannot be 

construed as capital improvements...." 4/ The inclusion of $715 million 

in capital funds in the proposed expense budget could ". .. only increase 

further the amount by which the debt margin may be exceeded." 5/ 

1/ I~chner, Ex. 8. 

2/ Mer~K,of Jim Carney, May 30, 1974, at i. 

3/ Id. 

4/ Id. 

5/ Id. 
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On June 21, 1974, Sol Lewis, Chief Accountant, reported to Comptroller 

Goldin concerning the continuing trel-d~ toward exceeding the City's debt i. 
limit. He stated: 

This memorandum is to advise you of what has occurred 
to the borrowing margin since ~ "blew the whistle" in 
the February 15th Report. 

The Bureau of the Budget appointed a task force, with 
Bill Sharkey at its hea3, to keep a continuing watch 
on the status of the unencumbered ~rgin. 

As best as ~t~ can project now, if all the anticipated 
charges to the margin were to materialize on July i, 
our unencumbered margin would then be between 
$30 million and $50 million negative. 

But that will not happen. ~dget intends to schedule 
authorizations for the capitalization of expense 
budget items [the OC items in the Capital Budget plus 
additions) on a quarterly basis. So it is unlikely 
that ~t~ will reach a negative position before the end 
of this calendar year. 

At that time, a decision will have to be made as to 
whether ~e wish to continue to publish our present 
format of I~bt Statement, showing a negative 
balance, or change it to cut off at the legal limit. 

But before that, some time in September, when work 
begins on the Comptroller's statutory October 15 
report, we will have to confront the question of 
the unencumbered margin. 

In the preparation of that report, schedules are pre- 
pared showing all the pendinFI charges to the margin, 
the estimated margin as of june 30; 1975, the esti- I 
mated expansion of borrowing Fewer to occur in 
fiscal 1975-1976, and the consequent availability of 
funds in that year. Then, the Comptroller must make 
a judgment as to the wisest split of the available 
funds as between a reserve and what should be made. 

'available for the next capital budget. The latter· 
figure is then discussed with the Director of the 
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Budget with a view toward agreement between what the 
Uomptroller says in his October 15 Report and what 
the ~Iayor certifies two weeks thereafter. 

I will keep you informed of any further major c;eveloD- 
ments affecting the margin. 1/ 

On July 15, 1974 Budget Director Lechner, in a memsrandum to ~layor 

Beane, regarding the debt limit, stated: 

Our projection of the unencumbered margin in the 10$ debt 
limit at the close of fiscal 1975 and fiscal 1976 leads to the 
following conclusions: 

(1) After taking into account the caDital budget and 
expense budget claims on the debt limit during fiscal 1975, 
together with rather conservative estimates of budget ar~nd- 
ments, 225 actions, additional judgments and claims, housing 
needs and other charges, there will be a "deficit" in the 
unencumbered margin of $120 million on June 30, 1975. This 
figure is consistent with our discussion of these matters 
last January. 

(2) Using our best current information about exDansion 
of the margin for fiscal 1976 and deducting the "deficit" 
of $120 million for fiscal 1975, we estimate the margin on 
July i, 1976 will be approximately $1.12 billion. 

(3) Claims against the margin in fiscal 1976 for judq- 
nents and claims, continuation of expense budget funding, 
housing actions, "bread and butter" capital budget lines 
and discretionary capital projects which will be ready for 
funding total approximately $1.83 billion or $710 million 
more than the available unencumbered margin. 

(4) Of the claims against the unencumbered margin for 
fiscal 1976, discretionary items, that is, new capital 
projects, account for $600 million. The $710 million short- 
fall in debt limit room indicates an inability to fund any 
new capital projects in fiscal 1976 and a need to reduce 
current reliance on caoital funds for such items as expense 
buc~et support dr "bread and butter" projeFts by $110 million. 

(5) ~hile we have spoken of these projections as of 
June 30th in each year, the actual charges may be recognized 
by the Comptroller much earlier in the year. Thus, for exa~in>le, 

1/ Lewis, Ex. 6. 
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the Comptroller may indicate in his October 15th statement that 
the margin will be exhausted and in deficit by the end of the 
fiscal year. 

Lc~ically there are three means of dealing with this serious 
and continuing problem: (i) reducing the use of borrowed funds; 
(ii) expanding the margin, perhaps by a further reduction in 
equalization rates; and (iii) new or exoanded exclusions of debt 
currently contracted or proposed to be contracted. 

Concerning a reduced rate of capital spending, it is diffi- 
cult to reduce substantially the am3unt of debt limit charges 
for the current fiscalyear. Some rescin~nent of capital budget 
authorizations is technically possible though perhaps politically 
difficult, and new charges by way of amenetrnent or 225 action can 
be strenuously resisted. Nonetheless, this year's commitment 
seems reasonably firm. Next year, of course, we have more 
options, though it is difficult to foresee substantial reductions 
in the use of borrowed funds for the expense budget in light of 
the significant budget gap we Can already predict. 

'I~e second possibility, expansion of the margin, seems 
equally unlikely. While our estimate of debt reduction and full 
value increase for fiscal 1976 is admittedly crude at this point, 
it is unrealistic to anticipate substantially higher fisures. 
Moreover, our recent discussion of the equalization rate in Albany 
makes it unlikely that we will see a further, favorable change in 
equalization. Indeed, there is some possibility that the State 
Board's analysis of the equalization rates for prior years will 
cause it to revise the rate upward, producing even less full 
value than we estimate. 

Finally, we are considering possible new exclusions from 
the debt limit. A description of these possibilities is 
attached. They range from reasonably straightforward shifts 
of debt between the 10% and 2"a debt limits, through a series 
of legal theories for excluding present charges, to the 
increased use of public benefit corporations. Many of these 
proposals represent a change from past legal and accounting 
practice. All of them will reauire extensive discussion 
with the City and State Comptrollers and probably with Bond 
Counsel and representatives of the financial community as 
well. 

I suggest that we meet to discuss these figures and the 
possible ways of dealing with them. 1/ 

1/ Memorandum from Melvin N. Lechner to Mayor Abraham D. Beame, 
July 15, 1974, 3 pages. 
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E. MATERIAL UNCERTAINTIES AS TO EXISTENCE OF A FIRST 
LIEN FOR PRINCIPAL OF SHORT-TE~1 NOTES 

bebt service is the payment of principal and interest 
on all bonds and notes issued by the City of New York. 
Bondholders and noteholders have first claim under 
the State Constitution to all revenues which cone into 
the City. 1/ 

Payment of debt service shall be the first lien on all 
of the City's revenues. 2/ 

i. Introduction 

A source of great comfort and assurance to thousands of investors who 

held New York City securities was the representation that, irrespective of 

the City's misfortunes, their investments were totally secure: This notion 

stemmed from a widely-held misconception. Investors were told by City 

officials and others that the repayment of principal and interest on City 

securities constituted a "first lien" on the City's revenues. 

The first lien, so-called, did not apply to payment, on the mat~li~y 

date, of the principal of the various anticipation notes - TANs, BANs and 

RANs - issued by the City. This fact was not adequately disclosed to the 

public at any time during fiscal 1975 or before, although numerous City 

officials and their advisers were aware of this critically important 

information at a time when anticipation notes were being sold to the public. 

In recent years, the public sale of anticipation notes was a major source 

of City funds and many public investors relied on the existence of a first 

lien in making their investments. 3/ 

1/ Comptroller Goldin's Press Release No. 74-4, dated January 11, 1974. 

2/ News Release, Office of the Comptroller of New York City, No. 75-31, 
March 7, 1975. (~phasis added) 

3/ Over 81% of the respondents to one of the staff's investor question- 
naires were advised or understood that debt service dn notes was a 
first lien on all the City's revenues both as to principal and interest. 
See Analysis of Questionnaires Sent to Individual Investors, p. 2. 
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Inasmuch as the City's anticipation note offerings had short maturity 

dates, accurate information as to a noteholder's right of prompt repayment 

of principal was especially critical. 

2. Anticipation Note Representations 

For years, debt service on all notes and bonds of the City were 

represented to the investing public as having a first lien upon all revenues 

coming into the City. In nearly all instances, the Notices of Sale for the 

secu~ities offered by the City contained the.following representation: 

Payment of debt service shall be the first lien on 
all of the City's revenues. 1/ 

The Notices of Sale on.all notes sold to the.public in fiscal 1975 

contained this language. The representation, however, was highly 

misleading. The New York State Constitution expressly excludes 

noteholders of anticipatory obligations from a constitutional right 

to have "first revenue" of the City set aside to pay the principal 

of their notes on maturity 2/ and at least one court has so 

1/ See, e.g., News Release, Comptroller's Office, 75-31, with attachment, 
"Notice df Sale." 

2/ The New York State Constitution, Article 8, Section 2,paragraph 4, 
provides that: 

Provision shall be made annually by appropriation by 
every county, c~ty, town, milage and school district 
for the payment of interest on all indebtedness and 
for the amounts required for (a) the amortization and 
redemption of term bonds, sinking fund bonds and serial 
bonds, (b) the redemption of certificates or other 
evidence of.indebtedness (except those issued in antici- 

pation of the collection of taxes or other revenues, or 
renewals thereof, and which are described in paragraph A 
of Section five of this article and those issued in 

anticipation of the receipt of the proceeds of the sale 

(footnote continued) 
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held. 1/ The noteholders appear to have a constitutional right with respect 

to "first revenue" at maturity only as to the interest accruing on such notes. 

With respect to TANs and RANs, five years must elapse fromthe date 

of issuance before an investor holding a TAN or RAN has a constitutional 

right to have the "first revenue thereafter received" set aside to redeem 

the principal amount of the notes. 2/ With respect to BANs, the State Consti- 

tution does not appear to specify a right to "first revenue" for redemption 

of principal even after five years. 3/ Nor has there been found any state 

or city law which creates or purports to create a "first lien" other than 

the Constitution. 

(footnote continued) 

of bonds theretofore authorized) contracted to be paid in such 
year out of the tax levy or other revenues applicable to a 
reduction thereof, and (c) the redemption of certificates or 
other evidence of indebtedness issued in anticipation of the 
collection of taxes or other revenues or renewals thereof 

which ale notreti~d~-w~i~h~n~.vei;e~arsafter their date of 
original issue. If-at any time the respective appropriating 
authorities shall fail to make such appropriations, a sufficient 
sum shall be set apartfrom the first revenue thereafter received 
and shall be applied to such purposes. The fiscal officer of 
any county, city, town, village or school district may be 
required to set apart and apply such revenues as aforesaid at 
the suit of any holder of obligations issued for any such 
indebtedness. (~phasis added) 

1/ Washburn v. Goldin (unreported), N.Y. Law Journal, Jan. 6, 1977, r>. 10. 

2/ Article VIII, S2 

3/ Id. 
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3. Serious Concerns of Various City Officials 

Preceding and throughout the City's fiscal crisis, Mayor Beame and 

Comptroller Goldin engaged in a major public relations program aimed at 

assuring the public of the · safety of. their investments in City debt 

secYrities. 1/ The Mayor and the Comptroller stressed the purported 

Constitutional- protection afforded City securities by means of a first 

lien on all City revenues. 

1/ October 22, 1974 Mayor Beame Release; October 1974 "Fiscal Newsletter" 
issued by Ivan E. .Irizarry; November 7?-a~i~-i~i~c~;-F~;~.;;-i~.i;;~,~;-=-- 
and Comptroller Goldin to The New York Times; November 15, 1974 joint 
statement of Mayor Beame.and Comptroller Goldin; November 20, 1974 the 
Daily Bond Buyer; December 20 1974 public address by Comptroller Goldin 
to City Club of New York; Janauary 9, 1975 Gracie IYansi~n meeting 
between Mayor Beame, Comptroller Goldin and Deputy ~ayor Cavanagh and 
the City financial community; February 6, 1975 letter from Mayor Beame 
to Ellmore Patterson, Chairman,~;l~org~a~ify Trust Co. 
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The existence of a first lien as to anticipation notes was considered 

by City officials and various lawyers in connection with proposed debt 

security offerings during the City's fiscal crisis, and there was general 

agreement that there Iwas none. Yet, so far as it can be determined, the 

non-existence of a.first lien as to principal of anticipation notes was never 

publicly disclosed to investors. 

On January 17, 1975, after a conversation with Comptroller Goldin; 

William T. Scott, Third Deputy Comptroller, sent a memorandum to Sol Lewis, 

Chief Accountant, regarding proposed research to be done on BANs. In this 

memorandum, Scott asked. "are these BANs a first lien on all City·revenues?" 1/ 

During the Commission's investigation, Steven Clifford testified that 

in March 1975, he had discussions with Eugene Keilin, General Counsel to 

the Bureau of the Budget, regarding the applicability of the first lien to 

the City's notes. These discussions took place during the drafting sessions 

for the proposed Report of Essential Facts issued in connection with the 

March RAN sale. During these discussions, Clifford testified that Keilin 

advised him that there existed a serious question as to the applicability of 

the first lien to the City's anticipation notes: 

See Memorandumdated January 17, 1975 from William T. Scott to Sol Lewis. 
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iJhat I remember clearly was Gene telling me that it 
wasn't - t~at it wasn't all that clear under the 

law that the notes were a first lien. 1/ 

At approximately the same time, Keilin also informed UnderSecretary 

of the Treasury John Bennett that he believed, in the event of a bankruptcy 

of the City, that a court would not enforce the first lien on City revenues 

in favor of bond or noteholders. 2/ 

During late 1974 and early 1975, there were also discussions amc,ng City 

officials and lawyers from the Wood, Dawson firm, the City's bond counsel 

for over 40 years, 3/ regarding the applicability of the first lien. A 

1/ See Clifford Testirrany at 438. 

~2/ See Chronology, at narch 20, 1975. It is unclear whether Iieilen's 
belief at this point rested on the foregoing legal analysis, or on the 
theory that those in "essential services, such as ~olice and firemen, 
would be aiven a priority regardless of the status bf a noteholder's 
lien. During December, 1974, officials of major New York banks had 
questioned 

G~7ether, in a case of extreme hardship, the Court 
would require the payment of 50ndholders in full 
before any payment of municipal employees salaries 
has neoer been decided. 

(Internal First National City Sank mem3randum by Paul S. Tracy, Vice 
President, dated December 10, 1974.) 

In addition, at the CTDM meeting on Decerrber 17, 1974, Frank P. Smeal, 
of Morgan Guaranty Trust ComDany, questioned whether, with the ever- 
growing militancy of the unions with which the City must deal, debt 
service was really a first lien on revenue. See Minutes of CTDM Ileeting, 
Appendix A. 

3/ In July 1971, Wood, Dawson, Love & Sabatine firm advised IYerrill Lynch 
that: 

The' Constitution does not require annual appropriations 
to be made for redemption of the principal of tax anti- 
cipation notes ITFy?ls] or Revenue Anticipation Notes 
[RANs] until such notes or renewals thereof have been 

(footnote continued) 
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concernwas raised in these discussions that the first lien did not apply 

to all of the .City'soutstanding obligations. The quesrion was raised whether 

clarification of the representation which traditionally appeared in the Notice 

of Sale for notes.as well as bonds should be made, in that a consensus had 

been reached to the effect that'a first lien did:not apply to anticipation 

notes. Rather than changing the historical language which.appeared in the 

Notices of Sale, however, it was decided that additional language, referencing 

the Constitutional provisions, should be added to the Notices of Sale for 

bonds only; no change.at all was made with ·respect to anticipation notes. 1/ 

With respect to these matters, Alexandra Altman, Assistant General 

Counsel to the Office ofi\lanagement and Budget, gave the following 

testi~i~ny to the staff: /· 

Q. Was the concept of a first lien discussed in this 
drafting session? [In early 1975] 

A. It may have been I don't rersembkr. 

Q. At that Doint in time did you feel that there was 
d first lien that attach~d to these revenue anticipation 
notes? 

(footnote continued) 

outstanding five years after the date of original 
issuance, whereupon annual appropriations are reauired 
to be made in the case of bonds. 

There is no mandatory constitutional reguirement for 
annual appropriations to be made for redemption of the 
principal of Bond Anticipation Notes [SANs] or Urban 
Renewal Notes. 

(Letter dated July 23, 1971 from.the law firm of Wood Dawson, Love & 
Sabatine to Jules L. Merron, Corporate Department of iilerrill Lynch.) 

1/ See generally, Altman Testim3ny, at 116, at ~q. 
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A. No. 

Q. Why was that? 

A. Well I had read the Constitution and I didn't think 

that article, Article 8, Section 2 of the Constitution 
gave those notes what you would call a first lien. I 
didn't know of anything else that would. 

Q· All right. When, in point of time, did you review the 
Constitution and come to that conclusion? 

A. Its tough to remember. It was sometime during the 
period you're interested in, December or January. 

Q. Did you communicate that to anyone, either orally or 
in a memorandum? 

A. Well I believe I discussed it with General Counsel, 

[of the Budget Bureau] Eugene I~eilin and with I(en 
Hartman [then an attorney in the Corporation Counsel's 
office] ... I also think I discussed it with Leo 
Sabatine [of wood, Dawson]. I'm trying to remember 
now. That's probably it. 

Q· Did any of these people disagree with your analysis? 

A. No. 

Q. Did you know whether or not the City of New York 
advertised that the holders of revenue anticipation 
notes had a first lien on City revenues? 

A. I think that the Notices of Sale generally said that 
they did. 

Q. Did you have any discussion with any of these people 
about that language as it appeared in the Notice of 
Sale? 

A. Yes. 

Q. And when did these discussions take place? 

A. Sometime around that period of time. 
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Q. Could you indicate, niss Altman, the parties that 
you recall having discussions with respect to your 
understanding of the Constitutional provisions 
Iregarding the first lien]·? 

A. I think I said that it would be i<en Hartman, Gene 
Keilin, and Leo SBbatine. 

Q. Is Mr. Hartnan an attorney? 

A. Yes. He was with the law firm of the City at that 
time. 

U. Okay. .. What is your recollection in point of 
time of your discussion with Mr. Sabatine? 

A. Well, Iasked iulr. Sabatine why he had permitted 
the language to stay in the Notice of Sale for bonds. 

Q. Bonds or notes? 

A. For bonds and I believe the same language was in for 
notes. I asked him why he let it stay in at all. 
He said that -- he sort of agreed with Re that if 
you looked at the Constitution, the· Constitution 

didn't specifically provide for a first lien. So he 
had been confronted when he took over the New York 
City business [in the firm of Wood, Dawson, Love & 
Sabatinel upon the death of the partner who had 
handled it for thirty years, up until the late 60's, 
with what to do about this language. Hesaid that 
the City was reluctant to take it out because it 
wassort of his~ical~idered to be~true and 
characteristic of Ci obligations and so he had 

simply insisted on inserting the paragraph irmF.ediatelv 
before or after this paraphrasing what the 

~on~F~. IDro~i~Pi~;n~;h7E~---~·~j;j;~~T-i 

On March 7, 1975, the City made a $537,270,000 BI~J offering. 2/ On 

March 13, 1875, the City cornuenced a $375,000,000 RAN offering. 3/ On the 

1/ Id. 

2/ News Release, 75-30. 

1/ News Release, 75-33. This issue actually closed on March 20, 1975. 
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Notices of Sale for both issues the following representation is made: 

Payment of all debt service shall be the First Lien on 
all of the City's revenues. 

There is no statement in either of these Notices of Sale indicating 

that there is the slightest dbubt` regarding the existence of a first lien 

on the principal of anticipation n~es, nor was the Constitutional language 

of Article VIII, S 2 even paraphrased. 

Subsequent to the above offerings, a White & Case lawyer wrote the 

following in an undated memorandum to the files: 

I called Sandy [Alexandral ~tman to discuss the "first 
lien" language in Article 8, Section 2, of the New 
York State Constitution. I told her that it appeared 
~lliJs were not covered in that Section and yet the 
Notice of Sale for the Plarch 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 lien language 
had been dro~ped from the Notices of Sale for RANs 
and TANs at the request of either Hawkins, Delafield 
or Wood, Dawson. 1/ She stated that she was not the 
proper person in the City to get this information from 
and told me to call ;(en Rartman. 

I called Ken Hartman today and he was also aware of the 
problem. He agreed that it appeared the aANs were 
excluded from the first lien language. He stated that 
there werea lot of problems in Notices of Sale and 
with the use of the first lien language generally. He 
further stated that if the City continued to use 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 the said his research would 
concentrate on the Vanderzee case). 2/ 

1/ In fact, these Notices -of Sale did not drop the first lien language. 

2/ See White & Case ne~rPrandum to the files: "Clearing House Banks re 
NYC Financing Plan." White & Case has advised the staff that the 
merrPrandun was prepared in Mid-April 1975. 
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In light of the above, the unqualified assurances as to th~ existence 

of a first lien, made in official documents, Wotices of Sale, and in the- 

statements of i~ayor Beame 1/ and Comptroller Goldin 2/, were unwarranted. 

1/ See, e.g. letter of nayor Beame and Comptroller Goldin to the Editor, 
New York Times, November 7, 1974, quoted in Section V, below. 

2/ Id. 
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F. THE ABORTED FEBRUARY 1975 TAN OFFERIP·IG 

i. Background 

On February_l3, 1975, the City announced the proposed sale of $260 

million in TANs dated February 28, 1975. 1/ The TAN offering was aborted, 

however, when the City could not satisfy bond counsel that the City's anticipated 

tax revenues as of the date of issue were adequate to support the offering. 

Because of the escalating threat to the City's continued access to the 

public debt market, disclosure of this negative information would have been 

material to the investing public. However, there was no disclosure. 

Indeed, Mayor Beame and Comptroller Goldin publicly and emphatically asserted 

that the ~1~4~ was cancelled because of the unprecedented request for updated. 

information regarding tax receivables, thereby deflecting attention f~om 

the City's deteriorating financial condition, the rapidly closing debt market 

and the fact that the City did not have sufficient tax receivables to 

support the TAN. This part will explore the knowledge of City officials 

as to the insufficiency of the tax receivables and the reasons the TAN was 

cancelled . 

2. The Cancelled TAN 

The City cannot legally issue TANs unless it has, at the time of 

issuance, sufficient uncorr~nitted real estate tax receivables to 

support the TANs. 2/ With regard to the scheduled $260 million T1~3 offering, 

the City certified that as of January 30, 1975, its uncollected real estate 

'1/ Notice of Sale, dated February 13, 1975. 

2/ New York Local Finance Law, S24.00 a.4 (McKinney 1966). 
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tax receivables were $1,405,800,000. 1/ White & Case, as bond counsel 

to Bankers Trust Company, interpreted the New York Local Finance Law 

to require.that ". .- t ·the a~inof~7t of uncol~lected·taxes be stated as 

of the issue date of the note .. ." and determined to require an 

appropriate updated statement from the Comptroller. 2/ Hence, White 

&Case wanted data as tothe amount of uncollected real estate taxes 

as of February 28, 1975 - the issue date - rather -than January 30, 1975. 

Real estate taxes were payable to the City on December 31 of each 

year. 3/ New York State's Real Property Tax Law provides a grace period 

of 31 days, which allows real estate taxpayers to submit their taxes up to 

January 31 without penalty. 4/ White & Case was concerned that the certi- 

fication as of January 30 did not take into account payments of real estate 

taxes to the City on January 31 and thereafter, which payments would 

necessarily reduce the ar~x~unt of still outstanding.taxes against which tax 

anticipation notes could be issued. 

Tn fact, because of tax payments made between January 30 and February 

28, the City did not have the amount of real estate tax receivables 

against which it could issue the TANs. White& Case was provided 

figures on February 25 by an "accountant for NYC" w~ich indicated that 

the City "had exceeded its debt limit for the TAi~s by $112 [million]." 5/ 

1/ Certificate N~. 30-75,· dated February 13, 1975. 

2/ Position paper of White 6 Case, dated July 6, 1977, page 10. 

/ New York Real Property Tax Law 5900(1) (McKinney 1972). 

y Id. 

5/ gide Ex. 3; nem3randum of Richard Peters dated Mardn 27, 1975, 
at 8. These figures mqY have been provided.by Sol Lewis. 
Altnan test~iaony at 87. 
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As one City official stated, "there didn't appear to be margin for the TAtJS 

sale, if you counted in the February receipts of real estate taxes -- as 

rer;orted by the tax collectors offices but not recorded on the books of 

the Comptroller." 1/ 

Officials of the Comptroller's Office maintained that actual figures 

of real estate tax receivables beyond January 30 were unavailable, since the 

Comptroller only compiled such figures on a monthly basis. They informed 

Wnite & Case that raw data as to the receivables was available from the tax 

collectors of the counties in the City. Comptroller Goldin and 

his subordinates were unwilling to certify, or even supply an estimate 

of such information. / Comptroller Goldin stated in a meeting with syndicate 

members and bond counsel that "the [postJanuary 30] nurr$ers that Mr. Lewis 

had provided were not reliable and were not supportable. 3/ 

On February 27, White & Case advised the Comptroller's Office 

that in place of a formal certificate, White & Case was willing to accept 

a letter stating that the Comptroller's Office believed that real estate 

tax receipts between January 30 and February 28 would not leave an encumbered 

uncollected balance less than the principal amount of the tax anticipation 

notes being offered. 4/ 

I/ Testimony of Alexandra Altman, May Ilr 1976, at 59 and 89; 
testimony of Sol Lewis, June Ilr 1976, at 146. 

1/ Memorandum of Richard Peters, dated March 27, 1975, at 3, 5-7. 

3/ Testimony of Marion J. Epley, at 130. 

4/ Memorandum of J. Epley, dated February 2, 1975, at 2. 
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A proposed letter to White & Case,.to be signed by the Comptroller, 

was drafted by:White & Case-on the morning.of February 27. William ~ood of 

the Comptroller's Office agreed, with certain modifications, to the request 

-by White & Case that such a: letter be provided. Thirty.minutes later, 

however,;Sol Lewis and William-Wood telephoned ~tnite & Case to say that the 

Comptroller's Office would not supply either a.certification or a letter.l/ 

On February 27 and 28, -a series of meetings were held among representa- 

tives of the.syndicate banks; their attorneys and City officials to consider 

the concerns of White & Case. A White &·Case memo.to the files dated 

February 28, 1975, -recounts an exchange which occurred during one of these 

meetings, held at the Comptroller's Office at 9:30 p.m., on February 27 

and attended by Mr. Goldin: 

T~e meeting commenced by Mr. Goldin stating'that the City was 
'ready, willing and- able' to issueand deliver $260 million of 
notes on the following morning and he requested a statement of 
the posi.tion of the two syndicates.- At Mr. Sanford's request, 
[Epley] outlined the 'sftuation.' for ~r. Goldin, arising from 
our reading of the s.tatute, the ·furnishing.of estimates to us 
by Mr. Lewis, and our advice to our client that, 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. 2/ 

The gentleman identified as Mr. Goldin's personal lawyer then 
suggested to me that White & Case state in our opinion that 
figures subsequent to.January 30 with respect to tax collections 
had been unavailable. I then asked the bankers present whether 
they would be willing to accept an opinion saying that the 
Notes were validand binding obligations, provided they complied 
with the maximum limit set by the statute as to which we were 
unable to obtain any information. The reaction was as expected 
-- such an opinion would he totally unacceptable to their 
purchasers. 3/ 

Id. 

2/ Id. at 6. 

3/ ·Id. at 8. 
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In the morning of February 28, L~o Sabatine of the Wood Dawson 

firm discussed: 

a possible earlier cutoff date than February 28, suggesting 
February 6. He said he knew that the figures would show that 
the City had sufficient outstanding tax receivables on the 
6th of February and probably did not by the 13th. [Sabatine] 
and Ken Hartman (of the Corporation Counsel's Office] both 
expressed the feeling that this is what the figures would 
show. 1/ 

During another meeting on February 28, 1975, Comptroller Goldin offered to 

produce figures on real estate tax revenues up to February 6, 1975, but 

refused to certify any information beyond that date. As a result, Bankers 

Trust refused delivery of the notes and the issue was cancelled. 2/ 

A telephone conversation between White & Case and William Scott, 

Third Deputy Comptroller of the City, on March 3, 1975 was memorialized 

by White & Case in a memorandum of that date: 

During our conversation Mr. Scott observed 'very honestly' the 
City estimated that by March 20 there would only be about $80 
million in uncollected tax revenues available for the issuance 

or renewal of TRNs at that time. He also observed that on Friday 
[February 28] 'everybody' recognized that the City was just 'going 
through the motions' in view of the obvious inadequacy of the 
uncollected taxes to cover the $260 million note offering. He 
assured us, however, that the City's mistake had been an honest 
one. / (~-nphasis added) 

3. Representations by City Officials Regarding the Reasons for Cancelling 
the TAN 

Despite the facts that high City officials had been intensively 

involved on a daily basis with every aspect of this critical offering 

and that serious questions had been raised, and remained unresolved, 

as to the sufficiency of real estate tax receivables to support the 

1/ Memorandum of Richard Peters, dated March 27, 1975, at 11-12. 

Chronology at February 28, 1975. 

1/ White & Case memo to the files, dated March 3, 1975. 
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issue, Comptroller Goldin and Mayor Beame made public statements at or 

about the time of the cancellation of-the offering, which did not adequately 

disclose the material facts relating to the cancellation. 

During the deliberations between the representatives of syndicate banks 

and the City on February 28, a spokesman for Comptroller Goldin issued the 

following press release: 

The full status of the CitL-'s February 19th sale of 
Tax Anticipation Notes is still being resolved this 
afternoon and further comment will follow. 

Contrary to inaccurate reports which have been 
circulated, there is no question concerning the suffi- 
ciency 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 delibera- 
tions now taking place. All obligations offered by 
the City carry an absolute Constitutional guarantee 
to investors and it is irresponsible to suggest other- 
wise. The City has never in its history failed to meet 
an obligation when due, nor will it ever fail to do so. 1/ 

The New York Times reported that a second. release from Goldin's office 

on February 28 stated: 

It is completely inaccurate 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 subject of today's report. 2/ 

In a luncheon address before the New York Financial Writers' Associ- 

ation on March 4, 1975, Comptroller Goldin gave a further explanation of 

the events which transpired leading up to the cancellation of the TI~J sale 

on February 28. Goldin stated, in part: 

1/ Press Release from the Office of the Comptroller, dated February 28, 
1975, No. 75-23. 

2/ New York Times article dated March i, 1975, - at 29, entitled "Banks 
Cancel City's Sale of $260 - Million in Notes. 
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There was no objection or question, I might add, over 
the amount which I was prepared to certify as of 
January 31, since itwas very much in excess of the 
figure necessary to justify the borrowing. 

I found it hard to believe that the purchasers who 
had given no signal at the bid-opening on February 
19th of any new or different demand for information, 
would fail to consurro~-nate the sale on February 28th on 
the basis of an unprecedented and impossible demand 
made on February 26th. 

Not only did this happen, but inaccurate reports 
were circulated, attributed to sources within the pur- 
chaser's organization, which appear to cast damaging 
aspersions on the City's very solvency - which was, of 
course, never at question in the entire issue. 

The sale which was cancelled would not have exceeded 

the schedule of debt issuance which was published 
last December and greeted with approval in the 
financial community. And, needless to day,[sic] the 
Notes were full faith and credit obligations, secured 
by a first lien not only on real estate revenues but 
on all City revenues of which real estate is only 
about 26 per cent. ~/ 

In a public letter to Ellmore C. Patterson, Chairman of Morgan Guaranty 

Trust Co., Mayor Beame castigated the financial community for high rates charged 

the City on its borrowings and stated further that: 

The recent to-do about the mid-February note 
sale, with unreasonably timed requests by bankers 
for hitherto unneeded information causing the 
cancellation of the note sale, is another indica- 
tion that the financial community is going out of 
its way to make things difficult for the City of 
New York. 2/ 

1/ Press Release of the Office of the Comptroller, dated March 4, 1975, 
No. 75-26. 

2/ Letter to Ellmore C; Patterson from Wayor Beame, dated March 5, 1975. 
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G. PENSION FUND TRANSACTIONS 

... [D]espite the false rumors you may have heard, all five 
City pension systems are actuarially sound. The formulae 
governing the funding of the five pension systems are established, 
implemented and regulated in your interest. 

This is implicit in the law. Your pensions are protected. They 
are safe. 

As you know, I, as City Comptroller, am a member of the Board of 
Trustees, of each pension system. Each system land the law) has 
delegated to me the responsibility pf investing the funds in that 
system . 

... I want to leave you again with the flat statement that all 
.five City pension systems are ~safe and sound." 1/ 

i. Background 

New York City maintains a nlrmber of pension systems for its employees 

and employees of various independent agencies. The main systems are the 

following: 2/ 

a. The New York City's Employees' Retirement System; 

b. The Teachers'- Retirement System; 

c. The Board of Education Retirement System; 

d. The Police Pension Funds; 

c. The New York Fire Department Pension Fund. 

The City's annual expenditures for pensions are substantial. The temporary 

Commission on City Finances has estimated that the City will expend $1 billion 

1/ Address by Comptroller Abraham D. Beame to Annual Meeting of N.Y.C. 
Civil Service Retired hployee Association, Tuesday, April 3, 1973 
(delivered by a representative of the Comptroller). 

Report of Permanent Corn~ission on Public ~nployee Pension and Retirement 
Systems ("Permanent Commission"), State of New York Executive Mpartment, 
March, 1975. 
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for retirement benefits during the 1977 fiscalyear. Aside from debt service, 

contributions for retirement benefits represent the largest City expenditure 

that is not directly related to the performance of public services. 1/ 

The responsibility for investment of pension funds is not specifically 

delineated in the City Charter. Rather, each of the five pension systems 

has a Board of Trustees which is responsible for the management of the fund. 

However, the respective boards have delegated the investment function to 

the City Comptroller. 2/ Thus, the City Comptroller is the central.figure 

in pension fund management. The Mayor serves as a trustee of all of the 

: pension funds except the Teacher's Retirement System. The retirement bene- 

fits provided under the City systems are protected by the New York State 

Constitution and such benefits may never be "diminished or impaired." / 

2. Re-Focus of investment Strategy in 1962 

Bistoricallyi City pension funds maintained a large concentration of 

its own municipal bonds in their portfolios. 'For example, in 1961, the 

year before Mr. Beame's first term as City Comptroller, nearly $2 billion, 

or two-thirds of the funds' total assets, were invested in City bonds. 

Upon assuming office as Comptroller in 1962, Mr. Beame instituted a policy 

of switching pension fund investments in low-yielding City bonds to higher- 

yielding corporate bonds, mortgages and common stock. 4/ 

1/ May 20, 1977 Official Statement. 

/ Report of Office of Com_ptroller, November 9, 1973. 

See New York State Constitution, Article 5, SectiOn 7. 

4/ See News Release, December 4, 1973, 73-297. 
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In 1973, during his second term as Comptroller, Mr. Beame termed this 

change "a considerable benefit both to the pension funds and to the City." 1/ 

At the same time, Mr. Beame indicated that since 1962, no City bonds or any 

other municipal bonds were sold to the City's pension funds. By December, 

1973, only approximately $341 million of New York City bonds were held in 

the pension fund portfolios. 2/ 

This investment strategy was analyzed in a report on the Office of 

the Comptroller of the City of New York prepared by the State Charter Revision 

Commission Staff in Movember, 1973. This report indicated: 

Except for the past few years, Comptrollers and their 
appointees have proved to be inferior investment managers. 
Investing in City bonds until 1961 was a highly question- 
able practice. Since the pension funds are tax exempt, the 
earnings foregone by investing in low yielding municipal 
bonds vastly exceeded savings accruing to the City through 
lower interest charges on its debt. The errp~hasis on 
corporate bonds from 1963 to 1970 unfortunately coincided 
with the most prolonged bond bear market in history. 
Throughout the 1950's and 1960's, Comptrollers consistently 
neglected significant equity investment. 

However, because Comptrollers used archaic measurement 
techniques, this poor investment performance was hidden 
from almost everyone, even the Comptrollers themselves. 
Only once was the Comptroller's performance independently 
measured on a basis that revealed unrealized gains and 
losses--in the study of the Fire Pension Fund. It revealed 
that the fund had a negative rate of return in the period 
studied (1963-67). If Comptrollers had simply invested the 
legal limit in high grade common stock, the funds would 
have earned another $1 billion over the last two decades. 

1/ Id. 

/ Id. 
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The most obvious causes of poor performance were faulty 
control systems and inadequate personnel (both managerial 
concerns). 1/ 

Beginning in late December, 1974, the City again ~gan selling City~ 

securities directly to its pension funds. / 

The pension funds also were used in an attempt to narrow the increasing 

budgetary gaps experienced by the City by the use of various accounting 

practices. Senior City officials, including the Mayor and the Comptroller, 

were aware of these practices. 

The views of Mayor Beame regarding the aggressive use of pension fund 

assets to compete with the underwriters are aptly sunaned up in the following 

excerpt from the minutes of a Special Meeting of the Comptroller's Advisory 

Technical Debt Management Committee on December 17, 1974: 

The Mayor-pointed out that at one time the pension systems 
were almost the sole buyers of City's securities. Today's 
rates make it possible for the systems to resume byling 
City securities. He did not view this as a 'one-shot' deal, 
but as a procedure that can continue to ~t followed as long 
as rates remain high. He was outraged at the rate the City 
was forced to pay at the last [secuiities] sale and, 
consequently, viewspurchases by the pension systems as a 
form of compet~.~ion~S1'Eh~-~an~ks. 31 er~hasis added.) 

The Mayor ard the Comptroller an3 other City officials were able to 

effect questionable transactions in pension fund assets because they were 

in positions of control with virtually no accountability for their 

1/ See Report on Office of the Comptroller of the City of New York, 
prepared by State Charter Revision Corrmission staff under the 
direction of Steven Clifford, November, 1973. 

2/ See letter from Mr. Beame to Mr. Goldin dated December 12, 1·974. 

3/ See Minutes, Appendix A. 
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management of the pension fund assets. Throughout the discussion below, 

the persistent conflicts of interest in the management of the pension 

funds is evident. 1/ 

3. Underfunding of Pension Funds ~ 

As indicated in the Accounting Report, there were numerous deficiencies 

in the City's manner of reporting and in its use of accounting principles 

regarding accrued pension liabilities. In its study of the City's pension 

systems, the Permanent Commission noted that the progressive· deterioration 

in the financial adequacy of the City's retirement systems is "in large part 

because the City has chosen to use pension underfunding as one method of 

balancing its operating budget." 2/ 

me Permanent Commission report indicated that "starting in 1967, 

at about the time that pension benefits were being substantially increased, 

the City initiated the first of its attempts to reduce 'artificially' its 

required contributions to its pension systems." 3/ 

Y It should be noted that the staff's investigation did not examine a 
nlrmber of conflict of interest problems related to the management of 
the City's pension fund assets. Examples of these potential conflicts 
are.the means by which investment advisers, banks and brokers are selected 

to act as such for the pension funds and the extent to which they parti- 
cipate in the investment management of the City's pension funds. No 
analysis was made of the initial selection of, or trading patterns 
related to, the securities in the pension fund portfolios, other than 
securities of New York City. The channeling of brokerage commissions 
was not explored, nor was the degree td which cash on hand was managed 
so as to obtain maximum interest return investigated. 

2/ Permanent Commission at 30. 

/ See generally, the Permanent Commission Report at 32. 
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In large measure-the underfunding was attributable to the fact that 

the cost estimates for the City's pension plans were based on unrealistic 

assumptions. The City did not accurately determine the costs of promised 

benefits~primarily because it utilized-outmoded actuarial ass~nptions. The 

result has been an insufficient appropriation of City funds and a material 

underfunding of City pension fund liabilities. 1/ 

The Permanent Commission report, in March, 1975, harshly criticized 

the unchanged asslrmptions upon which the City's actuarial tables are based 

and indicated that the "continued use of unchanged asscrmptions leads to the 

understatement of the true costs of retirement benefits and to underfunding 

of the retirement systems." 2/ The -Permanent Commission indicated that 

"amazingly, the ass~rmptions used for the New York City Employees Retirement 

System were prepared for a 1914-18 Commission on Pensions from the City's 

records of experience from 1908-14 -- more than a half-century ago." ~/ 

The report specified six highly inaccurate actuarial asslmrptions. These 

matters are set forth in detail in the Accounting Report. 

Moreover, the Permanent Commission reached the following conclusions 

concerning the use of pension underfunding as a method of balancing the 

City's operating budget: 

1, The City's refusal to adopt -realistic actuarial 
asslrmptions has resulted in a systematic failure 
to pay current pension costs, thereby increasing 
future liabilities -and, hence, the retirement 
contributions in future years. 

1/ See generally, the Permanent Corranission Report at 6-8. 

2/ Permanent Commission Report at 13. 

3/ Permanent Commission Report at 12. 
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2. The City's refusal to adopt realistic actuarial 
asslrmptions has led to the approval of benefit 
increases without full realization of the addi- 

tional costs involved, resulting in a further 
increase in the annual contribution rate. 

3. Despite the fact that the estimates of current 
costs are unrealistically low, the City has 
failed to pay even those official costs -- thereby 
leading to a futher spiraling in the annual 
contribution rate. 1/ 

The unrealistic use of actuarial asslrmptions was well-known to City 

officials for years. These recurring problems were pointed out in periodic- 

examinations of the City systems conducted by the State Department of 

Insurance. 2/ In virtually every recent annual report made by the City 

Actuary to the City's retirement systems, warnings similar to the following 

have been given: 

The experience since the last actuarial investigation 
indicates the need for changes in the active service 
tables, salary scales and the pensioners' mortality 
tables and studies leading to the preparation of new 
tables will be made. When new tables reflecting 
current experience have been determined, a report will 
be'presented to the Board for appropriate action. 1/ 

Indeed, Steven Clifford advised Comptroller Goldin in October, 1974 about 

"serious underfunding of City pension fund li~bilities." 4/ Clifford stated 

to the Comptroller that the "City is taking $125 million out of the pension 

funds to use for 74-75 expenses when it really should be increasing its 

contribution." 5/ 

1/ Permanent Corrmission at 30-32. 

2/ Permanent Commission Report at 12. 

2/ City Actuary's Report, cited in Permanent Commission Report at 12. 

4/ See Clifford memo dated October i, 1974 to Harrison J. Goldin. 

5/ Id. 
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-The seriousness of the conscious effort to underfund the City's pension 

plans has grave consequences for the future viability of the entire retire- ji 

-ment system. As Arthur Anderson & Co. indicated in its December, 1975 

Report on the Financial Requirements of New York City, "it has been concluded 

by certain civic groups and official State commissions that the costs are 

significantly understated and that the p~f_service liability of $6.1 billion 

coaid be significantly higher." 1/ (emphasis added) 

4. Funding Lags 

Historically, allCity pension funds, except the New York City 

Teachers' Retirement System, received their-contributions a full two years 

after pension costs were incurred. -This phenomenon has been termed the 

"two-year lag." It was two y~ars from the time the City incurred-pension 

costs to the time contributions were made. The rationale a~vance~ for this 

policy was.adhninistrative efficiency. 1/ 

In 1971, ·when Mr. Beame was City Comptroller, funding for the City' 

Teachers' Retirement System was placed on the same two-year lag basis as 

the other retirement systems. The Permanent Commission report, in 

referring to this change, indicated that, "although there were rather 

1/ Report for the Secretary of the Treasury Regarding Information Relating 
to the Financing Requirements under the New York City Seasonal Financing 
Act of 1975, prepared by Arthur Anderson, December 27, 1975 at p. 5. 
Indeed, this liability may exceed $8 billion. May 20, 1977 Official 
Statement of City of New York, p. 52. 

2/ Permanent Fommission at 33. 
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insignificant ad~ninistrative reasons advanced for the change, the real 

reasons were the resulting reductions in required City contributions of 

approximately $85 million in 1971-72 and $140 million in 1972-73." 1/ In 

referring to a $17 million budget cut in 1973-74, realized by postponing 

pension fund payments, Steven Clifford stated, "the obverse of bogus revenue 

is phony budget cuts, for example, underestimation." 2/ 

On December 10, 1974, a mid-year budget review was undertaken by the 

Comptroller's Office to identify and document unsound financial practices 

and to calculate the current debt and debt service costs resulting from 

these practices. One practice to be reviewed was the shifting of expenses 

from a current fiscal period to a future period. IRYo examples involving 

postponementsof pension fund payments cited were: 

"(1) postponing a $70 (?) million payment to the Teachers' 
retirement system in 1972-73; and 

(2) postponing payment of the $17 million due to the 
Teachers' retirement system in 1973-74." 3/ 

Deferring required contributions resulted in an enormous liability 

for the City. As set forth in the Annual Report of the Comptroller of the 

City of New York for the Fiscal Year 1975-1976, $2.167 billion was allocated 

to the cumulative deficit of the City, all of which reflected only the impact 

of funding lags, including the so-called "two-yi~a? lag." 4/ 

1/ Permanent Corr~nission report at 34. 

2/ Memo from Steven Clifford to the Comptroller, May 15, 1974, at 3 of 
Appendix. 

3/ See memo dated December 10, 1974 from Steve Clifford to Seymour Scher. 

/ See The Annual Report of the Comptroller 1975-1976. 
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5. Excess Pension Interest 

Another questionable technique utilized by the City to balance its 

budget was the use of "excess pension interest" to reduce current pension 

fund contributions required to be made by the City. In recent years, in 

excess of $100-million per year of such-"earnings" have been included in 

the City's budget as reductions of annual pension costs. The Permanent 

Commission outlined the City's.use of "excess" pension interest as a means 

to reduce recorded pension costs: 

In the past, the City had always made an additional 
contribution to the Systems when the interest earnings 
for the-year fell below the -statutory 3% asslrmption 
(now 4%). In the 1960's, interest earnings began to 
exceed the statutory assrrmption, and t~he excess inter- 
est earned during the year for which contributions were 
being made was used to reduce the current contribution. 
Thus, in fiscal year 1970-71, for example, the City 
would be making the contribution for the pension costs 
attributable to the 1968-69 fiscal year. If the 
Retir;ement System had ·earned interest in excess of the 
-4% statutory rate during 1968-69, the excess interest 
would be used to reduce the doi~tribution in 1970-71. 
This 'excess.interest deduction' is improper from an 
actuarial viewpoint, since sound actuarial practice 
requires that any such. excess (or, indeed, any loss, 
together with any other actuarial gains or losses) be 
spread over a realistic period. An even more serious 
objection to such 'interest deductions' is the fact 
that the City failed to consider unrealized apprecia- 
tion or loss in determining whether there were any 
excess earnings. In short, the City would·declare an 
interest 'excess' in a particular year even though the 
losses in value in its stock and other holdings far 
exceeded ·the entire interest earnings for the year. 1/ 

An example: 

During this approximate period, the City Employees' 
Hetirement System and the Police Pension Fund lost 

1/ See Permanent Corranission Repor-t at 34-35. 
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approximately $334 million in the value of their 
stock portfolio. This loss alone would have 
completely eliminated the alleged "excess interest, 
and would have actually produced an interest deficit 
of approximately $75 million. 1/ 

In a letter dated May 15, 1974 to Governor Malcom Wilson, Mayor Beame 

referred to a pending bill before the Governor "for Executive action" 

concerning ''the use of income from investments of retirement systems and 

pension funds maintained by such city to pay public employer obligations 

in relation to such systems and funds." 2/ Mayor Beame related that 

the bill "would clarify existing budgetary and fiscal procedure 

by allowing New York City to use, for a period of one year, pension 

interest surpluses which are credited by earnings in excess of four 

per cent." 1/ Mayor Beame further assured Governor Wilson that 

"This would have no adverse effect on the City's five actuarily funded 

retirement systems" (emphasis added). 4/ Mayor Beame indicated 

that this bill was one of several discussed by the Governor, the 

Mayor of New York City, and legislative readers as a means of resolving 

New York City's fiscal gap for the fiscal year commencing July 1, 1974. 

In contrast to the Mayor's assurances, amemorandum analyzing possible 

objections to the bill stated the following: 

a. The bill represents the purest fiscal girmnickry. 

1/ Id., at 35. 

2/ See Beame letter to Wilson, May 15, 1974. 

3/ Id. 

4/ Id. 
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b. In a very real sense, there is no "excess income" in the 
City's retirement systems. The City's Fire Department 
Pension Fund has a $200 million deficit at present. 1/ 

By utilizing the "excess interest" device, the City was able to reduce 

pension fund contributions in the following amounts: 

1972 - $ 17.5 million 

1973 - $ 41.9 million 

1974 - $ 50.7 million 

1975 . - $261.4 million 2/ 

The reduction of City contributions helped it to balance the expense 

budget during these years, but at the cost of a materially adverse impact 

upon the viability of the City's pension plans. 

As the Permanent Commission said in 1974: 

The results of such gir~nickry are almost tragic. They 
deceive the public employee and the taxpayer into 
believing that pension costs land costs of government in 
general) have been met. In fact, such costs have not been 
met--they simply have not been paid. Therefore, next 
year's taxpayer not only~must shoulder his proper share of 
government costs, but also the costs which have not been 
paid in prior years and which unfairly have been shifted 
to him. I/ 

Moreover, there was no disclosure of this practice to the investing public. 

6. Use of Pension Fund Assets to Purchase City Securities 

In a speech in May of 1976, Comptroller Goldin stated: 

1/ See Memorandum prepared by Richard Hegner concerning Assembly Bill 
No. 12393. 

2/ See May 20, 1977 City of New York Official Statement, p. 32 note 8. 

3/ Permanent Corranission at 36. 
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With a commitment to invest $2.53 billion of pension 
fund assets inCity obligations, the five retirement 
systems are now well on the way to becoming the City's 
major creditors. The survival and soundness of the 
City therefore become matters of profound concern to 
both the active and retired members of the systems and 
to the union officials who represent such members 

as trustees of the funds. 1/ 

At the December 17, 1974 CTDM meeting, Mayor Beame and Comptroller Goldin 

met with various representatives of several securities dealers. At the 

conclusion of this meeting, the City announced that it intended to curtail its 

public borrowing for the first six months of 1975. At that time Mr. Goldin 

conceded that 

th'e large supply of city bonds and notes overhanging 
the market was depressing prices and discouraging 
potential purchasers. While the City's obligations 
continue to offer absolute security to investors, 
that large supply of such securities requires steps 
to curtail further borrowing to the maximum possible 
extent. 2/ 

It was further indicated by City officials that part of the curtailed 

borrowing plan was to be accor~ished by limited investments by City 

pension funds in City securities. 3/ 

In a letter to Comptroller Goldin, dated December 12, 1974, Mayor Beame 

asked that the the trustees of the City's pension plans adopt a policy of 

acquiring obligations of the City for their portfolios. In this letter, 

Mayor Beame indicated the following: 

1/ Address of New York City Comptroller Harrison J. Goldin at Annual 
Conference of Plunicipal Finance Officers, Tuesday May 4, 1976. 

_2/ Wall Street Journal, December 18, 1974 "New York City Slashes Public 
Debt Plans for First Half 'After Issues' Poor Showing." 

3/ Id. It is instructive to compare the minutes of the CTDM meeting, 
attached as Appendix A, with Comptroller Goldin's Press Release of 
the same date, attached as Appendix B. 
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I would, therefore, ·urge that the Investment Advisors 
to the Pension Funds be requested to develop a program 
to include the purchases of City obligations with the 
normal cash flow in the Pension Systems and from switches 
of securities now in the fixed income portfolios, using 
the proceeds for· the purchase of City of New York 
obligations . 

This temporary measure, during this unusual period, would 
also serve as a significant expression of confidence in 
the City of New York by its own ~mployees. Y 

Thus,· the policy of avoiding pension fund investments in City 

securities was abandoned. Increasingly, as the fiscal crisis intensified, 

and accesS by the City to the securities markets was restricted, the City 

sold its securities to its own pension funds. These purchases were made 

in extremely large amounts. 

At·the time of these purchases of City securities, the-City's under- 

writers were balking at taking any further securities for their own account. 

As the debt markets progressively closed to the City, Pension Funds increased 

their investments in City Securities despite the risks increasingly evident 

in such investments. In 1973, the pension funds had only nominal holdings 

iii City securities. By the end of fiscal 1977, it is estimated that 35% 

of all pension fund assets was invested in City obligations. 

The rationale advanced to justify the sale of City securities to 

pension funds is that such sales ease the large borrowing costs that would 

otherwise be incurred by the City, and do "not deprive people of money that 

1/ Letter from Mayor Beane to Comptroller Goldin, December 12, 1974. 
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could be utilized for essential services.'' 1/ This justification, however, 

ignores the interests of the pension funds' beneficiaries whom the Mayor, the 

Comptroller and the Board of Trustees of each fund are pledged to protect. 

This is even more critical because the non-taxable pension funds' yields 

from City tax-exempt securities, in general, are significantly less than 

that obtainable from "taxable" corporate issues of similar quality. More- 

over, the increased use of pension fund assets to support the City's 

securities helped mask the City's deepseated financing problems. 

The extent to which the sound investment objectives of the pension 

plans were neglected in favor of the expedient interests of the City is 

demonstrated by a memorandum dated June 30, 1975 from Steven Clifford to 

Harrison J. Goldin. In discussing a proposed financial pl~u~ for the City, 

the memorandum specifies two possible uses of pension fund assets: 

Pension Fund - New Purchase 

Liquidating a portion of their current portfolios, 
the pension funds can obtain up to $630 million in 

cash. This should be invested in City notes rather 
than M.A.C. bonds, since the limited debt authority 
of the latter should be reserved for public issues. 

Pension Fund - Reverse Repos 

The Cash needs of the pension funds and the adverse 
budgetary impact of further portfolio liquidation 
will prevent additional long-term commitments to [the] 
City, secured by June revenues. In this manner, the 
City can shift cash inflows from June, when it 
expects a surplus, to September and January, when it 
expects deficits. The pension funds can raise the 

1/ Statement of Comptroller Harrison J. Goldin to the City Council, State 
Legislative Committee, City Hall, City of New York, Plbruary 21, 1975. 
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cash without selling securities, through a bank loan 
secured.by pension fund securities. 1/ 

7. Conflicts of Interest Concerning the City's Pension Funds 

Individuals who manage and control pension funds are fiduciariesof 

the highest.degree. The enormous size and scope of the City pension plans 

make it absolutely essential that these·funds be soundly ai~ninistered. 

They must be operated with unquestioned prudence and integrity. It is of 

utmost importance -that the pension plans be managed for the exclusive 

benefit of the plan's beneficiaries. 

Throughout the City's fiscal crisis, fiduciaries, such as the Mayor 

and the Comptroller, found themselves in untenable positions of conflict. 

There was a tension between keeping the City afloat and prudent administra- 

tion of the City's pension funds. Although the Comptroller exercised control 

1/ In addition to direct purchases of City securities by pension funds, 
assets of the funds were invested'in New York City "Mortgage Loans 
In-Rem." In 1974, Feat Marwick·& Mitchell estimated that the City's 
Pension Plan held: 

Approximately 800 to 900 mortgages owned by various 
retirement systems which have been given by.e City 
following a public auction sale onpreviously for~ 
closed properties. 

In addition, Feat, Marwick & Mitchell indicated that: 

There are significant principal and interest arrearages 
dating back three years on many of these loans, with 
the arrearages on at least two loans dating back to the 
late 1960's. Actions to foreclose and/or sell these 
mortgages back to New York City should be taken so that 
the monies can be obtained and reinvested at higher 
current rates." 

See, Examination of Certain Assets of Various Retirement and Pension 
Systems Held By or Under the Custody of the Comptroller of the City 
of New York, March 31, 197`4. 
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over the pension fund assets, he acted with the knowledge and approval of 

the Mayor. The Mayor knew of the uses being made of the pension fund assets 

and encouraged the pension funds to accelerate their purchases of City obli- 

gations. As the Mayor or his representative acts as a Trustee for four of 

the five pension funds of the City, he must share responsibility with the 

Comptroller for the use of their assets. 

In a very real sense, the City's pension plans became the last reposi- 

tory of any sizeable amount of funds for the City to draw upon during its 

fiscal crisis. The City's continued access to public markets was in 

jeopardy, the large financial institutions were threatening to withdraw 

further support of the City, and the City's cash needs were escalating. 

Faced with these crises, the City turned to its last source of funds, the 

pension ~funds, which were freely utilized in an attempt to shore up the 

City's finances. At the time, the Mayor and the Comptroller were aware 

of the risks entailed in an investment in Citysecurities, 1/ and of the 

weakened state of the pension funds themselves. 2/ 

The ability of the Mayor and the Comptroller to exercise investment 

control over pension fund assets is a fundamental problem in the structure 

of the City's pension funds. Indeed, the impossibility of managing the 

pension plans solely in the interests of the pension fund beneficiaries 

was recognized before the crisis began. For example, in a November, 1973 

Report on the Office of the Comptroller of the City of New York, prepared 

_1/ See Section IV. C., supra. 

/ Supra, at 12. 
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by the State Charter Revision commission Staff, there is a discussion of 

.the "Role Conflict" of t~ie Comptroller. Enrrmerated among the "numerous 

conflicts inherent between.the Comptroller's various ~owers.and Iesponsi- 

bilities" is: 

Debt management conflicts with 'investment manage- 
ment; he invests in his own bonds. 1/ 

The report later states: 

Other roles of the Comptroller· conflict with his 
duties. For exa~nple, as·debt manager, he is unable 
to make an i~dependent evaluation of New York 
securities. 2/ 

Such organizational problems may be at the root of the questionable 

decisions which were ·made in the investing~of:\rery large sums of the City's 

I:pension fund.assets in the City's,securities. The techniques used to aefer 

required City contributions directly affected the pension plans and 

encouraged Iriberdlization of benefits without an- adequate understanding 

by the publicof the real costs of such increases. 

1/ State Charter Revision Commission, Report on the Office of.the 
Comptroller of the City of~New York,.Nov~ember, 1973, p. 29. 

2/ Id., at 47. 
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tl. THE USE OF ASSETS OF THE TRANSIT 

UNIFICATION SINKING FUND 

i. Introduction 

This section will examine the City's use of certain sinking fund 

assets to purchase City securities during February, 1975, and the knowledge 

of City officials of a serious problem as to the propriety of the transac- 

tion. 

There are four Sinking Funds for the amortization and reder~jtion of 

obligations-of the City of New~York: the Sinking Fund of the City of 

New York ("City Sinking Fund"), the Water Sinking Fund of the City of 

New York ("Water Sinking Fund"), the Rapid Transit Sinking Fund of the 

City of New York ("Rapid Transit Sinking Fund") and the Transit Unification 

Sinking Fund of the City of New York ("TUSF"). I/ 

In February 1975, during the City's financial crisis, the City's Pension 

Funds sold $200 million face amount City obligations (Bond Anticipation 

Notes due January 13, 1976) to the City's Sinking Funds. 2/ The Sinking 

Funds' purchases were executed on the Comptroller's authority, 3/ and 

$35,684,389.49 of the purchase price came from the funds of TUSF. _4/ 

1/ Report of the Operations and Condition of the Several Sinking Funds of 
the City of New York for the Redemption of Debt For Fiscal Year 
July i, 1974 to June 30, 1975, dated August 30, 1975 ("Comptroller's 
Annual Report on the Sinking Funds"). 

2/ - Comptroller's Annual Report on the Sinking Fund; New York Daily News, 
February 21, 1975, p. 21; TheNew York Times, February 21, 1975. 

3/ Memoranda from William T. Scott, Third Deputy Cor~troller, to John A. 
Reilly, Principal Investment Officer (Bonds), dated Feburary 11 
and 25, 1975. 

4/ Comptroller's Annual Report on the Sinking Funds. 
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Clith the cash realized from the sale to the sinking funds on February 25, 

1975, the-City's Pension Funds then purchased a new issue of approximately 

$249 million of City Bond Anticipation Notes from the City maturing on 

June 25, 1975. 1/ The apparent purpose for this "three way" transaction was 

to provide the City with cash needed to meet an upcoming payroll. 2/ 

There appears to have been, at the very least, a material uncertainty at 

the time of this transaction as to its consistency with a contractual agree~ 

ment between the City and holders of bonds redeemable from TUSF. 

2. The Plan to Sell City Securities to the Sinking Funds 

On.Tuesday, December 17, 1974, Mayor Beame and Comptroller Goldin met 

with representatives of several securities dealers. Following the meetingr 

the City announced that it intended to curtail its public borrowing for the 

first six calendar months of 1975. 2/ At that time, Goldin admitted that 

"the large supply of City bonds and notes overhanging the market was 

depressing prices and discouraging potential purchasers." 4/ He further 

stated that "while the City's obligations continue to offer absolute 

1/ Comptroller's Workpaper; Memorandum from William T. Scott, Third Deputy 
Comptroller, to John A. Reilly, Principal Investment Officer (Bonds), 
dated February 25, 1975. 

2/ Ol January ·26, 1977, Counsel to the City orally indicated to the staff 
that the transaction was done in this mannerbecause the Sinking Funds 
had only $200 million in available cash, whereas, the City needed more 
than $248 million. The Pension Funds had sufficient additional cash so 

that upon completion of the transaction, the City's cash flow require 
ments could be met. See also New York Daily News, February 21, 1975, 
p. 21 and The New York Times, February 21, 1975. 

3/ ..,,,,,,,, ,,,,..,,, December 18, 1974 "New York City Slashes Public Wall Street Journal 

Debt Plans for Ist Half After Issues' Poor Showing," p. 29. 
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security to investors, that large supply of such securities requires steps 

to curtail further borrowings to the maximum possible extent." 1/ It was 

further indicated by City officials that part of the curtailed borrowing 

plan was to be accomplished by investments of CPty Pension and Sinking 

Fund monies in the City's obligations. 2/ 

3. Repeal of Section 275(b) of the City Charter 

At the time the`City announced its plan to invest Sinking Fund assets . 

in City.securities, Section 275(b) of the City Charter required, among other 

things, that the Comptroller, who was responsible for a~ninistration of.the 

Sinking Funds, invest Sinking Fund assets as follows: 

When it is possible to purchase for any sinking fund other 
than the transit unification sinking fund any obligations of the 
city at less than par, other than obligations issued for the 
purpose of transit unification, the comptroller shall invest such 
moneys only in such obligations; provided, however, that when it 
is possible to purchase any obligations, issued for the purpose 
of transit unification sinking fund, at less, than par out of 
moneys of the transit unification sinking fund, and redeemable 
from the transit unification sinking fund, at less than par out 
of moneys of the transit unification sinking fund, the Comptroller 
shall invest such moneys only in such obligations;. .. 

Since Section 275 of the Charter mandated investments of sinking 

funds assets in City obligations selling below par, and there were such 

City obligations in the secondary market selling below par, in December 

1974 the Sinking Funds were unable to invest in issues of City obligations 

at par or above. To remove this impediment, the Comptroller "urge[d] the 

1/ I61· 

2/ Id. 
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enactment" of a bill in the State Legislature amending the City Charter 

to delete Section 275(b). 1/ 

On February 21, 1975, in connection with the proposed legislation 

to repeal Section 275(b), Comptroller Goldin testified before the City 

Council State Legislation Committee. / He testified that the repeal of 

Section 275(b) would permit the Sinking Funds to purchase City securities 

at par, thereby implementing the plan announced by the City in December 

1974 to invest assets of the City's Sinking Funds and Pension Funds in 

City securities and reducing the pressure on the capital markets for the 

City's newly issued securities. 3/ 

Goldin further testified that the legislation was part of a program 

of alternatives necessitated by the cancellation, due to a lawsuit, 4/ of 

a $260 million sale of BANs by the Stabilization Reserve Corporation. 5/ 

He indicated that the passage of the legislation was being accelerated 

so that the purchase of City securities by the Sinking Funds could 

be effected the following week to enable the City to meet its obligations 

in the least expensive way possible. Goldin justified the proposed 

y Memorandum in Support of An Act to Amend the New York City Charter 
su~mitted by Harrison J. Goldin, Comptroller. 

2/ Statement of Comptroller Harrison J. Goldin to the City Council, 
State Legislation Comnittee held at City Hall, City of New York, 
February 21, 1975 ("Statement of Comptroller Goldin to Legislation 
comnittee"). 

_3/ Id., at 2-4, 24. 

4/ The Wein suit, discussed in Chronology at Feb. 10, 1975. 

1/ Id., at Feb. 10, 1975. 
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repeal of Section 275(b) by stating that "[t]he savings that we would 

effect, if we were to go into the secondary market and purchase municipal 

obligations would not be nearly so beneficial to the hard-pressed taxpayer" 

as the savings whichwould inure to the City's benefit if the Sinking Funds' 

available cash were used to purchase the new City securities. 

The Comptroller also told the I~egislation Committee that he and the 

Mayor had conferred- on the matter of using Sinking Fund and Pension Fund 

assets to purchase new offerings of City securities and that the Mayor had 

originally proposed the repeal of Section 275(b.)'when he (the Mayor) was 

the City Comptroller. 

The Comptroller was successful, and.Section 275Cb) was repealed on 

February 24, 1975. 1/ 

Although the Comptroller testified on February 21, that Sinking Fund 

assets were to be used to purchase the upcoming February 25, 1975 Bond 

Anticipation Note offering, that offering was actually purchased by the 

City's Pension Funds 2/, and ten days before the Comptroller's testimony, on 

February 11, 1975, William T. Scott, Third Deputy Comptroller, directed John 

A. Reilly, Principal Investment Officer ~Bonds), to sell to the Sinking Funds, 

which includes TUSF, Bond Anticipation Notes (maturingJanuary 13, 1976) 

I/ Opinion No. 108.221 of W. Bernard Richland, Corporation Counsel, to 
Harrision J. Goldin, Comptroller, dated September 19, 1975 ("Richland 
Opinion No. 108,221"). 

2/ Comptroller's Workpaper. 
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from the CityPension Funds. 1/ The Pension Funds in turn used the cash 

from the Sinking Funds to purchase the Bond Anticipation Note offering on 

February 25, 1975. 2/ 

Of the $203,910,797 used by the Sinking Funds to purchase the Bond 

Anticipation Notes from the Peqsion Funds, $35,684,389.49 cane from TUSF 

($35,000,000 face amount of notes plus $684,389.49 premium). 3/ 

4. The Contractual Agreement with TUSF Bondholders 

Although the repeal of Section 275(b) removed the statutory bar to 

investing moneys of the Sinking Funds, including TUSF, in new City obliga- 

tions, it appears that the purchase of City obligations by RISF from the 

Pension Funds may have been improper under a contractual agreement between 

the City and holders of bonds redeemable from n]SF. 

cX1 January i, 1939, Article VIII of the New York State Constitution 

became effective. This Article provided for (1) incurring debt by the 

City for transit unification purposes, and (2) paying off such debt 

serially or amortization thereof from a sinking fund to be created. 4/ In 

August, 1939, the Board of Estimate approved'the purchase by the City of 

the facilities, properties, rights and securities of several privately-owned 

1/ Memorandum from William T. Scott, Third Deputy Comptroller, to 
John A. Reilly, Principal Investment Officer (Bonds), dated 
February 11, 1975. 

_y Canptrollerls Workpaper; Ccml;troller's AMual Report on the 
Sinking Funds; Oral Statement to the staff by Counsel to the City 
on January 26, 1977. 

3/ Canptroller's Annual Report on the Sinking Funds. 

4/ MemoranChrm of Wood, Dawson, I~ove & Sabatine dated February 21, 1975. 
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bankrupt railroad companies, which then comprised the City's mass transit 

system. 1/ 

The agreement of sale between the City and the cormnittees representing 

the bondholders of the transit corporations provided for paymentfor the 

facilities by the City through the issuance of Corporate Stock bearing a 

3% yearly interest rate. 2/ The 3% Corporate Stock ("TUSF Bonds") was to 

be amortized through a sinking fund established for such purpose. 3/ The 

TUSF Bonds were issued on June Ir 1940 with a maturity date of June i, 

1980. 4/ The agreement of salefurther provided that: 

When it is possible to purchase any of such 
Corporate Stock at less than par, cash in such 
sinking fund shall be invested only in such 
Corporate Stock, but the City shall not be 
required to invest cash held in other sinking 
funds now or hereafter existing in said 
Corporate Stock, except as may be required by 
law in effect at the time of any such invest- 
ments. (Emphasis supplied). 5/ 

Board of Estimate, Journal of ProMedings, May 23, 1940, p. 3331. 

2/ Opinion No. 108174 of W. Bernard Richland, Corporation Counsel, to 
Harrison J. Goldin, Comptroller, dated June 25, 1975 ("Richland 
Opinion No. 108174"). 

3/ Richland Opinion No. 108174. TUSF was established in 1939 through the 
enactment of Section 273(a) of the City Charter; which states that 
the purpose of TUSF is the "am3rtization and redemption of all corpor- 
ate stock of the city of New York issued on and after ... 
[January i, 1939], for transit unification purposes." 

4/ Specimen Interim Certificate of Corporate Stock for Transit Unification. 

5/ Richland Opinion No. 108174. 
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This clause appears to constitute an agreement between the City and ~ 

the holders of the TUSF Bonds, the essence of which is that when 'IUSF Bonds 

are selling below par, cash in ~NSF must be invested only in ?VSFBonds. 

In the Comptroller's testimony before the Legislation Committee, there 

was no discussion of TZ]SF separate and apart from the other Sinking Funds. 

There was no discussion of the contractual agreement for redemption of TUSF 

Bonds. However, therewas discussion of the City's role in providing 

stability in the secondary market for City securities. The Comptroller took 

the position that it was desirous for the City to have the choice of whether 

or not to support the secondary market. He stated that: 

.it is not the holders of the New york City 
obligations that have a right to expect that 
the City ... is going to ... supportthe 
secondary market. I refuse to accept on the 
city's behalf any such obligations from time to 
time; [sic] if we choose to support the 

secondary market we do so. .. 1/ 

During the Comptroller's testimony, the Sinking Funds were not discussed 

as separate entities and no recognition was given to the fact that the use 

of TUSF cash was restricted, not only by Section 275(b), but by the 

contractual agreement giving priority tothe redemption of'NSF Bonds when 

such bonds were selling below par. At the time of TUSF's purchase of City 

obligations from the Pension Funds,'NSF Bonds were selling below par. 2/ 

1/ Statement of Comptroller Goldin to Legislation Committee, p. 72. 

2/ Comptroller's Annual Report on the Sinking Funds; Letter from 
William T. Scott, Third Deputy Comptroller, to W. Bernard Richland, 
Corporation Counsel, dated April 17, 1975; Ilerr~orandum from John A. 
Reilly, Principal Investment Officer (Bonds), to William T. Scott, 
Third Deputy Comptroller, dated April 15,1975. 
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5. Bond Counsel's Advice to the City on Use of TUSF Monies 

When he testified on Fe~ruary 21, 1975, the CQnptroller told the L~egis- 

lation Corranittee that the City had discussed the plan to use Sinking Fund 

assets to purchase City securities with legal counsel to the City and had 

encountered.rx, objection. 1/ However, in a memorandum dated February 21, 

1975, prepared by Wood, Dawson, ~ove & Sabatine ("Wood Dawson firm"), bond 

counsel to the City for over 40 years, the Wood Dawson firm recited advice 

it had previously given the City. Wood, Dawson advised that (1) the require- 

ment that TUSF Bonds be purchased when selling below par was probably part 

of the contract with holders of'lUSB Bonds, (2) if Section 275(b) were 

amended, that portion of it which was merely a codification of this contrac- 

tual agreement should be left in, and (3) if said proviso ~re repealed but 

the City followed the reguirements thereof as if it had not been repealed, 

there would be no impairment of contract. 2/ By negative implication, if 

the City did not follow the requirements of "said proiriso" as if "it had 

not been repealed," there may ~11 have been an "impairment of contract." 

T~ Wood, Dawson memorandum of February 21, 1975 also stated: 

John Thompson of City's Corporation Counsel's office 
apparently advised the City Council that: plans for 
for unification of transit system required that 
transit unification sinking fund [assets] be used to 
purchase corporate stock issued for such plrpose when 
sellin3 below par. Therefore, City had to follow such 
_requLrement even if it w_as not in_ the charter, n7ere- 
fore it was O.K. to repeal the provlso referred to 

1/ Statement of Comptroller Goldin to L~egislation Cormnittee, p. 27. 

Y Memorandum prepared by Wood, Dawson, Love & Sabatine, dated 
February 21, 1975 ("Wood, Dawson Memorandum"). 
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above, but Cit~would_ have t_o comply with sub_stantially 
identical ovislons in the of unification. 
(Emphasis supplied). 

There is every indication the contractual agreement with TUSF Bondholders 

remained in force after the repeal of Section 275(b). The City's Corporation 

Counsel, W. Bernard Richland, on two occasions advised Comptroller Goldin 

of the requirement of the contractual agreement to use 'IUSF monies td acquire 

?USF Bonds. On June 25, 1975, in response to a request to review a proposed 

tender offer for 'IVSF Bonds, Corporation Counsel Richland unequivocally 

advised Comptroller Goldin: 

[t]hough suMivision b of 275 of the Charter was 
rewaled by ChaDter 6 of the laws of 1975, under 
the agreements of unification and re-adjustment 
... the City is still obligated to purchase 

In]SF Bonds] at less than par whenever 
possible. 2/ 

On September 18, 1975, William IF. Scott, Third Deputy Comptroller, 

wrote to Corporation Counsel Richland, this time to "urgently" request an 

opinion as to whether 'IUSF cash could be used to purchase obligations of 

the City's Municipal Assistance Corporation ("MAC"). On September 19, 1975, 

Richland replied in Opinion NLrmber 108221, in which he reiterated the advice 

he gave in the previous Opinion issued on June 25, 1975. Richland concluded 

that: 

In these circumstances I am obliged to advise 
you that if it is possible to purchase at less 
than par ... [~NSF Bonds], you may not use moneys 
of ... [TUSF] for the purchase of securities 

1/ Wood, Dawson Memorandum, p. 3. 

2/ Richland Opinion No. 108174. 
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of ... [MAC], but may use such moneys only 
for the purchase-at-less-than par of ... 
[TUSF Bonds]. 1/ 

~RISF purchased $6,000,000 MAC Bonds in September, 1975. 2/ 

6. The Comptroller's Fiduciary Duties to the'I~SF· Bondholders 

Section 93 of the City Charter provides that the Comptroller, in admin- 

istering and managing the Sinking Funds, shall be deemed to be acting in a 

fiduciary capacity. 

Throughout his testimony before the Legislation Comnittee, Goldin 

balanced his duty to act in the City's best interests and his` fiduciary duty 

to the Sinking FLn~ds. He recognized that as a fiduciary to the Sinking Funds 

it was his obligation and full commitment to get the best deal possible for 

the Sinking Funds 3/ and stated that "there will be no disadvantage to the 

sinking fund[s] or holders of sinking fund obligations ... ." 4/ Goldin 

further testified that the Sinking Funds would get a "competitive yield ... 

and at the same time the city would save money." 5/ Several questions were 

asked about possible conflicts of interest and Goldin responded to one such 

question as follows: 

1/ Richland Opinion No. 108221. 

2/ Comptroller's Statement of Operations of the Several Sinking F~n~ds 
of the City of New York for the Redemption of Debt for the Period 
Septer~er i, 1975 to September 30, 197. 

3/ Statement of Comptroller Goldin to Legislation Corr~nittee, p. 34. 

4/ d., p. 4. 

I/ _rd., pp. 35-36. 
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That conflict is not being exacerbated by this law. 
It is being diminished because, for this reason, if 
this Council or any legislature wants to tell me 
that my fiduciary responsibility is better served 
if I caused the taxpayers of our city to pay a 
higher interest rate in the general public auction 
market, rather than the lower interest rate that 

we can obtain and still meet our fiduciary respon- 
sibilities to sinking fund holders, that is a 
judgment that I would not make but others can make. 1/ 

Goldin thus took the position that.the repeal of Section 275(b) and the 

consequent purchase of City ·securities presented no conflict of interest 

and did not harm the Sinking Funds. 

IIowever~, the use of TUSF assets in a manner apparently inconsistent 

with the contractual agreement with the RISF bondholders contrasts sharply 

with Comptroller Goldin's assertion that his action in purchasing City 

securities met his "fiduciary responsibilities to Ithe ~USF Bondholders]. 

As Comptroller, Goldin was privy to the City's grave financial condition 

and its need for money. As a fiduciary, he owed a duty to the TUSF Bond- 

holders to make relatively risk-free investments. 

7. Monthly and Annual Reports of the Operations 
and Condition of the Sinking Funds 

The staff has been unable to discover any evidence that existing 

'NSF·Bondholders were advised, in connection with TUSF's purchase of City 

securities, that ~NSF's contractual obligations regarding the retirement 

of its own securities were unimpaired by the repeal of 275(b), and that, 

at the very least, there was a material uncertainty as to the propriety 

of the Comptroller's purchase of City securities for 'NSF's account. 

1/ Id., p. 34. 
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Sections 277 and 278 of the City Charter require the Comptroller to 

prepare and submit to the Board of Estirpate m3nthly and annual certified 

Reports of the operations ard condition of the Sinking Funds. The staff 

has examined the Ccmptroller's rrr>hthly certified report for the rr~nth of 

February 1975 ("Monthly Report") ar~d the annual certified report for the 

fiscal year ended June 30, 1975 ("Annual Report"). Both Reports reflect 

the Sinking Funds' purchase of the City obligations from the Pension Funds; 

ho~ver, neither Report fully, fairly and adequately discloses the facts 

ard circumstances surrounding the transaction, i,e., the repeal of Section 

275(b), the impact of the subsequent plrchases on the agreement for redem~ 

tion of TUSF Bonds, the potential impropriety of the Comptroller's actions 

as a fiduciary of TUSF and counsel's adviceas to these matters. 

8. Possible Consequences of the Use of TUSF Assets 

Any default on the City obligations purchased by RISF would have 

material consequences for the protection TUSF offers to its bondholders. 

As of June 30, 1975, IUSF had assets of approximately $256,000,000 and 

liabilities of approximately $250,000,000, leaving only a surplus of 

approximately $6,000,000, Included in the $256,009,000 of assets is the 

$35,000,000 of City obligations purchased in February 1975 by TUSF from 

the pension Funds. 1/ If these City obligations fell in face value 17% 

or more, there would have been a deficit in the furd. At the time 

the plrchases were made, there ~ms a substantial risk that such a 

drop in value would in fact occur. 

1/ Comptroller's Annual Report on the Sinking Funds. 
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V. FULL AND FAIR DISCLOSURE - THE CITY VERSION 

A. Introduction 

Although the federal securities laws specifically exer~t securities of 

certain classes of issuers, including municipalities, from their registration 

and reporting provisions, 1/ these laws prohibit misleading statements by 

all persons selling securities concerning the financial condition of and 

other material fact, relating to an issuer. Accordingly. stateme~ts and 
representations made to the public by a municipal issuer in connection with 

the offer, sale and trading of its securities must be fair and accurate in 

material respects and not misleading, 

The Staff has examined the public disclosure made by the City and its 

officials in connection with the offer and sale of City securities between 

October 1974 and March 1975, a period in which the City sold approximately 

$4 billion in notes alone to the public. The staff has found that a consis- 

tent theme in the City's public statements during this period was the safety 

of an investment in City securities. 'I"ne City and its officials attempted to 

1/ Section 3(a)(2), Securities Act of 1933; Sections 3(a)12 and 12(a), 
Securities Exchange Act of 1934. 
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minimize investor concerns regarding the City's financial prospects by dis- 

tinguishing between budgetary problems on the one hand and the safety of an 

investment in City securities on the other. These`constant reassurances were 

made in the face of the knowledge of City officials of material adverse 

information regarding such investments. This Section of the Report will 

examine the City's disclosures during its fiscal crisis in light of the 

knowledge possessed by City officials regarding the City's financial condi- 

tion and the safety of its securities. 

In testing the disclosure, it must be borne in mind that the City's 

bonds and notes were not marketed exclusively to the major City banks which 

formed the underwrit'ing syndicates. Ultimately, a large part of these 

offerings were purchased and held by small or less sophisticated investors 

throughout the United States and other countries. Until November, 1974 the 

smallest denomination in which a City security was available for purchase 

was $25,000. At that time, with the City's fiscal crisis worsening,'the 

City lowered the minimum denomination to $10,000 in an active effort to 
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reach smaller investors. 1/ The campaign for the small investor was 

successful, and the staff's report on individual investors details the 

experience of many individuals who invested in City securities with little 

understanding of the material risks involved. 2/ 

B. Press Releases and Public Statements Disseminated 

by the Mayor and the Comptroller 

Press releases and other public statements disseminated by the Mayor 

and the Comptroller were a major source of official information about the 

City's financial condition and the safety of its securities. Taken as a 

whole, these statements and releases had dominant pror~tional overtones. 

They did not provide investors with accurate and balanced information as to 

the City's finances and its securities. While such releases and statements 

may have been aimed at various constituencies, the Mayor and Comptroller 

had a duty not to mislead public investors as to the City's financial health 

and the safety of an investment in City securities. 

During and prior to the City's fiscal crisis, information about the City 

was available from many sources. Newspaper articles frequently questioned 

the City's fiscal health, and reported on many occasions'adverse information 

regarding the City's budgetary problems. However, such articles, and similar 

statements made by persons in the private sector, were no substitute for 

authoritative, official disclosures. The information in the market.place was 

1/ News Release, Office of the Comptroller, November 22, 1974 (74-134). 
At about this same time, the City attempted to set up a voluntary 
payroll deduction plan to encourage City workers to buy these 
securities. This plan ultimately was not put into effect. See News 
Release, Office of the Comptroller, January 30, 1975 (75-9). 

1/ See Analysis of Questionnaires Sent to Individual Investors. 
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confusing, contradictory, and fragmented. In addition, City officials 

regularly responded to the most negative disclosures with strong 

denials, thereby aiding in the obfuscation of the facts about the 

City's financial condition and the safety of its securities. 

Insofar as City officials themselves voluntarily disseminated adverse 

information, these disclosures were almost always fragmentary and isolated, 

and generally managed to blunt any negative effect by ending on an overall 

positive tone unwarranted by the facts. In addition, financial disclosures 

made in press releases and other public statements were not presented in a 

context which provided the ordinary investor with a full grasp of the City's 

financial plight. 

City officials were invited to expand on their disclosures at various 

times during fiscal 1975. On one occasion Comptroller Goldin was advised 

by a representative of· one of the City's underwriters that an official bond 

disclosure statement would improve corrrmuni~ation with the investment cormrm- 

nity in view of the "misleading" information generated in the news media 

about the City. Attached to the letter was an outline for such a state- 

ment. 1/ By letter of August 21, 1974, the Comptroller acknowledged the 

worth of the suggestion and thanked the writer for taking the time to 

write. 2/ No statement of the type suggested was used by the City for 

the public distribution of its securities during fiscal 1975. 3/ 

I/ Solari at 12 and Letter from William J. Solari to· Harrison J. Goldin, 
August 8, 1974. 

2/ Letter from HarrisonJ. Goldin to William J. Solari, August 21, 1974. 

3/ In a sale by the City of its securities to New York City Pension Funds 
commencing in July 1976, the city provided a detailed official statement. 
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Both Mayor Beame and Comptroller Goldin repeatedly assured investors. 

that the City's budget problems, no matter how serious, had nothing to~do 

with the City's ability to pay its debts. Unwarranted reassurances as to 

the safety of City securities are the outstanding characteristics of their 

releases during the City's fiscal crisis. 

As shownbelow and in other parts of this Report, these public state- 

ments were misleading in regard to a number of serious aspects of the City's 

finances - for example, the overstatement of receivables and the underfund- 

ing of City pension funds. The Mayor and Comptroller failed to apprise 

investors that the City was rapidly reaching a time when it could no longer 

sell vitally needed new issues in the market. Note investors were promised 

an unqualified "first lien" on all city revenues, despite the mateiial . 

uncertainties as to the existence and extent of such protection. Underlying 

all the City's statements during the fiscal crisis was the unwarranted 

note of optimism struck by both the Mayor and the Comptroller in their 

appeals to prospective investors in City securities. 

The public statements issued by Mayor Beame and Corrp~troller Goldin, most 

of which were broadly reported by the news media, were the most important 

official vehicles for disclosure during the City's fiscal crisis. A repre- 

sentative sampling of the significant statements and releases will now be 

analyzed in some detail. 

i. Unwarranted Reassurances 

Between October 1974 and March 1975, a period during which the City was 

selling securities and contemplating further sales to the public, the City 

was in the threes of an acute fiscal crisis. Throughout this period, Mayor 

Beame and Comptroller Goldin issued statements which constantly reassured the 
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public that investments in City securities were both sound and attractive. 

Indeed, on numerous occasions, the Mayor and the Comptroller actively pro- 

moted investments in City securities. They transformed essentially negative 

news into overly optimistic statements and continuously reasserted that the 

securities offered by the City had a sound fiscal backing. They deflected 

attention from the City's financial condition by blaming outside forces such 

as national inflation and recession. They also blamed the major New York 

banks, primarily for "outrageously" high interest rates imposed on City 

securities and for their supposed failure to "sell" the City to prospective 

investors. 

The Mayor and Comptroller repeatedly denied that there was any rela- 

tionship between those fiscal problems which they acknowledged and the 

City's ability to repay its obligations. However, the relationship between 

the City's ability to repay and its budget and similar fiscal problems could 

hardly have been more direct. The City's unsound budgetary and accounting 

practices were entwined with the escalating borrowings which had glutted the 

market with the City's securities. Repayment was necessarily dependent on 

continued borrowings since the City's other anticipated sources of funds 

were wholly insufficient to both ensure continuation of vital governmental 

services and support its constantly maturing and ever-increasing short-term 

debt. 

The City used its releases not only as a means for supplying its exist- 

ing security holders with a steady stream of reassurances concerning the 

safety of their investments, but also as a means of actively seeking to 

attract new investors. 
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In November 1974, when the City lowered the minimum denomination for 

its notes from $25,000 to $10,000, the Comptroller's Office issued the 

following invitation to new'investors: 

The change to smaller denominations will permit additional 
private investors to obtain the good yields which are 
currently being offered on the City's short-term obligations. 
If demand can be increased among this category of investors, 
it should be reflected in the competitive bidding by the 
investment syndicates to whom the City sells its paper. 
At the same t~i~, we are moving with caution in order not 
to cause greater problems for thrift institutions which 
are already experiencing an outflow of deposits. We will 
n;onitor the results and determine future policy accordingly. 1/ 

The Mayor was reported to have er~hasized his own investment in City 

securities as late as March 23, 1975. 2/ This allowed the public to draw 

the inference that if the Mayor, with his knowledge, experience and position 

had invested his own money in the City, then such investments must be safe. 

The following excerpts are typical of the unwarranted positive 

reassurances which pervaded the public statements of both City officials 

during this period. 

News Release, Office of the Mayor, October 22, 1974: 

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 inflationaryrecessionary 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, 

1/ News Release, Office of the Comptroller, November 22, 1974 (74-134). 

2/ 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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and that this ability has improved over the last 
fifteen years." 1/ 

Letter of Mayor and Comptroller, Published in me New York Times 

November 11, 1974: 

Bankruptcy means that liabilities exceed assets or 
that credit obligations cannot be met - a situation 
in which the City of New York, even in the darkest 
days of the Great Depression, never has found itself, 
nor will it .... 

It should be clear, in connection with our municipal 
budget, that the Constitution of the State of New 
York makes our New York City bonds and notes a first 
lien on all revenues which include the real estate 

tax, all other City taxes, fees and permits, all 
state aid and all Federal aid. 

Over and above the constitutional, legal and moral 
guarantees afforded to investors in New York City 
notes and bonds is the fact that they are investing 
in the world's wealthiest and soundest city as far 
as these obligations are concerned .... 

This picture should be very reassuring to all city 
investors . 

A recitation of these facts should by no means be 
construed as complacency in the face of the city's 
budi3et difficulties. While we have not always 
agreed on ways and means to place the budget in 
balance, we do agree that tough fiscal decisions 
and reforms, including substantial capital budget 
reductions, will have to be made in order to cope 
with runaway inflation, unerrp~oyment, business 
recession and the carryover effects of past 
fiscal~ractices.... 

We will do what needs to be done in the general 
interest of taxpayers, for the preservation and 
strengthening of the city's economy and to insure 
the'continuing soundness of the city's obligations 
as an investment medi~. 2/ 

1/ News Release, Office of the Mayor, October 22, 1974 (529-74). 

2/ Letter, Abraham D. Beame and Harrison J. Goldin to the Editor, The New 
York Times, dated: November 7, 1974, published in The New York T~m'in~ 
1Jover~er 11, 1974. 
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News Release, Office of the Comptroller, December i, 1974: 

... the budget deficit "should not impair confi- 
dence in the essential soundness and safety of 
the City's obligations." 1/ 

SI>eech by the Comptroller, December 20, 1974: 

New York's budget problems should be of only marginal 
interest to investors, who are protected by theState 
Constitutional guarantee making New York City bonds 
and notes a first lien on all revenues. 2/ 

Joint Statement of Mayor and Comptroller, January 11, 1975: 

This City is not bankri~pt, near bankrupt nor will it 
ever be bankrupt. This City has always repaid all 
of its obligations on time and it always will. 2/ 

:: News Release, Office of Comptroller, March 4,1975: 

For the truth is that from the time of the Revolu- 

tionary War, through the dark days of the Great 
Depression, and in every era of national economic 
uncertainty - New York City has compiled an 
unblemished record of full payment of bond princi- 

pal and interest without a single default. 

Investors in Mew York City securities are, 
therefore, absolutely. protected. 4/ 

News Release, Office of the Comptroller, March 13, 1975: 

We have experienced an insistent drumbeat of putr 
licity on our budget problems, and this publicity 
has sometimes unfortunately failed to distinguish 
between balancing a budget, which is a problem; 
and meeting obligations to our creditors, which 

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

_2/ Remarks by Harrison J. Goldin at the City Clubof New York, December 
20, 1974. 

1/ News Release, Office of the Mayor, January 11, 1975 (20-75). 

4/ News Release, Office of the Comptroller, March 4, 1975 (75-26). 
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the City has never failed to do and which, it is 
my conviction, it never will fail to do, barring 
a complete collapse of our economic system and 
capital markets.. .'. 

So the impact on New York of national and inter- 
national inflation and recession which has affected 

all cities, is a separate issue, which should be 
of only marginal interest to investors. 1/ 

2. Examples of Misleading Statements and Omissions 2/ 

Information disseminated by City officials was incomplete. The actual 

financial condition of the City during and prior to the City's fiscal crisis 

was not disclosed. Nor were risks involved in an investment in City 

securities adequately explained. 

a. First Lien 

Both Mayor Bear~ and Comptroller Goldin made unqualified statements that 

bond'and note investors had State Constitutional and legal guarantees of a 

I/ News Release, Office of the Comptroller, March 13, 1975 (75-35). 

Mayor Bear~ and Comptroller Goldin continued to make statements of 
this nature after this date. For exar~e, in a March 23, 1975 Press 
Release, the Mayor said: 

'We will pay all interest and redemption costs on time." 

"We will meet our payrolls." 

"We will not lose our basic fiscal strengths." 

News Release, Office of the Mayor, March 23, 1975 (111-75). See also, 
News Release, Office of the Mayor April 9, 1975 (132-75); Remarksby 
Harrison J. Goldin at Union League Club, April 15, 1975. 

1/ One significant series of public statements will not be discussed herein. 
It relates to the cancellation, on Februrary 28, 1975,of a $260 million 
TAN issuance. 'I~o press releases of the Office of the Comptroller and 
a speech by the Comptroller concerning this matter are discussed in 
Section IV.F. of this Report, supra. 
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first lien on all City·revenues, including all City taxes and all Federal and 

State aid. There has been no public statement which might be said to indi- 

cate, even obliquely, that the first lien guarantee might not exist or was 

qualified. This was a misrepresentation with respect to the holders of 

anticipation notes which cor~rised the major part of the City's offerings 

during this period. 1/ Yet, throughout the final months of 1974 and the 

beginning months of 1975, both the Mayor and Comptroller repeatedly stressed 

the first lien protection afforded investors in City bonds and notes. 2/ 

I acknowledge that City obligations like all obligations - 
even U.S. Government obligations -`can sometimes be a market 
risk because markets will rise and markets will fall an~ 
investor interest will likewise rise and fall. 

But I maintain that our securities are not in any sense a 
credit or security risk. Investors in New York City 
securities are protected, as you know, by State Constitu- 
tional and legal guarantees of a first lien on all City 
revenues, including all City taxes and fees and all Federal 
and State aid. 3/ 

At the time these unequivocal statements were released, representatives 

of the Bureau of the Budget, Corporation Counsel's Office and the Office of 

the Comptroller knew or had been advisedthat serious questions existed as 

1/ ·- See Section IV.E. of this Report regarding the uncertain existence of 
such a first lien. New York -City's total debt outstanding as of June 
30, 1975 was $12,306,753,170. (Statement of the Bonded Indebtedness as. 
of July i, 1974 and June 30, 1975, The City Record, Wednesday, September 
3, 1975, p. 3431.) These figures represe~'t~sS~7T7~,578 ,170 in bonds 
(Comptrollers' Report 1974-75, p. 461)'. It also includes $380,000,000 
in TANs, $2,560,000,000 in RANs, $30,000,000 in UkEJs and $1,570,175,000 
in BANs (Comptroller's Report 1974-5, p. 506). 

2/ See, e.g'., News Releases, Office of the Comptroller, January 29, 1975 
(75-8); February 27, 1975 (75-22); March 4, 1975 (75-26); Office of the 
Mayor, October 22, 1974 (529-74); April 9,~1975 (132-75). 

3/ News Release, Office of the Comptroller, March 13, 1975 (75-35). 
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to whether the principal amounts of City anticipation notes were protected 

by a first lien on City revenues. 1/ 

b. Internal Controls 

Shortly after assuming office, Comptroller Goldin cornnissioned a series 

of three audits of the securities, mortgagesand bank accounts of the City 

employee retirement and trust funds of which theComptroller was custodian, 

and of the general City Treasury. Each of the audits made adverse findings 

concerning the state of the City's internal controls relative to the matters 

examined. 2/ Although City press releases discussed the audits and their 

negative findings, during the sumner of 1974, this potentially significant 

disclosure was overshadowed by a highly publicized dispute which developed 

between Mayor Beame (the City's former Comptroller) and Comptroller Goldin 

over who was to blame for the deplorable state of affairs documented in the 

audits. 3/ In addition, a series of releases neutralized this potentially 

negative information relating to internal controls by discussing proposed 

legislation for required outside annual inventories .and audits, 4/ commence- 

nent of an accounting reconciliation of certain discrepancies disclosed by 

the report on the City's pension funds, 5/ and a program to fill vacancies in 

1/ See Section N.E., supra. 

2/ See Accounting Report. 

_3/ News Releases, Office of the Mayor, July 22, 1974 (383-74); July 28, 
1974 (392-94); Office of the Comptroller, July 28, 1974 (74-94); 
August 5, 1974 (74-100). 

4/ News Release, Office of the Mayor, July 25, 1974 (386-74); Office of 
the Comptroller, July 25, 1974 (74-93). 

I/ News Release, Office of the Comptroller, July 29, 1974 (74-95A). 
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the Comptroller's Office. I/ Despite the aura of reform emanating from 

these releases, during the 1974-75 period, internal controls were not signi- 

ficantly improved and investors were not informed of the continuing 

inadequate City financial records. 

C. Positive Disclosures Concerning City's Financial Condition 

Both the Mayor and the Comptroller also issued statements which errp>ha- 

sized certain purported positive aspects of the City's financial condition. 

When viewed in a larger context, many of these so-called positive factors 

were misleading. 

Thus, the two officials often asserted that City revenues were several 

times in excess of the required debt service. 2/ This statement was mislead- 

ing because, am3ng other things, these revenues were routinely overstated and 

expenses were routinely understated. 

In discussing the City's fiscal strength and unguestioned ability to 

meet its debt service, Mayor Beame and Comptroller Goldin highlighted the 

City's ownership of $14 billion of real estate. 3/ This statement was incom- 

plete in light of the imprabicability of converting the City's illiquid and 

"essential services" assets into cash with which to pay off its obligations. 

1/ News Release, Office of the Mayor July 29, 1974 (391-74). 

2/ See, e.g., NeWs Release, Office of the.nayor, October 22, 1974 (529-74); 
Letter, Abraham D. Beam2 and Harrison·-J. Goldin to the Editor, The New 
YorkTimes, November 7, 1974, published in The New York Times, November 
11, 1974; News Release, Office of the Mayor,Marchl3,~75·(l11-75) ; 
News Release, Office of the Mayor, April 9, 1975 (132-75). 

3/ Letter, Abraham D. Beame and Harrison J. Goldin, to the Editor, The 
New York Times, dated November 7, 1974, published in The New.York Times, 
November 11, 1974. 
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'Ihe disputes over the size of the City's budget gap was another source 

of fragmentary disclosure. Although the Mayor and Comptroller issued several 

releases concerning the size of the gap and proposed means to close it, these 

releases never effectively revealed its true dimension. Instead, the infor- 

mation given to the public centered on a dispute in late 1974 between the 

Mayor and Comptroller over whether or not the budget gap for the 1974-75 

fiscal year was $330 million, $650 million or some intermediate figure. 1/ 

In fact, these estimates were totally unreliable. 2/ Furthermore, the full 

yxtent of the much larger cumulative budget gay? went undisclosed. 3/ 

On at least two occasions Mayor Beame publicly noted that, "[t]here are 

very few cities in America which repay outstanding debt as guickly as New 

York City does." "Almost half of our current outstanding debt will be 

repaid by 1980, which is only five years away; and more than 70 percent of 

our current outstanding debt will be repaid by 1985, which is only ten 

years away." 4/ Repayrru~nt of such large percentages of debt in such a short 

period would be~a positive factor only if the City could reasonably antici- 

pate having the resources to redeem the debt upon maturity. However, the 

City was dependent on continued access to the capital markets to supply its 

ever-increasing need for revenue to retire matured obligations. 

1/ News Releases, Office of theComptroller, December i, 1974 (74-138); 
December 2, 1974 (74-139A); Office of the Mayor, November 22, 1974 
(579-74); Decerrber 11, 1974 (603-74). 

2/ See Accounting Report. 

3/ In the Comptroller's Annual Report, 1975-1976, the cumulative budget 
deficit was pegged at $5.1 billion as of June 30, 1975. 

4/ News Release, Office of the Mayor, january 11, 1975 (20-75); see also, 
News Release, Office of the Mayor, October 22, 1974 (529-74). 
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d. Risk of Non-Marketability 

During fiscal 1975, the Mayor and the Comptroller were advised by their 

staffs and members of the financial community that the-City was in grave 

danger of being foreclosed from selling further debt instruments on the open 

market. Disclosure of this fact would have been of great importance to 

investors, but there was none. In the spring of 1975, the City was in fact 

foreclosed from the capital markets, but in the six months preceding fore- 

closure, it sold to the public about $4 billion in notes alone. 

In December 1974, as a result of the large amount of City debt over- 

hanging the market, and in order to improve the supply-demand balance, 

Comptroller Goldin publicly announced a reduced and regularized borrowing 

schedule for the first six months of 1975. 1/ In January 1975, -City offi- 

cials met with several leading bankers. At this meeting the bankers stated 

that there were serious doubts as to the market's capacity to absorb more 

City securities and that the clearinghouse banks did not have the capacity 

to take on all of the proposed City financing by themselves. / The Mayor 

and Comptroller issued a joint statement following this meeting. The 

statement, which ended on a note of optimism, omitted any mention of the 

information communicated to them concerning this critical problem. 3/ 

In ·the early months of 1975 the'Comptroller generally referred to the 

"whole overburdening of the tax-exempt market," as a condition likely to 

1/ News Release, Office of the Comptroller, December 17, 1974 (74-141). 

2/ Patterson at 25-29, and Sanford at 22, 25. 

3/ Joint Statement from the Offices of the Mayor and the Comptroller, 
January 9, 1975. 
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worsen rather than improve. 1/ The Comptroller failed to disclose, however, 

that the market for the City's debt securities in particular was rapidly 

closing. 2/ 

On March 7, 1975, the City announced the sale of $537,270,000 of BANs. 

The underwriters had insisted that a disclosure statement prepared by counsel 

to the underwriters be issued as a press release by the City at the time of 

this announcement. 3/ This was a condition of submitting the bid. The 

Comptroller's release stated: 

Comptroller Harrison J. Goldin announced today the 
award of $537;270,000 principal amount of Bond 
Anticipation Notes at an approximate rate of 8.69% 
per annum. Comptroller Goldin stated that this rela- 
tively high rate of interest is due to several factors, 
among which is a pending law suit filed on February 5, 
1975 by a Mr. Wein, against the City, its Mayor and 
its Comptroller. ... 

Other factors contributing to this high rate of 
interest are the recent negative occurrences in the 
municipal 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 position to sell Bonds 
to fund these Notes. 4/ 

A sentence in the draft press release prepared by bond counsel which 

was deleted from the above-quoted final release read as follows: "These 

1/ News Release, Office of the Comptroller, March 13, 1975 (75-35). 

2/ See Section IV. C., supra. 

3/ Charbonneau Ex. 11. 

4/ News Release, Office of the Comptroller, March 7, 1975 (75-31). 
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conditions adversely affect the City's access to the municipal credit 

markets, to which the City must look for the financing it deems necessary 

to meet expenses and naturing obligations." 

A March 12, 1975 article in The New York Post regarding the sale of 

these BANs reported that the Comptroller had said that the banks were 

distributing his press release of March 7, 1975 to dealers as "disclosure," 

a term with which he did not disagree. 1/ 

The March 7 press release does not adequately disclose the City's pro~- 

lems. Outside factors are pointed to such as the "recent negative occurences 

in the municipal credit markets" and "adverse economic conditions." When 

some problems are discussed, such as the City's cash needs, it is in the 

most general terms. This release did not in any meaningful way apprise 

investors of the magnitude and seriousness of the City's fiscal situation. 

More importantly, it did not explain how the City's difficulties resulted 

in a risk to investors in City securities. Indeed, the release ends on a 

somewhat positive note that was unwarranted by the existing facts. The 

City's response to a perceived need and a demand for disclosure was 

insufficient. 

e. S~mPnary 

In sumnary, the public statements of City's highest officials failed 

to disclose adequately, effectively and meaningfully the disastrous financial 

condition in which the City found itself during this period. Moreover, the 

statements defused the potential irpact of negative information with constant )I: 
and overridingly optimistic reassurances. 

I/ New York Post, March 12, 1975. 
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In lieu of providing hard data relevant to investors' needs and con- 

cerns, the City instead assuaged the fears of prospective and current 

investors with unwarranted claims of legal protection, inflated and inac- 

curate assertions of financial strength, and with unexplained statements 

that the City's financial problems had no bearing on the City's ability to 

honor its obligations upon maturityi 

A particularly stark example of the contrast between the public 

disclosures made by the Mayor and Comptroller and the material information 

to which they were privy can be seen in the Release by Comptroller Goldin 

on December 17, 1974, attached hereto as Appendix B, describing the C~DM 

meeting held that morning. A comparison of the full text of the minutes 

of the CIDM meeting, attached hereto as Appendix A, with the above Release, 

highlights both the inadequacies of the disclosure and the awareness of the 

City's top officials regarding such inadequacies. 

The public statements of the Mayor and Comptroller did not provide 

either new or current investors with the inf6rmation necessary for informed 

investr~nt decisions. Instead of disclosing the situation as it existed 

- the disclosure to which investors were entitled - City officials made 

misleading statements to the investing public as to material facts critical 

to-investment decisions. 

C. Disclosure n7rough the City's Financial Reports 

Few aspects of the City's financial records were subject to meaningful 

review and verification prior to the summer of 1975, by which time the City 

had been precluded from the capital money markets. At that time, the State 

Comptroller issued reports relating to his review of the City's financial 

records. He found a number of the major discrepancies discussed in this 

Report, including the first reliable finding that the City's cumulative 

deficit was more than $5 billion. 
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Tne City issued reports relating to its financial condition. 1/ These 

reports were not intended~to be nor did they serve as disclosure documents. 

They were prepared to meet local law requirements. These reports were not 

prepared using uniform accounting practices; thus, they could not be 

compared with one another. Further, the accounting practices upon which 

each was based were left unstated. Reports concerning related financial 

matters were issued at different times during the fiscal year. The data 

and self-defined categories of financial information in various City 

reports differed from each other to such an extent that experts on City 

finance considered the reports to bevirtually useless in analyzing the 

City's financial condition. 2/ 

In addition, the questionable accounting and financial reporting prac- 

tices of the City, coupled with the City's lack of adequate internal 

accounting controls, rendered it ir~ossible to generate reliable financial 

information, and left no opportunity for any true assessment of the City's 

financial condition. 

The City made disclosures through the issuance of various reports 

mandated by law and in materials prepared in connection with the offer 

and sale of securities. 

i. Annual Report of the Comptroller 

The Annual Report qf the Comptroller was required by the Charter to be 

issited on October 31 of each year and covered the fiscal year ended the 

1/ These reports were not made widely available to the public. For 
example, the City published 550 copies of its "Annual Report for 
1973-1974. 

2/ Seer e.g. letter from Donald W. Beatty, Executive Director, Municipal 
Financeofficers Association, to Harrison J. Goldinr March 7, 1975; 
News Release, Office of the Comptroller, May 4, 1976 (76-30) 
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previous June 30. By the time this document was printed in October, the 

information it contained was already stale and outdated. 1/ 

The 1973-1974 Annual Report of the Comptroller, issued October 31, 

1974, ran 542 pages, including a 161-page itemization of capital budget 

expenditures, a 77-page statement of the expenses by department, a 22-page 

itemization of sinking fund options, and a 30-page list of debt statistics. 2/ 

The Annual Report, with its complex; highly specialized, unrelated 

categories of information, was not intended to be and did not serve as a 

meaningful disclosure document. Both within and without the City Admini- 

stration, the Annual Report was viewed as an incomprehensible document. 

2. Other Statutory Reports 

Another category of reports mandated by law involve the Executive 

Expense and Capital Budgets and their preparation. It was never 

possible to "freeze" either Budget at any given time for purposes of 

analysis becauBe they were "modified" on:an ongoing basis throughout 

the fiscal year. 3/ 

The Comptroller is obligated by Section 220 of the City Charter to 

report annually on the Mayor's proposed capital budget, and to include 

in this report an estimate of the unenclrmbered margin. Section 212 of 

the City Charter requires that the Comptroller annually prepare and 

1/ ·Cf. Comptroller Goldin's Press Release 77-50. 

2/ Report of the Office of the Comptroller of the City of New York, 
prepared by Steven Clifford for the New York State Charter 
Revision Committee for New York City, February 1973, at p. 15. 
Dissemination of the Annual Report was very limited. For the 
fiscal year 1973-74, only 550 copies of the report were printed. 

2/ Each "modification" was supposedly published in the City Record 
as a discrete daily item. Even if one were toaccumulate all 
prior items at any given time, their integration into one mean- 
ingful "financial statement" would have been incapable of 
accor~ishment . 
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report his recommendations on the maximum amount and nature of debt the 

City may incur for capital expenditures. 1/ The Comptroller is also 

obligated by Section .113 of the City Charter to report annually on the 

status of the Tax Deficiency Account, Tax Appropriation and General Fund 

Stabilization Reserve Fund (the "Rainy day fund") and the following 

fiscal year's appropriations for debt service and the sinking funds. _T/ 

The statutory reports pursuant to Sections 113, 212 and 220 were not 

disserrmiated to any significant extent. Indeed, there have been members 

of the syndicates bidding on City securities who were unaware of their 

existence. 3/ 

These statutory reports were inherently misleading and inadequate, 

because of the unreliability of the financial data they contained. In 

addition, these reports failed to disclose the unsound budgetary and 

accounting practices described in the Accounting Report. Furthermore, 

they were issued as separate and discrete reports which could not reason- 

ably be matched or compare'd so as to glean comprehensive information from 

them in the aggregate. 

1/ City Charter, Sections 212 and 220. 

2/ Id., Section 113. 

2/ In a survey of syndicate members, the Commission asked whether members 
had received, utilized or relied upon any of a nlrmber of· documents 
issued by the City, including among other things, the Comptroller's 
Monthly Statements, the Annual Report, the Fiscal Newsletter, the 
Capital Budget, the Fiscal Budget and the Comptroller's Reports issued 
pursuant to Sections 113, 212 and 220 of the City Charter. Most of the 
firms responding indicated that they had not received, utilized or 
relied upon such information. See, Analysis of Questionnaires Sent to 
Syndicate Members. 
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Other purported disclosures by the City included the issuance of the 

City's Fiscal Newsletter and, a monthly statement of the Comptroller regarding 

cash receipts and disbursements. These were also inadequate disclosure 

documents in that they received limited distribution, and contained only 

fragments of relevent information. Any financial data presented therein 

was unreliable as well, because of the City's lack of internal accounting 

controls . 

3. Notices of Sale and Statements of Essential Facts 

Prior to March.l3., 1975, in connection.with each offering of City secur- 

ities, the Comptroller issued a Notice of Sale. ~Jhen bonds were issued, a 

Supplemental Report of Essential Facts was included in such Notice of Sale. 

With respect to notes, the Notices of Sale indicated that a report of essen- 

tial facts would be.availaSle on request, but none were ever prepared.: 1/ 

All of these documents were deficient in terms of disclosure. me 

Notices of Sale for Notes did little more.than announce the offering of 

debt. The Supplemental Reports of Essential Facts provided a bit more 

information, butsuch information was not timely, corrplete or reliable. 2/ 

4. The Re~x~rt of Essential Facts 

a. Background 

As a result of "increasinglyserious questions as to the credit and 

the fiscal condition of the City," 3/ White & Case, bond counsel to the 

1/ See Report on The Role of Bond- Counsel, at 71. 

2/ See, e.g. Notice of Sale of $475,580,000 of Serial Bonds of the City 
of New York Dated October 15, 1974, ard Supplemental Report of 
Essential Pacts attached thereto. 

3/ Chronology at March 8, 1975. 
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underwriters, drafted a "Report of Essential Facts" ("Report'.') for use in 

the $375 million RAN offering scheduled for March 13, 1975. 1/ This was 

the first time any purported disclosure document other the Notice of Sale 

itself had been prepared for use in an anticipation note offering. 2/ 

The information contained in the draft had been provided by the 

Comptroller's Office. 3/ The draft rep3rt was reviewed by underwriters 

and City officials, changes made, and put in final form as of March 13, 

1975. 4/ 

While the Report contained more extensive financial data concerning 

the City than had ever before been disseminated in connection with the 

offer and sale of City securities, it was nevertheless ina'dequate as.a 

disclosure document. The data contained therein was misleading, incomplete, 

and lacking in sufficient textual explanation to be of significant use even 

if accurate. 

Over and above the numerous specific misstatements and omissions in 

the Rep~t, certain basic problems with its structure and content rendered 

it misleading. 

E_"irst, it was based on data generated in large part by the City's 

system of internal accounting controls. These controls were inadequate in 

several respects, as the Accomting Report explains in detail. Hence, the 

data generated therefrom was inherently unreliable. 

Second, no fin~incial statements are contained in the Report. The frag- 

mentary information concerning specific assets, liabilities, revenues and 

1/ Chronology at March 12, 1975. 

2/ See p. 131, n. i, supra. 

1/ Chronology at March 12, 1975. 

4/ Chronology at March 12, and 13, 1975. 
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expenditures which are presented are either.meaningless or affirmatively mis- 

leading outside the context of the City's overall financial position and 

results of operations. The most glaring omission, in this regard, is the 

lack of any disclosure regarding the City's massive cumulative-deficit. 

Third, significant elements of the data presented are based on the 

City's unique basis of accounting. The City's accounting "principles" were 

virtually incomprehensible. In any event, there was no explanation of the 

accounting principles on which the information in the Report was based. 

These and other fundamental errors, as well as the specific omissions 

and misstatements described in Appendix C, hereto, are reflected on virtu- 

ally every one of the 12 pages of the document. 

b. The Report of Essential Facts - Inadequacies as a Disclosure 
Document 

Even if the selective information contained in the Report had been 

completely accurate, the Report would have been inadequate as a disclosure 

document. The dearest deficiency was its almost total failure to inform 

a prospective investor of the risks inherent in an investment in City 

securities as of March 13, 1975. There is no disclosure that the City's 

access to the capital markets was in imminent peril. There were no dis- 

closures regarding, among other things: (1) the City's need to borrow in 

order to meet its near, irmnediate and long-term debt obligations; [2) the 

high degree of likelihood that a note purchaser would be unable to resell 

the note into the public markets at par; (3) the material uncertainties 

regarding collectibility of the federal and state aid and real estate tax 

receivables related to the issuance of the City's RANs and TANs; (4) the 
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liquidity of an investment in City securities; (5) the massive unfunded 

accrued liability to the City's pension funds; (6) the City's assumptions 

as to revenues and receivables might well prove to be unfounded; (7) the 

material uncertainty whether note purchasers had a "first lien" on all City 

revenues; and, (8) the City's ability-in the future to service its debt 

obligations. A detailed analysis of the Report of Essential Facts is con- 

tained in Appendix C hereto. 

In sum, the City's reports and other public documents did not adequately 

disclose highly material facts regarding the City's financial condition and 

its securities. 
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VI. CONCMTSION 

This Report has described the knowledge of the City and its officials, 

particularly the Mayor and the Comptroller, as to the events surrounding 

the City's fiscal crisis. The following conclusions appear to be warranted, 

based on the evidence gathered by the staff: (1) the.City consistently 

spent more than it received in revenues; (2) City officials were aware 

that there was an ever-growing disparity between revenues and expenses; 

(3) City officials employed certain unsound budgetary, accounting and 

financial reporting practices which created the appearance that revenues 

and expenses were in balance; (4) City officials prepared and published 

various reports which did not, individually or in the aggregate, clearly, 

fully an~ accurately describe such practices or reveal the the City's 

true financial condition; and (5) 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. 

The Mayor and the Comptroller had knowledge of the facts..The Mayor 

controlled the budgetary process, and was fully aware of the gamut of unsound 

bud3etary, accounting and financial reporting practices utilized by the City. 

Prior to assuming office as Mayor, Mr. Beame had spent 15 years in the 

City's Office of Management and Budget and eight years as Comptroller. 

After assuming office in January, 1974, Comptroller Goldin quickly became 
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aware of the facts. Comptroller Goldin's consultants and assistants, 

particularly Steven Clifford, provided him with detailed memoranda as to 

these unsound practices and their effectiveness, often in terms of actual 

dollar amounts, in masking the City's true and disastrous financial condition. 

To the extent that the City's budget overestimated revenues and under- 

stated expenses, borrowing was needed to cover the resulting "budget gap." 

To the extent that -the budget employed other practices to mask the further 

disparities between anticipated receipts and expenditures, even greater 

borrowing "authority" was needed from the State. The·City's true financial 

needs were overwhelming, and for this reason the need for fair disclosure 

was compelling. 

Furthermore, the City's inadequate internal accounting controls resulted 

in unreliable and inaccurate financial information. The Mayor and Comptroller 

knew this. The inaccurate information was utilized in the City's fragmented 

official reports issued throughout the fiscal year. More importantly, this 

data was selectively reproduced in parts of the City's Notices of Sale and 

Reports of Essential Facts in connection with the offering of the City's debt 

securities. 

Investors were injured by these practices, particularly when 

the New York State Legislature imposed a moratorium on the payment 

of principal and interest on the City's short-term debt maturing subsequent 

to November 15, 1975. After March, 1975 and prior to and during the 

moratorium, certain investors sustained large losses by selling into 
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the declining and severely restricted secondary markets for the City's 

debt securities. For example, by December 31, 1975 certain RANs 

had declined 45% in principal-amount in actual trading. 

The political, ecormmic and social pressures which assailed the City 

did not erupt overnight,- but were:~burgeoning far many years. The City was 

only partially successful in obtaining increased federal and state aid; 

on the state level, additional City borrowing "authority" in lieu of an 

equivalent amount of state aid was provided in many instances. In addition, 

he- City's ability to- raise revenue through taxation -had apparently been 

extended to the ~oint where fur-ther increases might have adversely impacted 

the City's economy. The City's officials were apparently unwilling or unable 

to reduce expenses to reflect the lack of needed revenues. 

Even if one.could assert that the City was.motivated in good faith 

by these factors·to -seek out new investors to keep itself "afloat," that 

would constitute no excuse for misleading them in connection with the offer 

and sale of City securities. The City faced hard choices. But it was not 

appropriate to shift a large part of the risk inherent in the City's 

predicament to public investors without adequate,disclosure of what that 

risk entailed.. 

Such.deceptive practices proved counter-productive, insofar as they post- 

poned the hard choices which had to be made.and exacerbated the City's 

pyramiding deficits. Once revealed, such practices could not have aided 

the City's credibil·ity.as an issuer in amarket whereinvestor confidence 

plays a key role. 
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Insofar as the socio-economic conditions of the City impact its finances, 

they become items of importance to be d'isclosed to investors. After the 

crisis, the City itself recognized this obligation. A major part of its June 

16, 1977 Official Statement, a disclosure document prepared in connection 

with the offering of certain bonds, was thus devoted to "Economic and Social 

Factors." The introduction to that part states: 

This section presents information on what the City considers 
to be its major ecbnomic and social indicators. The 
economic and social factors described here influence, 
directly and indirectly, both City revenues and City 
expenditures. They affect the ability of the City to 
impose and collect, and the ability of City residents 
to pay taxes, and they determine in part the level of 
demand for services which. the- City must provide. Also 
described in this section are factors which may have a 
significant, though indirect, impact on the City's tax 
base and economic structure. (p. 97) 

The federal securities laws administered by the Securities and 

Exchange Commission have as their principal purpose the protection of 

public investors. Accordingly, our inquiry has been to determine 

whether, under the circumstances, the measure of disclosure mandated under 

the federal securities laws was provided in connection with the offer, 

sale and distribution of the City's debt securities. We conclude that 

it was not. 
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APPENDIX A 

There follows in full text the minutes of the December 17, 1974 

meeting of the Comptroller's Technical Debt Management Conanittee, held at 

Gracie Mansion. Present at the meeting on behalf of the City ~re Mayor 

Beame, Deputy Mayors Cavanagh and Lechner, and other officials of the 

Mayor's Office; Ccmptroller.Goldin, Chief Accountant Sol Lewis, the 

Deputy Comptroller, Steven Clifford, ard other members of the Comptroller's 

Office. Among those repre~enting the City's major underwriters ~Rre 

Wallace Sellers of Merrill Lynch, Thomas IaBreque and John Devine of Chase 

Manhattan Bank, Richard Kezer of Citibank) and Frank Smeal of Morgan 

Guaranty Trust Co. Other representatives of the financial community 

included Gedale Horowitz of Saldmon Brothers, and Richard Nye of First 

Security Co. The meeting commenced at 8:00 a.m. 

Minutes of Special Meeting -of the Comptroller's Advisory 
Technical Debt Management Corronittee 

December 17, 1974 8:00 a.m. Gracie Mansion 

The Comptroller noted that he had arranged with the Mayor 
to set up this meeting at the request of the Committee for the 
purpose of enabling th~ Corranittee to discuss with the Mayor the 
City's debt and proposed borrowing as it impacts the capital 
markets. He further stated that the new borrowing schedule he 
presented to the Committee at a meeting the previous evening had 
been shown to the Mayor. 

Ilr. Sellers began the discussion by ~inting out that in 
recent weeks the caDital markets had been a total disaster, that 
some of the City's bonds had been selling. at as m~h as an 11% 
yield, that the difficulties encounteredinselling the City's 
obligations had made it likely thatthere would be no bid at all 
on a January. bord sale. Although ·the revised schedule su~Pnitted 
the previous evening changed that situation for the present, the 
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problem will reappear. No one questions the City's ability to pay 
its debt; it is merely a question of the ability of the market to 
absorb issuances of such magnitude. 

Mr. Smeal stated that although the new schedule will tempor- 
arily reduce the demands on the market, the pension systems' 
absorption of a portion of the debt is also temporary. Consequently, 
we are merely postponing, not solving, the problem. Any resulting 
relaxation would be a mistake. The basic problem is the size and 
frequency of the City's borrowings. What is now required is a 
strong and joint effort to indicate the City's plan to bridge the 
gap. 

Mr. Horowitz stressed that people who invest these days are 
essentially "buying" management. Consequently, it is absolutely 
essential to show a united face with joint statements on the City's 
problems and proposed solutions. 

Mr. Kezer pointed out that since early October, while other 
money rates were going down, the City's rates were consistently 
going up. Only a concerted effort by the Mayor and Comptroller 
can reverse this trend. 

Mr. Labrecque stated that although we all wish to solve 
current problems and seek short-run relief for the market, we must 
also develop long-range solutions and firmly establish the.City's 
credibility. 

Mr. Sellers stated that borrowing to finance deficits is no 
longer a viable procedure. 

The Mayor pointed out that at one time the pension systems 
were almost the sole buyers of City's securities. Today's rates 
make it possible for the systems to resume buying City securities. 
He did not view this as a "one-shot" deal, but as a procedure that 
can continue to be followed as long as rates remain high. He was 
outraged at the rate the City was forced to pay at the last sale 
and, consequently, views purchases by the pension systems as a 
form of competition with the banks. 

The Mayor stated further that in the real world all govern- 
mental budgets must go up annually and, as a consequence, borrowing will also go up. The question is the frequency of such borrowing, 
the increase of which is a puzzle to him. 

Mr. Sellers responded that the size of the issues is the 
cause of the frequency. 
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The Mayor stated that we want to work with the financial 
community, that the banks can and should help "sell" the City, 
and should not just sit by and tell the City to reform. 

Mr. Smeal responded that the position of the City is different . 
from that of the Federal Government in that the latter prints the 
money. The City needs the institutional market. with the ever- 
growing militancy of the unions with ·which the City must deal, a 
question arises as to whether debt is really a first lien on revenue. 

Mr. Sellersstated that on the last City bond sale the banks 
"lost" $50 million. It is important-for the City that the banks 
survive. 

The Mayor mentioned that the only really new borrowing the 
City will engage in is the $520 million to be borrowed by the 
Stabilization Reserve Corporation. Although Albany had wanted us 
to borrow $800 million, we limited it to $520 million. No new 
taxes were imposed. All other City borrowing is against expected 
revenue, as it has always been. 

The Comptroller then stated that what the banks are saying 
is that in their present weakened condition the sheer magnitude 
of our borrowing makes it impossible for the capital markets to 
absorb the quantity of debt we are issuing. 

The Mayor pointed outthat the reaction of the layman is that 
the City's debt is weak, not that the banking system is capital-short. 
He asked how the current proportion of City debt in the market 
compared - to prior years. 

Mr. Labrecque responded that it is now double. 

Mr. Smeal said that if there were no more deficit financing 
there would be no problem. 

The Mayor responded that he cannot commit himself to that. 
All he cansay at this point is that he is taking some very tough 
steps to-economize dnd that he will seek aid in Albany and 
Washington. 

Mr. Horowitz pointed out that the City has lost its institu- 
tionalmarket. Although the City's banks will continue their 
support, the out-of-City banks have stopped buying the City's 
obligations. It is that market that we must recapture. 

The Mayor responded that the banks are the City's best 
buttress for· supporting municipal debt and that they must, 
therefore, "sell" the City to the rest of the country. 
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The Comptroller pointed out that the problem is one of 
supply and demand. 

~r. Smeal interposed that you cannot run the City on 
borrowed money. 

The Mayor responded that we are borrowing against firm 
receivables. It is the financial community and the capital 
markets that have not carried out their responsibility. 

Mr. Smeal stated that the market has just suffered the 
greatest losses in history in its support of the City's debt. 

Mr. Nye stressed the extreme gravity of the situation, 
emphasizing that the whole system could come t~rmbling down. 

Mr. Beame responded that he was fully aware of the gravity. 
The question is will the banking cor~nunity "sell" the City. 

Mr. Nye pointed out that the City must publicly recognize its 
socio-economic problems an3 that the unions must be made aware of 
them, too. 

The Mayor responded that we will do everything we can to 
restore confidence. 

Mr. Horowitz stated that the City needs a better press. The 
newspapers keep talking of deficit financing. 

Mr. Nye inquired whether the City's leaders can persuade the 
financial writers and the financial community that the budget 
problems are not so bleak. 

The response of the Mayor was that we have tried to do this 
repeatedly. 

Mr. Smeal suggested that the Mayor and Comptroller seek 
jointly to reassure the financial community. 

The Mayor responded that this had been done. 

Mr. Nye replied that it was unconvincing. 

Mr. Sellers suggested the holding of a municipal financial 
forLrm. 
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The Mayor agreed. He asked for the Committee's support in 
getting Albany to give us their promised aid more promptly. 

Mr. Sellersresporded that they would be more than willing 
to accompany the Mayor to Albany and Washington. 

The Comptroller thanked the Mayor for giving -his time and 
attention to the problems raised by the Comnittee. 
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APPENDIX B 

FOR~RELEASE: I~EDIATELY 

DECEMBER 17, 1974 74-141 

Comptroller Harrison J. Goldin announced today a sharply cur- 

tailed public borrowing schedule for the first six months of 1975, 

intended to reduce the supply of City obligations on the market and 

reassure investors that restraint in public borrowing will accompany 

austerity in spending. 

Mr. Goldin made the announcement following a meeting this 

morning at dracie Mansion with Mayor Beame and the members of the 

Comptroller's Technical Debt Management Committee. 

In place of a previous tentative plan to issue both bonds and 

notes in January, the City will issue only notes in the sum of 

$620 million, Mr. Goldin stated. Beyond January, the Comptroller 

revealed a revised tentative schedule to issue $140 million in 

bonds inFebruary and $540 million in bonds in April. Notes will 

be issued from February through June, according to the tentative 

schedule, at the rate of $550 million per month. 

The amounts on the tentative six-months schedule include the 

borrowing which is contemplated during the period by the Stabilization 

Reserve Corporation, the Comptroller stated. 

The curtailment in public debt offerings will be chiefly 

accomplished by short-term limited investments of city pension fund 

and sinking fund money in City obligations, Mr. Goldin explained. 

Use of the pensionfunds, as suggested by Mayor Beame last week, is 
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contingent on approval by the fund trustees, he added. 

The early morning meeting at Gracie Mansion was held to permit 

a general discussion among the Mayor, the Comptroller, and the members 

of the Technical Debt Management Corm~ittee on market cor~itions for 

municipals, and on the revised tentative borrowing schedule which had 

been developed by the Comptroller during the preceding night. 

In a statement issued following the meeting, the Comptroller 

said it was the consensus of his Advisory Co~nittee that while the 

City's obligations continue to offer absolute security to investors, 

the large supply of such securities on the market and the further 

amounts overhanging the market have been depressing prices and 

discouraging potential purchasers. 

"We believe that by improving the supply-demand balance through 

cutting back our public borrowing we can help the market to absorb 

future offerings and thus have a favorable effect on interest rates 

from the City's stat-d~point,'' Mr. Goldin explained. 

The sale scheduled for Tuesday, January 7, will consist of S620 

million in Revenue Anticipation Notes, to be dated January 13, 1975 

and to mature January 12, 1976. Bids will be received up until 11 A.M. 

on January 7 in the Comptroller's Conference Room in the Municipal 

Building . 
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APPENDIX C 

?he Report of Essential Facts - Structure and. Content 

The analysis that follows is not intendedto be comprehensive. Rather, 

it is meant only to be illustrative of the basic flaws in the City's 

financial disclosures chronicled in greater detail in the Accounting Report. 

The Report of Essential Facts ("Report"), itself was a twelve page 

document, the face page and an index page. It contained numerous "schedules" 

and tables, and one textual "Statement with respect to Cash Flow Projections." 

The face eage consisted of eight lines, reading as follows: 

March 13, 1975 

REWT(T OF ESSENTIAL FACTS 

Attached is the report of essential 

facts referred to in the Notice of Sale by the City 

of New York with respect to Revenue Anticipation 

Notes of the City offered for sale on March 13, 1975. 

Harrison J. Goldin 

Comptroller, City of New York 

The second page was merely an index. 

a. The first schedule (page 3) was entitled "Schedule of Anticipated 

Short-term Borrowings.'' This Schedule contained a list of anticipated public 

short-term borrowings through June 30, 1975. The Schedules contained three 

colun~n~s, entitled "Approximate Settlement Date," "Amount tin Millions)," 

and "Nature of Borrowing." :This schedule contained at least the following 

misleading information: 

·(i) The $375 million RAN issue, listed for March 20, 1975, was 

reflected as being based on "State Revenue Sharing." There was no disclosure 

of the material risk that the City would not have sufficient collectible 
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state revenue-sharing receivables to support such notes and others 

previously issued. 

(ii) A $270 million BAN issue was listed for May 15, 1975, without 

any mention of the material risk that the City would shortly be foreclosed 

from the debt market, and thus unable either to sell the bonds "anticipated" 
to fund the notes or otherwise obtain revenues to repay these and other 
notes. 

(iii) 'It~o BAN issues, totalling $520 million, were listed as 

anticipated offerings by the Stabilization Reserve Corporation. While 

a footnote conditioned these sales on "[t]he successful final disposition 

of [the Wein] suit," there was no disclosure of the fact that the City 

had "balanced" its fiscal 1975 budget by including these funds in revenues. 

b. On page 4 of this Report was a "Statement with respect to 

Cash Flow Projections." This statement briefly mentioned that the 

City has a "computerized cash flow" forecasting system, and asserted that: 

[P] rejections produced by this system .... indicate 
that the future borrowings listed [in- the Schedule of 
Anticipated Short-term Borrowings], together with 
projected City revenues, will be both necessary and 
sufficient to meet the City's cash needs through 
June 30, 1975, including the redemption of maturing 
debt. 

The Statement concluded that: 

The City requires continuing access to the capital 
markets in the approximate amounts listed [in the 
Schedule of Anticipated Short-term Borrowings] in 
order to meet its cash needs thrdugh June 30, 1975. 

The foregoing Statement omitted to state at least the following 
material information: 

(i) That the "cash flow" of the City and projections 

related thereto were irrelevant to the "revenue" data presented elsewhere 
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in the Report, because such "revenues" were not recorded on a cash basis, but 

rather ·on an unusual accrual basis. 

(ii) That "continuing access to the capital markets" would 

be necessary, not only until June 30, 1975, but well beyond that date, 

both to "meet [the City's] cash needs" and to avoid default on existing 

and acutely necessary future debt issuances. 

c. On page 5 of the.Report, there were two Schedules listing the 

maturity dates of the City's short and long-term debt which was to mature on 

or before June 30, 1975. The Schedule of short-term debt, by listing only 

debt outstanding as of March 6, 1975, avoided having to list the $375 

million RAN offering to which the Report itself was directed. By ignoring 

this offering, it is unclear if the.S375 million in revenue needed to redeem 

this issue, which matured on June 30r 1975, was accounted for in the 

Statement of Cash Flow Projections described above. 

d. On page 6 of the Report, there was a Schedule of "Revenue 

Anticipation Notes ["RANs"] Outstanding as of March 11, 1975.' The RANs 

listed were broken down by category of receivable against which they 

were issued. This Schedule was materially deficient in at least the 

following respects: 

(i) The amounts of uncollectible and/or unearned revenues included 

in· the various receivable categories are not disclosed. 

(ii) Receivable balances are given as of two different dates 

(January 31 and February 28, 1975), neither of which conforms 

to the dates of the related note issuances. 
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e. There was a schedule of "Debt Outstanding - February 28, 1975" on 

page 7 of the Report. This schedule reflected both short and long term 

debt, and reflected a total debt figure of $12.5 billion. This schedule 

omitted at least the following material facts: 

(i) As of March 13, 1975, the date of the Notice of Sale for the 

$375 million RAN offering, the City's total debt was $1 billion 

greater than that indicated. Following the RAN offering (i.e., 

as of March 20), the City's total debt was in excess of 

$14 billion. 

(ii) Much of the City's "temporary" debt was, and had to be regularly 

refinanced, making it essentially Ipermanent" in nature despite 

the ostensible short-term maturity date of each issue. 

f. A schedule on page 8 of the Report was entitled "Determination of 

Debt-Incurring Power as of February 28, 1975"'. In computing the general 

debt limits, this schedule listed the assessed and full valuations of 

"taxable" real estate. It omitted to list, however, the material amounts of 

non-taxable property which the City carried on its tax rolls as taxable. 

g. On pages 9 and 10 of the Report, there was a miscellaneous table 

entitled "Supplemental Essential Facts." This Table was materially deficient 

in at least the following respects: 

(i) The calculation of debt limits on page 9 omitted to disclose the 

non-taxable properties on which the calculations were'partially 

based. 

(ii) The calculations of "operating expenses" on page 9 omitted to 

discldse that the City recorded costs, not as they were incurred, 

but on a delayed cash basis. 
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[iii) The itemization of "Gross Expenses" on page 10 also failed to 

disclose the City's method of accounting for expenses. In 

addition, Ithe~ nine month figures were noted as being."as per 

Budget as Adoptea"r· without any explanation of the material 

differences between the "adopted budget" under the City's 

unique system.and actual expenditures. 

(iv) The:·itemization of various.sources of "revenues" on page 10 

omtted to d~sclose both the unusual "accrual" basis used by 

the City to· recognize revenues without regard for the period 

in which they were earned, and.the material uncertainty as 

to.the existence and·collectibility of material portions of 

these revenues. 

h. On page 11 of the Report, there was an itemization of "local property 

taxes.'' This schedule was deficient in that it did not explain the City's 

tax revenue recognition practices. Moreover, fiscal 1974-75 data was noted 

as being "per Tax Resolution as Adopted," without an:explanation of how the 

"tax resolution" under the City's unique system differs from actual tax 

collections. 

i. On page 12 of the.Report, there was a schedule of "Funds Applicable 

to the~ Reduction of Debt." This schedule was deficient in at least the 

following respects: 

(i) It listed "Costs and Investments" of the City's sinking funds 

without disclosing: 

.(1) The valuation basis (e.g.r cost, market value, etc.) 

for the investments; 



-C6- 

(2) It did not disclose that substantial portions of 

sinking fund investments were in the City's own securities; 

(3) It did not disclose that the Transit Unification Sinking 

FLn~d invested in City securities in apparent contravention 

of the Fund's initial contractualcovenants. 

(ii) Under the caption "Cash Balances," there was a su~jheading entitled 

"Balance of 1974-1975 Expense Burlget~ Appropriations. ..' _~~___~~ 
"balanc,o" was unrelated to "cash";- rt merely reflected the 

remaining budget allocation. This subheading, in addition,- 

did not reflect: 

'(1) The City's lack of internal control over assets of the 

sinking funds and the related unreliability of the 

data resulting therefrom; or 

(2) The City's "per books" overdraftof $262 million as 

shown by its February 28, 1975 cash receipts and 

disbursement statement (which statement was not 

included in the Repi~rt). 

j. A "Statement of Real Estate Taxes" also on page 12, listed 

uncollected taxes from the 1970 through 1975 levies but omitted to state 

that significant portions of these taxes were also uncollectible. 
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I. ~NTRODUC~ICN FLND OVEYWIEW 

This Chapter of the Report describes the-cole of a nlrmber of financial 

institutions that acted as underwriters in the.distributions of the securities 

of the City of New York ("City") during its fiscal crisis - particularly during 

the period from February through April 1975. Their knowledge of the crisis and 

the City's related problems, the inadeguacies of their disclosures of materially 

adverse information regarding the budgetary and financial problems of the City, 

and their failure to fulfill their responsibilities to the investing public are 

detailed. The;financial institutions principally involved include Chase Manhattan 

Bank ("Chase"), First National City Bank ("Citibank"), ncrgan Guaranty Trust 

Company of New York ("IYorgan"), Manufacturers Sanover Trust Company ("IYanufacturers"), 

Bankers Trust Company ("Eankers"), ~lerrill Lynch.Pierce r"etmer & Smith, Inc. 

("Merrill Lynch") and the Chemical Bank ("Che~ical"), sometimes hereinafter 

referred to collectively as the "uncierwriters". 1/ 

From October 1974 to April 1975, the City offered and sold through t~e under- 

writers about $4 billion of short-term debt securities. In connection wi'Lh the 

sale of these securities to the. public, representations were made 2/ emphasizing 

the capacity and financial strength of the City to meet both its principal and 

interest obligations on a timely basis:. Throughout this period, however, the 

underwriters had;detailed knowledge of the City's financial crisis and its 

related problems: the a·rowing gap between the City's revenues and expenditures; 

the use of short-term borrowingswhich had to be rolled over continuously 

to cover the gap; the widening of the gap during the 1974-1975 fiscal year; 

1/ These institutions were among the City's principal underwriters of City's 
securities during September 30, 19S4-ADril 30, 1975 period. See Appendix 
A, infra. 

2/ Id. 
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and the rapid growth of the City's short-term debt. Notwithstanding the repre- 

sentations that were being made to public investors, the` underwriters 

became increasingly aware during this period that the City would soon be 

unable to continue to finance its ever-increasing deficit. 

The underwriters realized that because of these conditions and the fact 

that the market had become saturated with billions of dollars of City securities, 

their'caoacity to distribute successfully substantial additional cruantities of 

City debt had been significantly irr~aired. The underwriters were also aware 

that the basic underpinnings of the Bond Anticipation Notes ("BAh~s"), Revenue 

Anticipation Notes ("RANs") and ~ax Anticipation Notes ("TANs") - the avail- 

ability of revenues to cover the RRYs and TFMs and the marketability of bonds 

or 'Lhe availability of revenues to redeem the 911Us - were in serious ouestion. 

Despite this knowledge on the part of the underwriters, they continued 

to make representations concerning the safety of the investment and failed 

to disclose material facts concerning the City's securities. 

As the fiscal crisis became particularly severe in early 1975, the under- 

writers continued to offer and sell City notes to the public as safe and 

secure investments without disclosure of significant risks. At t~e same time, 

certain of the underwriters were in the process of reducing or eliminating 

their holdings of the notes. Ploreover, certain underwriters determined not to 

purchase additional City notes for their own accounts and for their fiduciary 

ac~ounts. As the crisis worsened, the principal officers of the underwriters 

became actively involved in discussions concerning the City's fiscal 

crisis, the continued marketability of City securities, and the inade(Nacy 

of~ the disclosures being made to the investing Public. Nonetheless, in early 
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1975r they proceeded without adequate.disclosure with offerings of over $1.5· 

billion of City notes. 

The underwriters were subject to intense pressure by City officials to 

underwrite andmarket City securities. They recognized the inrmediate and cata- 

strophic consequences of the failure to continue to market City securities to 

the public,.and the fact`that full disclosure would have elillinated this market. 

In March of:1975, the.underwriters had large investments in City bonds and. 

notes exceeding $1 billion, or 20% of their ccanbined equity. 1/ Thus, impair- 

ment of the market.for the City's securities would have seriously affected 

the banks. As Deputy Mayor Cavanagh stated: "[T]he banks and us are in a 

cormnunity of interesEs. If we go down, they go down." 26 ~hatevPr reasor~ 1ed 

the underwriters to market the City's securities without adequate disc:osurf, 

their conduct cannot be justified under the federal securities laws. 

The. conduct and role of the underwriters raise the question of whet~er 

c~angesshould be made in the process of cor.~ucting.municipa1 securities 

offerings in the future, to assure that the underwriters are sufficiently 

independent ·and that their paramount concern will be their responsibilities 

to the investing public. The underwriting process should be carefully 

examined to consider the question of whether this process can be structurec~ 

so as to better protect public investors and to prevent the recurrence of 

the events described in this Report. 

i/ Testimony of Ellmore Patterson at 57-58. 

2;' The ~New York Times, March 20, 1975, at 43. 
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II. THE MARKETMG OF THE CITY'S SECURITIES 

Over the past several decades, the City has relied upon the underwriting 

process to market billions of dollars of its securities. An underwriting syndicate 

comprised generally of large banks and brokerage institutions purchased bonds 

or notes from the City with a view to distributing the securities to the public 

market, including other banks, brokers and other public investors. The underwriting 

process prevalent in New York during the period covered in this Report has typically 

followed an established pattern. 

Certain prospective bidders, particularly financial institutions which had 

previously participated in an underwriting, received from the City a "Motice of 

Sale", a document prepared by the City, setting forth the type of security, the 

amount, a maturity schedule, and information concerning the bidding ~roc-~fure. 1/ 

Subseauent to the publication of the City's intention to proceed with an 

offering, members of the investment coi~nunity typically contacted one another to 

form a group which, in turn, would bid on the prospective issue. Often the fonaticr 

of the selling syndicate was based upon prior associations among the sane financial 

institutions in previous underwritings of the same type of securities as those 

subject to the prospective offer. 2/ The syndicate, as it is col3nonly called, 

typically had one or more syndicate inanagers; During the period of this Report, 

1/ Testimony of Rousseau (2~rch 26, 1976) (Rousseau I) at 37, 40; See generally 
Securities Industry Association, Fundamentals-of Municipal Bond~j-(76-77) 
(9th Ed. 1973) thereinafter cited as Fundamentals). 

2/ Testimony of Rousseau I at 37-8. 
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the management function was held by several major New York City banks. 1/ 

By the time the syndicate was formed, each of its members typically had 

received documents concerning th~ proposed offering, including the Notice of 

Sale from the City and the Daily Bond Buyer "Worksheet" from the Daily 

Bond Buyer, the latter containing, among other things, information 

concerning the bidding procedures. 2/ In addition, the syndicate members, 

which usually subscribed to the services of one of the three large rating 

agencies, obtained from these agencies a rating and back-up analysis concerning 

the particular offering. 3/ The members of the group reviewed this and other 

information in their possession prior to discussing the "bid" to be submitted 

to the City. 4/ Moreover, to assist themselves in determining an appropriate 

bid, syndicate members often made preliminary inquiry of customers to determine 

the interest of the public in the forthcoming issue. 5/ 

Within a week or so before their bid was submitted, the underwriting syndicate 

gathered at the offices of the syndicate manager. At the meeting, they dis- 

cussed offering prices, profit margi~s, bid prices and participation shares. A 

bid was then communicated to the City and the sale was awarded by the City to 

the lowest bidder. 6/ 

1/ See Appendix A. 

2/ Testimony of Rousseau I at 41, Fundamentals, at 80. 

1/ Testimony of Rousseau I at 41. 

4/ Testimony of Rousseau I`at 44-45. 

5/ Testimony of Rousseau I at 84. 

6/ Fundamentals at 80-81; see generally Testimony of Rousseau I at 44, 45-85. 
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City notes were typically sold, to underwriters on an undivided account 

.basis--members of the syndicate were responsible for their pro rata share 

of the offering based on their-original participation, regardless of the 

number of securities which each member may have sold. 1/ Any unsold allotment 

of any one underwriter was therefore spread among all underwriters on a pro 

rata basis. 2/ 

Underwriters then distributed their "take--down" to the publicr at times 

maintaining a position for their own account in the securities involved. 

No commissions-or ·fees, as such, were received by the underwriters for 

marketing the City issues. Instead, the underwriters sought to and ultimately 

did realize a profit by reselling the securities to investors at a price 

higher than the price paid to the City. This mark-up is known as the 

"spread". 1/ 

In connection with the sale of such securities, the underwriters 

typically did not furnish any offering documents to the investors. However, 

on March 13, 1975, the underwriters corrrmenced to disseminate for the first 

time a purported ''disclosure" document entitled ";ieport of Essential Facts", 

which had been prepared by the City and the underwriters which was 

inadequate . 

I/ Testimony of Rousseau I at 27; Fundamentals at 79. 

Fundamentals at 29; but see Testimony of Rousseau I at 28. 

3/ Fundamentals at 75. 
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III. BACKGROUND 

Long before October 1974, the financial community realized that the City's 

fundamental problem was the insufficiency of revenues to meet expenses, resulting 

in a chronic and ever-increasing budget gap. The financial corm~unity had also 

come to understand the consequences of using short-term debt issues to close 

its budget gap and questionable budgetary practices to conceal the aaD. 1/ 

I/ Citibank internal memorandum,.Jac Friedgut to Waiter I Spencer, 
President (March 14, 1975) ("Cor;rmunicating Acute Fiscal Concern to 
the E?ayor"--reffects on Dast warnings) (Div. Ex. Friedgut 1); See 
Morgan internal memorandum, Research Group to Municipal Bond Deo't 
(September 6, 1974); Letter, William J. Solari (Donaidson, Lufkin & 
Jenrette) to Harrison J. Goldin (.4ugust 8, 1974); Citibank internal 
memorandum, Paul S. Tracy, Jr.,-to Salesmen and Traders (July 29, 
1974); i·lo~gan handwritten doclclents and internal credit report of 
New York City (July 9, 1974)1 Letter and attachments, Sol Lewis to 
John t. Larkin (Citibank Senior Vice President) (July 10, 1374); 
Citibank internal memorandum John Berenyi to Richard F. Kezer 
(June 5, 1974); Minutes, Comptroller's Technical Debt Management 
Comaittee (~ray 21, 1974) (-attended by, among others, c;oldin, 
Scher and Lewis for the City, and representatives of Chase, norqan 
and Citibank); Chase internal memorandum, New York City's Excense 
8udget (Karen Gerard, Economics Group, May 17, 1974) (This menorandm 
was preceded by a two page unsigned outline setting forth ".4n A~otoach 
to New York City's Fiscal Problem" dated "apr>rox. i·lar~h 10, 1974"); 
Minutes, Comptroller's Technical Debt Management Committee (F~Dril 9, 
1974); Citibank internal memorandum John Berenyi to Salesmen and 
Traders (ADril 5, 1974); Letter and attachments, ICaren Gerard (Chase) 
to Waiter Cadette (Worgan) (January 14, 1974); Chase internal r~rort, 
I(aren Serard, Long-Range Scenario Study: Looking Ahead for the Wew 
York Metropolitan Area--4lternatlves for 1985 (January 1974) (22Dage 
reoort); ~organ ~nternal memorandum, William J. Solari to Frank P. 
Smeal (Executive Vice President) (July 3, 1973); Citizens Budget 
Cor;rmission, Inc., New York Ci s Debt Problem .(July 1973); 
Temp. State Cormn'n Study o Operation of the City 
of New York, New YorkCty: Economic Base and Fiscal Capacity 
(April 1973); Chemical internal memorandum, D.D. Miner to D.C. 
Platten (Ist Vice President) (June 19, 1972); Citibank, Economics 
Dept., Profile of a·eitp (1972) (249 page hardcover book); Int'l 
Inst. of Pub. Finance, David Grossman, Issues in Urban Public 

Footnote continued on next page. 
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As early as March 7, 1966, Berman Charbonneau, Vice President, Municipal 

Department of Chemical, who was later to play a significant role on behalf of the 

bank during the City's crisis period, wrote an internal memorandlrm decrying 

the City's practice of making up the gap between current expenditures and 

revenues by selling RANs and other shor~t-term debt instruments. 1/ In the 

memorandum, Charbonneau concluded that the use of such 

deficit funding is an inherently unsound opetation, and one which can 
lead to disaster. New York City's resort to this practice was the 
fundamental reason for the recent downgrading of its credit rating. 
Any improvement in that rating, and in the City's general financial 
position, must begin with elimination of borrowing to meet current 
expenses. 2/ 

In 1971, a summary of prior studies of City finances going back to 1952, 

entitled A Study of Studies, was prepared by the City of New York Co~ission on 

State-City Relations. 1/ The Study concluded in part that "without question, 

Footnote continued from preceding page. 

Finance, Some Innovations In the Budgetary Process In New York City 
(1972); Morgan internal Municipal Bond Report regarding City General 
Obligation Bonds (December i, 1971); City of New York Corrm'n on State- 
City Relations, Study of Studies: An Analysis of the Work and 
Recommendations of a Generation of Task Forces on New York City s 

Fiscal Crisis (December 1971); Chase internalreport, Karen~er~d, 
Finknci~g the City of New York--Recent Trends and Their Future 
Implications (October 14, 1971); Morgan internal credit report 
regarding New York City (July 7, 1971); The Urban Inst., Creative 

Budgeting in New York City--An Interview with Former Budg~ector 
rederi_ck O.R. Hayes (June 1971); Chase internal report, ~ew York 
City's Credit (July 10, 1970); Citizens Budget ccmmission;-I;173~ 
On the Mayor's Executive Expense Budget for 1967-68 (IYay 9, 1967); 
Graduate School of Pub. Adm., New York U., Financing Government in 
New York City (June 1966); Chemical internal report, Analysis of 
New York City's Fiscal Problems (Herman R. Charbonneau, March 7, 1966). 

1/ Chemical internal memorandum, Analysis of New York City's Fiscal Problems, 
passim (Herman R. Charbonneau,March f~-1~66~I 

Z/ Id. at 2. 

/ City of New York Cormn'n on State-City Relations, Study of Studies: An 
Analysis of the Work and Recolmnendations of a Generation of Task Forces 

on New York City's Fiscal Crisis (December 1971). 
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the expenditure-revenue gap of New York City, identified in 1952, further 

confirmed in 1966, remains the fundamental dilemma of the City fiscal crisis." 1/ 

A July 1973 report, entitled New York City's Debt Problem, issued by the 

Citizens Budget Commission Inc. ("CBC"), 2/ a blue-ribbon private research organi- 

zation, explored the size and cost of the City debt, the use of debt for current 

expenses, the improper inclusion in the Capital Budget of operating expenses, 

and the dangerous cycle thereby created. 2/ This report also analyzed the 

City's borrowing capacities and powers, the misuse of those powers, and t~e 

City's circumvention of the State constitutional limitations on the amount 

of permissible City debentures. 4/ 

Ck~ March 14, 1975, Jac Friedgut, a Citibank Vice President,in an internal meno- 

randum, described the earlier warnings of the C~C. 5/ Friedgut cited warnings about 

ever-increasing expenditures, artificially balanced budgets, rising debt service 

expenses and misuse of long-term debt for financing expenses. 6/ -These warnings, 

according to the memorandum, were issued as early as June 1973, and i~ontinued 

through the end of 1974. 7/ In addition, Friedgut noted that there had been eight 

1/ Id. at 7. 

2/ Citizens Budget Commission, Inc., New York City's Debt Problem (July 1973). 
The Chairman of the Board of the CBC was William 5. Renchard, Chairman of the 
Executive Committee of Chemical and among its trustees were Norborne 
Berkeley, Jr., President of Chemical, William R. Cross, Jr., Senior Vice 
President of Norgan, John J. Lar)cin, Senior Vice President of Citibank, 
Raymond. T. O'Keefe, Executive Vice President at Chase, William R. Salomon, 
Managing Partner of Salomon aros. and Robert G. Wilmers, a ~ioraan Vice 
President. Id. unpaginated cover sheet. 

/ Id. at 1-4. 

4/ Id. at 6-18. 

1/ Citibank internal memorandum, William I. Spencer, President, from 
Jac Friedgut, Communicating Acute Fiscal Concern to The Mayor 1-2 (~larch 
14, 1975) (Div. Ex. Frledgut i). 

6/ Id. at 1-4. 

7/ Id. 
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meetings in 1974 of the FIayor's Council of Economic and Business Advisors (r~de up 

of members of the financial and business community). 1/ At one of these meetings, 

according to Friedgut, the Mayor was told that the City's fiscal'situation must 

improve ~harply. 2/ 

On July 24, 1974, Fitch Investor's Services ("Fitchl') issued an analysis 

of the City's finances and securities. _3/ The Fi'Lch analysis also focused 

on increasing reliance by the City upon short-term financing, loss of jobs 

in the City, the growing burden imposed by the City pension funds on the City 

budget, and the use of debt to finance recurring expense items. 4/ 

On October 10, 1974, Fitch issued an update of itsJuly 24th report further 

amplifying on these and other aspects of the City's financial crisis. 5/ In 

its October report, Fitch downgraded the rating of the bonds and, after discussing 

the dimensions of the City's fiscal crisis it concluded: "[f]ailure of the City 

to take serious steps to (resolve its worsening fiscal problems] would suggest, 

at this time, that it may have difficulty in meeting all its financial 

obligations, debt service as well as operating expenses." 6/ 

Id,at 2-4. 

2/ Id. at 2. 

Fitch Investors Service, Fitch Municipal Bond Dep't, New k`ork City--Its 
Debt, Financial Structure (Financial Future')-An Analysis (David M. Breen, 
Vice ~resident, July 24, 1974). 

4/ Id. at i. 

5/ Fitch Investors Service, Fitch Municipal Bond Div, New York City--Its 
Debt, Financial Structure (Financial Future?)--An Analysis: An Update of 
July 24, 1974 Report (October 10, 1974). 

6/ Id. at 3. 
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By the Fall of 1974, the dangers inherent in the revenue-expenditure imbalance 

and the use of debt for current expenses were appreciated by the underwriters. 

Several internal reports and memoranda of the underwriters indicate their concern i` 

with the revenue-expenditure gap and the extensive use of short-term notes to 

bridge the gap. I/ One of the consequences of the increasing reliance on short- 

term financing to cover the gap was the glutting of the public market for these 

securities. Many of the underwriters, in late 1974 and thereafter, expressed great 

concern that the market for such securities might become saturated, foreclosing 

the public markets as a source of future financing for the City. 2/ Their concern 

grew with the budget deficit and the City's dependence on short-term debt.'lllus, 

the components of the financial crisis, including questionable budget practices, 

the rapid escalation in the City deficit and the mushrooming use of short-term 

financing, were major danger signals, and those conditions, and their consequences 

and risks, should have been disclosed to investors; 

IV. UNDERWRITERS' KNOWLEDGE 

As the City's financial condition worsened during the 1974-1975 period, the 

underwriters, from their contacts with City officials, meetings with other members 

of the financial community, their own internal research and analysis, and public 

cor~ilents and statements, developed a more thorough understanding of the dimensions 

1/ See, e.g., Bankers internal report, New York City's Credit (October 15, 
TV54); Chemical internal memorandum, R.V. Adams to W.S. Renchard (October 16, 
1974); Bankers Trust internal draft nemorandum to Alfred Brittain III 
(November 8, 1974); Bankers handwritten notes (November 8, 1974). 

/ See, Chemical internal memorandum R.V. Ik~ams to W.S. Renchard (October 16, 
1974); Chemical internal memorandum R.V. Mams to D.C. Platten (October 25, 
1974); Bankers internal draft memorandum to Alfred Brittain III (November 
8, 1974); Bankers internal memorandum, Truxton B. Pratt to William D. 
Eloore (December 11, 1974); Morgan internal memorandum, Amos T. Beason to 
Frank Smeal (December 13, 1974); Minutes, Comptroller's Technical Debt 
Management Committee (October 7, 1974). 
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and significance of the City's financial crisis. This information demonstrated 

the seriousness and immediacy of the City's financial crisis, the necessity of 

the City's rolling-over and increasing its short-term debt, and the deterioration 

of the market for the City notes, me information also indicated that the 

public statements and information being provided by City officials and others 

to the investing public were misleading. 

A. Statements by City Officials 

Curing the October 1974 - March 1975 period, City officials made many con- 

flicting and confusing statements concerning the City's financial condition and 

prospects. The City's two top officials, the Mayor and the Comptroller, engaged 

in an extensive public dispute over.the magnitude and severity of the City's 

fiscal crisis. 1/ Onekey issue-concerned the size of the budget deficit for 

Fiscal Year 1974-1975. 2/ The differences between their public estimates amounted 

to hundreds of millions of dollars. Moreover, throughout this period, there 

were other conflicting statements on the size of past, present and future 

budget deficits and other matters. There were also significant conflicts 

concerning the steps being taken to remedy the situation. 3/ 

In addition to the confusing debate between the City's two highest officials, 

the public was otherwise presented a generally confusing picture. Juxtaposed 

against a series of newspaper articles and public speeches setting forth the 

City's problems 4/ were a nlrmber of overly optimistic statements by City 

I/ See Chronology at November 29, 30, 1974; February 25, 1975; March 24, 1975. 

2/ See Chronology at November 29, 30, 1974; December i, 4, 1974; March 2, 24, 
1975. 

2/ See Chronology at November ?9, 1974; January 20, 1975; February 15, 16, 1975. 

4/ See Chronology at October 15, 19, 27, 1974; November 4, 25, 26, 30, 1974; 
December i, 10, 1974; January 10, 13, 20, 24, 1975; February 2, 18, 
20, 21, 25, 26, 1975; March Ir 2, 3, 18, 20, 21, 22, 23, 31, 1975. 
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officials about the safety of City securities. 1/ These articles and speeches should 

have alerted the ~erwriters to the need for further inquiry and appropriate 

public disclosure. 

B. Underwriter's Internal Information 

Discussed below is an analysis of the underwriters' awareness of specific 

categories of information pointing to the seriousness of the problems facing the 

City and the potential risks to investors. 

i. Budget Practices and the Widening Budget Gap 

During the winter of 1974, the underwriters developed an increased awareness 

of the significance of the acceleration in the City's deficit and the use of 

the questionable budget practices and unsound accounting conventions to disguise 

the extent of the gap between expenditures and revenues. 

For example, on October 16, 1974, Hichard V. Mams, a Senior Vice President 

of Chemical, met with members of the CBC to discuss New York City's fiscal problems. 

The topics discussed included the budget deficits of the City for several years, 

the use of illusory budget balancing and the growth of short-term obligations. 2/ 

In the October 16 memorandum, copies of which were sent to Norborne Berkley, 

Jr., Chemical's President, William Renchard, Chairman of its Executive Committee 

and Donald Platten, another high bank official, Pdams characterized as a budget 

"girrmnick" the City's use of Capital Budget funds to pay for expense items. 5/ 

In an internal IYorgan memorandum, dated December 13, 1974, ~7~s T. ~eason, 

Vice President, reported on the City's situation to Frank Smeal, Executive Vice 

1/ See Chronology at October 25, 1974; November 9, 11, 14, 15, 20, 26, 1974; 
December i, 23, 30, 1974; January 11, 28, 1975; March i, 4, 5, 12, 23, 1975. 

2/ See Chemical internal memorandum, R.V. Adams to W.S. Renchard (October 16, 
1974). 

3/ Id. 
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President. 1/ Beason wrote that the City's problems, while serious, were solvable 

if City officials perceived and understood them, but City officials did not 

appear to comprehend the gravity of the situation. 2/ His memorandum stated 

that the City's past fiscal problems had been dealt with by increased borrowing, 

budget gir~nicks and larger amounts of state and iiederal aid. 2/ Beason said 

that dealers and investors felt that the City's financial institutions and the 

State and Federal governments would not permit the City's collapse, but investors 

needed concrete signs that the City's problems were being addressed. 4/ Beason 

also stated that the City's banks might be forced to purchase for their own 

accounts large arr~unts of City debt if the market for that paper collapsed. 5/ 

However, before they took on large amounts of City paper, Beason suggested 

that the City's banks require the City to take a number of steps to cut expenses, 

build revenues, and most importantly, cone forward with "honest" budget figures 

and plans. 6/ 

Karen Gerard, a Chase economic researcher, wrote an internal report entitled 

The City's Fiscal Situation~he Budget Gap is Real. Z/ This Report, dated 

Cecember -16, 1974, noted that the City had previously experienced annual budget 

1/ Norgan internal memorandum, Amos T. aeason to Frank Smeal (December 13, 1974). 

1/ Id. at i. 

3/ Id. 

4/ Id. 

5/ Id. at 2. 

6/ Id.at 2-3. 

7/ Chase internal report, The City's Fiscal Condition--The Budget Gap is Real 
[Karen Gerard, Econc~8nics Group, December 16, 1974). 
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crises, but unlike those of previous years, the current crisis was real. 1/ 

The Report concluded that the City's spending had grown faster than its receipts 
during a time that the City's economic base was weakening. 2/ 

In a December 26, 1974 memorandum to Amos T. Beason, Eric Altman, a Morgan 
researcher, observed: 

- The City used short-term borrowing as an ordinary source of income; 

- The City violated accredited accounting standards and used gimmicks 
in order to appear to have a balanced budget; and 

- The City used an accrual basis in accounting for receivables and a 
cash basis for payables. 3/ 

In a memorandum of January 8, 1975, Adams of Chemical noted continued doubt 

about the City's fiscal practices and the size of the City's deficit for fiscal 

1975, and concluded that "we just don't know the facts." 4/ He also discussed a 

possible budget deficit for fiscal 1975-76 of $1 to $2 billion. 5/ 

As the City's financial crisis intensified,the underwriters, including their 

most senior officers, who were informal advisers to City officials, were susJnoned 

to provide financial guidance and consultation. On January 9, 1975, the Financial 

1/ Id. at i. 

/ Id. at 13. 

3/ Morgan internal memorandum, Eric IUtman to Amos T. aeason 1-4 (DecemSer 26, 
1974). 

4/ Chemical internal memorandum, R.V. Adams to D.C. Platten 1 (January 8, 
1975) (Div. Ex. Adams 9). 

5/ Id. 
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Community Liaison Group ("FCLG") was formed. 1/ The underwriters and the City 

were brought together in a series of meetings at which the fundamental concerns 

about the clash between the City's budget gap and its constant need for new 

debt were aired in great detail. Among the principal problems discussed were 

the inability of the City to continue on the path of ever-increasing budget 

gaps and short-term note issuances, the use of budget girmnicks to disguise 

the true state of the City's deficit, and· the need for immediate City action to 

remedy the situation. A recurrent theme during these meetings was a recognition of 

the scope of the problems, the need for immediate action, the consequence of the 

failure to take such actidn, and the difficulty, given political realities, of 

taking effective action. 2/ 

The investing public was not apprised of these facts and the potential 

consequences to them. 

1/ The FCLG was composed of the principal officers of the City's major financial 
institutions, and was chaired by Ellmore Patterson, Chairman of ~iorgan. The 
members of the FCLG included: William I. Spencer, Citibank President; Alfred 
Brittain III, Chairman of the Board of Bankers; David ~ckefeller, 
Chairman of the Board of Chase; Donald C. Platten, Chairman of the Board, 
Chemical; John F. McGillicuddy, President, Manufacturers;` Donald T. Regan, 
Chairman of the Board, Merrill Lynch and William R. Salo~h~n, Managing 
Partner, Salomon Bros. The Staff Committee of the FCLG was composed of 
senior management level officers of these institutions. The Chairman of 
the Committee was David A. Grossman, Senior Vice President of the Chase, 
and a former high-level City Budget Bureau official. Other members 
included: Poy Anderes, Bankers Vice President (Portfolio i·lanagenent); 
Karen Gerard, Chase Urban Affairs Consultant (Economics Group); 
Berman Charbonneau, Chemical Vice President (Municipal Department); 
Jac Friedgut, Citibank Vice President (Corporate Planning); Jean Rousseau, 
Merrill Lynch Vice President & Manager (Municipal Bond Department); and Amos 
T. Beason, Morgan Vice President (Municipal Credit & Finance). 

2/ A description of FCLX; land FCLG staff cormnittee) meetings is found at 
Chronology, January 9, 13, 24, February 11, 25, March 7, 8, 10, 11, 
12, 17, 26-27, 28, 29, 31, 1975. 
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2. Questionabl~e Revenue and Tax Recei~ables 

Billions of dollars of City debt notes were issued on the basis of estimated 

receipts of taxes and other revenues. Receipt of a substantial amount of these 

revenues was highly questionable, The inadequacy of the receivables related 

to the issuance of the TANs and RRYs was suggested by the fact that the City 
constantly had to rely on new debt issues in order to redeem the old notes 

as they became due. Furthermore, the deficit, instead of being reduce?, was 

growing ever larger, and could be financed only by issuance of further short-term 

instruments. At the end of February 1975, in connection with aS260 million 

TAN offering, the City had to cancel the offering when it was unable to certify 
current information concerning its tax receivables. 1/ 

The continuing and rapidly accelerating growth in the City's use of sho~-t- 

term debt, which was characterized by some of the underwriters as the "floatins 

temporary debt" 2/ or as the "~3ermanent floating debt," 2/ the ever-mounting 
revenue-expenditure gap, and other factors raised in the minds of many of 
the underwriters serious uuestions about the validity of the tax and revenue 

receivables su~pocting.the City short term debt issues. 

In a December 26, 1974 memorandum, Eric Itman of ~orpan raised a auestion 

about the City' s assum~tion, despite contrary ex~Derience, of collection of 

1/ Chronology at February 28, 1975. 

2/ Citibank Internal rewrt,Jac Friedgut to William I. SDencer, The~Citv-Budqet 
Mess 2 (Plarch 3, 197~) (Div. Ex. Friedgut 6). 

1/ Merrill Lynch internal memorandum Jean J. Rousseau to Donald T. Regan, 
"Mayor's Advisory Cc~rmittee Meeting-March 11, 1975" (Macch 13, 1975) 
(Di-J. Ex. Rousseau 15). 
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its receivables. 1/ "ay some estimates", he wrote, "restating the City's 

financial position in realistic terms according to accepted accounting prin- 

ciples will involve a write-off of $2.7 billion at June 30, 1975." 2/ Altman 

contended that this write-off was too large for the banking community to finance, 

and that the State, with its own fiscal difficulties, would be of limited 

assistance. 3/ 

On January 15, 1975, Karen Gerard, a Chase economist, wrote a report to 

David Grossman, a Chase Senior Vice President, entitled A Note On the Relationshia 

Between New York City's Immediate Debt Problems and the Longer Range Budget 

Situation. ~/ She noted at the outset that "it is generally claimed" that the 

City's "mushrooming of short-term debt" had expanded proportionately with 

the growth of Federal and State aid, but, that in fact, the growth in debt 

had increased much faster than had such aid. 5/ She noted that one of the 

several possible explanations would indicate grave consequences for the market 

for the City's securities, in the following words: 

The large volume of new issues could conceal a more serious problem 
of whether there is in fact anticipated aid behind the debt. If 
[this] were true, the consequences would be grave for both the 
short-term and the long-term municipal market. 6/ 

She concluded that: 

-- 

1/ Note 3, p. 15, supra at 2. 

_2/ Id. at 3. 

3/ Id· at 3-4. 

4/ Chase internal report, A Note on the_Xelationship between New York City's 
Immediate Debt Problems and the Longei- Range Budge~-Sl~t~-~i~a~jlf;~n~ij~c~e2ard , 
January 15, 1975). 

5/ Id. at i. 

6/ Id. at 2. 
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Because the impact is far different depending upon which factor 
is behind the rise [in short-term debt] it is extremely important 
to have this question answered candidly . [It] is essential to 
find out what the real situation is. 1/ 

A number of public speeches including a January 10, 1975 speech to the City Club 

by David M. Breen, a securities analyst, raised the very sane questions 

concerning the legitimacy of the tdx receivables and receivables in general. / 

john Fava, Deputy Finance ~cb·ninistrator of New York City, in an address 

given on January 24, 1975 to the New York Municipal Analysts Group, raised the 

problems that might arise ifpast anticipation notes had been issued against 

receivables whiSh had proven to be overestimated and uncollectible. 3/ 

As discussed below, the law firm of White & Case had received one set of 

figures from the City which indicated that the City would exceed its debt limit 

for TANs by approximately $112 million with this offering. 4/ T17e underwriters 

were informed of this development, and the TA1J offering colla~sed because of 

the inability of the City to certify or nake available current information con- 

cerning the City's receivables. 5/ 

_1/ Id. 

/ Remarks by David M. Breen, Municipal Bond Analyst, Weeden & Co., before the 
City Club of New York (January 10, 1975). 

1/ Remarks by John L. Fava, Deputy Finance Administrator, City of New York, 
before the New York Municipal Analysts Group (January 24, 1975). 

See pp. 43-44, infra. 

5/ Id. 
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A Wood Dawson Love and Sabatine ("Wood Cawson") memorandum dated March 11, 

1975, concerning a long-range solution to the financial difficulties of the 

City, copies of which weresent to various members of the FCLG, including 

Chase, Morgan, Chemical, Citibank, ~lerrill Lynch, Salomon and Bankers, cited 

a nlrmber of questionable accounting practices, including anticipating the 

receipt ofquestionable receivables. 1/ 

On March 25, 1975, Herman Charbonneau of Chemical had lunch with a City 

employee who advised him that a substantial amount of the receivables on the 

City's books, upon which the City's RANs were dependent, were fictitious. 2/ 

3. The First Lien 

One of the significant selling inducements for investors in City notes 

was that the payment of debt service on these notes had a "first lien" on all City 

revenues. 1/ Rumors of distress with the City's financial condition were allayed by 

promotional claims by City officials and the underwriters that the notes would have 

a "first lien" on all City revenues. 4/ As indicated in another Chapter of the 

Report, there were material uncertainties as to the existence of a "first lien" 

for the principal of the City's short-term notes. 5/ 

Apart from the question whether a "first lien" existed, it was questionable 

as a practical matter, whether it could ever be exercised, given the need for 

1/ Memorandum, Wood Dawson to Ellmore C. Patterson, FCL~ Chairman, "A proposal 
for providing one of the essential elements in finding a long range solution 
for the current financial difficulties of ~lew York City" [3-4) (~larch 11, 
1975). 

1/ Testimony of Charbonneau, at 351-354. 

3/ See generally, the Chapter of this Report entitled Role of the City and its 
Officials. See also, the Chapter of this Report entitled Analysis of 
Questionnaires Sent To Individual Investors. 

4/ See generally, the Chapter of this Report entitled Role of the City and its 
Officials. 

_5/ Id. 
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the City to provide essential services such as police and fire,orotection. 1/ 

'IZ~e doubts concerning the "first lien" were reflected in the Fitch Report of 

October 10, 1974 cited above. /-In addition, Frank Smeal of Worgan, at a special 

CTCM meeting with the Mayor on December 17, 1974, raised auestions as to the 

validity of the City's claim that its debt really had a first claim on revenues. ~/ 

An internal Citibank memorandum, dated December 10, 1974, addressed to the 

bank's salesmen, discussed, among other things, the "first lien" issue. / The 

memorandum distinguished between the constitutional protection afforded the City's 

bondholders and the less stringent protection afforded its noteholders. ~/ It also 

raised the possibility that, in a time of distress, the City night successfully 

avoid preferences of payinents to security holders over employees' salaries. 6/ 

4. Difficulty in Marketing City Securities 

As the gap between the City's revenues and expenditures increased, the City 

was forced to resort to greater and more frequent issuances of short-term paper. 

With the sale of $500 million in RAiJs and $115 million in Tl~s on November 12, 1974, 

the City had placed $2,500,000,000 of its notes into the market within a two 

1/ See generally, the Chapter of this Report entitled Role of the City and 
its Officials. 

2/ Note 5, p. 10 _s~E~l at 2· 

3/ Minutes, Comptroller's Technical Debt Management Committee at 2 
(December 17, 1974). 

4/ Citibank internal memorandum, Paul S. Tracy, Jr., to Salesman and Traders 
(December 10, 1974). 

1/ Id. 

6/ Id. 



_22_ 

month period. 1/ Between November 12, 1974 and February 20, 1975, the City 

offered over $2,300,000,000 in City debt obligations. 2/ 

During the October 1974 to February 1975 period, the underwriters' concern 

over the saturation of the marketplace increased significantly. This concern 

was based on the rapid escalation in the amount of City note issuances, combined 

with the narrowing of.the market for City securities, resulting, in part, from 

the inability or unwillingness of financial institutions, including the under- 
writers, to absorb additional City paper. 3/ 

The decline of investor confidence in the City's paper further narrowed the 

market. ~/ This is graphically indicated in a December 1i, 1974 Chemical memorandum, 
which noted: 

1/ The Wall Street Journal, October 29, 1974 at 35; See also Appendix A. 
2/ See Appendix A. 

See, ~S~igChemical internal memorandLrm, R.V. Adams to D.C. Platten 
(October , 1974); Letter, Richard L. Tauber to Corey R. Smith (December 3, 
1974); Bankers internal memorandum, Truxton B. Pratt to William H. Moore 
(Decenber 11, 1974); Plorgan internal me~orandum, Amos T. season to Frank P. 
Smeal (December 13, 1974); Chase internal report, The City's Fiscal 
Situation-The Budget Gap is Real, note 7, p. 14, supra, at 5; Minutes, 
Comptrollers Technic~ Debt Committee passim (December 17, 1974); Chemical 
internal memorandum, R.V. Adams to D.C. Platten (January 8, 1975); 
Testimony of E. Patterson at 25; Testiaony of Sanford at 22, 25; 
Chase internal memorandum, David Grossman to Willard C. Butcher (January 22, 
1975); Chemical internal memorandum, R.V. Adams to D.C. Platten (January 30, 
1975); Chronology at February 25, 1975 (FCLG meeting). 

4/ The declining investor confidence in City securities is reflected in many of 
the citations in Note 3, p. 22, supra. See also City of New York, Office 
of the Mayor, "Joint Statement by Mayor Abraham D. Beame and Comptroller 
Harrison J. Goldin," (Novembe; 15, 1974); Daily Bond Buyer P,ices Plummet 1~0 Basis Roint~ in Free Market" (November ;7:INle~~fk~ig~f;n 
internal memorandum, Amos T. Beason to Frank P. Smeal (Dec~J~r 13, 1974); 
Barren's (January 13, 1975) at 7-8; Plerrill Lynch internal memorandum, 
Jean J. Rousseau to Donald P. Regan (February 27, 1975); Citibank internal 
report, Jac Friedgut to William I. Spencer, Note 2, p. 17, supra'. 
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The market for New York City obligations is no longer viable. 
Concern about the City''s affairs has paralyzed the market, and 
dealers have heavy inventories of N.Y.C. securities which cannot 
be sold except at severe losses. These heavy positions reduce 
dealers' ability to underwrite other municipals, adversely 
affecting the entire tax-exempt bond market. ... All of this 
is occurring in a generally strong bond market. ... 1/ 

The combination of erosion of investor confidence and the placement of such 

huge quantities of City notes not only pushed interest rates up, but also created 

a marketing problem for the City and its underwriters. The special marketing pro- 

blems and the determined efforts of the underwriters to overcome them are reflected 

in the letter of Jean J. Rousseau, Vice President in charge of Merrill Lynch 

Municipal Bond Department, to T~J~II~T~ On Januacy 23, 197! (printed 

February 6, 1975), in which he said: 

In si7p~le fact, thousands of public investors, large and small, 
purchased the notes through the underwriting group, which included 
municipal bond dealers as well as the banks (which were acting 
principally as distributors rather than as investbrs for their 
own portfolios). 

Public investors had become alarmed about the city's finances and 
its heavy issuance of short term debt. Conseauently, they had to 
be persuaded of the city's merits by the investment community and 
induced to purchase its notes by a very attractive interest rate. 

The New York investment community rose to a difficult challenge in 
promoting and distributing the city's note issue despite doomsday 
pronouncements concerning the city and its debt. The success of the 
sale and subsequent price increase on all New York City issues 
reflect a restoration of public confidence at least in New York 
City's ability to float and repay its debt. The constructive steps 
taken before the sale by Mayor Beame and Controller Goldin [sic] had 
much to do with that restoration of confidence, but so did the 
active sl~nsorship and promotion of the city by the New York banks 
and dealers. / 

1/ Chemical internal memorandum, R.V. Fdams to D.C. Platten 1 (December 13, 1974). 

2/ Letter to the Editor from Jean J. Rousseau, The New York Times (February 6, 
1974). 
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One result of this situation was the resort to the use of smaller denoninations 

in the issues after November 1974. On November 22nd, the Comptroller announced 

a new City offering for Cecember 2nd amounting to $600 million in various types 

of short-term notes. 1/ Beginning with that issue, investors could purchase 

notes in denominations of $10,000. 2/ In explanation of the lower denomination 

notes, the Comptroller stated that the change was designed to broaden the 

market for the City's securities, and thus improve bids for these securities. 3/ 

The Comptroller had first raised the idea at a November 12th meeting of the 

Comptroller's Technical Debt Management Committee ("C~CI~ Committee") attended by 
Merrill Lynch, Chase, Salomon Bros., Citibank and others. 4/ The decision to lower 

the denominations was reached on r~ovembegi9th. 5/ Citibank urged that ten percent 

of the December 2 offering be in $10,000 notes; Chase argued for forty percent. 6/ 

The Comptroller's Office com~romised with a final figure of approximately 15'3. 7/ 
The small denominations, the underwriters had previously argued, were undesirable 

1/ News Release, Office of the Comptroller, City of New York (Novenber 22, 1974); 
The New York Times, November 25, 1975, at i. 

2/ See Note i, p. 24 supra. (For forty years prior to this discussion City notes 
had been sold in denominations of $25,000 or greater.) 

Id. 

4/ Minutes, Comptroller's Technical Debt Manaaement Co~i~nittee 1 (Uovem~er 121 197·1) 
5/ Citibank internal memorandum, Paul S. Tracy, Jr., to Richard F. Kezer 

(November 19, 1974). 

_6/ Id. 

Z/ Id. 



_25_ 

because they reauired increased recordkeeping and a greater solicitation effort, 

thus reducing their profit. 1/ 

Shortly after the decision to issue· $101000 notes, a memorandum was sent to 

Merrill Lynch account executives by its bond division. / The memorandum stressed 

the fact that, with the December 2nd $600 million issue, there would be available 

for the first ti~e notes in denominations of 510,000. 3/ The memorandum stated: 

With 510,000 multiDles available buyers may purchase $10,000, 
$20,000 and any multiple of 55,000 above f20,000. This should open 
upa whole new market of potential tax-exen·ot note bwors. This should 
afford a great opportunity to open up new accounts and to bring in 
new funds. 4/ 

In the December $600 million offering of various short term notes, at least 

$90,000,000 (22.5%) of the $400 million of Rl~us sold were in relatively snail 

S1C),000 deno~i~ations, 5/ In succeeding issues of City securities, the $10,000 

denomination notes played a significant role. For exam3le, in the February 4r 1375 

offering of 5290,000,000 in RANs, 24.1% ($70,000,000) were in $10,000 notPs, i/ 

80twithstanding the resort to the $10,000 notes, theunderwriters' concern 

over the saturation of the marketplace was not allayed. Cn December 17, 1974, the 

Comptroller's TD~ Cor;q;littee net with Flayer Beame. 1/ A i~lerrill r,ynch representative 

1/ Testimony of Charbonr.eau, at 116-117. 

2/ Herrill Lynch internal memorandum, John S. de Graffenrie~ (Vice PresiJcnt 
& :lanager, Municipal & Corporate Bond Sales Development Der?t) to Account 
Executives (Novenber 20r 1974) ("~JGT T3 BE S~JT O~PT"). 

3/ Id. at i. 

4/ Id. 

5/ The Wall-StreetJournal; December 2, 1974, at 25. 

6/ Harrison J. Goldin, Comptroller, Signature and Elon;Litigation- Certificate 1 
(February 14, 1975). 

7_/ Minutes, Comptroller's Technical Debt Management Corranittee (Decem~r 17, 1974). 
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told the Mayor that the capital market had been a "total disaster" in recent 

weeks, that some of the City's bonds were selling at as much as an 11% yield, 

and that there were difficulties in selling City securities. I/ Therefore, 

he stated, it was likely.that there would be no bid on the January bonds. 2/ 

A member of the Committee indicated that these was no question of the City's 

ability to pay, but said that the market could not absorb offerings of the 

magnitude contemplated. 3/ Smeal of Morgan said that the basic problem was 

said to be the site and frequency of the borrowings. 4/ He also said that 

purchases by the pension systems could afford only temporary relief. 5/ The 

Merrill Lynch representative said that borrowing to finance deficits was no 

longer a viable practice. 6/ 

On January 8, 1975, Labrecque of Chase prepared a briefing for David 

Rockefeller in connection with a meeting to.be held at the ZIayor's reauest 

the next day between representatives of six banks and Mayor aeane and Comptroller 
Goldin. Z/ The briefing memorandum at the outset stated: 

BASIC PI~OBLEM: New York City has approximately $7 Billion in Bonds 
and Notes to issue or refinance in calendar 1975, during a period 
when their budget deficit is getting worse. Many institutional 
investors have sold their bonds and the Chicago Banks have withdrawn 
from the Underwriting Syndicates. There are only 16 members left 
in the com33ined Note Syndicate. 8/ 

1/ Id. 

y Id. 

1/ Id. 

4/ Id. 

_5/ Id. 

6/ Id. 

Z/ Chase internal memorandum, "Briefing Memorandum for David Rockefeller-- 
Meeting with Mayor Beame and Comptroller Goldin on Thursday, January 9, 
1975" from Thomas G. Iabrecque (January 8, 1975). 

8/ Id. at i. 
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Labrecque sunrmed. up his briefing memorandum with the conclusion that "real 

solutions are going to be hard for the City and require a continuing aggressive i; 

sales effort on the part of the Investment Corrnnunity. Most of the obvious budget 

moves and financing options have been exhausted." I/ 

The January 8, 1975 Chemical memorandum noted above, concerning the $620 

million RAN sales states that, while the market for City securities had shown some 

improvement, the record high interest rates were a product of, among other things: 

(1) An oversupply of City securities in the market; 

(2) Much negative publicity about the City; 

(3) A continuing~riarrowing of the market with several institutions 
withdrawing. _2/ 

On January 9, 1975, stressing the dire state of the market for City 

securities, representatives of six major banks (Chase, Citibank, Chemical, ~iorgan, 

Bankers and Manufacturers) met at Gracie Mansion with Mayor Beame and Comptroller 

Goldin. / The Mayor stated that the banks were not selling the City and its 

securities. 4/ The bank representatives responded that they had serious doubts as 

to the market's ~apacity to absorb more City securities and that the clearing 

house banks did not have the ca,oacity to take on all of the anticipated offerings 

by themselves. 5/ The bankers indicated that the City's investment cor~ilunity was 

willing to cooperate with the City to re-open the marketplace for City securities. ~ 

1/ Id. at 3. 

2/ Note 4, p. 15 supra at 1-2. 

3/ Testimony of Sanford at 20; Testimony of E. Patterson at 22-23. 

4/ Testimony of Sanford at 24-25, See also, note 7, p. 26, supra. 

1/ Testimony of E. Patterson at 25; Testimony of Sanford at 21-22. 

6/ Testimony of E. Patterson at 28-30; Testimony of Sanford at 22, 25. 
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~Xlring the period of February through March 1975, the underwriters continued 

to express to City officials their serious concern about the deterioration of 

the market for City securities. 1/ It was apparent to the underwriters that 

unless the City took drastic action--highly unlikely--to eliminate its deficit, 

the ability ·to market City securities would soon come to an end. 2/ 

The deteriorating condition of the markets for the City's securities was 

a material fact which should have been disclosed to investors. 

5. Rating ~gencies 

The rating agencies played a significant role in the sale of City securities 

because of the importance investors gave to such ratings in making their invest- 

ment decisions. 3/ Notwithstanding increasingly obvious signs of deterioration 

in the City's financial condition through 1974 and the first quarter of 1975, 

the rating agencies continued their high ratings of City securities. 4/ 

November a, 1974 notes from the files of Bankers indicated that there 

was pressure on rating agencies to keep the ratings of City obligations above 

the point at which savings banks would be required to divest themselves of such 

obligations. 5/ A December 3, 1974 letter to a substantial client from a i-loigan 

Vice-Presiderit indicated that while t~e City was exlxriencing severe financial 

---- 

1/ See, e.g., Chronology at February 20, 25, March 6, 10, 11, 14, 17, 19, 24, 
27, 1975. 

2/ See, e,g., Chronology at February 20, March 11, L4, 17, 19, 24, 27, 1975. 

3/ See, f~, Testimony of lsolano at 13; Testimony of Lebenthal at 68. 

4/ See The Rating Agencies Chapter of this Report. 

5/ Bankers' handwritten notes, November 8, 1974. 
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problems, its hbility to pay its obligations was unquestioned. The author stated 

that although the rating agencied would give the City the benefit of the doubt, 

a downgrading was very possible, which would result in the market for City 

securities being considerably narrowed. The recorrm~endation: a reduction in City 

holdings by means of not renewing matured obligations and tax-loss trading.l/ 

Gvhile both Standard h Poors and 1Yoody's maintained their "A" ratings, be- 

ginning in December they accompanied the ratings with reports which indicated 

substantial questions about the safety of investments in the notes. This 

information included such things as a significant drop in the current assets- 

liability ratio. Standard & Poors further indicated that the City had 

substantially increased its short-term debt burden and that the ability of 

the City to successfully market future debt issues would be deF~ndent upon its 

ability to retain investor confidence by maintaining a truly balanced budget. ~/ 

~hile the underwriters were stressing the ratings in their selling efforts 

they did not disclose their concern as to the reliability of the ratings, the 

qualifications which accompanied the ratings and the substantial risk t~at the 

favorable ratings would be changed. 

6. The Underwriters' Trading for Their Own and Their Fiduciary Accounts 

One of the most interesting aspects of thP underwriters' conduct during 

this period is their trading in City notes for their own accounts ?nd for their 

fiduciary accounts. 

1/ L~tter, Richard L. Tauber to a client, December 3, 1974. 

2/ See the Rating Agencies Chapter of this Report. 
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(a) Trading for Own Accounts 

The Commissibn staff has analyzed transactions in City notes during the 

period from December 1974 to April 1975 by Bankers, Chase, Chemical, Citibank, 

Manufacturers and Morgan. 

(1) Pre-March 1975 Offerings 

The analysis shows that from December 13, 1974 to March 14, 1975, 1/ the 

six banks participated in the underwriting of four public offerings of City 

notes (a total of approximately $1.5 billion in notes). Each bank except 

Chemical sold its entire underwriting "take-down" position in the offerings 

to the public, other banks, brokers, or public investors. None of the banks 

except Chemical retained any portion of these offerings in their investment or 

trading accounts. Chemical, while marketing to the public a significant por- 

tion of its take-down of the offerings, did retain a portion of the offerings 

(ranging from 13% to 52% of its original take-down) in its investment account. 

(2) ~larch 1975 BAN and RAN Offerings 

Issues of BF1Js totalling approximately $537 million were closed on 

IYarch 14, 1975. An analysis of the BANs issues reveals that as of April 30, 

1975, the six banks retained no portion of their take-down of the $46 million 

part (8.10% due September 11, 1975) of the BAN issues. With respect to the 

balance of the issues (approximately $491 million) in 8.75% notes due Warch 12, 

1976, although subsequent to March 14 it appears that generally the banks 

made a continued effort to distribute their holdings to the public and, for 

1/ During this period the banks also purchased for their own accounts an 
offering of $170 million of RANs on February 24, 1975 and a i·larch 5, 
1975 RAN offering of $140 million. These offerings were for 1 an~ 
15 day periods, respectively. 
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the most part, ultimately succeeded, as of April 30, they retained a substantial 

portion of the issues`(ranging from 5% in the case of Bankers to 76% in the 

case of Morgan). The staff has further concluded that the fact that significant 

amounts of City securities were retained by the banks on April 30 largely reflects 

the banks' inability to sell such securities to the public. It appears the banks 

sought to avoid, as much as Fossible, taking a substantial investment position 

in City notes. 

An issue of $375 million of RANs closed on March 20, 1975. An analysis 

of that issue reveals the same general trading pattern as the 8.75% of the 

March BAN issue, although the percentages of these RANs held by the under- 

writers was higher than fbr the 8.75% BANs. I/ 

Between mid-March and April 30, moreover, all the banks except Bankers 

and Morgan continued to reduce their position in the March BAN and RAN issue 

by at least 1/3 or more of their original take-downs through sales to the 

public. 
(b) Changes in'0verall Positions, September 1974 to April 1375 

An analysis of changes in the banks' overall positions between Septerrd~er 30, 

1974 and April 30, 1975, indicates that all except Chemical followed a policy 

of trying to reduce or eliminate their own holdings in City notes by sales and 

by not reinvesting in new issues the,oroceeds obtained by then from redemption 

of naturing issues. This policy was adversely affected by the March SAN and 

RAN offerings which the banks were unable to sell and which accordingly they 

were forced to retain. 

1/ Bankers in the 2-3 week period subsequent to the offerings purchased an 
additional $4 million of RANs. 
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On September 30, Bankers had a total initial position, excluding syndi- 

cate and manager accounts, of $118,670,000 of notes and, as of April 30, 

1975, its position amounted to approximately $58 million. Of the latter 

amount, $40 million represented a position in the March BAN and RAI~ offerings 

which apparently reflects an inability to dispose of the notes into the market 

place . 

Of greater interest is an analysis of Bankers Trust's investment account. 

At September 30, Bankers Trust had in its investment account more than 

$48,000,000 in City notes. All of these notes had maturity dates before April 30. 

In the interim period, Bankers purchased an additional $68,000,000 in notes 

of which $12,700,000 was the early March bridge loan for 15 days which matured on 

March 20 and was redeemed. More than $43,000,000 represent t~e unmarketable 

I~larch BANs and RANs. If it was not for the March BANs and R~Ws, Bankers' 

investment position would have been reduced simply through maturity from more 

than 548,000,000 to approximately $10,000,000. 

Chase's total September 30 position in City notes was approximately 

$165 million, and its position as of April 30, 1975 was approximately $58 

million. Of this latter amount, approximately $43 million represents hold- 

ings in its trading account, apparently as a result of the inability to 

distribute the March BAN and RAN offerings. An analysis of Chase's invest- 

ment account reflects the same pattern. As of September 30, its investment 

account held approximately $74 million in City notes, and, as of April 30, 

its investment account held no City notes. 

As of September 30, 1974, Citibank, according to figures furnished by 

it, held a total position in City notes of $24 million, and at April 30, 
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approximately $30 million in notes. The great bulk of the $30 million 

represented the portion of theMarch BAN and RAN Offerings which were held in 

Citibank's trading accounts, and which the bank was apparently unable to sell. 

It is irrportant to note that all of the holdings described above were in 

Citibank'strading account and that Citibank throughout this period maintained 

a zero position in its investment account. 1/ 

Manufacturers had total holdings of approximately $180 million in City 

notes as of September 30, 1974. By April 30, these holdings had been reduced 

to approximately $163 million, $64 million of which represented March BANs 

and RANs, which it apparently was unable to market. Most significantly 

Manufacturers had very limited purchases in activity from October to until 

March offerings. On October 9, which was very early during the period, 

Manufacturers purchased $35,000,000 in BAN and RAN notes. Thereafter until 

March 1975 it made no purchases of notes. During this period, Eianufacturers' 

position declined from $179,000,000 to $149,000,000 in notes apparently 

1/ Citibank in a letter dated August 23, 1977 has indicated that there were 
no City notes held in their investment account after Juner 1974 and only 
a small amount after March, 1974. It further states that no purchases 
were made of any short-term municipal securities and the over-all 
portfolio account was substantially reduced during this period because 
Citibanks consolidated tax position did not enable it to utilize as much 
tax-exempt income as previously. 



-32b- 

primarily through redemption upon maturity. 1/ Thus, while Manufacturers 

reductions in positions were not as extreme as those of the other banks, 

it does apparently reflect a desire by the bank to reduce its holdings of 

New York City notes. 

The information with respect to Morgan is, in large part,'based on 

a document it submitted to the Cor~nission entitled Chronological Narrative 

of the Participation of Morgan Guaranty. This information reflects a total 

position in the notes as of November 30, 1974 of $51.1 million, which is 

represented by notes with very short maturity. Approximately $1.1 million 

matured in January 1975 and the remaining $50 million matured in April 1975. 

From the end of November 1974 and until March 1975, Plorgan made no addi- 

.tional purchases of City notes for its investment account. 

While Morgan was a member of the syndicates for a substantial nmr~be~r 

of the offerings during the November 1974 to i·larch 1975 period, all of 

take-downs were promptly distributed. In March, Ilorgan took down and held 

1/ On August 23, 1977, counsel for Manufacturers submitted a letter to 
the Commission in which it stated that "it would obviously Se unfair 
and unwarranted to conclude that Manufacturers Hanover in any way 
'bailed out' of its New York City holdings or to imply in any ~ieport 
issued by the Commission that Manufacturers engaged in such conduct. 
It cites in support of its contention the fact that in the period 
from September~O to April, Manufacturers' portfolio account 
invested $1241800,000 in City notes. To put their figure into pro- 
per prospective it is necessary to note that of the $124,000,000 
in purchases, $35,000,000 represented the very early purchases 
of October 9, $19,000,000 consisted of the fifteen day bridge 
loan in early March which fits into a very special category, and 
the remainder of approximately $70,000,000 represents purchases 
of the March BANs and RANs which as we indicated above aopear to 
be unwanted mer~andise which the banks feel compelled to take 
and by no means reflected any real desire to invest. On balance, 
the staff concludes that it was the desire of Manufacturers 
during this period to reduce its position in the City notes. 
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for investment for a substantial period of time, $98 million in BANs and RANs. 

At the same- time, it sold substantial additional amounts of these notes. 1/ 

Morgan's reasons for taking such a large position in March are unclear. 

Morgan maintains that it was motivated in great part by its desire to assiSt 

the City, and also that, since it had concluded that the City could solve its 

problems, the City notes were sound investments. The reasons given by IYorgan 

are questionable. Their trading activities follow the same pattern as that 

of the other banks. Morgan was unwilling, apparently, to take an investment 

position in the offering of City notes, at.least from November 30 until the 

issuance of the March BANs and RANs. Also, Morgan internal memoranda and 

analyses cited elsewhere in this Report reflect deep concern about the 

City's financial position and the risks posed on investments in the notes. 

Thus, it appears to the Commission staff that Morgan's increasing position 

in March in City notes reflected the weakness of the market for the notes 

and not a desire to take an investment position in the City's notes. 

Chemical appears to have been an exception to the general rule. 

Chemical's position in City notes on September 30, 1974 was ap~oroximately 

$232 million, and its position on April 30, 1975 was $227 million, 

1/ i·lorgan resold more than $16 million of BANs and more than 511 million 
of RANs within a relatively short time after their acquisition by Worgan. 

Morgan has represented to the staff that it did not solicit purchase 
orders with respect to either the March 7th BAN offering or the March 13th 
RAN offering; and that it had discouraged purchases by individuals of 
those notes. Morgan further stated that, because of legal advice, the 
Comptroller's March 7th release was read to prospective purchasers. 
Morgan further stated that all of its sales were made to sophisticated 
financial institutions primarily banks and insurance companies. 
Submission by Morgan Guaranty entitled "Chronological Narrative of the 
Participation of Morgan Guaranty", at 19-21, 29-30. 
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reflecting a reduction of approximately $5 million. Chemical's ·investment 

account on September 30, 1974 amounted to approximately $187 million in notes 

and by April 30, had increased to approximately $224 million. tiowever, a,Dproxi- 

mately $33 million of this amount represented the March BANs and RANs. 

While Chemical thus appears not to have been following the policy of 

reducing or eliminating their holdings of the City notes, this appearance may 

simplybe a function of-the relatively late date at which Chemical determined 

to try to get out of the notes. 

The;policy. decision is first reflected in a January 30, 1975 internal 

memorandum, in which a'Chemical officer noted a decrease in holdings of City 

decrease in holdings of City securities in dealer and portfolio accounts. i/ 

He also said that the bank did not expect to find it necessary to increase 

its holdings in City securities as a result of an inability to sell forth- 

coming issues. The memorandum stated: 

The syndicate pricing will be aimed squarely at prompt -sales to 
investors. 

[W]e continue to believe that the City will meet its obligations. 
The real new moneyfinancing pressure for the City is likely to 
occur after August of this year. By this time'we will be in a 
position to assist the City if necessary sinceby then $185.5 
million of our holdfnos will have run off. 

Recornr~endation: [t]hat we do nothing precipitous with regard to 
reducing our holdings irmnediately, but let maturities do this 
for us. / 

1/ .Chemical internal memorandum, R.V. Adams to D.C. Platten 1 (January 30, 
1975) (Div. Ex. Adams 10). 

id. at 1-2. 



_35_ 

(c) Trading for Fiduciary Accounts 

During 1974 and early 1975, a nlrmber of the underwriters determined not 

to purchase City securities for their fiduciary accounts. Morgan made no pur- 

chases of City securities for its fiduciary accounts after July of 1974. 1/ In 

a March 14, 1975 letter, an official of Morgan pointed out to a client that pre- 

viously "we were somewhat concerned about the city's ability to rollover i'ts 

short term debt when it came due." The official indicated that the firm had not 

had any reason to change its prior opinion. The official stated~ that the firm 

felt that the client should sell her.New York City holdings "even though it 

would probably be on an 8% basis which would mean a price of probably a little 

under 97". 2/ 

By January 1975, the investment management group of Citibank had adopted 

a policy of not purchasing New York City bonds or notes for any accounts for 

which it had fiduciary responsibility and the only exception permitted would 

be unsolicited orders followed-up by confirming written instructions. ~/ 

(d) Conclusion 

The underwriters were apparently unwilling, if they could avoid it, to take 

down for their own investment any significant portion of new offerings of City 

notes, and, in fact, followed a policy of eliminating or reducing their positions. 

These practices reflect a significant limitation of the market for City notes. 

It also reflects, as does the policy adopted with respect to fiduciary accounts, 

the banks' own evaluation of an investment in City notes. For these, among 

1/ Staff Schedule of Bank Trust Accounts Transactions in BANs, TANs, RANs, 
September 30, 1974 to April 30, 1975, prepared. from information sup_olied 
by the underwriters. 

2/ Letter from Waiter 8. Terry to a client (March 14, 1975). 

1/ Citibank internal memorandum, G.C. McCarthy, Jr., to Paul J. Collins 
(January 22, 1975). 
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other reasons, the.underwriting banks' marketing practices with respect to both 

their ·own purchases and-purchases on behalf, of their fiduciaries, were material, 

and should have been disclosed. 

v. REPRESENTATIONS TO INVES~I~DRS 

No offering;doclrment was disseminated to investors in connection with the 

sale of City securities until IYarch 13, 1975, when a document entitled "Report 

of Essential Pacts" was employed in connection with a RANs offering. While 

no formal document had been previously distributed, the City and the underwriters 

had made numerous oral ·and written representations in connection with the various 

offerings. These representations were confusing, misleading and contradictory, 

and omitted to.disclose to investors material information concerning the financial 

condition of the City, the.risks involved in investing, the nature of the purported 

first lienr the nature of the:City's receivables supporting the issuance of 

the securities, the facts concerning.the severely restricted marketability 

df the securities,::and. the position taken by the underwriters for their invest7lent 

and fiduciary accounts. 

The newspaper; "tombstone" advertisements announcing a public issue, placed 

by the underwriters·, contained specific affirmative representations. They stated 

that the holders of the paper would be paid back the sum invested, with interest, 

at a date certain and also stated that the notes were general obligations- 

of theCity backed by the City's full faith and credit, without disclosure 

of the crucial facts concerning the matters discussed above which were known 

by the underwriters. 1/ Without qualification, investors were led to believe 

they would be fully repaid, upon maturity, of the full principal and interest. 

_1/ See, e.g., advertisements in The Wall Street Journal, Zlarch 10, 1975, and 
in The New York Times, Septer~e~'~'~'~'~-~·S;·~--r~ , 1974, Dece633er 4, 
197~;-S~n~;r~;-7ST9j5, February 26, 1975, and IYarch 14, 1975. 



Furthermore, investors were entitled to assume, in the absence of contrary 

disclosure, that the New York City notes were relatively safe and without sub- 

stantial risk of default. 1/ 

It appears that` a nlrmber of the City's underwriters distributed the City's 

"Ten Good Reasons for Investing in Tax Exempt Bonds of New York City," which, 

sirq?ly put, was a selling document, not a disclosure document, and which stressed 

the safety of the City's paper. 2/ Among the principal factors influencing 

investors' decisions to purchase City bonds and notes were favorable ratings by 

rating agencies and the purported first lien in City revenues. 1/ Further, many 

investors reported that their bank or broker had represented to them that the 

securities were highly rated, had a first lien, or were, in general, safe 

investments. 4/ 

As part of its selling efforts, on November 27, 1974, Elerrill Lynch's 

management, in a memorandum to its salesmen entitled "Opportunity Knocks", 

described the December City note issue and urged the salesmen not to: 

... overlook the opportunity afforded here to call accounts 
and prospects who are normally precluded from buying tax-exempt 
notes because of the $25,000 requirement. 

me memorandum concluded: 

Do your customers and yourself a favor. Bring this new issue 
to their attention. These notes are double-barrelled obligations 
and will be at very attractive yields. 5/ 

1/ See generally, James A. Lebenthal, Cons~puences of New York City Default 
on Individual Bond Owner (October 13, 1975). 

1/ See Minutes, Comptroller's Technical Debt Management Committee 3 (April 9, 
1974); Invoice, Scoop Printing Co., Inc., to Citibank, for 60,000 
copies of "10 Good Reasons. . ." (September 12, 1974). 

1/ See Chapter of this Report entitled Analysis of Questionnaires Sent to 
Individual Investors, Syndicate Members and Managing Underwriters, 
I~ppendices A and B, Question No. 9(c) and (d) and Question 7(a). 

4/ Id. at Question 7(a). 

5/ Merrill Lynch internal document addressed to Salesmen and Account 
Executives (November 27, 1974). 
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A similar #errill Lynch circular dated December 3, 1974, entitled "Something 

to Talk About" noted that: 

Yesterday's New York City tax-exempt notes offer an.opportunity to 
call your customers and prospects with something interesting to 
talk about. All of the recent adverse publicity has hurt the 
market for New York City bonds and notes. In order to be able 
to market theS600 million notes, the underwriting accounts were 
merged and the notes priced at extremely attractive levels. 
Remember these notes are payable fromthe pledged revenues in the 
first instance, but they are also general obligations of the City. 
Moody's rates both the RAN and TAN notes MIG2. Moody's Invest- 
ment Grade-2 are defined as "High quality, bearing little risk 
that all terms as to time and amount will be met." 

We will give any office up to250M notes firm overnight to 
work on a sales carrp~aign. Why not make somecalls this evening 
and discuss New York City notes with your customers or prospe~ts. 
Remember 8 1/2% and 9% tax-exerr~pts have to stand out when compared 
to, savings account yields. The Sales IUanager or Municipal.Man 
should request notes for each office from the office's contact 
in Municipal Sales Liaison. 1/ 

In addition to the specific representations made by the underwriters in 

connection with the sale of the City's securities, City officials extensively 

commented on the City's finances and securities. These statements were often 

widely disseminated to the media. These public announcements were designed to 

promote the sale of the City's securities by -reassuring investors of the essential 

safety of the investment, the ability of the City to meet its obligations, and the 

constitutional "first lien" backing of all City obligations. _2/ Deny'ing that the 

City was close to bankruptcy, the Mayor and Comptroller admitted that the City had 

finandial problems but blamed the problems on the fiscal practices of past adnini- 

strations, inflation and recession. 1/ Even the negative statements were accompanied 

1/ Merrill Lynch internal document (December 3, 1974). 

2/ See, Chronology at October 22, November 11, 14, 15, 20, 26, December 20, 30 
1974, January 11, February 11, March 2, 7, 12, 22, 23, 1975. To a large 
extent almost all of the Mayor's and Comptroller's statements were calcu- 
lated to promote the sale of City securities. 

2/ See, Chronology atOctober 22, 27, November 9, Ilr 15, 20,. 26, December 20, 
1974, January 28, February 15, March 7, 20, 23, 1975. 
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by optimistic statements about the City's notes and bonds. 1/ These public 

announcements attempted to distinguish "between the problems of balancing the 

budget and the basic ability of the City to meet its credit obligations." / 

The representations described above, in the various forms they took, had 

a single cormnon thread: they were designed to facilitate the sale of City notes 

by emphasizing the safety and soundness of an investment in those notes. Under 

the circumstances known to the underwriters at this time, these representations 

were materially misleading, and the underwriters omitted to disclose material 

facts known to them. 

VI. TIME OF CE~ISIS~HE FEBRUARY-MARCH OFFERINGS 

A. Background 

During the period from February 19 through the end of March 1975, the City 

attempted to market four note issues totalling over $1.3 billion. One of these 

offerings, $260 million in TANs, was cancelled'because of the inability of the 

City to certify the sufficiency of tax receivables available to support the notes. 3/ 

Three remaining offerings were carried out through two public offerings (apFroxi- 

mately $537 million in eAIJs on March 7 and $375 million in RAIJs on March 13) and 

a private placement ($140 million in RANs on March 5). 4/ 

At this point, the underwriters were aware that the City's financial crisis 

had exacerbated to the point of near collapse of the City's fiscal structure. 

They were concerned with the adequacy of the receivables underlying the f~l~s, 

1/ See Chronology at October 22, November 14, 26, 1974, January 20, March 2, 
7, 22, 23, 26, 1975. Most of the statements mentioned in the footnotes 
irm~nediately above and below were tinged in part with optimism. 

/ See Chronology at November 15, 26, Iecembei 23, 30, 1974, January 11, 
March 7, 23, 1975. 

1/ Chemical internal memorandum, Alois S. Jureik to Berman CharboMeau 1-2 
(IYarch 3, 1975). 

4/ See Appendix A. 
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and the high probability that the City would not be able to sell bonds or 

obtain other revenues to repay the BANs. The City and the underwriters had 

never utilized any disclosure document until the March 13 RAN offering. 

The underwriters discussed the issue of making full disclosure and determined 

to proceed with the scheduled March 13th RAN of~ering. At the same ~time they 

continued to sell their unsold allotrnents from prior issues with minimal dis- 

closure, in part because of their fear that full disclosure would render 

City securities unmarketable. 1/ 

?he City needed over a billion dollars in less than thirty days in order 

to aeett its cash needs. Difficult decisions about the underwriters' continued 

participation with the City had to be made, necessitating the involvement 

of the underwriters' highest officials. At this point, the underwriters' 

ability to market the City notes was rapidly evaporating. The underwriters 

had accumulated City securities to the extent of over 205 of their comSined 

equity, and would not, according to Waiter Ciriston, Chairman of CitiSank, 

"stuff" any more City notes into their portfolios. 2/ 

On February 20, 1975, at a meeting with Mayor Beame and his Council of Business 

and Economic Advisers concerning the City's financial crisis, Waltnr Wriston 

of Citibank later reported, the ~iayor was told ''todaqr was the day that the 

r~ney ran out~" 3/ On the same day, an internal analysis by Jac Friedgut, a ilice- 

President of Citibank, described the City's financial problems in somber terms. 4/ 

Friedgut pointed out that the City had obviously overstated budget revenues and 

1/ See generally Chronology at.March 5 and 6, 1975; Div. Ex. Epley 15; Div; 
Ex. Rousseau 3. 

2/ Five pages of handwritten notes marked FNCB, dated 3/6. 

~/ Div. Ex. Friedgut 1; note i, p.7 supra, at 3; Testimony of Friedgut at 41-43. 

/ Citibank internal report, New York City's Financial Difficulties (February 50, 
1975). (Div. Ex. Friedgut 2) 
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noted that some $300 million in borrowed funds had been used to balance the 1973-74 

budget in the face of revenue shortfalls. 1/ The analysis also pointed out that 

the City had exhausted a significant portion of its potential financial flexi- 

bility. 2/ Friedgut stated that the City had indirectly circumvented the State 

constitutional limits on the use of long-term borrowing to finance Expense Budget 

shortfalls by shifting $700 million of current expenses to the capital accounts 

during fiscal 1975. 3/ Friedgut warned that such a shift would increase future 

debt service charges and reduce the City's ability to finance genuine capital 

projects. 4/ 

Over the next few days, a series of meetings were held among the Ilayor, o~her 

City officials and vari6us members of FCLG and the Mayor's Council of Business 

and Economic Advisors. 5/ A February 20 memorandum advised Waiter B. Wriston, 

Citibank Chairman, to inform ~layor Beame at the upcoming meeting on February 24, 

1975 of the Council of Business and Economic Advisors to take a number of steps, 

including cutting costs by, among other things, reducing the number of City 

workers; instituting substantial service cutbacks, increasing service charges 

(such as the subway fare) and making major reductions in capital ex~enditurss. 6/ 

The memorandum also called for significant budget reforms. 7/ 

1/ Id. at i. 

2/ Id. at 2. 

1/ Id. 

4/ Id. 

5/ See Chronology at February 20, 25, 1975. 

6/ Citibank internal memorand~n, William G. Herbster to WalterB. Wriston 
(February 20, 1975). 

7/ Id. at 2. 
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In a February 25th memorandum prepared by Jac Friedgut for use by Hillian I. 

Spencer, Citibankls President, at a luncheon meeting with the i·layor, Friedgut 

stated that 

proposals [such as those: discussed above] willr. 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 auasi-independent agencies. 
Such a defense is both true and not true. If the situation is 
critical enough (which it is) and the Mayor is tough [which he might 
be) many things can be done even if they are technically not possible. 
The time is now." 1/ 

Friedgut ended another memorandum describing a meeting of' the Committee 

staff of the FCLG by stating that the Corr~nittee and the CBC should "work in 

concert ... to~ prepare a unified analysis which would clearly demonstrate the 

absolute inviability of the City if it continued on its present course." 2/ 

Comptroller Goldin was publicly stating at this time that the City could 

not rely on Federal.or State funds to make up the S900 million budget deficit 

and urging that the City must drastically limit expenditures. 1/ 

B. The Aborted TAEJ Offering 

On February 19, the sale to two syndicates headed, by Chase and Bankers of 

$260 million in TANs was announced. 4/ On February 26, the Bankers representatives 

informed members of its syndicate that irhite & Case, its counsel, had informed 

it that based on the figures furnished by an accountant for the City, it`appeared 

-- 

Citibank internal memorandum, Jac Friedgut to William I. Spencer (February 25, 
1975). 

2/ Citibank internal memorandum, Jac Friedgut to William I. Spencer (February 26, 
1975) (Div. Ex. Friedgut 3). 

1/ · See The New York Daily News, february 26, 1975 at 41 (editorial.entitled 
"Fiscal Folderol"). 

4/ News Release, Office of the Comptroller, No. 75-20, February 19, 1975. 
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that the City would exceed its debt limit by $112,000,000 if the TANs offering 

were made. 1/ In light of this, White & Case was unwilling to give a "clean" 

legal. opinion, without which the offering was virtually impossible. 2/ 

The next day, February 27, the Bankers' New York City note syndicate 

met with Marion J. Epley, Esq.iof White h Case. 3/ Epley reported that 

the figures provided to him indicated that the City did not have receivables 

sufficient to cover the proposed TAN offering, and that such an offering would. 

cause the City to exceed its debt limit. 4/ Later that day, the City furnished 

Epley with a second set of figures which showed no deficit. 5/ [ilhite & Case 

indicated that it would issue a legal opinion only if the City provided current 

financial information and certified that the information was accurate. 6/ That 

day, the Chase syndicate', which ~oas su,Dposed to take $140 million of the proposed 

TAN offering, was advised of the problems encountered by White h Case. 7/ 

Thus, on February 27 and 28, a series of meetings ensued among the syndicate 

members, their counsel and City officials. These meetings were held in an 

effort to obtain assurances from the City that anticipated tax revehues were 

sufficient to cover the issuance of the TAi~s, as well as to discuss alternatives 

1/ Handwritten document (Div. Ex. Eide 3). 

2/ Chemical internal memorandum Alois S. Jureik to Herman Charbonneau 
(March 3, 1975) (regarding a February 27 meeting) (Div. Ex. Eide 2). 

1/ Id. 

4/ Id. 

I/ Div. Ex. Eide 3, note 3, p. 43, supra. 

Div. Ex. Eide 2, note 2, p. 43, supra. 

I/ Id. 
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which would allow the TAN offering to go fotward. _1/ Epley stated that he would 

proceed on the basis of certified current estimates, ·:but the Comptroller was 

unwilling to certify current· estimates. 2/ On February 26,·.-representatives of 

White & Case were advised by the Comptroller that the City was prepared to 

certify figures as of February 6. White 6 Case, how~ver, decided that 

February 6th information was not- sufficiently current,.and refused to issue its 

opinion based on their inability to determine frc~n City documents whether there were 

sufficient uncollected taxes to lawfully issue the TANs. / Bankers and Chase then 

refused to accept delivery of the TANs to be purchased by their respective syndi- 

cates. 4/ The TAN offering was cancelled. 5/ 

The Comptroller's public explanation of the cancellation of the TAN offe~ing 

never disclosed the real ·reasons for the cancellation of the offering. A February 

28th press release by the Comptroller stated that, contrary to reports which had 

been circulated, there was no question concerning the sufficiency of City tax 

revenues to meet all obligations incurred by the February 19th offering. 6/ Indeed, 

a IYarch Ist New York Times article-quoted the Comptroller as saying the cancellation 

cane.about because of a "sudden demand by underwriters unprecedented in the history 

of the City for data that couldnot be physically compiled, checked and verified 

1/ See Chronology at February 27 and 28, 1975. 

2/ Elarion J. Epley, Memorandum for the Files (February 28, 1975); Testimony 
of Goldin at 54, 61, ill-112; Div. Ex. Eide 2, note 2, p. 43, supra. 

1/ Div.j Ex. Eide 2, note.2, p. 43, supra. 

4/ Id. at 2, 3. 

_5/ Dow Jones Broad Tape, February 28, 1975. 

6/ The New York Times, March i, 1975, at 29. 
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in the short time available." 1/ The New York Times article, however, also 

quoted representativesof Bankers and Chase as saying that the offering 

had been cancelled because the City was unable to establish that the offering 

was within the borrowing limit. 1/ On IYarch i, ~layor Beane and Comptroller 

Goldin were quoted in a New York Post article as saying that the City 

had no immediate cash problems, and that future borrowing would be more 

than sufficient to meet New York's obligations. 3/ In this exchange, however, 

the reasons for the cancellation and its implications for the City were 

not disclosed. 

The implications of the cancellation of the February 1975 TAEj offering 

were very disturbing. A major source of City financing had been closed 

off after the City's estimates of revenues had not been satisfact3rily 

confirmed. In light of the collapse of the TAZJ offer`ing and the increasing 

cash flow deficits which had to be made up by short-term financing in a market 

increasingly resistent to purchasing New York City securities, the aborted 

%i~N offering raised serious questions about the ability of the City to meet 

its daily cash needs. 

C. The First ijeek of March 

The gravity of the City's fiscal situation was once again revealed when a 

~larch 5 i'~lew York Times article reported that Comptroller ~Goldin had, since 

December, twice revised his fiscal year 1974-75 estimates of the City deficit, 

1/ Id. 

2/ Id. 

1/ T~J~wYork;t, Maroh i, 1975 at 3. 
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but was refusing to make his revisions public to avoid a confrontation with the 

Mayor. 1/ 

A March 3, 1975 memorandum entitled "The City Budget Mess" written by Jac 

Friedgut of Citibank to Spencer, its President, described the City's 

financial and accounting procedures and their implications for the future in 

stark terms. 2/ Friedgut stated that the City's basic problem was the rapid 

growth of expenditures as compared to income, coupled with the City's use of 

short and long-term borrowings to finance the deficit. 3/ Friedgut attributed 

the growth of short-term borrowing from $1.3 billion to approximately $5 

billion to the City's need to meet the revenue-expenditure gap. 4/ Friedgut went 

on to,oint out that the long-term debt had increased from 55 billion in 1970 

to $8 billion in 1975, and that an important element in this increase had been 

the City'suse of such funds to finance current expenditures. 5/ Friedgut also 

described as "staggering" the increase in the City's debt service charges, which 

had grown to $1.435 billion a year. 6/ Friedgut concluded that no time could be 

wasted in putting the City's fiscal house in·orciet and that only a·cor;nitr~ent 

to drastic ~action by the City should cause the financial community to give further 

credit. 7/ Such action, Friedgut stated, would include a reduction in the City 

The ~ew York Times, March 2, 1975, at p. 46. 

2/ Citibank internal merorahdum, Jac Friedgut to Mr. William I. SDencer, 
President, The City Budget Pless (March 3, 1975) (Div. Ex. Frie;igut 6). 

3/ Id. at i. 

4/ L4r at 2. 

I/ Id. at 2. 

_6/ Id. at 2. 

Z/ Id. at 3. 
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budget from`S13 billion to $12.5 billion by means of a freeze in labor costs 

and a reduction in City services. 1/ Additionally, Friedgut recommended that 

the banks demand that the City cease its practice of using such procedures 

as overestimating revenue, underestimating expenditures, advansing· collections 

of revenues and manipulating its accounting practices. 2/ 

A March 5, 1975 internal memorandum by Friedgut entitled "The Banks and New 

York City" made many of the points contained in the memorandum of flarch 3, and 

stated that unless the City budget deficit was reduced by 5884 million for fiscal 

year 1976, the City's fiscal situation would not be viable. 3/ 

D. The ~larch 7 BAN Offering 

A series of meetings which were held beginning March 4, among syndicate 

members, their counsel and City officials regarding the $537 million SAi·J offering, 

led to a single bid by the merged syndicate and a negotiated interest rate 

of 8.69%. 4/ This was a departure from the usual past practice whereb_v competitive 

bids were sua3itted by rival syndicates. During the course of these meetings, 

the participants raised the auestion of whether the debt limit of t~e City would 

be exceeded and whether a disclosure statement should be issued in connection · 

with the issuance of the BANs. 5/ Polls were taken of t~e underwriters as to 

1/ Id,at 4-5. 

2/ Id. at 4. 

_3/ Citibank internal memorandum "The Banks and New York City" (Jac Friedaut 
I5~irch 5, 1975) (Div. Ex. Friedgut 7). 

4/ See Chronology at March 5, 6, 7, 1975. 

Testimony of Charbonneau at 302-303; Testimony of Isolano at 63; Testimony of 
Brophy at 16-19; Handwritten notes "N.Y.C. Subcommittee, 3/7/75" (Div. 
Ex. Grossman 4); Handwritten notes "Eleeting at Chemical 3/5/75, 4:30 o.m. 
(Div. Ex. Epley 15). 
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as to whether they would participate in the underwriting, and whether they 

favored disclosure in the course of the sale of the notes. 1/ 

Chase wanted to proceed with full disclosure. Manufacturers seemed to 

prefer full disclosure but suggested that the offering be conducted on a 

limited liability basis. Bankers wanted to participate but noted a market- 

ability problem. Chemical expressed a desire to participate but was unsure 

about full disclosure, cor~onenting that perhaps a brief and comprehensive 

statement would suffice. Citibank was unsure whether it wanted to,oartici- 

pate but thought a disclosure statement would raise additional issues. 2/ 

It appears that the Morgan representative recommended that the offering 

be conducted on a private placement basis, but that there were strong feelings 

among the underwriters that they not buy this issue as an/investnent for their 

own accounts. They decided, however, to make a public offering "as an effort to 

keep markets going." / It appears that Merrill Lynch favored not having a 

disclosure statement. 4/ It also appears that i·lerrill Lynch indicated that 

I/ Div. Ex. Epley 15, note 5, supra at 47; Testimony of Brophy at 17-19. 

?/ Div. Ex. Epley 15, note 5, supra at 47. 

1/ Testimony of Srr.eal at 108-109. 

/ The notes of an employee of:uhite & Case state the following under the 
heading of "Cisclosure": "Werrill - would rather not have disclosure 
statement". In the left margin of the notes appears the following: 
"Merrill - marketing lyes - w/o disclosure)" (Div. Ex. Epley 15, note 
5, supra at 47); Charbonneau Ex. 19. 

Rousseau, a Vice President of Merrill Lynch's municipal bond depar~ent 
testified that the reason for #errill Lynch's opposition to disclosure 
was that IYerrill Lynch felt that disclosure was irrelevant and could 
be misleading. The reason Rousseau gave is that the sole basis on 
which the City notes were being offered was the colrrmitnent of the City's 
full faith and credit and the constitutional obligation to repay the - 
notes. Rousseau further testified that the discussion of market- 

ability in the context of disclosure related to the utility of a 
disclosure document in marketing City notes. 
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it would participate i? the underwriting without disclosure. During the course 

of the d.iscussions among the underwriters, remarks were made to the effect that 

full disclosure would limit the marketabillty of the notes. 1/ 

It was decided that the proposed BAN offering would be publicly marketed, 

and that disclosure, to the extent any would be r~de, would be accomplished by 3 

news release from the Comptroller and a Report of Essential Facts. 2/ In 

fact, however, the Re_wrt was not utilized until after IYarch 13. The City, 

after some hesitation, on Ilarch 7th, accepted the bid of the merged syndicate 

in the $537 million in BANs at a negotiated rate of 8.69 percent. 3/ City 

officials were displeased by the rate, described it as very high·, and 

attributed it to the UDC crisis; they said, however, that it was the best 

obtainable under the circumstances. 4/ 

1/ Testimony of Rousseau (April 14, 1976) at 95; Charbonneau Ex. 19; 
Charbonneau at 237-238. 

2/ "New York City $537,200,000 Bond Anticipation Notes Conditions of 
the Bid" (undated, unsigned typed single page docunentj (Div. Ex. 
Charbonneau 11). 

1/ Testimony of Charbonneau at 310; News Release, Office of Comptroller, 
No. 75-30 (March 7, 1975). 

4/ News Release; Office of Comptroller, No. 75-30 (March 7, 1975). 
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On the same day, the Conptroller, in a press release explained th$t the 

relatively high rate on the BANs was in part caused bythe Wein litigation as i: 

well as by recent negative occurrences in the municipal bond markets, adverse 

economic conditions and the City's ever-increasing cash needs. 1/ Stating that 

solution of the City's fiscal problems was not an easy matter, Conr>troller Solclin 

expressed his confidence that the City would, when the time comes, Se in 3 

satisfactory legal and fiscal position to sell bonds to fund the 9~s it was 

now issuing. 2/ 

Comptroller Goldin's statement glossecl over the City's problems by attri- 

buting the City's financing problems, in great part, to extraneous factors. 

Certainly, the Comptroller's statement was no substitute for full d\isclosure 

by the underwriters considering the information then in their possession. Such 

a statement should have disclosed the serious risk that, in the future, 

long-term bonds could not be sold or other revenues sources used to repay the 

3A5Js. Given the serious questions concerning the ability to market City 

bonds, it is questionable whether it was proper to' proceed with the SA~J 

offering. 

-- 

I/ ~ews Release, Office of Comptroller, EIo. 75-31 (Marc~ 7, 1375). 

2~ Id.; See also Chronology at Warch 7, 1975 for a discussion of the 
~ifferences between the Comptroller's release and the release as 
originally drafted bycounsel for the underwriters. 
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E. The March 13, 1975 R~~ Offering 

With.the closing of the BIUJ offering on March 7, 1975, attention was 

directed to a proposed offering of 5375 million in RANs. At a meeting of the- 

Grossman Committee on the afternoon of March 7th, attended by representatives 

of many of the members of the underwriting syndicates, many issues were raised in 

connection with the feasibility of proceeding with the offering including sug- 

gestions that the City would soon exceed its borrowing capabilities. V Questions 

were also raised about the availability of revenues to support the proposed RAN 

issue and whether it was necessary to analyze the data underlying the City's 

figures. It was discussed that such an inquiry might raise disclosure problems 

if it were determined that revenue receivables- would not support the issuance of the 

notes. There was also discussion of other problems that might result from full 

disclosure, 2/ and of the need for alternative ways for the City to sleet its 

cash needs other than through the issuance of City debt. It was indicated that 

the budget gap for the 1975-1976 fiscal year would approximate $2 billion. / 

In the next several days, there ~ere discussions with City officials con- 

cerning the proposed ~AN offering and the problem of marketing City offerings 

in the light of the City's financial condition and the growing City deficit. 

I/ Div. Ex. D. Gross;nan 4, note 5, p. 47, supra; Testimony of CharSonneau 
at 314-18; Typed outline bearing the handwritten notation, "David 
Grossman, Chase Bank presentation item 12" (March 8, 1975) (Div. Ex. 
Charbonneau 21); Seating Chart "Meeting of March 7, 1975" (Giv. Ex. 
D. Grossman 7A). 

2/ Div. Ex. Charbonneau 21, supra. 

3/ Id. 

// 
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The City officials took the position that there were sufficient receivables 

available to cover all outstanding RANs, including ~the proposed issue of $375 

million, and produced schedules purporting to support their contentions. 1/ 

At a March 10 meeting of the FCII;, Chairman Ellmore Patterson of Morgan 

asked all the underwriters present to quantify their City debt holaings to 

support their claim to the City that they could no longer take large amounts 

of City debt paper into their inventory. They calculated that they held 

over $1.2 billion in City securities, or 20 percent of their combined 

equity. 2/ 

A meeting of the merged syndicate with reslject to the RAN offering 
began on March 12, and reconvened the following day. 3/ The final consensus 

was that the disclosure obligations would be net through the publication 

of the Report of Essential Facts. 4/ It was stated that the underwriters' 

duty was not to "rurmnage around" as required by the Securities Act, but rather 

to provide buyers with copies of the Report of Essential Facts. 5/ At a FCLG 

meeting on March 7th, Wood Dawson had stated that the underwriters had no reason 

1/ Handwritten notes labeled A127J (Div. Ex. Goldin 76); Chase internal 
memorandum, David Grossman to Messrs. O'Sullivan, Chase et al., "Supporting 
blaterials for NewYork City Note Issue" (IUarch 11, 1975); l'lerrill Lynch 
internal memorandum, Jean J. Rousseau to Donald T. Regan, "~Byors Advisory 
Committee Meeting - March 11, 1975" (~arch 13, 1975) (Div. Ex. Rousseau 15). 

2/ Note i, p. 3, supra. 

/ See generally Chronology at March 12, 1975. 

4/ Testimony of Srr~al at 138-142, 186-187; Letter, White & Case to 
Prospective Members of the Bidding Syndicate for ;IANs to be 
offered on March 14, 1975 (March 12, 1975). 

Jean J. Rousseau, handwritten notes (March 12, 1975). 
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to look behind the City's statements unless there was some definite reason to 

suspect "hanky panky" and there was discussion as to whether revenues existed 

which could be used to retire the RANs at maturity. During the second day 

of the meeting, Jean Rousseau of IYerrill Lynch made a ~ryptic notation in - 

his notes of "possible criminal liability if we participate." 1/ 

The Report of Essential Facts ultimately issued on Plarch 13 in 

connection with the RAN offering was materially inadequate. It contained 

a schedule of the.City's proposed borrowings through June 30, 1975 and a 

schedule short-term and long-term debt maturing through June 30, 1975. It 

also stated: 

New York maintains a computerized cash flow fore- 
casting system to project cash receipts and 
disbursements. Projections produced by this sys- 
tem on March 9 indicate that the future borrowing 
listed on page 3, together with projected City revenues, 
will be both necessaryand sufficient to meet the 
City's cash needs including through June 30, 1975, 
including the redemption of maturing debt. The City 
requires -continuing access to the capital markets 
.. .-in order to meet its cash needs through June 
30, 1975, including the redemption of maturing debt. 1/ 

The Report of Essential Facts failed to contain, among other things, 

any significant disclosure of the City's continued and growing budget deficit 

and budget gir;n~ickry and their likely effect on the City's ability to secure 

additional necessaryfinancing. Nor did the Report of Essential Facts disclose 

the likelihood that a financial crisis was ir;n;linent, and that such a crisis 

1/ Jean J. Rousseau, handwritten notes (March 13, 1975)(Div. Ex. Rousseau ~). 
In his testimony before the staff, Rousseau explained this notation. He 
said that he recalled that, at the meeting, Epley of ~hite b Case had 
stated that the syndicate members might be liable to holders of the out- 
standing RANS if they took action which was contrary to that taken in 
connection with prior RAN issuances. Testimony of Rousseau at 164-5 
(May 13, 1976). 

2/ Harrison J. Goldin, Comptroller, City of New York, "ReFort of Essential 
Facts" (~clarch 13, 1975). 
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could only be averted by drastic City action or drastically increased State 

and Federal aid. In addition, there was not any disclosure of the likelihood 

that the City would be unable to raiseadditional funds through June 30 

from the public market, despite its need for such additional financing to 

meet its debt service and operating needs. There were other serious disclosure 

deficiencies known to the underwriters and detailed in the ''City and Its 

Officials" Chapter of this Report. The underwriters went forward with 

the RAN offering despite their serious questions about City receivables 

the City's ability to support the RANs it was about to issue. 

F. Post March 1`5 Developments 

The action and statements of representatives of the underwriters over 

the course of the six weeks after March 15, during which time the efforts to 

sell the March 7 BAZJ and I~arch 13 RRN offerings were ongoing, clearly indicate 

inadequacies of the disclosures made during that time period. These actions 

and statements further indicate a recognition on the Dart of- the underwriters 

of the adverse impact full disclosure would have had on their sales effort. 

Further questions were raised about the propriety of the underwriters pro- 

ceeding with the offerings in view of the questionable nature of the receivables 

sup,Dorting the RANs and the improbability of redeeming the B~s with conds or 

from revenue sources. The underwriters during this period were clearly aware 

that the City's financial structure was on the verge of collapse, yet proceeded 

with nearly a billion dollars of offerings during the first 15 days of March, 

and continued public sales of City securities after white & Case had specifically - 

advised them of potential securities law liability should they continue with- 
out full disclosure. 
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On i·larch 14, 1975 the Comptroller's TIXII Committee met with Comptroller 

Goldin to discuss the City's financing schedule for the balance of the fiscal 

year ending June 30, 1975. i/The Committee..members present, including top officials 

of Chase, Citibank and Salomon:Brothersl discussed the fact that the possibility 

of obtaining the funds the City required through public offerings was not good. 

According to a memorandum written by Frank Smeal of IYorgan, Comptroller Goldin 

was informed by Smeal that, in his view, the banks were at or close to saturation 

with respect to City securities. As of 2larch 14, only about 557 million (15 

percent) of the $375 million RAN offering and $240 million of the $537 million 

BAN offering had-been sold. The Corrmittee discussed the City's cash reauirement 

of $550 million by April 14, 1975, and alternative sources of funds. The Cor~i,ittee 

mer;$ers told the Comptroller that they.were "scared" about the City's finances. ?j 

The underwriters apparently would no longer becomforted by the ~layor's 

assurances of a balanced budget, 1/ In addition to being foreclosed from the 

public market, the City could not expect, under prevailing Economic conditions, 

to raise revenues or cut expenditures so as to produce an accurate and balanced 

budget. 4/ 

A ~emorandumwritten in preparation for a:forthcoming meeting to be held 

betweel7 the l"layor and David Rockefeller of Chase, ~·iillian SFencer.of Citiban;e and 

Ellmore ~atterson of Morgan on i·larch 17, 1975, noted various foreboding signs. 5/ 

1/ l"iorgan internal memorandum, Frank Smeal to Ellslore Patterson (~lar~h:~, 1975). 

2/ Id. at 1-2. 

2/ A memorandlrm entitled "hroposed Statement to Mayor aeame by the Messrs. Patterse 
Rockefeller, Spencer on March 17, 1975" (Div. Ex. E. Patterson 7) stated: 
"The Market will. not be reassured by assertions of balanced budgets when balanc~ 
is achieved-by further borrowings or gimmicks or shifting accounts or a general 
overstatement of revenues.and understatement of expenses." Id at 3. 

~/ ;30rgan internal memorandum, suDra, note i, at 3. 

5/ Div. Ex. E. Patterson 7, supra, note 3. 
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The memorandum began with a statement that public knowledge of the meeting 

dould trigger a panic in the market and that the group should publicly state 
that the meeting was related to the continuing effort of the group to help 
the City~solve its problems. The memorandum incorporated into a proposed state- 
ment to the ~yor that the March 13 RANS were not selling well "in spite 
of the fact that we had a clean legal and d thoroughly acceptable 'record 

of essential facts' as a substitute for a very damaging disclosure 
sta~. " (~phasis added) 1/ The memorandum stated that the City would 

reouire about $1.7 billion in Short-term and $500 million in long-term i~oney 
to make it through the end of the fiscal year. The memorandum further stated 

that the ability of the banks to supply money had been virtually exhausted 
and the market had been manifesting little interest in City issues - all 

at a time when the City's borrowing needs were greatest and budget problems 
most visible. Noting that the City's problems were rooted in its living 
beyond its means, the memorandum concluded that "[t]he magnitude of the 

needs are such that they can only be supplied by agencies of the Federal 
goyernment." 2/ 

The proposed statement further discussed the City's borrowing requirements 
for the remainder of the fiscal year. / T~L~e memorandum further indicate? that 

the banks had invested between 1/5 and 1/4 of their equity in City obligations, 
thereby eviscerating their ability to raise revenues through the purchase 

of additional amounts. 4/ It further discussed the market's inabilit,v to 
--------- 

1/ Div.~~I;j~Ex. E. Patterson 7, note 3, p. 54, supra, See also Chronologlr at Clarch 15, 

2/ Div. Ex. E. Patterson 7, supra, at 2. 
3/ Id. at 2. 

4/ Id. at 2. 
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absorb even one-half of the previous week's note issue. I/ It was apparent 

,\ that the public market for City securities was closed and that the City, if 

possible, would have to seek to enlist the support of the State and Federal 

governments for aid. The proposed statement noted thevarious techniques the 

City had used to balance its budget. 2/ 

The use of these questionable budget practices was communicated to a 

Congressional delegation from New York by Citibank's Jac Friedgut, who noted 

that expectations of large increases in State and Federal a`id was unrealistic. 

In his written remarksdistributed at the meeting, he said that "[ulnless 

something- gives bin the budget] .the city fiscal situation might not be viable 

and New York City paper would then be suspect, regardless of interest rate." 3/ 

On ~arch 18, it was reported in The New York Times that the New York State 

Pension Cosanittee.had issued a report which found the pension funds ''dangerously 

depleted by a decade of budget 'gi7mickry.'" The report stated the City had 

chosen to underfund its pension funds to balance its budget, and that from 1967 

to 1975, total underfunding came to $2 billion. 4/ 

A memorandum, also dated March 18, from Thomas Labrecaue to Willard 

Butcher, described Chase's holdings in City securities and the Cit,v's pro- 

jected borrowing needs for the fiscalyear. He concludedthat 

y Id. at 2. 

1/ Id. at 3-4. .See also, note i, p. 54, supra at 2. 

3/ See Chronology at March 18, 1975; Presentation by Jac Priedgut, VicE 
President, Citibank, before the New York City Congressional Celegation 6, 
1IYarch 18, 1975). 

4/ The New York Times, March 18, 1975. 
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Given the sales performance of New York City obligations 
over the last two weeks, the City's ability to float this 
amount of debt [$2.15 billion) is tenuous at best. ~hile 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/ 

On March 19, Grossman of Chase prepared a memorandum to David Rockefeller 

concerning the "CityProblen in April" [sic], wherein he stated that if the Ci'ty 

could not to sell its scheduled debt for April, it would be in a cash 

deficit position of over $400 million on April 14. /~ He explained that 

although the City appeared to be able to meet its April Ilpayroll, only $66 

million would then be available to redeem $600 million in TAiJs naturing 

that week. 3/ He reached the obvious conclusion that there was little time 

available to develop viable alternatives. 4/ 

On the same date, the CBC released a statement concerning the City's 

fiscal situation. The Committee observed that the cost of the City's current 

operations could no longer be met out of current revenues or anticipatory 

borrowings. 5/ 

On ~larch 20, 1975, Grossman of Chase and Jdhn monpson of'ij.g. ~lorton &'Co., 

a broker-dealer, net in i~ashington with Under Secretary of the Treasury 

John Bennett. During the meeting, Grossman outlined in general terms the 

City's financialproSlems. aennett noted t~at by continuing to sell the. 

City's securities in the public market without disclosure, the underwriters 

1/ Chase internal memorandum, Thomas G. Labrecque to Cillard C. Butcher, 
"New York City Financing Picture" 1 (IYarch 18, 1475). 

2/ Chase internal memorandum, David A. Grossman to David i7ockefeller 1 
(March 19, 1975). 

1/ Id. 

4/ Id. at 2. 

1/ Citizens Budget Commission, Inc., Statement by the Citizens Budaet 
Corranission on New York City Fiscal Situation 7 (Warrh 10 1975~_ 
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had potential legal exposure under Section 10(5) of the Securities Exchange 

Act of 1934 and Rule 10b-5 thereunder. 1/ Immediately after the meeting, 

Grossman telephoned David Rockefeller, and reported on the meeting with Bennett. 

On his return, the same day, Grossman met with Chase's lawyer to discuss the 

meeting with Bennett. 2/ 

Having determined that the spread between prime paper and lesser credits 

was "historically wide", Bankers, on March 20th, decided to downgrade its rating 

of City notes and recormnend that the bank li~uidate its holdings in such notes. / 

On ~rch 23rd Mayor Beame gave a'press conference and presented a multi-point 

plan to help alleviate the City's financial crisis. 4/ Despite the fact that 

other members of the investment community had concluded otherwise, 5/ Ell~re 

Patterson, Chairman of Morgan, issued a press release on March 24 acclaiming 

the program as a move in the right direction. 6/ 

On IYarch 24th, representatives of the investment community, including 

Citibank, Chase, ~lorgan, Salomon Bros. and Chemical, met with Goldin and ne~ers 

of his office. Goldin stated that the City needed $2.3 billion to get through 

June. Several representatives of the investaent community projected that the 

maximum amount which could be raised in April was between $100-200 million, 

I/ Testimony of D. Grossman at 190-191; nenorandun of interview ~ith 
Undersecretary of the Treasury John Bennett 1 (April 19, 1975). 

2/ Testimony of D. Grossman at 196-199. 

3/ Bankers internal memorandum, Roy Anderes to Ed Sibert and Bill Liltz, "New 
York City [illegiblel and Bonds" (March 20, 1975) (Div. Ex. Anderes 3). 

News Release, Office of the ~layor, No. 111-75, March 23, 1975. 

1/ Bennett Interview, note i, supra~at 3. In this regard, on March 25 re- 
presentatives of severalNew York banks told John Bennett that Beane's 
speech was a disaster inasmuch as it failed to deal with the realities 
of the.situation. Id. 

p/ News Release by Ellmore C. Patterson, Chairman of the Board, E~lorgan 
(March 24, 1975). 
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while others noted their belief that no market for City securities existed at 

all. Goldin alluded to the April Ilth payroll and April Ipth maturity date for 

certain notes and stated that several hundred million dollars was required to 

meet these obligations. He also reported that.the City had been experiencing 

difficulties in seeking relief from the federal government. 1/ 

On March 25 representatives of Morgan, Citibank, Chase, Salomon Bros., as 

well as City representatives and other representatives of financial institutions, 

met with Treasury Department and Federal Reserve officials in;jashingtcn. 2/ 

Bennett, who had arranged the meeting to convince the City to be factual and 

objective in advising.the public of the problems, felt the meeting was of no 

help. 3/ 

On i·larch 26, the staff of the FCLCI net. 4/ Grossman reported on various 

discussions -with the Federal government, indicating that there was no present 

prospect that it would provide needed funds. Grossman also stated that if "one 

time shots," financing of current expenses in the capital budget, overestir;;ating 

of revenues and other such practices were eliminated, the truebudget gap would 

be "+ $2 Billion", I/ Jean J. Rousseau, head of i·lerrill Lynch's iunicipal Bond 

Divisibn, stated that he believed the market for City securities was "crippled 

1/ One page document produced by Chemical. 

1/ "Chronological Narrative of the Participation of ~organ Guaranty Trust 
Company of New York City in Matters Relating to New York City: Dece~i$er 
1974 through March 1975" 36 thereinafter cited as "Elorgan Submission"). 

2/ aennett Interview, note i, p. 58, supra, at 2-3. 

"New York City - Staff Advisory Comnittee" tJean J. Rousseau, March 26, 
1975) (Div. Ex. Rousseau 21). 

5/ Id. at i. 
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and, absent some encouragement, very unlikely to be able to~absorb another 

issue. 1/ 

On March 26, representatives of Morgan, Chase, Citibank, Manufacturers, 

Bankers and Chemical~met. Among other things, they discussed the irr~nediacy 

of the City's cash needs and the,wssibility of default by the City. In fact, 

at that time, counsel to certain of the banks were exploring the implications 

of a potential City default and bankruptcy. 2/ 

On the following day, Patterson of Morgan, Rockefeller of Chase and 

Spencer of Citibank met with Beame and Goldin and an official of the Federal 

Reserve Bank in New York.City at Gracie Mansion, again to discuss the City's 

financial problems. The group discussed the lack of interest in City. securities 

in themarket place and the urgencies of the City's cash needs in light of 

the April 14 maturity date of substantial amounts of City notes. A Federal 

Reserve official indicated that a Federal Reserve loan was unlikely. The 

group decided to work toward developing a fiscal reform program to restore 

investor confidence. 3/ 

Discussions concerning the fiscal crisis, fiscal reform and the o,Dening 

of a public market for City notes continued on March 28 at Chase's offices. 

Those,oresent included City'and Federal officials and representatives from 

Chase, i~organ, ~lanufacturers, Chemical, ~ierrill lynch, Citibank, Bankers, 

and Salomon. The immediate objective of the discussions was to determine what 

steps were necessary and what time schedule was appropriate to bring about 

adequate financing by April 14. 4/ 

1/ Id. 

2/ Morgan Submission, note 2, p. 59 supra at 36-37. 

3/ Testimony of Rockefeller at 57-58; Testimony of E. Patterson at 89-90; 
Testimony of Beams at 189; Goldin Ex. 83; Labreccrue Ex. 22. 

See Chronology at.Harch 28, 1975. 



_61_ 

The discussion continued on March 29. The agenda for the meeting reflects 

that it was decided, among other things, that the City should embark upon 

a program upgrading the quality of its financial reporting and accounting 

procedures and issuing a comprehensive prospectus for each· future securities 

sale. 1/ 

On the afternoon of March 31, representatives of the Chase, Chemical, 

Morgan, CitiSank, Manufacturers, Bankers, the 3Jew York Federal Reserve Bank, 

and White & Case met at the Chase's offices. Z/ The group discussed the 

,wssibility of anti-trust implications concerning their recent meeting and 

then turned to the possibility of underwriting the City notes to be sold 

on April 14. 1/ Marion J. Epleyr Esq., of ~Jhite & Case, advised the group 

that there would be very serious disclosure problems attendant to the resale 

of such notes to the public. He further advised that the required disclosure 

would probably create serious marketing problems. 4/ Epley stated that his 

firm had advised Bankers that in view of the developments since the 

issuance of the March notes, continued selling may give rise to,ossible 

liability under Rule 10&5 to a selling underwriter and recommended that 

those present might consult with counsel. 5/ Sanford of Bankers later stated.; 

1/ FCLG Memorandum and accompanying handwritten notations, "Elenents of 
A Fiscal Improvement Program For Mew York City" (Second draft, llaarci 24,- 
1974) (Div. Ex. Flanigan [sicl 20); See also Chronology at March 29, 1975. 

Y ~arion J. Epley Memorandum for Files (March 31, 1975). 

_3/ Id. at 1-2. 

4/ Id. at 2. 

5/ Id. at 2-3. 
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and Labrecque of Chase agreed, that their banks might continue to make sales 

of City notes with the understanding that if the City should default thereon, 

the bank would repurchase them.at the original sales price. 1/ 

Labrecque stated that White h Case had been asked to examine the effect 

of a City default on April 14th, when $600 million in TANs became due, and 

had been asked to study the possibility of a "secured" financing in i~Dril. 2/ 

The discussion turned to the City's willingness to recognize the priority 

of debt repayment "over payments to,oolice, welfare recipients, etc." _3/ 

Sanford stated that the City still had not demonstrated the willingness to lay 

off employees. if such were required to produce a balanced budget. 4/ There 

followed a brief discussion concerning the draft of a document entitled 

"Elenents ofa Fiscal Improvement Program for New York City", the City's 

fiscal problems and the fact that various Federal officials had stated that 

the City would not receive additional Federal aid. 5/ Wite & Case was instructed 

to, proceed with revision and substantial expansion of the Report of Essential 

r"acts eo3loyed in the earlier PAN offering. The possibility Has discussed 

that adequate disclosure might be impossible under the circumstances and 

this was acknowledged by the bankers present. 6/ 

On i·larch 31 John F. Thom_Dson of W.H. PIorton & Co., sent a memorandum 

to Frank P. Smeal and Amos T. Beason of 1Yorgan with suggestions fbr solvi7g 

1/ Id. at 3. 

Id. at 3-4. 

1/ Id. at 5. 

4/ Id. 

5/ Id. at 5-7. 

6/ Id. at 9-10. 
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the City's fiscal crisis. 1/ The memorandum began with a statement that a 

solution to the City's fiscal crisis was impossible before April 14. 2/ 

Thompson mentioned the possibility of a City default ("would do more harm- 

than good", he said), and stated.that almost $3 billion of RANs were outstandina 

due to the City's practice of retiring RANs from previous years with the proceeds 

of larger borrowings against currentrevenues. 2/ "Thus, the deficits resulting 

from revenue shortfalls in several succeeding years have in effect Seen folded 

into a cwnulative balance of RANs outstanding." 4/ 

On April 1, 1975, EI~ley wrote a letter to Labrecque of Chase concerning~ 

disclosure questions involved in marketing ZJew York City securities. 5/ In 

part, the letter stated: 

5~ile it may be possible for updating and supplementing 
[the ~ewr'e of Essential Facts dated March 13, 1975] 
to satisfy the applicable legal r~touirenent~s with 
res~ct to future underwritten offerings, we understand 
from our discussions with the Banks that the adverse 
information which would be required in such a Reco~t 
would in all likelihood render the City securities 
unsaleable . 

One of the suggestions which has evolved. . .`nas been 
the oreparation by the City of a coRDrehensive pros- 
wctts to be updated and circulated in connection with 
each sale of bonds and notes by the City. 

1/ ~lezlorandum, John F. Thonpson to Arms cl. Season and Plsank D. Sneal 1 
(draft, ~-larch 31, 1975). 

2/ Id. ~honoson wrote: "The seriousness of the problem must be recognized by 
~n:concerned, although quietly. . ." Id. 

4/ Id. 

5/ Letter,.h~arion J. Epley to'ihonas Labreccrue (April i, 1975). Copies of the 
letter were sent to Citibank, Chemical, Manufacturers and Bankers. Id. 
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Regardless of the:form which any ultimate disclosure 
documentmay take, we reemphasize our advicethat 
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 interests 
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. 1/ 

On the following day, Epley wrote substantially the same letter to 

Ellmore Patterson of Morgan. 2/ The text of the two letters differed only in 

that the last sentence of the first paragraph of the April Ist letter, cited 

above, was omitted and replaced, on April 2nd, by: 

It may be possible by updating and supplementing that 
~ Report to satisfy the applicable legal requirements 

with respect to future underwritten offerings. 2/ 

On april 2nd, Standard & Poor's suspended the City's "A" rating on general 

obligation bonds, attributing the suspension to the rapidly deteriorating 

ability of the City to raise money in the capital market, which had put unusual 

strains on the.City's ir~ediate cash position. 4/ 

·On April 4th, it was announced that the State would give the City $400 

million as an advance payment of a.id. 5/ With the suspension of the City's "A" 

rating by Standard & Poor's and the City's resort to an advance of State aid 

I/ Letter, Marion J. Epley to plonas Labrecque, (April i, 1975) note 5, 
p. 63, supra. 

2/ Letter on the letterhead of White 6 Case, ~ihite 6 Case to Ellmore C. 
Patterson (April 2, 1975). 

Id. 

4/ Dow Jones Wire Service Release, April 2, 1975. 

1/ The New York Times, April 4, 1975, at i, 30. 
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to avoid a defaults the underwriters' traditional role of marketing the City 

securities to the public had come to an end. The events of the last weeks 

of the period covered by this Report represented merely the foreseeable and 

inevitable culmination of the basic underlying problems created by the City's 

revenue-expenditure gap. Thus, Epley's and Bennett's warnings about the dangers 

of selling the City notes without substantial additional disclosures were 

equally applicable ·throughout the October through E~arch period. 

VII. PRICE EFFECTS OF CITY FISCAL CRISIS 

After April 20, 1975, the·City's fiscal crisis had an unsettling effect 

on the prices at which City notes were traded. ~/ Because of uncertainties 

created by the crisis, there were significant fluctuations in these prices 

during this period. Price and volume information for trading in City notes 

is not available on bases comparable to that available for industrial bonds 

or stock. The Conanission staff found it necessary to obtain price data from 

specific trades directly from various municipal bond dealers. 

The analysis shows that, starting during July 1975, the price of City 

notes dropped markedly. Thus, while prices had ranged to a low of $96 ton 

a par value of 100) during i~ay and June, a substantial decline is discernible 

beginning about July 21, 1975. The data analyzed by the Con~c~ission staff 

relates to issues of varying coupon rates and maturity dates. One chn discern 

the decline in prices by following the patterns of specific issues. 

For example, based on the data analyzed, a 9.40% City RAN (with a maturity 

date of January 12, 1976) traded on July 17 at a price of 596.80, a discount 

1/ A chart showing prices for periodic trades analyzed by the Commission 
st~ff is annexed as Appendix 8. 
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of only 3.2% off par value. Five days later, however, notes from the same 

issue traded at $86, a 14% discount, over a 10% drop in the five-day period. 

On July 29, notes from the sane issue· traded at $83; and on September 29, 

581.625. On November 5, ten days before the enactment of the ~loratori~, the 

sane issue traded at $65 -a 35% discount from par value. On ~d~mSer 31, 

after the E~oratorium was enacted but before it was declared unconstitutional, 

and twelve days bef6re the I~ANs issue had been scheduled for redemotion, the 

price of this notehad declined to a low of $55.25 -- almost a.jO% droD in the 

value of this note since its issuance, less than one year earlier. Similar 

declines are shown in the trades of other City issues analyzed by the Coamission 

staff. 

There are currently outstanding a~proxi~ately $1 billion in City notes which 

are past redemption. There have been recent trades in some of thesenotes 

approximately at par. 

VIII. THE SANK RECO~S 

As part of the Colrnission staff's investigation, a review was ;nade of the 

records of several of the banks which acted as principal City underwriters, 

including Chase, Bankers, Citibank, Chemical, Yanufacturers, and ~ot~gan. 

Tne review of Sank doclments, originally subpoenaed in early 1974, proved 

to be hampered by the lack of records which one could reasonably have expected 

to bemaintained by the banks, but which were not, and the lack of organization 

existing in the record-keeping systems of the banks. 

The condition of each bank's records will be described below not only to 

highlight thedifficulties. encountered in the investigation, but also to 
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provide information which will be useful to the various federal and state 

:authorities having regulatory responsibilities in this area. 

Certain general practices were prevalent at each of the banks. Sur- 

prisingly, none of the banks maintained a standardized, systematized, easily 

retrievable system of recordkeeping of its trading in`City notes. No overall 

compilations of trading were made available. Accordingly, it was necessary 

to utilize the underlying confirmation slips, where available, and the ledger, 

accounts and trader account cards. These averaged .a;Iproximately 20,000 documents 

per Sank (excluding Planufacturers, which haa somewhat fewer ·supporting 

documents) . 

A. Sankers-Trust 

Bankers Trust maintained typed or ~J.C.R. (National Cash ~egistPr T~) 

ledger accounts (cash accounts) on an issue by issue basis for four separate 

accounts: Purchase, Joint, Investment and Dealers (trading). 1/ Each of these 

accounts was posted on an individual, tr3d~by-trade basis. The Comnission staff 

was advised by a. Sank officer that the only method of obtaining a daily 

position on any given day would be to total the open accounts in existence 

as of that day. Closed accounts, however, were sent to the Sank's warehouse 

or other outside repository. Thus, if a review of a particular d3t0 involved 

accounts which had thereafter been closed, the information in those accounts 

would have to be retrieved from 3 warehouse before trades on the day in 

question could be analyzed. 

L/ Purchase Accounts and Joint Accounts were syndicate accounts; these accounts 
were made up of securities held as part of a particular underwriting. Purchase 
Account and. Joint Account securities were not sold directly to -t~e bublic. 
The Dealer (~Prading) Account consisted of securities held for the DurDose 
of buying and selling to other banks, brokers and the public for Drofit. 
The Investment Account consisted of securities owned by the hank and held 
for investment. 
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The ledger account records, furthermore, did not indicate who the Suver 

or seller was in any given transaction. The ledger account indicated a con- 

firmation nlrmber,and in order ;to determine the buyer or seller in a transaction, 

the staff had to locate and match the particular ledger account entry with the 

corresponding confirmation slip. Ho~ver, confirmation slips were kept at storage 

facilities outside of the bank or at various locations within the Sank. me 

staff was also advised that the City note account ledgers and related confirmation 

slips had to be culled from other municipal issues 5y bank employees in order 

to locate the relevant ~ew york City issues. 

After account ledgers and confirmations were located by Sank e~Dloyees 

and before their were provided to the Cor;mission staff, it was discovered 

that in some cases no confirmations or-account ledgers existed. mis recruired 

additional search in order to locate the missing account ledgers or confirmation 

slips. This process continued until it appeared that 311 of the transactions 

executedby the Sank had been obtained, whether or not this method successfullir 

accounted for all of the banks' trades- is questionable. The staff was advised 

by a Sank officer that bank personnel had expended approximately 570 nan- 

hours in gathering the records made available to Commission staff. 

3. Chase ivlanhattan 

Chase, like Bankers, maintained 12dger (cash) stcounts of its trades 

in City notes. Unlike the Bankers Trust's records, the Chase ledgers were 

handwritten. Chase's dealer (trading) and investment accounts were Dosted on 

a trade-by-trade basis. Adjustments to positions, ho~ever, were written in hand 

and in such i~stances, no explanation for an entry was generally provided. 

As was the case with Bankers, in order to determine the seller or 

purchaser on the other Side of a trade, the ledger account had to be matched 



_69_ 

with the appropriate confirmation. Confirmations were kept alphabetically by 

customer but had to be arranged numerically so that they could be matched 

against ledger entries. A large nllmber of confirmations were missing and the 

staff was forced to rely on handwritten account cards (trader position cards) 

filled out by the traders as they executed trades. These notations were often 

in a shorthand, abbreviated or illegible state. 9n additional conDlication 

arose from the unsystematized nature of these cards. ~Foc example, initially, 

the Coanission staff was told that yellow trader position cards were for dealer 

(trading) accounts and white cards were maintained for joint accounts. The 

staff was later told that all bank employees did not necessarily follow this 

system. The Commission staff was then told that any white card which had 

a notation "POSITION" written in red on the top of the card was actually 3 

dealer (tradinrj) account card. This necessitated re-evaluating all priorwork 

which'nad'oe~n done based on the earlier information. 

~dditionally, transaction dates on the trader position cards did not alwavs 

match the dates in the ledger accounts for the same transactions. Finally, the 

joint account position cards in some instances contained some of the same in,for- 

mation that was on the dealer (trading) account cards. This dualicatipn had to 

be detected and omitted to orevent reoetition. 

C. Chemical 

Chemical, unlike Bankers and Chase, maintained weekly computerized records, 

however, such records were not maintained for dealer (trading) accounts. Chemical 

also maintained ledger accounts (investment, trading, joint and manager)- which 

were all- handwritten,: and, as in the case of Bankers and Chase, were.not kept 

on a trade-by-trade basis. Instead, Chemical 113nped each day's purchases and 

sales into one or more combined entries in the ledger accounts. 
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The use of such combined entries greatly com~licated the task of matching 

the ledger accounts with the confirmations, particularly since Chemical's ledger 

cards did not~ identify the confirmatibn slip n~nbers. Chemical also keet trader 

position cards, but the Commission staff found these to be unusable since they 

frequently were incomplete and illegible. 

D. Citibank 

Citibank had no own investment account for the time Deriod under review. 

However, such accounts, referred to as tax accounts by counsel for t~e.bank, were 

maintained prior to September 30, 1974. 

The bank did not maintain dealer position records but did maintain typed 

ledger accounts similar to those maintained by Bankers. These records, as 

was the case at Bankers, did not reflect the names of buyers and sellers and 

confirmations hald to be reviewed in order to attempt to obtain such information. 

However, hundreds of confirmations were missing so this task could not be 

successfully completed. 

The Cor~ission staff, in the 3Ssence of such confirmation sliDs, relied 

on the handwritten, abbreviated trader position cards maintained by t~e 

bank. In addition ~to the problem of legibility, the information contained 

on many of these cards did not match the information contained on the 1Pdser 

accounts. To further complicate matters, additional trader ~osition c~ci7s 

and other data pertaining to the joint accounts were kept seoarat~lv 33? 

had to be integrated with the other records being reviewed. Finally, the 

staff also encountered instances where sets of records simply could not 

be located by the bank. 

E. Manufacturers Hanover 

Manufacturers' records were the smallest in amount. Investment account 

transactions were computerized, orderly and easy to verify. The Sank maintained 
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neither joint nor manager accounts. The explanation for this Fias that the bank 

was not a manager on any of City issues covered by the Commission's staff's 

investigation. Thus, all trades were made through either the investment 

or dealer (trading) departments. 

~ealer (trading) account ledgers were not kept on an issue by issue'oasis. 

These accounts, therefore, had toSe recreated from the confirmation sliDs hold 

jy the Sank. The Sank, however, supplied the staff withschedules of ~ilontS~nd: 

positions and schedules-of total purchases and sales of City notes. These 

schedules had been prepared Sy the'oank considerably after the transactions' 

had occurred and concurrently with the staff's examination. me staff fouhd the 

Sank's schedules to be substantially inaccurate, 

Finally, :lanufacturers maintained an omnibus tvoe account for Cealer ~utchases 

and sales of all municipal notes. Counsel for the Sank advised that thev had found 

certain of t~ese.records to Se undated and incomplete and that they were thus 

unable to utilize or reconstruct thess records. 

F. !lorgan Guaranty 

IYorgan's recordkeeping system was similar to Bankers Trust both as to tyoe 

of records and completeness. However, the retrieval system at :lo~gan was more 

effective than that of the ot'ee- banks. 

G. Sinamarv 

No uniform system of recordkeeDng or storage retention as to transactions 

in the City notes existed among the banks examined. Records were not only 

disorganized.at certain banks but were also incomplete, conflicting and, often 

illegible. The reconstruction of trading in City notes was thus tiae cons~inq 

and difficult. Rapid retrieval of information concerning transactions, r~hich 
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had occurred only a year earlier, become a slow and difficult process and 

required an extensive outlay of manpower by both the Commission and the banks. 

The lack of a uniform system of recordkeeping and record retrieval further 

·complicated the task of reviewing bank trades and making cor~arisons. 

LX. CONCLUSION 

The City's financial crisis was primarily the result of insufficient 

revenues to meet mounting City expenses. The growing gap between City revenues 

and City expenses was bridged through the resort to constant and unprecedented 

levels of short-term borrowings. Years of questionable and unsound budgetary, 

accounting and financial reporting practices helped mask the City's true 

financial condition from public view. In the Spring of 1975, however, these 

policies culminated in the virtual collapse of the market for City securities, 

ending the City's ability to raise more funds through issuance of short-term 

notes. 

A key role in the nationwide distribution of the City's securities was 

played by the City's principal underwriters: Chase, Citibank, i·lorgan, 

~nufacturers, Chemical, Bankers and Merrill Lynch. The underwriters, 

through their own investr.ents and by selling the City's securities to the 

investing public, enabled the City to raise billions of dollars in short-ter;n 

debt issues through t~e Spring of 1975. 

Approximately four billion dollars of City notes were underwritten 

during the period October 1974 through Warch 1975, a time when the City's 

fiscal condition was critical. Faced with a marketing problem, caused by 

the saturation of the market through previous billions of dollars of 
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City issues and the growing doubts of the financial community as to the 

City's financial status, the City and the underwriters reached out for the 

smaller investor. 

Thus, beginning in the winter of 1974, City notes began to be marketed 

in denoninations as small as $10,000. This had the effect, at least in 

part, of shifting the risk for- financing the City from the City's major 

banks and large institutional investors to individual investors. 

As the City's fiscal crisis worsened, the pi~blic was subjected to a 

confusing and contradictory financial picturn, with the cesult that the ̀ 

public, unlike the City and its underwriters, was deorived ofa basic uncfer- 

standing of the City's~finances. While the public was left largely 

uninforiiled, theCity's underwriters had an increasing awareness of the range 

of probl9ms underlying the City's~ fiscal crisis. 

During 1974 and early 1975, certain of the underwriters of City securities 

ceased purchasing City:securities for their fiduciarqr accounts. Ces-,ite the 

shift of investnent ~olicv, they continued as undP~arite~s to narket thee2 

securities;to the public. The underwriters did not disclose this significant 

change in their investaent strategy and policy. 

The problems of the City c~ne to a head in February and :·larc~ 1975. 

A $260 million T.rU·I offering in Fe'oruary 1375 was cancelled when the City 

was unable to certi·fy certain current information that the underwriters 

had requested from. the City. At about the saae time the City's major banks 

informed the· Mayor -and the Comptroller that the underwriterd would be unable 

to continue to support the City by taking down City securities unless the 

City took i~n~ediate:remedial action. 
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The City's securities offerings were carried out without adesuate ·· 

disclosure. As a result, the public's principal source of information, besides 

the stream of confusing and contradictory statements in the press, was the 

representations by the City and the underwriters attesting to the safety 

and security of City notes. 

Indeed, as one of the underwriters' attorneys stated in P~P~ril 1975 to 

the City's principal underwriters, "the adverse information which would be 

required in ... (a disclosure doc~nent) ... would in all likelihood 

render the City securities unsaleable." 

Despite the needs of the City for funds to meet the urgent demands of 

its- citizenry, these needs do not justify the tapping of the public debt 

markets when neither the City nor its underwriters were willing or able to 

make adequate disclosures to investors. 



.L\PPET~DIX A 

NEWYORK CITY NOTE SALES 

January 1974- December 1975 

ISSUE DATE AMOUNT'AND TYPE PRINCIPAL UNDERWRITERS */ 

1/14/74 I. RANs $250,000,000 

A. $150,000,000 Chase Manhattan Bank 
and First National City 

Bank 

B. $100,000,000 

2/28/74 I. RANs $500,000,000 

A. $300,000,000 Chemical Sank; Bankers 
Trust Co. 

B. $200,000,000 First National City Bank; 
Chase Manhattan Bank 

3/26/74 BANs $362,270,000 

I. BR~s $91-,000,000 

A. $66,000,000 lilorgan Suaranty Co.; 
i*lerrill Lynch 

B. $25,000,000 Chase Manhattan Sank and 
First ~Jational City Bank 
(not reoffered) 

II. BANs $271,270,000 

A. $200,000,000 Bankers Trust Co.; 
Chemical Bank 

B. $ 56,270,000 Chase ~anhattan Bank: 
First National City (not 
reoffered) . 

C.S 15,000,000 

4/10/7 4 I. $5;100;000 ~Cal?ital Notes 

f/ Names represent the principal underwriters discussed in the text. 
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ISSUE DATE AMOUWr AND TIPE PRI~NCIPAL UNDERWRITE~S 

5/10/74 $183,500,000 Various RANs 

I. $178,500,000 .First National City Bank; 
Chase Manhattan Bank (only 
$133.4 M reoffered) 

II. $ f,000,000 Chemical Bank; Bankers 
Trust Co. (not reoffered) 

5/17/74 RANs $300,000,000 First National City Bank; 
Chase Manhattan Bank 

5/31/74 .$603,600,000 Various Notes 

I. RANsS300,000,000 

~. $250,000,000 Chase i'ianhattan Bank; 
First National City Bank 

B. $ 50,000,000 Elorgan Guaranty Trust Co. 
Werrill Lynch 

II. BANs $220,000,000 Chase Manhattan Bank 
First National City Bank 

III. URNsS 73,345,000 

A. $ 43,345,000 Chase Manhattan Bank; 
First National City Bank 

B. $ 25,000,000 i·lorgan Guaranty Trust Co. 
Merrill Lynch 

C. $ 5,000,000 Bankers Trust Co. 

IV. URNs $10,255,000 Chase Ilanhattan Bank; 
First National City Bank 

6/11/74 I. $350,000,000 17 Day Chase Manhattan Bank (by 
RANs negotiation) 

6/11/74 S431,800,000 Various Notes Chase Manhattan Bank; First 
National City Bank; 
Manufacturers Hanover 

Trust Co. 

I. TANsS130,000,000 

II. TANs $187,000,000 

III. RANs $114,800,000 
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ISSUE DATE AMOUNT AND TYPE PRINCIPAL UNDERWRITERS 

6/13/74 RANs $150,000,000 First National City Bank; 
Chase Elanhattan Bank; 
Manufacturers Hanover 

7/1/74 TANs $800,000,000 Morgan; Bankers Trust; 
Chemical 

$200,000,000 

$600,000,000 

7/24/74 RANs $800,000,000 

I. $500,000,000 Bankers Trust Co.; 
Chemical Bank 

II. $300~,000,000 Morgan Guaranty Trust Co. 

8/23/74 $151,255,000 Various Notes 

I. BANs $141,000,000 Chase Planhattan Bank; First 
National City Bank; 
~lanufacturers Banover Trust 

Co. 

II. URNs $ 10,255,000 Chemical Bank; Bank of 
America; Morgan Guaranty 
Trust; Bankers Trust; 

i·ierrill Lynch 

9/16/74 RANs $600,000,000 First National City Bank; 
Chase Manhattan Bank; 
Manufacturers Hanover 

I. $200,000,000 

II. $400,000,000 

9/30/74 AANs $800,000,000 

I. $200,000,000 

A. $100,000,000 

B. $100,000,000 Bankers Trust; Chemical; 
Morgan Guaranty; Merrill 
Lynch 
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ISSUE DATE AMOUNT AND TYPE PRINCIPAL UM)ERWRI~RS 

A. $200,000,000 Bankers Trust 

B. $400,000,000 Chase Manhattan Bank; 
First National City Bank; 
Manufacturers Hanover Trust 

10/18/71 $517,760,000 Various Purposes 

I. UW\ls $ 97,355,000 First National City Sank; 
Chase Manhattan Bank 

11. B~L"Is $420,405,000 

A. $250,000,000 Chemical Sank: Morgan 
Guaranty Trust Co.; Bankers 
Trust; and Merrill Lynch 

8. $170,405,000 First National City Bank; 
Chase Manhattan Bank 

11/12/74 $615,000,000 Various PurDoses 

~lorgan Guaranty Trust Co.; 
Bankers Trust Co.; Chemical 
Bank; Nerrill Lynch 

I. RANsS500,000,000 (8.00%) 

A. $250,000,000 

B. 5250,000,000 

II. TANs $115,000,000 

12/13/74 $600,000',000 Va~rious Purroses 

Bankers Trust; Chemical 3ank; 
liorgan Suaranty Trust; 
#errill Lynch, in association 
with First National Cit:J Sank: 
Chase Manhattan; Manufacturers 
Hanover Trust Co. 
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ISSUE DATE AMOUNT.4ND TYPE PRINCIPAL UNDERWP.ITEPS 

1/13/75 PANS $620,000,000 Chase Manhattan Bank: 
First National City Bank; 
Manufacturers Hanover Trust 

Co., in association with 
1/13/75 - BANs $200,000,000* Chemical Bank: Bank of 

America; Morqan Guaranty; 
Rankers Trust; and ~errill 
Lynch 

2/14/75 RANs $290,000,000 i~organ Guaranty Trust; 
Bankers Trust; Bank of 
Aneri'ca; ~lerrill Lynch: 
and Chemical Sank 

2/24/7 5 Rl~~s $170,000,000* 

3/5/75 RANs $140,000,000* Consortiun of 10 banks 
headed by Chase ilanhattan 
Bank 

3/14/75 ~4Ns $5371270,000 Chemical Bank; ~oroan 
Guaranty Trust; Bankers 
Trust; Heriill Lynch, in 
association with Chase 

Manhattan; First National 

City Bank; and Z!anufactue~rs 
Ranover Trust Co. (?Jeqotiated 

Durchase) 

I. $387,270,000 

A. $ 46,000,000 

9. $341,270,000 

II. 5150,000,900 

3/20/75 RI~ls $375,000,000 First i\lational City Bank; 
Moroan Guaranty Trust; Chase 
Manhattan; Bankers Trust; 

Cheaical Sank; Manufacturers 
Hanover Trust: Merrill Lynch 
(Negotiated purchase) 

*/ Not publicly reoffered. 
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TRANSACTION PRICES OF NEW YORY CITY PJOTE ISSUES 

May 1975 - December 1975 

TRADE MATURITY 
DATE COUPON .DATE PRICE 

5/8/75 9.40 (12/11/75) 99.75 - 99.7 
6/11/75 

5/8 7.47 8/22/75 98.5 - 98.625 

5/9 6.87 6/11/75 99.166 - 99.291 

5/9 7.64 8/22/75 98.632 - 98.757 

5/12 8.34 6/11/75 99.30 

5/12 8.45 9/15/75 96.75 

5(15 8.34 6/11/75 97.25 

5/15 5.89 6/11/75 97 

5/15 9.40 1/12/76 95.50 

5/16 9.50 12/11/75 92 

5/19 7.47 8/22/75 93.75 

5/19 7.47 8/22/75 93.75 

5/19 9,50 12/11/75 90 

5/20 9.40 1/12/76 94.50 

5/20 6.50 7/1/75 93 

5/20 9.40 1/12/75 95 

5/21 7.77 10/17/75 90.875 

5/?1 6.47 5/30/75 94.975 

5/21 9.50 12/11/75 93 

5/21 9.40 6/11/75 94.375 

5/21 7.47 8/22/75 89 
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TRADE MATURITY 
DATE COUPON DATE PRICE 

5/22 9.40 1/12/76 91.75 

5/22 9.40 6/11/75 96 

5/23 8.75 3/12/76 89.50 

5/23 6.47 5/30/75 96.125 

5/23 7.55 2/13/76 89 

5/27 7.55 2/13/76 89 - 

5/28 9.50 12/11/75 90 - 

5/28 9.40 1/12/75 90 - · 

6/2 8.34 6/11/75 99.125 

6/2 · 5.85 6/11/75 97.25 

6/2 8.33 11/10/75 94.50 

5/2 7.80 10/17/75 93 

6/2 9.40 6/11/75 97.50 

6/2 8 2/1/73 89 

6/2 9.40 6/11/75 99.25 

6/3 9.40 1/12/76 93 

5/3 8.75 3/12/76 92 

5/3 8.34 6/11/75 98.63 

6/4 ' 5.33 11/10/75 95 

6/4 7.64 8/22/75 93.625 

6/4 7.46 8/22/75 95 

6/4 7.83 10/17/75 95 

6/4 9.40 1/12/76 95 

6/5 8.34 6/11/75 98.80 

6/5 8.34 5/11/'75 - 98.50 
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TRADE ' MATURITI 

DATE COUPON DATE PRICE 

6/5 7,80 10/17/75 95.625 

6/5 7.47 - 8/22/75 ~ 95.60 

6/5 9.40 '----- 1/12/7 6 94.50 

6/5 9.40 6/11/75 98 .20 

6/5 8.34 6/11/75 98.20 

6/5 7.80 10/17/75 94.25 

6/6 9.40 .1/12/76 94 

6/6 9.40 1/12/76 94 

5/9 7.80 10/17/75 93.50 

6/'9 7.55 2/13/76 94.~0 

6~9 · 7.55 2/13/76 94.50 

6/11 7.77 10/17/75 98,50 

6/11 7.55 2/13/76 88.125 

6/11 7.77 10/17/75 9·5,50 

6/11 9.50 12/11/75· 97.75 

6/12 9.40 1/12/76 99.125 

6/12 9.40 1/12/76 99.125 

6/12 7.55 2/13/76 97.125 

6/12 7.80 10/17/75 98 - 97 

6/13 7.83 10/17/75 98.25 

6/13 7.55 2/13;/76 98.50 

6/13 :9.50 12/11/75 98.25 

6~13 7.77 10/17;/75 98.130 

-6/13 9.50 .12/11/75 98 
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TRADE MA~URITY 
DATE COUPON DATE PRICE 

6/13 9.40 1/12/76 98 

6/16 9.40 · 1/12/76 98.75 

6/17 9.5 12/11/75 98.50 

6/17 8.10 9/11/75 97.625 

6/17 9.50 12/1/75 98.15 

6/17 9.40 1/12/76 98 

6/17 9.40 1/17/76 98.75 

6/18 9.50 12/11/75 98.25 

6/18 8.75 3/12/7 5 96.50 

6/18 9.40 1/12/75 97.50 

9.40 1/17/76 98.25 

6/18 9.40 1/12/75 97.425 

6/18 9.40 1/12/76 97.75 

6/18 9,40 1/12/75 97.75 

6/18 8.33 11/10/75 96.125 

6/18 9.50 12/11/75 97 

6/23 7.80 10/17/75 95.879 

6/26 7.43 8/22/75 99.125 

6/26 7.47 8/22/75 98.75 

6/30 7.80 10/17/75 96.90 

6/30 9.40 1/12/76 97.60 

7/2 · 9.40 1/12/76 · 97.52 

7/2 9.40 1/12/76 97.77 

7/2 9.40 1/12/76 97.76 
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TRADE MATURITY 

DATE COUPON DATE PRICE 

7/2 9.40 1/12/76 97.30 

7/2 8,45 9/15/75 98.50 

7/2 7.64 8/22/7 5 98.50 

7/2 8.75 3/12/76 96.75 

7/2 9.50 98.25 

7/2 7.77 10/17/75 96.70 

7/2 8.33 11/10/75 96.60 

7/3 3.40 1/12/75 97.75 

7/3 9.50 12/11/75 97.53 

7/3 9.50 12/11/75 97.25 

7/7 9.50 12/11/75 97.40 

7/7 7.80 .10/17/75 97.625 

7/7 9.40 1/12/76 96.75 

7/8 7.46 8/22/75 98.53 

7/8 8.40 9/15/75 98.13 

715 8.75 3/12/75 96.625 

7;/9 · 8,75 3/12/76 96.40 

~ 7,'9 9.40 1/12/76 97.375 

7/10 7.80 10/17/75 97 

7/10 9.40 1/12;/76 97.26 

7/10 9.40 1/12/76 97.50 

7/10 8.40 9/15/75 98.50 

7/10 9.40 1/12/76 97.28 

7/11 8.45 9/15/75 98.12 

7/11 9.50 - 12/11J75 97.32 
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TRADE MA?URITY 
DATE COUPON DATE PRICE 

7/15 8.75 3/12/76 95.125. 

7/15 8.75~ 3/1 2/76 95 

7/15 9.40 1/12/76 97.07 

7/15 8.75 3/12/76 94.75 

7/15 8.33 11/10/75 96, 

8.45 9/15/75 98.52 

7/16 7.47 8/22/75 98.65 

7/16 7.80 10/17/75 96.501 

7/16 . 7.77 10/17/75 97.3 

7/17 9.40 1/12~76 97.6 

7/17 9.40 1/12/7 6 96. 80 

7/17 9.40 1/12/76 95.75 

7/17 8.33 11/10/75 95.77 

7/17 8.75 3/12/76 94. 

7/17 8.75 3/12/76 94. 

7/18 7.77 10/17/75 95.305 

7/21 7 5/1/75 84.75 

7/21 7.46 8/22/75 90.50 

7/21 ~ 8,75 3/12/76 84. 

7/21 7.43 8/22/75 90.50 

7/21 9.50 12/11/75 89.4·0 

7/22 7.64 8/22/75 88. 

7/22 7.46 8/22/75 88 

7/22 8.45 9/1.5/75 86.25 

7/2 2 9.40 1/12/76 86 
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TRADE MATURITI 
DATE COUPON DATE PRICE 

7/23 8.45 9/15/75 88.10 

7/24 8.45 9/15/75 88.30 

7/24 7 5/1/76 86.875 

7/25 7.80 ;10/17/75 88.50 

7/25 7 5/1/76 86.875 

7/25 7 5/1/76 86.875 

7/25 9.50 12/11/75 88.50 

7/28 · 7 5/1/76 86.875 

7/28 7 5/1/76 86.575 

7/28 7 5/1/75 86;875 

7/29 9.40 1/12/76 _ 83 

7/29 7 5/1/76 87.25 

8/5 7.64 8/22/75 95 

8/7 8 1/1/76 92.75 

8/12 9.50 91.25 

8/12 8.45 9/15/75 94.25 

8/12 8. 1/1/76 36 

8/12 8.75 3/12/76 90.50 

8/12 7.74 · 10/17/75 93.75 

8/12 9.40 1/12/76 92.875 

8/14 9.50 ~2/11/7 5 8 7 ..37 5 

8/14 8 1/1/76 92.26 

8/19 7 10/76 86.58 

8/19 -8 · 1/76 92.247 
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T,SADE M9TURIT~ 

DATE CO~TPON DATE 

8/19 7.80 10/17/75 91. 

8/20 7.77 10/17/75 90.375 

8/20 9.40 1/12/16 84.75 

8/21 7.80 10/17/75 · 90.70 

8/21 7.74 · 10/17/75 90.75 

8/26 · 5.75 3/12/76 83 

8/26 8.75 3/12/76 86 

9/10 8,33 11/10/75 96.625 

9/10 8.75 3/12/76 89 

9/10 7.55 2/13/75 89 

9/10 7.80 10/17/7 5 96.75 

9/18 7.80 10/17/75 96.50 

9/29 9.40 1/12/75 81.625 

9/30 9.50 12/11/75 86 

10/8 7.80 10/17/75 93.26 

7.80 10/17/75 . 95 

10/17 5.63 1/30/76 9'7.38.0 

10/17 9.50 12/11/75 89.375 

10/22 9.50 12/11/75 88 

10/22 3.50 12/11/75 89.50 

10/23 8.33 11/10/75 94.25 

11/5 9.40 - 1/12/76 65 

12/1 9.40 1/12/76 71.05 

12/3 9.40 1/12/76 70.125 

12/3 ~ 9.40 1/12/76 69.25 
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TRADE MATURITY 

DATE COUWN DATE PRICE 

12/8 9.50 12/11/75 · 68 

12/8 7 ,55 . 2/13/76 68 

12/9 9.50 12/11/75 66.50 

12/10 7.55 2/13/76 68.625 

12/10 9.50 12/11/75 66.25 

12/10 9.50 _ 12/11/75 66.25 

12/10 9.50 12/11/75 66 

12/11 9.40 ' 1/12/76 66.50 

12/11 7.55 2/13/76 66 

12/12 9.40 1/12/76 66 

12/12 8.75 . 3/12/76 66.50 

~2/1·6 9.40 2/1 2/75 60.75 

12/16 ii 8.75 3/12/76 51 

12/16 ~ 9.50 12/11/75 51 

12/19 i~ 9.40 1/12/76 60.75 

12/24 9.40 1/12/76 60.25 

12/24 9.40 1/12/74 · 63.125 

12/24 · 9.50 12/1/75 65.125 

12/24 8.75 3/12/76 65.125 

12/24 9.40 1/12/76 63.125 1 

12/24 9.40 1/12/76 60.50 

12/26 8.75 3/1 2/76 63.50 

12/26 . 9.40 1/12/7 6 62 

12/26 8.75 3/12/76 61.25 

12/2 6 9.50 60 



TRADE illATURITI 

DATE COUPON DATE PRICE 

12/29 9.40 1/12/76 60 

12/29 6.75 - 11/1/76 78.25 

12/31 9.40 1/12/76 55.25 

12/31 8.75 3/12/76 55.25 

1/9/76 9.40 1/12/76 57.50 

1/12 9.40 1/12/76 61 

1/12 7.55 2/13/75 62.25 

1/20 9.40 1/12/76 64.25 

1/20 9.50 12/11/75 64.25 

1/21 . 3.40 1/12/76 64.75 

1/21 9.50 12/11/75 . 64.625 

1/22 8.75 3/12/75 62.50 

8.75 3/12/75 60.57 
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I. If·YrRODUC~ION 

This section of ~the Rep3rt examines certain activities of the rating i 
agencies up to and including that period,of time covered by the Comnis- 

sion's investigation into the transactions in securities of the City of 
New York. This section shows the ir~act of municipal securities ratings 
on investors, municipalities anh`lrnderwriters, among others, and that the 

ratings may assur~ a significance dispropprtionate~to what they actually 
are. 

Rating agencies annually rate thousands of m~n~icipal issues involving 
'billions of dollars of securities which enter the capital marke~s 

throughout the kn~rld. The ratings are relied upon by investors in 

making investment decisions and by underwriters in determining whether 
to Imder~rite a particular issue. They are an important factor in 

determining the! _interest rate a municipality will pay and investors 

will receive. ~Ihey determine whether ~institutions, such as savings 
b~inks, may purchase a particular debt security or are required to divest 
themselves.of obligations they already hold. And, they are virtually 
indispensible to the municipality's acces$ to the capital markets. 

During the period covered by the investigation; as shown below, 

billionsof dollars of New 'iork Cityis securities were sold and 

traded predicated upon ratings that were based ;argely upon unverified 
data a~d information furnished by the City to the two rating agencies 
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involved. Indeed, the agencies expressly disclaimed any responsibi- 

lity for the accuracy of the information upon which they acted. · :: 

Nor did they ap,oarently recognize a recponsibility to make diligent 

in~uiry even in the face of adverse facts which came to their attention. 

Based upon the facts disclosed by this investigation, it can reasonably 

be concluded that the agencies failed to r~ake timely adjustments 

to their assigned ratings of the City's securities, to the detriment 

of many and widespread public investors not intimately familiar 

with the City's affairs. 

II. BACKG~C)UND 

Three rating agencies rate securities issued by U.S. municipalities: 

Moody's Investors Services, Inc. ("Moody's"); Standard & Poor's. Corporation 

("S&P"); and Fitch Investor Services, Inc. (.'Fitch"). 1/ In addition, 

several brokerage-houses and banks rate municipal securities and 

these ratings are available to their customers. This phase of the 

staff's investigation focused on Moody's and S&P because.these two 

nationally. recognized rating agencies are responsible for rating 

the vast majority of the municipal issues that come to market each 

year. 2/ However, for certain purposes, this Report discusses par- 

ticular actions taken by Fitch during the period under investigation. 

1/ Ross,'Higher Stakes in the Bond-Rating Game," Fortune 
Magazine, April 1976, pages 133-134 [hereinafter re- 
ferred to as "Ross"]. 

Id. 
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Moody's and S&P are located in New York City. Moody's, a subsidiary 

of Dun & Bradstreet Companies, Inc., has been rating municipal issues 

since 1919. 1/ Moody's rates approximately 3,000 municipal issues 

a year. 2/ Moody's has been registered with the SMC as an investment 

adviser plrsuant to Section 203 of the Investment Fdvisers Act of 

1940 ("Investment Advisers Act") since 1940. 3/ In addition to 

its ratings, Moody's provides various services for investors and 

underwriters including publ.ications concerning bonds and notes of 

governrr~ents, municipalities, corporations, utilities, transportation 

companies and others·. 4/ 

S&P, a wholly-owned subsidiary of McGraw Hill, Inc., has been 

registered with the Commission as an investment adviser pursuant 

1/ The ~It~Jentieth Century Fund, The Rating Game (Report of 
the It~entieth Century Fund Task Force on Municipal Bond 
Credit Ratings), 1974, 51 [hereinafter referred to as 
"The Rating Game"]. 

/ Ross at 134; Testimony of Jackson Phillips, Executive 
Vice-President of Moody's [hereinafter referred to as 
"Phillips~~] at 19 (Feb. 26, 1976). 

1/ SM: File No. 801-2887 (Aug. 31, 1976). 

Section 202(a)(11) of the Investment Advisers Act defines an 
investment adviser asany person who, for compensation, en- 
gages in the business of advising others as to the value of 
securities or as to the advisability of investing in, purchasing 
or selling securities or who issues analyses or reports con- 
cerning securities. We are aware of no applicable exemptions 
for agencies that rate municipal obligations. 

Testimony of Jackson Phillips before the Subcor~nittee on 
Consumer Protection and Finance of the Conrmittee on In- 
terstate and Foreign Commerce, June 24, 1976 (Prepared 
Statement) Ihereinafter' referred to as Phillips Consumer 
Protection Subcommittee testimonyl. 
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to Section 203 of the Investment Advisers Act since 1940. 1/ S&P and 

its predecessor companies have been in business for over 115 years. 2/ 

The agency rates an average of 900 municipal, issues each year. 3/ However, 

unlike Moody's, which rates bonds and notes, S&P's ratings are confined 

mostly to bonds. 4/ Its municipal bond ratings are published in its 

weekly ''Bond Outlook" supplemented by a monthly ''Bond Guide." 5~ 

III. MUNICIPAL RATING FUNCTION OF MCODY S AND S&P 

At the request of an issuing municipality or its lead underwriter, 

Floody's and S&P undertake to examine, for a fee, economic and financial 

data relating to the issuer and supply the issuer with a credit rating. 6/ 

This rating is made to the issuer and its underwriters and then used 

by the underwriter in the sale of the issuer's securities. 7/ In connection 

1/ SEC File No. 801-3891 (June 20, 1977). 

Statement of i3renton W. Harries (President, S&P) before the House 
Subcommittee on Consumer Protection and Finance (June 23, 1976) 
[hereinafter referred to as Harries' Statement]. 

3/ Ross at 134. 

4/ As used herein, the term '.notes.' refers to short-term obligations; 
the term "bonds" refers to obligations with long-term maturities. 
S&P did not rate the City's notes during the period covered by 
the investigation. Testimony of Hy;nan Grossman, Vice-President 
of S&P [hereinafter referred to as "H. Grossman"] at 24-25 (Fei>. 
6, 1976). 

5/ The Rating Game at 77. 

6/ Phillips at 21-22 (Feb. 26, 1976); H. Grossrnan at 22, 33-34 (Feb. 
6, 1976). 

7/ The Rating Game at 2-3. 
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with their respective ratings, Moody's and ShP.also prepare written 

analyses of the municipality and securities rated. These credit 

ratings ''enjoy universal use in the municipal bond market. They assist 

in the n~rketing of the many, and otherwise highly diverse, types of 

securities by ccanpressing them into a few, relatively homogeneous group 

ings." 1/ It is uncommon for an issue of municipal securities to 

be sold without a rating from Moody's or S&P. 2/ 

The judgment of the rating agencies is regarded as a majo? factor 

·in determining the interest rate a municipality must pay to market its 

securities since underwriters and ultimate purchasers obviously demand 

a greater rate of return on securities -which are deemed to involve higher 

degrees of risk. 3/ 

Moody's and S&P use alphabetical syrr330ls to show the relative credit- 

worthiness of municipal securities. Moody's uses Aaa to C; S&P uses 

FAA to D. These ratings and ·the associated quality characteristics 

are as follows: 

1/ The Rating Game at 73. 

2/ Phillips at.19 (Feb. 26, 1976). In this connection, it should be 
noted that research reports and recommendations disseminated to 
the investing public by underwriters and brokers relating to 
securities issued by the City during the period under .investigation 
often cited the ratings of the rating services to buttress their 
recor~nendations. See, e.q., ~errill Lynch, Pierce, Fenner& Smith, 
"A Fresh Look at New York City" (Release dated Jan. 15, 1973); 
Marine Midland Municipals Release, Jan. 6, 1975. 

3/ See generally The Rating Game at 43-48; Testimony of I~bert 
Margolies, Associate Manager, Municipal Bond Department, S&P 
[hereinafter referred to as "Margolies.'] at 13 (Feb. 9, 1976). 
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QUALITY CHARACTERIZATION 1/ MOODY'S S&P 

Prime Aaa PAA 
Excellent 1~1 AA 

Upper Medium A, A-i A 

Lower Medium Baa, Baa-l BBB 
Marginally Speculative Ba BE 
Very Speculative B, Caa B 
Default - Ca, C D 

1/ The Rating Game at 40. 

Both Moody's and S&P provide fuller descriptions of the meanin~js 
of the various ratings employed. The Moody's A and Baa and the 
comparable S&P A and BBB ratings are described as follows: 

(1) Moody's: A 

Bonds which are rated A possess many favorable investment attributes 
and are to be considered as upper medium grade obligations. Fadtors 
giving security to principal and interest are considered adequate, 
but elements may be present which suggest a susceptibility to 
impairment sometime in the future. 

Baa 

Bonds which are rated Baa are considered as medium grade obligations; 
i.e., they are neither highly protected nor poorly secured. Interest 
payments and Drincipal security appear adequate for the pre- 
sent but certhin protective elements may be lacking or may be 
characteristically unrelidble over any great length of time. 
Such bonds lack outstanding investment, characteristics and in 
fact have speculative characteristics as well. 

[From Moody's Investors Service, Inc., "Analytical Factors in 
Municipal Bond Ratings."] 

(2) S&P: A - Good Grade 

Principal and interest payments on bonds in this category are 
regarded as safe. This rating describes the third strongest 
capacity for payment of debt service. It differs from the two 
higher ratings [AAA and AA] because: 
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The Moody's rating for notes begins at MIG-i, the best quality 

short-term security, and continues down to dIGI, the lowest quality 

investment grade rating. 1/ MIG is an acronym for "Moody's Investment 

Grade . 

The ratings in the top four bond categories for both floody's 

and S&P are known as investment grade ratings. All four of Moody's 

MIG ratings are investment grades because, if Moody's decides a 

note is not investment grade, it declines to give any rating. 2/ 

Any investment grade rating, even the lowest given by either 

[Continued i 

General Obligation Bonds--There is some weakness, either 
in the local economic base, in debt burden, in the balance 
between revenues and expenditures, or in quality of management. 
Under -certain adverse circumstances, any one such weakness 
might impair the ability of the issuer to meet debt ~obligations 
at some future date. 

BBB - Medium Grade 

This is the lowest investment grade security rating. 

General Obligation Bonds--Under certain adverse 
conditions, several of the above factors could contribute to 
a lesser capacity for payment of debt service. The difference 
between "A" and "BBB" ratings is that' the latter shows more 
_than one fundamental weakness, or one very substantial 
fundamental weakness, whereas the former shows only one deficiency 
among the factorsconsidered. 

[From Standard & Poor's Municipal Bond Ratings, "Rating 
Criteria," at 6-7 thereinafter cited'as "Rating Criteria")] 

1/ Phillips at 14 tFeb. 26, 1976). 

2/ d. at 14-15. 
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agency, means that the rating agency foresees timely payment of both 

principal and interest by the issuer. 1/ Although rating agencies 

occasionally differ in their credit ratings of a particular issue, 

the criteria considered and the information received by the agencies, 

discussed below, is fairly uniform. 2/ 

Iv. INFORMATION REQUIREMENTS 

Both agencies require that certain data be supplied to them prior 

to the issuance of a rating 3/ including annual financial reports, budget 

figures, tax collection statements (including the tax levy and the taxes 

actually collected), long term investment plans, debt statements including 

r~turities, assessed valuation of realty and prsonalty, information 

dealing with specific economic and legal cqnditions (e.g., population 

estimates and trendsi school·enrollments, building activity, etc.) as 

well as reports from academic sources or private research organizations 

with respect to the municipality. 4/ In addition to the information 

that is requested at the time of the initial rating, both agencies re- 

quest updated information in order to ensure that their credit ratings 

reflect any subsequent change in the condition of the issuer. 5/ Both 

/ The Rating Game at 76. 

Id. 

4/ Id.; Phillips at 22, 25 (Feb, 26, 1976); B. GL-ossr~n at 
34-36 (Feb. 6, 1976). 

5/ Phillips at 20-21 (Feb. 26, 1976); Harries' Statement at 
4-5. 



-9- 

agencies maintain that they rely on the entity submitting the data for 

its accuraci~ and do not attempt to verify the information received. 1/ 

New York City was obligated to prepare and publish certain information 

in connection with each offering. State law required that the City rxepare, 

file, advertise and record certain documents and authorizations prior 

to the issuance of either bonds or notes. 2/ 

The City also publishes a "Notice of Sale" for both bonds and notes 

which recites the amount and type of the proposed offering, information 

with respect to the su~nission of bids and the form required in connection 

with the submission. 1/~ The ''Notice of Sale" for bonds is accompanied 

by a "Supplemental Report of Essential Factsl" which contains figures 

reflecting the City's outstanding debt as of a recent date, its debt-incurring 

power as of the same date, its estimated budgetary receipts for the fiscal 

year in progress, and its real estate tax collections for the most recent 

five year period. 4/ The "Supplemental Report" also includes a listing 

1/ Phillips at 124-26 (Feb. 26, 1976); Rating Criteria at 3. 

2/ -Local Finance Law Sections 57.00 and 60.00, and Regulations 
25.1 through 25.6, 27.1 through 27.3 thereunder; General 
IYunicipal Law Section 9, and Regulations 26.0 and 26.1 
thereunder . 

3/ See e.g., Natice of Sale dated Feb. 15, 1975, of $141,440,000 
Serial Bonds ("Bond Notice") and Notice of Sale, dated Sept. 9 
1974, of $600,000,000 Revenue Anticipation Notes ("Note 
Notice"). 

4/ Bond Notice at 4-7. 
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of the principal amount of bonds maturing within the next several years, 

local non-property tax revenue items, bonded debt items excluded in accordance 

with the local. finance law and funds applicable to the reduction of debt 

as of a recent date. I/ The''Notice of Sale" for notes merely recites 

that a "Report of Essential Facts" is available upon request. 2/ 

V. RATING PROCESS 

The procedures used by Moody's and S&P in analyzing the data and 

arriving at a rating appear to be similar. SJhen a rating request is received 

by either'agency, an analyst employed by the agency is assigned to analyze 

relevant data, reach a conclusion as to a rating and prepare a preliminary 
report for superiors. 3/ 

In reaching a decision on a rating, the rating analyst examines the 

issue and issuer with several broad areas of concern in;nind, including 

debt factors, administrativeand legal factors and a financial account 

analysis, i.e, an examination of balance sheet data. 4/ The adequacy 

1/ Id. 

2/ Note Notice at 2. Although Dr. Phillips testified that Moody's some- 
times received the Report of Essential Facts in connection with note 
offerings, it appears that the City prepared no such reports prior to 
March 13, 1975. Phillips at 142-43 (Feb. 25, 1976); Report on the 
Role of the Underwriters at 36. 

~ Phillips at 27-28 (Feb. 26, 1976); ~argolies at 11-12; The Rating 
Game -at 76. 

4/ Rating Criteria at 4-5; The Rating Game at 78-80; Phillips at 32-37 
(Feb. 26, 1976~. 
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of revenues to meet all of the obligations of the issuer, present and 

prospective, is examined as well. 1/ 

A key tool used by the rating analyst in this work is the development 

of various:debt ratio analyses. These ratios include debt per capita, 

the ratio of tax-supported debt to the assessed and/or full value 

of taxable real property, and the computation of annual debt service 

as a percentage of the total current revenue budget expenditures. 

In addition to the above, other ratios used in the, analysis of general-· 

obligation securities include the percentage of outstanding debt repaid 

duringthe prior year, the percentage of capital outlays funded by current 

revenue, tax collection as a percentage of assessments, overall tax rates 

on property by all overlapping local units and current deficits and short-term 

indebtedness. 2/ In short, the rating agencies consider relevant all factors 

that bear on the timely payment of principal and interest. 

~hen the rating analyst completes this work, the analyst then 

presents a proposed rating to a rating committee. 3/ Both Moody's 

and S&P use the corr~mittee rating system though the nu~er of members 

on the co~nittee varies from three members at IYoody's to five at 

1/ Rating Criteria at 4; Testimony of Freda Ackerman, Vice-President 
of PIoody's [hereinafter referred to as "Ackerman.'] at 97. 

2/ The Rating Game at 78-79. 

3/ Id. at 76; Margolies at 11-12; Phillips at 28-29 (Feb. 26,· 1976). 



- 12 - 

S&P. 1/ The committee system has several benefits in that it prevents 

individual bias and lessens the,mssibility of undue influence. 2/ 

Once a rating is established for a municipal bond or note issue, 

the agencies continue to aonitor their ratings by examining updated data. 

CJith respect to New York City securities, both agencies annually review 

the Comptroller'sAMual Report for the City of New York in order to 

ascertain if a ratirx3 change in either ~direction is warranted. 3/ 

The determination of a eating precedes the sale of the issuer's 

obligations. ~ If a municipality receives a rating that.it believes 

to be inaccurate or unfair, the issuer or the issuer's underwriter 

is provided the opportunity to present additional information, if 

any, and to request the rating committee to reconsider the rating. 5/ 

VI. TaE RATING AG~NCIES AND NEW YORK CITY 

A. Background 

In July 1965, Moody's lowered its rating of City bonds from A to 

Baa. 6/ According to IYoody's, the action was based on a number of factors: 

(1) the City had recently proposed the issuance of a new form of debt 

instrument Which would have required constitutional amendment.by New York 

1/ Phillips at 29 (Feb. 26, 1976); 8. Grossman at 45 (Feb. 6, 1976). 

1/ Ross at 135-36. 

3/ ~argolies at 16-25; Phillips at 81 (Fe~j. 26, 1976). 

4/ The Rating Game at 76-77. 

5/ Address by Brenton W. Harries before the Pacific Coast Association 
of Port Authorities, Sept. 25, 1976; The Rating Game at 76-77. 

6/ The Rating Game at 127. 
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State; (2) the City was borrowing long-term to fund current operations; 

(3) r~arket access had weakened; (4) few if any corrective budgetary 

measures were being taken; (5) pension and retirement fund obligations 

were determined by criteria which did not sufficiently reflect the 

financial costs of these systems; (6) a revenue deficiency existed 

and appeared to be widening; (7) there were problems in refinancing 

maturing City obligations; (8) City services were not self-sustaining; 

(9) the Citydid not have home rule; (10) there was a limit on the 

tax rate the City could impose; and (11) welfare and education costs 

were rising. 1/ 

In 1966, S&P also determined to reduce the City's bond rating 

from A to BBB, a rating ccsnparable to Moody's existing Baa rating. 2/ 

According to S&P, the reduction was precipitated by rising municipal 

expenditures a~jl a deteriorating economic situation. 3/ 

Although Moody's upgraded its rating slightly, from 8aa to Baa-l, 

in 1968, the two agencies' ratings of City bonds remained unchanged 

until the latter part of 1972. 4/ 

B. The 1972-73 Ratirlgs Increases 

On December 18, 1972, Moody's raised its rating of City bonds from 

Baa-l to A. 5/ According to Dr. Jackson Phillips, Executive Vice-President 

L/ Phillips at 44-66 (Feb. 26, 1976); PhilliFsExh. 2. 

2/ The Rating Game at 146. 

3/ H. Grossman at 154-55 (Mar. i, 1976). 

4/ Ross at 134. 

5/ Moody's Ilunicipal Credit Report, Dec. 18, 1972. 
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of Moody's, several significant factors prompted the revision. First, 

in 1972, the r~rket value of taxable real estate had increased in proportion 

to outstanding debt. Second, there was an improvement in the relationship 

of current receivables to the current deficit, resulting in an improvement 

in the City's short-term borrowing situation. 1/ Finally, Dr. Phillips 

cited the importance of the so-called "first lien" on municipal revenues 

in favor of holders of City debt. 2/ 

~twithstanding the foregoing, during that period, the City's financial 

condition does not appear to have improved in certain significant res,oects. 

For example, during the early 1970's, the City had negotiated a number 

of contracts with municipal workers which represented major increases 

in wage and pension benefits; 3/ the City was financing current operating 

expenses out of the capital budget, resulting in deferral of maintenance 

on City properties; 4/ and, according to Congressional testimony of City 

Comptroller Harrison Goldin in 1976, the City's tax base was eroding in 

1972 and the City had not been successful in closing major budget gaps..5/ 

1/ Phillips at 66-68 (Feb. 26, 1976). 

2/ Id· at 41-42. 

3/ Id. at 62-63. 

~ -_Id. at 57-58. 

5/ Statement by H. Goldin before the House Subcommittee on 
Consumer Protection and Finance, June 24, 1976, at·6. 

Moody's rating increase occurred one day prior to the opening of 
hearings before the State Senate Select Conittee to Investigate 
the Rating of Tax ~emDt Bonds. Dr. Phillips of Moody's testified 
at the opening day's hearings. Se~e Phillips Exh. i. (Statement by 
Jackson Phillips before the Select Senate Committee to Investigate 
the Rating of Tax Ekempt Bonds, Dec. 19r 1972). In addition, earlier 
that year, two U.S. Representatives from New York scheduled hearings 
in connection with a bill which would provide for federal regulation 
of municipal bond rating agencies. me Rating Game at p. 129. 
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In Decemt~er 1973, approximately 12 months after Moody's raised 

its City bond rating, S&P raised its rating as well. 1/ The new 

S&P "A" rating, which was the equivalent of the existing Moody's 

.'A" rating, was apparently prompted by a nur~er of factors. In September 

1973, City Budget Director David Grossman, accompanied by Sol Lewis, 

Chief Accountant for the City, and JohnFava of the Finance Administration, 

met with members of S&P and delivered a written report outlining various 

improvements in the City's:financial, socio-economic and accounting 

areas. 2/ At the meeting, the discussion and documents concerned, among 

other things, the reduction in the growth rate of City expenditures from 

15 percent to between 5 percent and 10 percent, 2/ the fact that the City 

had no need to go the state for special taxing authority, 4/ that the 

City had recently raised the water rates and could raise them again if 

additional revenues were required 5/ and that school enrollments were 

showing little growth. 6/ When asked about the City'sincreasing debt, 

the City officials attributed the increased financing to accelerated contract 

letting and bidding procedures on capital projects, representing that 

1/ S&P Fixed Income Investor at 361-64 (Dec. 
15, 1973). 

2/ H. Grossr~Hn at 60-61, 65-66 (Feb. 6, 1976). 

2/ H. Grossman at 26 (Flarch i, 1976). 

4/ H. GrosslMn at 62 (Feb. 6, 1976). 

5/ d. at 63. 

6/ Id. 
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this was a short-ten development. 1/ At the conclusion of the meeting, 

S&P's analysts decided to wait until they had an opportunity to review 

the City's Annual Report for the prior fiscal year, which would be available 

in November 1973, before making a rating determination. 2/ 

The City's Annual Report for the period ending June 30, 1973 was 

received and reviewed by S&P in November 1973. 3/ The S&P analysts concluded 

that the information in the report indicated a steady improvement in the 

City's financial picture during the period 1971-73 based upon, among other 

things, the improvement in the City's ratio of current assets (other than 

cash equivalents) to current liabilities, 4/ which had increased from 

.83 in 1971 to .97 in 1972 to 1.00 in 1973. 5/ S&P analysts were aware 

at the time that the data supplied by the City was, to some extent, a 

product of fiscal "ginanickry," including overestimation of revenues, deferral 

of expenditures and acceleration of revenues from one year to the next 

1/ Id. at 54-55. 

/ Id. at 89. 

3/ Margolies at 34. 

4/ This ratio reflects the amount of money that the City was owed as. 
of the end of a given fiscal year as a fraction of the unpaid obligations 
not covered by cashand cash equivalents resulting from the prior 
year's activities. IYargolies Exh. 3. 

5/ Margolies at 66-67 (Feb. 9, 1976). 
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and maintaining properties on the tax rolls that were not paying taxes. i 

However, S&P ~ms "assured" by City officials that these abuses were being 

corrected, 2/ and, based on its` belief in'the economic strength of theCity 

and the City's improved financial operations over the preceding two years, S&P 

determined that, under all of the circumstances, an increase in the City's 

rating was warranted. 3/ 

C. Events Subsequent to the 1972-73 Rating Increases 

CJithin a short period of time following the S&P rating increases 

in December, a number of events occurred which raised doubts about the 

City's financial strength in general and about the validity of earlier 

optimistic assessments by the City in particular. 

On December 17,1973, the day following S&P's rating increase, 

The New York Times reported that advisers of layer Beame were projecting 

a budget deficit for the 1973-74 fiscal year of $1.3 billion, the largest 

ever projected for the City's operating'budget. 4/ On December 18, 

1373, City Budget Director Grossman called John Pfeiffer of S&P to 

1/ Other examples of "girn~ickry" known to S&P included: 
(1) the inclusion of operating expenses in the capital 
budget; (2) budgeting for 1QOB property tax collections 
knowing that this level would not be reached; (3) ini- 
tially borrowing against these taxes, then continually 
rolling over notes against 

borrowing against state and 
operty tax receivables that 

were not col~ectible; and 

federal aid which ~hms not 100% collectible and including 
the uncollectible aid on the balance sheet. S&~ Internal 
Memorandum, Dec. 5, 1975. 

Id. 

3/ H. Grossrnan at 69, 98 (Feb. 6, 1976). 

4/ The New YorkTimes, Dec. 17, 1973, at 41-42. 
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thank S&P for raising its rating. Grossman told Pfeiffer not to 

"worry" about the announced deficit of $1.3 billion and that the 

real figure would more likely be $300 million. It appears that 

Pfeiffer made no further inquiry during the conversation into the 

reasons for the discrepancy or the basis for Grossman's con- 

clusion. 1/ 

During the fiscal year 1973-74,'the City was compelled to increase 

substantially its reliance on short-term debt. This increased reliance 

by the City was known to S&P and Moody's and, indeed, was the subject 

of comment in their respective publications. 2/ 

In early 1924, the City determined that it would be advisable 

to convert to long-term some $520 million of short-term debt that had 

been maturing on a recurring basis. At this time, however, the City 

was approaching its constitutional debt limit and its ability to fund 

a substantial amount of long-term debt was in doubt. Tne state legis- 

lature authorized the formation of the Stabilization Reserve Corporation, 

an entity which could incur long-term debt outsi~e the constitutional 

1/ H. Grossr~n ~ch. 8. 

2/ See e.g., Moody's Municipal Credit Reports, May 13, 1974, May 31, 
1974 and Dec. 31, 1974; StiPFixed Income Investor, Dec. 21, 1974. 
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limitation for purposes of balancing the City budget, without en- 

dangering the City's ability to borrow further. 1/ Although ~oody's 

did not approve of this practice, it nevertheless determined to maintain 

its rating on the Citylsbonds. 2/ 

On July 24, 1974, Pitch released an analysis detailing recent 

developments relating to'the City's finances. The report cited a number 

of adverse factors including: (1) heavy use of capital budget funds 

to finance recurring expense items, thus jeopardizing necessary maintenance 

of existing properties; (2) increased tax delinquency, reducing the 

City's borrowing capacity; and (3) possible further erosion of the tax 

base through the continued exodus of upper middle income residents and 

business and manufacturing establishments to the suburbs. In addition, 

the report cited a projected $1.5 billion budgetary gap in fiscal 1974-75, 

an amount five times higher than the City's projections for fiscal 

1973-74. 3/ 

The most tangible evidence of the City's weakening financial condition 

in 1974 was revealed when, in November, the City issued its Annual Report 

for the fiscal year ending June 30, 1974. 4/ Among other things, the 

Report indicated the following: 

1/ Ackerman at 10-12; Phillips Exhs. 3, 4. 

2/ Phillips at 91 (Feb. 26, 1976). 

1/ Pitch Investor Service Analysis, July24, 1974. 

4/ Annual Report of the Comptroller of the City of New York 
for the Fiscal Year 1973-74. 
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(1) As of June 30, 1974, the City had outstanding some $2 

billion in tax and revenue anticipation notes ("TANS" and 

"RANS"), almost twice the am3unt outstanding on the same data 

a year earlier; 1/ 

(2) Cash in the City's "rainy day'' fund dropped from $46.5 

million on June 30, 1973 to $1.5 million on June 30, 1974, 

virtually depleting the fund; 2/ 

(3) The delinquency rate on property tax collections rose 

from 4.94 percent in 1972-73 to 5.59 percent in 1973-74-- 

the highest figure for the period of time covered by the 

staff's investigation; 3/ and 

(4) Finally, and,oerhaps most signi~icantly, the year-end cash 

deficit calculated by Moody's was covered only0.82 times by 

coverinll assets - a drop from the 1.00 ratio calculated in 

the prior year and the lowest ratio in any year since at least 

1970. 4/ 

Fitch issued an update of its July 24, 1974 analysis in whic~i 

update it reported that, on October 10, 1974, it had downgraded 

the City's bond rating from A to BBB (medium grade) on all bonds 

1/ Id. at 482. 

2/ Id. at 142. 

3/ See Moody's Municipal Credit Report, Dec. 31, 1974, at 19. 

4/ Id. at 14. S&P calculated a similar ratio of 0.69, a figure 
which ~ms lower than any other ratio calculated by S&P since at 
least 1967. Margolies ~rh. 3. 
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maturi~ prior to January i, 1980, and to BE (fair grade) on all 

bonds maturing thereafter. The report cited a .'further deterioration 

in the City's financial operations" with specific references to 

(1) a 22 percent increase in real estate tax delinquencies in fiscal 

1974 over 1973; (2) an increase in short-term indebtedness and 

associated borrowing costs; (3) the virtual elimination of cash 

balances in the "rainy day" fund; (4) a large increase in the annual 

current deficit; and (3) the possibility that the City's practice 

of deferred maintenance'might necessitate complete reconstruction, 

at some future time, of many of the City's properties. 1/ 

Despite the adverse disclosures in the City's Annual Report 

and ~the action taken by Fitch, after separate meetings in November 

with Comptroller Goldin, Moody's and S&P determined to take no 

i~nediate action to reduce their respective ratings of City 

securities. / Rather, both Moody's and S&P determined to wait 

to see Jnether steps would be taken to remedy the situation. I/ 

1/ Pitch Investors Service, Update of July 24, 1974 Report. 

2/ Phillips at 101-102 (Feb. 26, 1975); H. Grossman at 
108-10 (Feb. 6, 1976). 

3/ Id. 

According to notes prepared in early November by an un- 
identified employee of aankers Trust Co., Dressure was 
also being exerted on the rating agencies ;luring this 
period not to lower their ratings, in that reduced 
ratings would require the City's savings banks to sell 
their City-issued obligations. ~anker's Trust Internal 
IYemorandum, Nov. 8, 1974. 
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During the month of December 1974, Moody's and S&P issued rating 

reports on City bonds, both of which affirmed the A rating which 

each of the agencies then maintained. 1/ In its report, S&P informed 

its subscribers of specific adverse developments in the City's financial 

situation which had occurred since that agency had raised its rating 

in December 1973. This information included the facts that the ratio 

of current assets to current liabilities had dropped to .69 2/ from 

1.00, that the City had substantially increased its short-term 

debt burden, and that the ability of the City to successfully market 

further debt issues would be dependent upon its ability to retain 

investor confidence by maintaining a truly balanced budget. 3/ 

Moody's issued a 20-page report accompanying its A rating. 

Significantly, in a number of respects, financial data cited in 

the report was substantially worse than the data cited in its earlier 

year-end reports. For example, from 1970 (when the City bonds were 

rated Baa-l) to 1974 (when the bonds were rated A), the City's current 

1/ Moody's Municipal Credit Report, Dec. 31, 1974; S&P Fixed Income 
Investor, Dec. 21, 1974, at 190-91. 

2/ As noted above, the comparable figure calculated by Moody's 
was 0.82. Despite the discrepancy, both figures indicated 
a signiqicant reversal of the trend noted by both agencies 
in prior years. 

3/ S&P Fixed Income Investor, Dec. 21, 1974, at 190-91. 
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account deficit had increased from $829 million to $2.5· billion; 

tax delinquencies had increased from 4.23 to 5.59 percent; and the 

ratio of current tax receivables to current debt had fallen from 

1.16 tb 0.82. The report did not discuss such comparisons in, explainiilg 
the continued A rating. 1/ 

During the early part of 1975, evidence continued to r~unt 

relating to the City's difficult fiscal position. New short-term 

note offerings, which were beginning to experience difficulties 

in November-December 1974, 1/ continued to meet with market resistance. 

During this period, the City reduced the face amount of the instruments 

it issued to more effectively reach the general public. 3/ There 

was also a noticeable decline in the membership within the syndicates 

i>iddi~g on City securities. 4/ 

1/ Compare Moody's Municipal Credit Report, Dec. 31, 1974 with 
Dun & Bradstreet Municipal Credit Report, Dec. i, 1970. 
(Moody's was acquired by Dun & Bradstreet in 1971.) 

2/ An offering of RANS in December 1974 was accomplished at the 
highest rate ever paid by the City--9.5 percent. This was 
250 basis p3ints higher than similarly-rated securities then 
issued by other municipalities. floody's Municipal Credit 
Report, April 8, 1975; News Release, Office of the Comptroller, 
December 2, 1974. 

/ During October, the City found it necessary to propose an 
issue of bonds in smaller denominations of $10,000 in or- 
der to supplant the lack of interest in City securities 
by institutional investors with smaller non-institutional 
investors. Minutes of Comptroller's Technical Debt Man- 
agement Comnittee, Nov. 12, 1974; News Release, Office of 
the Comptroller, December 2, 1974. 

4/ Minutes of Special Meeting of the Comptroller's Advisory 
Technical Debt Management Committee, Dec. 17, 1974 (4 pp.). 
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In January 1975, Moody's analysts met with Comptroller Goldin 

to inform him th$t they ~n~re considering dropping the rating on 

the City's B~S from·IYIG1 tb MIG-2. Comptroller Goldin immediately 

responded that a drop in the rating could be a "very nearly fatal 

Slow" to the City, an3 asked Moody's to defer its decision pending 

preparation of a presentation by the City in support of maintaining 

the MIG1 rating. 1/ 

In February,. a lawsuit was instituted (the ~in action) alleging 

that the City had exceeded its constitutional debt incurring limit. 

Specifically, the suit claimed that the debt incurred by certain 

of the City's public benefit corporations, including-the recently-created 

Stabilization Reserve Corporation, were includable in the City's 

total outstandin3 debt for purposes of determining whether the debt 

limit had been exceeded. The effect of the suit was significant. 

It caused the cancellation of the SW='s initial offering, 2/ giving 

rise to substantial doubt about the City's.ability to raise nearly 

$383 million which wouldbe necessary to fill a projected year-end 

budget gap. This figure represented over 10 percent of the total 

anticipated revenues of the City in fiscal 1974-75. The availability 

of these funds ~s one of the factors cited by Moody's in its December 

1/ Phillips at 103-06. (Feb. 26, 1976). 

1/ New York Daily News, Mar. 14., 1975, p. 30. 
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1974 bord rating in connection with the City's ability to balance 

its year-end budget. 1/ 

C~ February 28, 1975, the City was forced to cancel the sale 

of $260 million of tax antidipation notes which had been scheduled 

to close that day. 1/ A bid had been made by the underwriting 
community on the TAN offering and accepted by the City. Moody's 

rated the offering MIG-2, a rating consistent with earlier ratings 

for these types of notes. 2/ Ck~ March i, 1975, Comptroller Goldin 

was quoted in the press as stating that the cancellation came about 

because of ''a sudden demand by theunderwriters, unprecedented in 

the history of the city, for data that could not physically be compiled, 

checked and verified in the short time available." ~ aowever, 

four days later, the press also quoted a spokesman for Bankers Trust 

as stating: "Counsel for all the banks and investment houses involved 

concurred that the City had failed to'comply with the law which 

mandates that the tax receivables information be as of the last 

of the curre'nt r~onth" and that "this was the sole reason for refusal 

to consurrsnate the sale.'' 5/ 

1/ Moody's Municipal Credit Report, Dec. 31, 1974 at 13. 

2/ The New York'Times, March i, 1975 at 29; New York Post, March i, 1975 
at3, 10; New York Daily News, March i, 1~7~1~-5~- 

3/ Phillips at 131 (Feb. 26, 1976). 

~ The New York Times, Mar. i, 1975 at 29. 

5/ Daily Bond Buyer, "Goldin Blames Cancellation of IfANS on 
Banks Involved," Mar. 5, 1975. 
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Beginning at least as early as October 1974 and continuing 

throlighout early 1975, news articles appeared on a continuing basis 

which.discussed the financial problems of the City, including large 

discrepancies in the size of the projected year-end deficit. 1/ 

Although Mo~dy's was aware of these articles, it took no steps to 

determine whether the information contained in the articles was 

accurate. 2/ 

Despite these events, during the'first four rrpnths of 1975, 

Moody's aMcl S&P did not revise their: ratings downward. Indeed, 

following the cancellation of the ?TW sale in late February 1975, 

Moody's and apparently S&P accepted the City's explanation for 

its action without further inquiry into the'reasons for the allegedly 

''unprecedented request" for financial information by bond counsel 

orthe City's inability tb supply the information. 3/ 

1/ See e.g, Barrens, Jan. 13, 1975, p. 7; The New York Times, "Just 
How Did New York City's Finances Come t~-T~-~ Feb. 12, 1975; 
TheJew York Times, "Fantasia", Feb. 18, 1975; NewYork Post, 
Mar. 21, 1975JIJ 62. 

2/ Phillips at 125-26 (Feb. 26, 1976). 

2/ Phillips at 134 (Feb. 26, 1976). 

During this period, the continuation of the Arating by 
both agencies was cited by brokers and City officials. In 
January 1975, Marine Midland ~lunicipals, a large municipal 
bond broker, issued a stror?g "buy" and "hold" recomnenda- 
tion with respect to City bonds. IUthough Marine acknow- 
ledged the recent well-publicized problems of the City, 
it placed heavy emphasis on the recent affirmation by both 
StiP and Moody's of their respective A ratings. Marine 
Midland Release dated Jan. 6, 1975. During this 

(Footnote continued) 
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On March 20, 1975, two S&P analysts visited Albany to discuss 

the State's financial situation with the State Comptroller's Office. 

During the course of the meeting, the analysts were advised that, 

based on ·the existing situaticn, the State could not render financial 

assistance to the City in the event it ~s unable to meet principal 

and interest payments on its outstanding obligations. 1/ This informa- 

tion was in turn conveyed to senior S&P personnel. 2/Prompted 

by this news, on April ?, 1975, S&P contacted the Office of the 

Comptroller and inquired whether the City~could meet its debt service 

requirements without borrowing. Sol Lewis, Chief Accountant, responded 

negatively. Lewis also stated that, absent the ability to borrow, 

the City could go bankrupt. 3/ 

(Continued footnote) 

period as well, the City, in public releases, sought to 
reassure publi~.,·ihvestors concerning City securities 
through referei~ces to the continuation of the A ratings 
by Moody's and S&P. Press Release, City Comptroller's 
Office, Dec. 30, 1974 (No. 74-143); Press Release, Office 
of the Mayor, No. 618-74, Dec. 23, 1974. See also Press 
Release, City Comptroller's Office, April 3, 1975 (-No. 75- 
38); Press Release, Office of the Mayor, No. 124-75, April 
3, 1975. 

1/ H. Grossr~an at 141-44 (March i, 1976). 

2/ Elargolies at 53. 

3/ Interoffice Memorandum from H. Grossr~an to B.W. Harries 
dated April 3r 19fS. 
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cXI April 2, 1975, S&P suspended its rating for New York City 

tends. 1/ The April 5, 1975 issue of S&P's Fixed Income Investor 

cited the following reasons, among others, for the action: the City's 

inability to control expenses, the diminution in the r~rket for City 

bonds and the inability to obtain financing through theSt~abilization 

Reserve Corporation. Tne report concluded: 

[T]he absence of a stream of current revenues 
to meet all financial requirements, possibly 
including debt servicer has presented us with 
a unique and unprecedented problem, giving us 
no choice but to take this position until re- 
medial action is r~re evident. 2/ 

Following the S&P suspension of the City bond ratin3, Moody's 

announced on April 8, 1975 that it was reaffirming its ratings for 

both New York City bonds and notes. Among other things, the Moody's 

report characterized the assumption that the City could meet its 

short-term debt repayment only by borrowing as "unwarranted'' and 

stated that one of the·steps available to the City included timely 

assistance from the State. 3/ 

Throughput the sumner of 1975, the City's short-term liquidity 

situation continued to deteriorate. In June 1975, the Municipal 

Assistance Corporation ("MAC") was formed for the purpose of issuing 

1/ Dow Jones Wire Service Release dated ~ril 2, 1975. 

2/ Standard & Poor's Fixed Income Investor, April 5, 1975, 
at 756-57. 

3/ Moody's Municipal Credit Report, April 8, 1975. 
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long-term debt, the proceeds of which would be used by the City. 

Moody's rated the ~UIAC offering A. 1/ The initial $1 billion MAC 

offering in July, however, sold with difficulty, thereby, according 

to Moody's, raising doubt about MAC's ability to incur further debt. 2/ 

On July i, 1975, the State made public its "Report on New York 

City's Wldgetary and Accounting System'' (the "Levitt Report"). 3/ 

The report detailed significant irregularities in the City's accounts, 

including the facts that there were substantial amounts in the City's 

accounts receivable which were uncollectable and that the City had 

been borrowing against revenues which would not be realized. 4/ 

Among other things, the Report concluded: 

The City's a'ccounting is inadequate and the 
system of· internal controls is ineffective for 
ensuring the accuracy of its estimated supple- 
mentary revenues receivable. As a result, the 
data in the City's central fiscal and account- 
ing records cannot be relied on for reporting 
to the Public and for r~nagement decisions as 
to budgetary status, accounts receivable, and 
borrowings against these receivables. 5/ 

1/ Moody's Municipal Credit Report, May26, 1976. 

2/ MOOdY'S Municipal Credit Report, July 5, 1975 !1 p.) 

1/ Report on New York City's Central Wldgetary and Account- 
ing System, Prior Year Accounts Receivable (IYanagerial 
Sumnary) (Report No. NYC-3-76) at 3. 

4/ Id. at 3-4. 

I/ Id. at 28. 
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On July 25, 1975, Moody's withdrew its City note ratings, citing 

the City's failure to take the necessary steps to restore investor 

confidence and doubts concerning the ability of ~P~C to raise funds 

necessary to retire maturing short~-ten notes. 1/ Moody's did 

not, however, reduce the existing A rating on City bonds. 2/ 

It was not until October 2, 1975 that Moody's revised its New 

York City bond rating from A (upper medium) to B (marginally' specu- 

lative). 3/ cxl october 29, the rating was lowered to Caa (very 

speculative) 4/ as City officials acknowledged publicly that 

the City would default without federal aid and the federal government, 

through the President, stated it was opposed to such aid. As of 

this date, the Moody's rating remains at Caa. 

VII. a3NCUISION 

Moody's and S&P are the principal agencies that rate municipal 

obligations. Their ratings are relied upon by every segment of 

the investment conrmunity. These ratings have enormous impact upon 

the investment decisions of individual and institutional investors 

and the availability of access by municipalities to the capital 

markets. Accordingly, it is imperative that these agencies 

I/ Moody's Municipal Credit Report, July 25, 1975. 

2/ Id. 

3/ Moody's Municipal Credit Report, Oct. 2, 1975. 

4/ Moody's Municipal Credit Report, Oct. 29, 1975. 
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Perform with independence, diligence and consistency. Based upon 

the record of this investigation, it appears that both Moody's ana 

S&P failed, in a number 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 upon which prior ratings had been based. 
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BOND COUNSEL 

I. .INTRODUCPION 

Bond counsel's duties are-rooted. in the-;lmunicipal: financing excesses 

of the 1870's. In thezeal of the times, many bonds were ir~e~roperly 

authorized,.causing the bonds tq`be invalid`obligations. When it was 

ultimately discovered that many of the bonds were illegally aclthorized, 

public confidence in the municipal bond market waned sharply, making it 

extremely difficult for all but the:most substantial cities to raise 

funds in the capitalmarket. To restore confidence in the integrity of 

the municipal evidence :of..indebtedness, independent counsel began to pass 

upon the validity of proposed municipal issues. Their:opinions reassured 

investors, andl-while.market and credit risks were ·still present, at least 

legal risks asto validity were diminished. 1/ Today bond counsel's 

opinion, generally, concerns ·two matters of paramount significance to 

investors: (1) the validity of the authorization and.issuance of the 

municipal security; and (2) :the tax-exempt nature of the security. 

1/ Securities Industry Ass'n, Fundamentals of IYunicipal Bonds at 121-22 
(1972). 
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From the period January 1973 through March 1975, four firms acted as 

bond counsel for various managing underwriters in connection with the 

offer and sale of municipal securities of the City of New York: (1) Wood 

Dawson Love h Sabatine ("Wood Dawson"); (2) Sykes, Galloway & Dikeman 

(since combined with Willkie Farr & Gallagher) ("Sykes Galloway"); 

(3) Hawkinsi Delafield & Wood("Hawkins Delafield"); and (4) White & 

Case. 1/ 

With respect to City bonds, the law firm of Wood Dawson had been 

retained for every offering not only from January 1973 through March 

1975, but from the 1930's to the present, with the exception of.only 

two or three bond sales. 

With respect to Citynotes the managing underwriters of the selling 

syndicates of New York City generally retained the services of one or 

more of the first three of the law firms enumerated above on an arbitrary 

basis . 

Of the four firms, Wood Dawson wds the most familiar with the City's 

procedures in issuing its municipal securities. 

Wood Dawson's entire practice is confined to the area of municipal 

securities. White & Case had never acted as bond counsel until the end 

of February 1975. All of the firms, with the exception of white & Case, 

had a long history of acting as bond counsel both within the City and 

nationwide. 

1/ A chart listing issues from October 1974 to March 1975 and 
identifying bond counsel for each issue is attached at Appendix A. 
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Hawkins Delafield began its association with the City of New York 

approximately in 1939, when they were first retained in connection with c~r- 

tain transit unification bonds. The practice of Hawkins Delafield is not 

limited exclusively to municipal securities. 

The firm of Sykes Galloway, which was merged into ~Willkie, Farr 

& Gallagher in 1975, was a successor firm to many previous firms engaged 

in the practice of municipal securities laws since approximately 1956. 

Sykes Galloway, like Wood Dawson; practiced municipal securities law almost 

exclusively, 

White & Case entered the arena as bond counsel when the Bankers Trust 

Co., a historical client, appointed them to act as bond counsel in connec- 

tion with certain tax anticipation notes offered in February 1975. White h 

Case had no prior experience as bond counsel on general obligation securities. 

The bonds of the City of New York were sold to underwriters on 

an all or nothing basis. One syndicate bought all the bonds, and one bond 

counsel provided the approving opinion as to those bonds. 1/ The 

notes, however, were sold as a block or.severally. Therefore it was possible 

for several syndicates to be involved in the purchase of the notes, and, 

concomitantly, several bond counsel to furnish approving opinions as to 

those portions of the notes taken down by the several syndicates. 1/ As a 

result, at any given time Sykes Galloway; Hawkins Delafield; and Wood Dawson 

I/ See Appendix A. 

2/ Id. 
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could have provided approving opinions as to different amounts of the 

same issue. 

Generally speaking, the bond counsel firms required the same background 

documentation as a foundation for issuing approving opinions. With some 

variation, such documentation included the following documents: 

(1) a copy of the Charter of the City of New York; 

(2) a certified copy of Delegation of Authority by the Mayor 
to the Comptroller to issue the securities; 

(3) the certificates authorizing the issuance of the securities; 

(4) a confirmation of sale; 

(5) a certificate of the chief of the Division of Municipal 
Securities concerning compliance with certain notice 
requirements ; 

(6) a copy of the bids by the managing syndicates received 
by the City; 

(7) a certificate of award to the winning syndicates; 

(8) certificates as to the genuiness of signatures on 
various documents and as to the absence of litigation; 

(9) a certificate of delivery and payment; 

(10) a specimen of a security; and 

(11) an arbitrage certificate.l/ 

1/ A copy of a typical closing book, including the opinion of bond counsel 
is attached to this section of the Report as Appendix B. 
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II. BOND COUNSEL FOR NE~ YORK CITY SECURITIES 

The staff questioned senior partners of the firms that acted as bond 

counsel concerning their procedures in issuing approving opinions in New 

York City issues. The law firms did not maintain extensive files on each 

issue. For the most part their files consist of copies of closing documents. 

What follows is a discussion of the procedures followed by the firms in 

issuing approving opinions and a discussi·on of the knowledge df the law 

firms of City finances during the period January through March 1975. 

A. HAWKINS, DELAFIELD& WOOD 

Counsel in the firm Hawkins, Delafield & Wood testified as follows 

with respect to the procedures used for issuing an approving opinion as 

to a bond anticipation note offering by the City: 

Having ascertained that we would accept 
the retainer, we would assign an associate 
attorney to this issue, discuss it in 
general terms on a bond anticipation 
note,. . .following normal procedure 
[I] would have discussed the city's 
practice which I was familiar with of 
publishing the bond resolution authorizing 
the underlying bonds for a bond anticipation 
note in the City Record which is keyed 
into the Capital Budget of the City of 
New York which is Dublished annually in 
the City Record, and then I would describe 
to the associate that the bond resolution, 

when published, is usually accompanied 
by a resolved expenditure for the proceed6, 
which is how you tie it in with the capital 
budget, and then it should go up to the 
City office ... to check the authorization, 
whether this was a first issuance of a 

bond anticipation note or a renewal, 
and if it was a renewal, whether any 
amortizations were required under the 
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local finance law and constitution. ~e would 
check at the offices of the City Charter, and 
ascertain whether or not there had been any 
applicable amendments, changes in the provi- 
sions of the Charter. We would ask for a 
debt stdtement of the City and ascertain 
[that] the issuance of the bond anticipation 
note, would not cause the City to exceed its 
constitutional debt limit. 

We would prepare the closing documents. We 
would look at the Notice of Sale for the 
issue [and] bids received to ascertain that 
this particular issue of notes was 

awarded properly. We would get a copy 
of a successful bid. If it was a time 
when the notes were being printed, we 
would want to look at the printer's Droof 
of the note form. We would arrange ~or a 
closing with the purchaser. We would prepare 
drafts of closing documents, and I believe 
in '73, there would be the arbitrage pro- 
vision of the Internal Revenue Code and reau- 
lations. We would examine at the.time 
an executed note to make sure it was properly 
executed by the proper party. We would make 
someof the arrangements for delivery of the 
money and delivery of the notes between the 
City and t~e purchaser, although I guess 
through past practice, the two parties were 
pretty well accustomed as to how they worked 
that out, and we would prepare our opinion 
for delivery at the time the.notes were 
issued and paid for. 1/ 

In describing the firm's procedures in passing upon reve~nue 

anticipation notes as opposed to bond ant`icipation notes, counsel 

made several noteworthy distinctions: 

.. a revenue anticioation note is a 
merely different type of financing in 
that it is merely a method of getting 

1/ Testimony of Gerard Fernandez, Jr., at 25-27. 
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cash for -current oFeratioiis as distiri- 
guished from capital projections ·for which 
bond antkcipation·notes .would be.issued 

[For our purposes] -I don'.t think, for 
example, ·a debt statement would be as 

important in a; revenue.anticipation note 
.. issue as it would. be in a bond an~ici- 

pation note offering because of the 
provisions.in New York regarding revenue 
anticipation notes ... 

We do not get a.bond resolution dr a 
resolution for expenditure such as alluded 
to in regard to-the bond.anticipation notes. 
We would get a certificate of the Comp- 
troller executed by a deputy, authorizing 
the issuance of the notes making a cate- 
gorical reference to the type of revenue 
in anticipation'of which the note is issued, 
and showing-the amount tobe issued and 
estimated amount in the expense budget, 
which is the City's term for its current 
budget as distinguished from the capital 
budget. Theamount collected to date, the 
amount of notes outstanding in anticil>ation 
of the estimated revenue, and the balance 
against which notes may be issued, that 
would probably be the basic difference. 
Tne rest ·of the documentation is essentially 
the same. 1/ 

Continuing his description of the differences in City securities, 

counsel-described the~ procedure used for passing upon tax anticipation 

notes : 

It differs-:slightly from the revenue anti- 
·cipation note in that under the New York law, 

I/ Id. at 39-41. 
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a tax anticipation note is an antici~ation of 
the receipt of real estate taxes levied or to 

be levied and necessitates proof as to the 
amount of taxes levied or to be levied and 

how many notes are outstanding, the amounts 
uncollected, and the amount unreserved for 

uncollected taxes that the ~issuer may have. 1/ 

There was significant, if not exclusive, reliance on the documents 

furnished by the City officials for the issuance of the firm's opinion: 

Each of the [closing documents] relates 
solely to compiling a record of proceedings 
establishing to our satisfaction the.validity 
of the issue of notes pursuant to Local 
Finance Law and City Charter. The certificate 
of the Comptroller authorizing the issuance 
of the notes sets forth the Comptroller's 
estimate of taxes (revenues) to be received 
which is the basis upon which the notes are 
issued pursuant to the Local Finance Law. 
Since our retainer, as bond counsel, is to 
opine as to validity, we did so on the basis 
of the review of such documentation before 

rendering our final approving opinion. / 

Counsel stated that the firm had ~no obligation to go behind the 

figures presented to them by the City officials because, as he said: 

~ell, only that I have always felt that when 
we get a certificate from a reswnsible official. 
of the public body, that we are entitled to rely 
upon that. 3/ 

1/ Id. at 43. 

2/ Memorandum to William Lawless from Gerard Fernandez, Jr., January 24, 
1977 [hereinafter referred to as "Fernandez memorandum"]. 

3/ Testimony of Gerard Fernandez, Jr., at 55. 
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Counsel further amplified on this point in a memorandum: 

This is particularly true where the I~cal 
Finance Law provides for and requires a 
statement of estimated amounts by the chief 
fiscal officer of revenue or. expenditures. 1/ 

Hawkins Delafield noted the distinction between the validity 

of the City'sdebt obligations and the collectibility of taxes and revenues 

against which the obligations were issued. 

The Local Finance Law authorizes the renewal of TANS 

and RANS notwithstanding that the taxes in anticipation 
of i~hich they have been issued'nave not been collected 
or may not be collectible; however, such TANS and RAEIS 

are still valid obligations - collectibility is not 
an item of validity in such instance. 2 / 

Hawkins, Delafield was aware that its opinion would be relied upon 

not only by the underwriting banks who had retained the firm directly, 

but also by the ultimate purchasers of City bonds and notes: 

Q· Now, the opinion you issue, sir, I understand the 
underwriters pay you for it, and they are your clients, 
but, who actually gets the opinion? 

A. Well, I can't actually say who actually gets the 
opinion except any purchaser of a note is entitled 
to have a copy of the opinion. 

Q. Could the notes be sold without a note counsel's opinion? 

A. .I am told they cannot be. 3 / 

(i. Your responsibilities extend to the ultimate investor? 

A. Yes, but the time you deliver the notes, there is a 
responsibility to the ultimate investor, but I don't know 
that you necessarily have to keep following those bonds 
around . 

1~ Fernandez memorandum at 2. 

2/ Memorandum from Fernandez to Lawless, Re: TANS and FANS of 
the City of New York, January 29, 1977, at 2. 

1/ Testimony of C~rard Fernandez, Jr., at 47. 
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Q· I follow what you are sayingup until the closing date 
you have p responsibility toward the underwriters, but 
you also realize you were doing the work - you must be 
careful - 

A. It is near and dear to our hearts for the little old lady of 
Dubuque. 1/ 

On February 28, 1975, the City cancelled a proposed tax antici- 

pation note offering~of $260,000,000 because of the unavailability 

of current information concerning the sufficiency of uncollected real 

estate taxes against which the TANs were to be issued. The cancellation. 

of the TANS offeiing did not cause the firm to discuss the City's problems 

with their clie~nts; 

Q· Do you have any knowledge of what occurred in that 
instance? 

A. I don't have the intimate details because we were not 

involved, but, as I recall it was a question of the 
estimate of uncollected taxes not being as up to 
date as counsel and the banker I guess on advice of ' 
counsel would have preferred them to be. Therefore, 
I think they advised their client not to take up the 
notes . 

Q. Now, when that latter note offering failed to materialize 
did that have any effect on either the 12/13/74 or the 
2/14/75 RANS offerings which you have been note counsel, 
that is, did you issue a supplemental opinion? Did you 
contact your client and ask them what was going oner 
anything of that nature? 

A. No. 2/ 

Nor was Hawkins Delafield concerned earlier when the note denominations 

were lowered. 

Q· Did you know that in December of 1974 for the first time 
the City of New York issued notes in 10,000 dollar 
denominations? 

L./ Id. at 118-19 

2 / Id. at 71. 
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A. Yes, I think they were 25. 

Q· Doyou have any idea why the City at that time chose to 
issue 10,000 dollar denominations? 

!A. Well, I don't know whether I made inquiry. I 

possibly deduced it myself. They were trying to make 
I them available to the so-called smaller investor. PeoDle 

who could afford 10,000 dollars could not afford 25. 

jQ· Nobody actually discussed it with you? 

A. No, I don't remember discussing it. 

Q· At any time was ·there any discussion between yourself, 
some member of your firm and the banks of the City con- 
cerning the suitability of the FANS? 
me RANS of 2/14/75 as investments for the so-called 
small investors? 

A. I don't follow your question. You mean as to market- 
ability? 

Q· As to suitability, the concept investment advice. 

A. No. 1/ 

Indeed, Hawkins Delafield did not so much as discuss the City's 

severe financial problems or contemplate the pssiblity of default in 

connection with the rendering of an opinion on December 13, 1974, and 

February 14, 1975, offerings: 

Q· At the time you were rendering opinions on these two 
issues, was there ever any discussion of default or 
that the City -was in serious financial difficulties 
within the firm? 

1/ Id. at 92-93. 
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A. No. 1/ 

The Hawkins Delafield partner working on the New York City account 

stated he was unaware of the City's difficulties unfolding in late 1974. 

Q. Were you aware that New York City was having financial 
difficulties in December 1974? 

A. I couldn't say that I was aware that they were having 
financial difficulties. 2/ 

The vital end product of bond counsel's efforts was~ often 

produced with surprising dispatch. 

Q· Was this particular RAN offering to your knowledge an~J 
different from any other RANS (sic) offerings? 

A. No. 

Q· About how long does it take to prepare, to do the work 
and prepare an opinion? 

A. Well, we have precedence (sic) in the office, so, the 
actual time consumed is propably not much more than an hour, 
considering preparation, typing andreview. 

Q. That's just the opinion? 

A. Yes. 3/ 

1/ Fernandez at 62-63. 

2 / Id. at 53. 

3/ Id. at 57. 
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B. SYKES, GALLOWAY&DIKEMAN 

Counsel in the firm of Sykes, Galloway & Dikeman, described in his 

testimony before the staff the procedures used by the firm after they 

were notified of the retainer as bond counsel for certain notes 

of the City. The description given was very similar to that given by 

Hawkins Delafield. 

Sykes Galloway, upon being notified of their retainer, suhanitted 

to the Chief of the Municipal Securities Division of the City a letter 

requesting all documents needed by the firm as the basis for their opinion. 

These documents consisted.of various letters and certificates which 

were' completed by the City. 1/ Unlike other municipal offerings in 

which Sykes Galloway represented the issuer and prepared these documents 

themselves, the.firm had no such responsibility in connection with City 

underwritings. 

In this case, because of the·very different relationship 
Iwith the City] and the fact we did not represent the City 
[and], had no on~oing relationship with them - we, of 
course, had not participated in drafting any of the under- 
lying documentation - it-was simply a auestion of our 
reviewing ~the legal sufficiency of what they had previously 
prepared: 2/ 

1/ Dikeman at 44. 

2/ ~d· at 47. 
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Counsel pointed out that the fees charged for rendering the approving 

opinion on New York City notes, were substantially less than the fees 

charged other municipalities. He stated the time expended was less 

for the New York City offerings than for other similar offerings, since 

his firm was not required to draft the underlying documents supporting 

the authorization of the notes, a function normally performed for other 

municipalities. Counsel also stated that the volume of securities 

offerings by the City was very high, permitting the firm to charge 

less than it would have charged given a similar offering by another 

municipality. 1/ 

Counsel articulated the same position regarding reliance on certificates 

of City officials as Hawkins Delafield: 

A. We ... relied upon the certification by the City 
Comptroller, and in fact, since it was a lumped esti- 
mate of a group of revenues [referring to revenue 
anticipation notes], there is no way in which we 
couldhave, as a practical matter, short of an 
intensive audit, which as lawyers ... we do 
not feel we are obligated to undertake, there is 
no way in which we could have made a judgment on the 
accuracy of those figures supplied to us by the 
Comptroller. In other words it was our position that 
this certification, which incidentally is a public 
document required to be officially filed with the.lYayor, 
was preslrmptive evidence upon which we could rely as to 
the correctness of the figures. 

1 / Dikeman at 47-48. 
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B. Sir, am I correct then in [stating] that Sykes Galloway 
did not attempt to go behind any of the figures that 
the Comptroller certified to you? 

A. That's correct. Not only because the impossibility 
as a matter of time, but because of the impossibility 
as a matter of having the wherewithal to do so. And I 
might add, the first reason, I think lack of time, is 
self-evident, of course. 1 / 

The City provided bond counsel with certificates dated four to 

eight weeks before the proposed issue date of anticipation notes. 

These certificates indicated how much had been received in revenues 

or taxes and how much was still expected to be received. Anticipation 

notes could be legally issued against the uncollected revenues or 

taxes. Although the actual balance against which the anticipation 

notes could be issued was critical, the City did not provide and Sykes 

Galloway did not request current information as of the closing date. 

Counsel described an instance when the City was unable·to provide 

updated information because of failures in their informational system: 

Q. Mr. Dikeman, I think one thing that we are interested in 
ascertaining is that some of these certificates of the 
comptroller are several days, maybe even as much as two 
weeks before the date of sale. 

1/ Id. at 52. 

95-040 0-77 -48 
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n~e question that comes to our mind is, is it possible 

that ii~ the intervening period : the city ... would 
have collected outstanding receivables in such volume 

that it would not have outstanding the receivables 
it was issuing the notes against? 

A. (Mr. Rothman) Well, I suppose it's oossible. I asked Sol 
Lewis * * * the chief accountant for the city, who gave 
us his assurance it was not·true. 

Secondly, he could not provide the entry because the 
entry on their ledgers and their computer system 
was not to date so they could provide the information, 

So what we did was make a business judgment based upon 
theamount still to go and the amount received and our 
knowledge of federal state programs as far as giving 
money. .. [to] the City of New York. 

(~h~~ Dikeman) [T]he city told us their bookkeeping 
system was inadequate to bring us right down to 
the closing date with actual collections. 

[W]P had to make a judgment based upon our knowledge, 
one, of the patterns of payment, and the spread between 
the amounts actually certified as collected as of the 
previous day and the amount of overall collections 
anticipated. 1/ 

The firm did not see or request that Statement of Essential 

Facts represented by the City as being available to any purchaser upon 

request in connection with the sale of its notes; nor did the firm know 

that such statements were never made available 2 / and.the firm did not 

L/ Ifl· at 110-111. 

2_/ Id. at 55-56. 
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see or request the Annual Report of the City of New York. 1 / 

Counsel testified that it was his belief that it was altogether irrelevant 

to the function of bond counsel to know whether or not the City was employing 

certain budgetmechanisms which·could be characterized as girmnicks. As he 

stated: 

[T]hose factors would have been viewed by me as 
completely irrelevant to the question of legality, which 
is what the opinion deals with, not the question of fiscal 
stability or the ability of the City to pay or the likeli- 
hood of its paying. Those are elements of marketability 
and ... have no relevance td the question of legality. 2 / 

In responding to a question as to his knowledge of the various 

items which were legislatively authorized fo~ long term funding 

counsel testified: 

I was going to observe that . I was not familiar enough 
with the actual City budget as adopted from year to year 
to have first-hand knowledge as to what in fact or to what 
extent the City in fact had taken advantage of the state 
legislation which permitted them to bond certain items that 
they had not been permitted to bond in past years. 3 / 

Counsel was asked whether he was aware of the utilization of 

unsound financing devices by the City. He responded: 

I suppose one can answer the question: 'Do I know 
that the City used unsound financing practices in 
the past?' by saying I would think that any well-read 
citizen would be aware of that in view of recent 
developments. 4/ 

Counsel stated he was unaware of specific reports concerning 

the City's financial practices: 

I~ Id. at 56. 

~ Id. at 81-82. 

3/ Id. at 90. 

4 / Id. at 91-92. 
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9. Have y6~1 in the past become.familiar with 
the Citizens Budget Committee Reports? 

A. No, I don't have any first-hand knowledge 
of any of their reports. I have never seen one, 
as a matter of fact. 

Q. Have you ever read any of the Charter Revision 
Commission Reports? 

A. No. 

Q· Have you read any of the reports put 
out by the. State Comptroller auditing New 
York City's financiai practices? 

A. No. 

I have never read any of the State Comptroller's 
audit reports regarding the City of New York since 
they have been issued. And I could not give the exact 
date when they were first available. 

Q· Have you ever read any of the transition rer~ort's 
put out by the Fund for the City of New York in 
connection withlindsay's stepping down from office 
and Beame's assumption Iof office]? 

A. No, I havenot. 

Q· Have you ~ever read any of the reports put out by 
the Temporary Corranission on City~Finances? 

A. I am not sure I know what body you are talking 
about, but I would presume that I have not. 
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Q· · .. As part of your role as bond counsel and 
note counsel to underwriters who purchase ~Jew York 
City securities, do you consider your obligation, 
that is, your firm's obligation, to become conversant 
with these various reports that I have mentioned? 

A. No, I don't see that they have any relationship 
whatsoever to our function as bond counsel. 

Q· Do you know whether the City has used what 
is popularly known as deficit financing 
to finance its operations on a yearly basis? 

A. All I know is what I read in the newspapers. 

Q. Have thepapers told you that? 

A. The papers have so indicated. 

Q· When did you first learn that? 

A. Probably whenever it was first reported in the 
press, whenever that might be. 

*· 

I would assume that it was sometime in mid-'75 
perhaps . 

YI recollection that, until after the situation 
developed last February--was it with the Tax 
AnticiDation Note issue?--that there really was 
no sou~a evidence, at least so far as the Dublic 
was concerned, or had come to my attention, that 
the City was in fact, at that juncture, suffering 
from a--suffering is the wrong word--was in fact 
encountering very'serious financial difficulties,... 
the magnitude of which were much more than had normally 
been assumed. 

Q· Did the vagaries of the City's financial problems 
concern you as note counsel at all in passing upon 
the notes that are offered? 
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A. ~Jell, there again, I would reiterate that our function 

as we see it as approving counsel is limited basically 
to a review and an expression of opinion upon 
the legality of the transaction. 

IYere publication ·in ·the press of financial Droblems 
of the City is not enough to cause any undue excite- 
ment. 1/ 

Sykes Galloway was unaware of various accounting practices used 

by the City during the period under investigation: 

(I· - At the time you passed upon the three note offerings 
in question, that is on September 9th, Septembe'r 30th, 1974 
and January 13th, 1975, were you aware of any the 
following problems which I am going to recite to you: 
That the City was using the accrual method of accounting 
for its revenues whereas it was using the cash 
method of accounting for its expenses? 

A. No, I was not aware of that. 

Q. ~Jerp you aware that the City was suspending certain 
payments ~that it was legally obligated to nake from 
one year to the next so as to effectuate a balanced 
budget? 

A. You mean were they postponing payments from one year 
to the next as has, been suggested by the press as to 
income tax refunds? 

O. Yes. 

A. No, I suppose that unless they are reported in the 
press as a part of the usual budget balancing act 
which the City annually went through, I would note 
that--have taken particular notice of it. It's a 
... device which has been used by many units of 
governments from time to time ... as a temporary 

1/ Id. at 92-97. 
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expedient to bring them over a particular difficult 
fiscal year cDeriod, as mentioned in the case of the 
State of New York which was reported in the press 
yesterday, studying the possibility of delaying income 
tax refunds past April Ist in order to - which is the 
beginning of its fiscal year--in order to balance outgo 
against income. 

Q· Were you aware that the City was carrying forrard 
deficits from year to year on a systematic basis?. 

A. No, I was not. 

0· Ikre you aware that the City was recognizing 
questionable receivables on its books to indicate 
revenues that were expected? 

A. No, I was not. Of course, in that resDect I might 
mention that the Revenue Anticipation Notes which we 
approved were issued in anticipation of state and 
federal aid payments. 

Usually one would assume to be reasonably safe sources 
of revenue as distinct from what I assume you are alluding 
to as questionable sources. Perhaps you have in mind 
some of the ancient tax receipts which have been mentioned 
in the Dress. 

Q. Do you know whether or not the City was--I should say 
has established reserves for uncollected revenues in 
its budget? 

A. No, I would have no knowledge of that..l / 

L/ Id· at 97-99. 
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Counsel stated that his firm would not pass upon a security which 

appeared to have a good possibility of going into default. Nonetheless 

counsel expresSed complete ignorance of -the City's financial practices 

and status: 

[I]f we had knowledge that-[the Cityl in fact -could not 
recefve-;the revenue, we did not think it would be proper 
for us·to approve revenue anticipation notes. 

Q· You said if you had knowledge. How would you know? 

·A.- We would Ilot·nopmat·ly· know.: !Je would accept the 
--certific~ion of the public official. 

Q· Would you.think it yourduty to make some.attempt 
to find out? 

A. No. Secause I d~n't know practically how we could. 

I think we as a practice--as a matter of law, I think 
we are entitled to rely upon the certification of the 
chief. fiscal officer -of the unit concerned. 

Q· You said as a matter of law you are entitled to rely 
upon this certificate. Co you have any authority for the 
:proposition? 

A. No. 1/ 

Sykes Galloway did not pass upon any other issues offered by the 

City of New York after that ·$620,000,000 RAN offering of January 13, 1975. 

1~ Testimony of Dikeman at 103-105. 
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C. WOOD DAWSON LOVE & SABATINE 

The firm of Wood Dawson and its,oredecessors have existed since the 
1930's. Their national practice is confined to acting as bond counsel to 
municipalities and underwriters purchasing municipal securities. 

It has played a pre-eminent (if not totally exclusive) role as bond 

counsel in connection with the issuance of general obligation bonds by 
the City of New York. In fact, of approximately 100 New York City bond 
offerings since the 1930'5, Wood Dawson has acted as bond counsel with 
respect to all but two or three. The firm has also been retained as 

bond counsel in connection with the City's note offerings, although 
not with the same exclusivity as with the City's bond offerings. 1/ 

During the period Januat-y 1973 through March 1975, essentially 
three persons in the firm worked on New York City matters: Leroy Love 
("Love"), Leo E. Sabatine ("Sabatine") and Edward J. McCormick ("Mdormick"). 
Love is and has been the senior partner of the law firm for several 

years. Sabatine, with Love, was responsible for reviewing the firm's 

opinions concerning the~ City securities and for attending·the many 
meetings between City officials and members of the banking cormnunity 
during the crisis period beginning February 24, 1975, through March 15., 
1975. Mr. Sabatine died during the summer of 1976. 

1/ To provide a better portrayal of the firm's association with the City's municipal securities offerings over the last several years, a chart of 
all City notes and bonds issued by the City from January 1973 to May 1975 upon which the firm provided its opinion is attached as Ap,Dendix C. 
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McCormick, an associate, was responsible for the preparation of the documents. 

underlying the firm's opinions. All three attorneys testified on two occasions 

and also met with members of the staff on several occasions during the investi- 

gation. 

Wood Dawson's association with the financings of New York City has not 

been confined solely to providing the opinion as to the securities sold and 

distributed. The fin's association with the City goes back for many years 

as an informal advisor to the City on aspects of municipal securities and' 

related legislation. It has in many cases been consulted by the City's officials 

and employees: 

From time to time ... during the period 1970 to the 
present, we would confer with the Corporation Counsel 
and perhaps members of the staff of the City Comptroller 
on various matters relating to New York City's issuance 
of securities. These conferences dealt with technical 

matters, statutory interpretation [and] perhaps, on occasion, 
constitutional questions. 

We weren't advising them. They would pose certain questions 
to us and request that -- whether or not we could go along 
with their interpretation or what they intended to do. 1/ 

The firm never billed and was never paid separately for such consul- 

tations. In a sense, the consultations which the'City had with Wood Dawson 

tended to demonstrate that Wood Dawson was as much an attorney-advisor to 

the City -as it was to the underwriters who retained them in connection with 

financings of New York City. 

The City consulted Wood Dawson during 1970 to 1975 on many matters 

including, among other things, the exclusion of items from the City's debt 

limit, the switching of items from one debt limit to another debt limit, 

1/ Testimony of LeRoy Love, at 14. 
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the feasibility of financing items through public benefit corporations, the 
capitalization of certain operating expenses, and the use of City sinking 
funds to acquire City obligations unrelated to the sinking funds. 1/ 

i. Retainer of the Firm 

With respect to the bonds issued by the City, in each instance 

Wood Dawson -was retained as bond counsel by the managing underwriters, 
With respect to notes issued by the City, while Wood Dakson issued a 

vast number of opinions, other firms were also retained to provide their 
opinions. 2/ 

Bond counsel learned of their retainer in various ways. In most in- 

stances, bond counsel was notified by a telephone call from the managing 
underwriter a day or two after the ~award of the successful bid on behalf of the 

-- 

1/ Wood Dawson Love &~a~eru~rlson Love & Sabatine, General File, New York City Miscellaneous 

2/ City officials preferred to work with bond counsel who understood the "practicalities" of complying with the exacting requirements of the 
Ad~ninistrative Code and applying them to the complicated operations of the City. According to a memorandum written by Richard Peters of White 
& Case regarding discussions with Sol Lewis, Chief Accountant of the 
City of New York, Lewis told attorneys from White & Case: ". .. in his thirty years at the CitYI the accounting department had lived only 'within the spirit' of [the Administrative Code] regulations since 
strict compliance with such regulations was impossible for an operation as large as the City's. Lewis went on to say that he wanted to educate US in the way things were done with respect to accounting for tax regu- lations. He said that each time a new bond counsel came into the picture that the City officals would sigh and say "here we go again". White & Case internal memorandum, March 27, 1975, at 3. 
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-syndicate. Usually this was only a few days before the delivery dateset by the 

City. In at least one case, bond counsel learned of their retainer as a result 

of seeing the firm's name listed in the tombstone notice of the offering that 

appeared in the newspapers. 1/ 

On bond sales, Wood Dawson often learned of their retainer before the 

securities -were even publicly offered for bid. Russell Aldag, head of the 

City's Municipal Securities Division, on many occasions notified the firm 

prior to any public ~notice of, the sale of bonds so that Wood~ Dawson could 

begin to prepare the necessary documentation ~obe submitted to the City 

for completion and signature. Moreover, with respect to the proposed 

offering of the municipal bonds, from time to time the City would present 

to Wood Dawson the proposed notice of sale (without the accompanying Report 

of Essential Facts) to alert the firm that a sale was forthcoming' and also to 

obtain any comments which Wood Dawson had upon the form of the notice. 

[O]ccasionally, [the Cityl would send us a I>rbof of 
a notice of sale to verify their figures and details and so 
on; not for substance,really, but just to check the accuracy 
of the figures, not.the Report of Essential Facts, just the 
Notice of Sale. 2 / 

I~ See, e.g., Dikeman at 60-61 (Testimony of Rothman); 
Testimony of Fernandez at 23-24. 

2/ Testimony of Love at 146. 
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Wood Dawson's retainer came in most instances from the First 

National City Bank ("Citibank") or the Chase Manhattan Bank ("Chase"), 
with the preponderance from the latter owing to the Chase's preeminence 
in the sale of the City's bonds. There were other underwriters who 

headed up syndicates that successfully purchased bonds and notes of the 

City who retained Wood Dawson. Among them were (1) First National Bank 

of Boston; (2) Ehrlich Sober; (3) Chemical Bank; (4) Bankers Trust Co.; 

(5) Marine Midland; and (6) Irving Trust Co. Of $5,845,860,000 of the City's 
notes passed upon by the firm from January 1973 to April 1975, 

only $145,100,000, or less than 2-1/2% of the total, were the subject of 
opinions for clients other than Chase or Citibank. 1/ 

The retainer in each instance was never discussed. It was determined 

by tradition. ~vhile the purpose of their retainer was self-evident, 
the scope was not. Wood Dawson ex~ined matters which they deemed relevant. 
Limitations upon the scope were simply never specified. 

Q· Do you ever make any disclaimers to your clients with 
regard to~ New York City as to.the scope of your retainer? 

A. No. 2/ 

1/ Appendix A. 

2/ Id. at 55. 
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2. Preparation of the Opinion 

Wood Dawson's procedures in preparing its opinion were standardized 

after many years of municipal securities practice. Members of the firm 

spent approximately one td one and a half days:carrying out'the procedures 

established by the firm when retained by managing underwriters to provide 

the approving opinion. 1/ Love, in speaking about the delegation of 

authority to Mr. McCormick, said: 

~ specific instruction to Mr. McCormick when he took 
·over Mew York City's details of the New York City Bond 
issue [was] to become familiar with the Constitution 
and the statutes of the State of New York relating to 
the incurring of indebtedness by the City .... There 
is no specific instruction with respect to every single 
issue. That is just normal office procedure. 2 / 

The normal office procedure consisted of sending a requisition letter 

to Russell Aldag, Chief of Municipal Securities Division of the City, sub- 

sequent to notification to the firm of the proposed sale. The letter 

requested the documents needed by the firm. 3 / The documents varied with 

the security to be sold by the City. McCormick, in describing the procedures 

employed by the~firm with respect to bond anticipation notes, said: · 

L/ New York Regional Office Memorandum for the Files, Meeting with Bond 
Counsel, January 20, 1976, at 4. 

I Testimony of LeRoy Love, at 84. 

1/ A copy of Wood Dawson requisition letter is attached as Appendix D. 
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... We would obtain bond authorizations, Board of 
Estimate approvals of mortgages, the mayoral author- t 
ization of limitation ... the debt settlement [sic, 
statement] and usual closing papers, statuto~y 
certificates, receipt, arbitrage certificate. 1/ 

Armed with the certificates prepared in blank by Wood Dawson, 

and filled in by the City's officials, Wood Dawson prepared their approving 

opinion with respect to revenue and tax anticipation notes without imiestigation, 

verification or further authentication. 2 / McCormick gave the following 

testimony on this point: 

Q· And as of what date do you require such a certificate 
before you pass upon the legality of the offering; 
that is to say, how close to the sale? 

A. I think the dates vary. 

Q· Do you have any in-house policy concerning the currency 
of the certificates? 

A. I can't say that we do. The law provides that the 
amount of notes that can be issued is determined 
as of, as of the time of borrowing, which is a very 
-- a term which is not defined and [it is therefore] 
not possible to obtain a specific date. 

1/ Testimony of LeRoy Love, at 86. 

2/ In the case of bonds and bond anticipation notes, McCormick compared 
the City's figures as to bond authorizations and specific capital 
projects against the firm's copies of the City's record of authori- 
zations and projects. The bulk of the City's short-term financing 
was made in anticipation of the receipt of revenues or taxes. The 
budget as adopted each year contained the estimates of City officials 
of revenues and taxes expected to be received within -the fiscal 
year. The City was authorized by Local Finance Law to borrow against 
uncollected receivables. Wood Dawson received certificates signed by 
various City officials as to the ar~unt of uncollected receivables as 
a condition Precedent to the firm's issuance of its approving opinion. 
The certificates were dated as of the close of at least one month 
prior to closing. 
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Q· What is your practice concerning the currency or the 
.proximity in time of the ConDtroller's certificate 
to date the sale before you will pass upon the issue? 

A. Well, due to the fact that this is a grey area and that 
there is no specific date that you can hold hard 
and fast with, and also that, under the law, that any 
monies that are~.received, any taxes that are collected 
really at such time as the amount of the uncollected 
taxes and the..notes equal out should be segregated. 
We really, usually have acce~ted the date ·which has· been given 
to us by the eomptroller's office. 

Q. :Before closing, do youresuire an update of that 
particular certificate? 

A. ·No. 

Q. Did you ever request from the ComDtroller a certificate 
more recent than the one he has given you? 

A. (By Mr. McCormick) No. 

Q. bid your client ever request of you to make such a reauest? 

A. No, he did not. 

Q. Has anybody ever made such a request of you? 
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A. No one has ... ever made that request of me or of 
my firm to my knowledge. 

Q. Well, let's ask that question of Mr. Love. 

A. (Love) No. 1/ 

Wood Dawson considered the certification a proper basis for their 

reliance on the City's figures. I~elying on the accuracy and 

completeness of such certificates, the firm issued its opinion without 

questioning the figures, or the basis for determination of the figures. 

Taking solace from an 1858 New York decision, the Bank of Rome case, the 

firm's policy has been never to challenge the accuracy of the City's figures· 

We have never challenged the accuracy of the City's 
figures on the basis of the Bank of Rome case which 
says we don't have to - it has not been overruled 
and it's the law of the State. 2 / 

Q· Mr. Love did you at any time advise your clients, 
Chase or First National City Bank, whether 
they should begin questioning the validity of the 
certificates presented by City officials con- 
cerning sufficiency of revenues? 

A. I did not. I can't recall that I ever advised 
them to start questioning certificates, no. 3 / 

- -- -- -- - 

1/ Love at 88-90 (Testimony of McCormick). 

2 / Testimony of Leroy Love, at 123-24. 

3/Id. at 124. 

95-040 0- 77 - 49 
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Love summed up his view that bond counsel owes loyalty to the 

issuer: 

Bond counsel owes it also to the issuer that it does 

not go around making funny noises, gratuitous noises, 
gratuitously. That might ur>set and cause great damage 
to the issuer. 1/ 

Love also gave the rationale for the firm's position by referring to 

the special loyalty which Wood Dawson has as a firm to the City of New York: 

Mr. Sabatine has made remarks during this testirr~ony, 
indicating that many people involved in these trans- 
actions, that we have been discussing here in this 
case, were not aware of the very delicate way this 
whole thing was balanced. 

We. were very concious of ~it. 

We are citizens of New York, and we owe loyalty as citizens 
of New York and a special loyalty to all parties involved, 
that we do not do anything that can cause irrevocable 
damage to the interest~of the City, and therefore, to its 
bondholders. 

We felt ... and we felt that we did not want to be 

resr~onsible, perhaps for a default of the City of New 
Yorje ... we feel that we have an obligation more 
than;Gst perhap~ to the underwriter, we have that 
obligation to,oeople who are holding outstanding securities, 
and we also have an obligation to the City to not upset its - 
to do anything that would have adverse impact, and especially 
in these times, these critical times. 

.... we were very conscious of the need for the City to 
have access to the market, that what - in this period 
we are getting down to cliff hanger. We didn't know 
where the - these securities might end up. 

1~ Testimony of LeRoy Love at 328. 
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.... [W]e were aware that the banks had been traditionally 
putting a large amount of ... [City securities] away. 

... steps had been taken in connection with the creation 
of the Stabilization Reserve Cdrporation, that at least 
that was an effort in the right direction to perhaps 
reverse some of the trends, to get in hand, better, the 
financial affairs of the City. 

We took that a [sic] encouraging sign. 

In working with certain of the people in the City, we 
knew that there was an awareness of the difficulties, 

and the need to get certain, matters in hand, and that 
was ... an encouraging sign. 

Now, to panic when there was an· attempt being made on 
the part of some, at least, to bring some order and so 
on in these affairs, while it did not color our judg- 
ment in any way rendering a legal opinion, we were 
very.cautious not to go around borrowing or dreaming 
up additional -problems for the City. They had enough. 

Q. Additional problems, meaning making disclosure? 

A. Not disclosure at all, not disclosure at all. 

I mean in not gossiping or whatever. 

It was just doing conscientiously what we were called 
upon to do, not on the matter of disclosure at all. 1/ 

Early in the investigation, Love was asked what should be done 

to remedy the problems emerging in municipal financings. In answering, 

~ove referred to disclosure, and why he believed it was not a solution: 

Q. [W]hat would you do about the apparent abuses by 
municipalities .... 

L-/ Id· at 328-31. 



- 34 - 

A. I would leave well enough alone. There is already too much 
regulation. Disclosure is a fad and would not help the 
municipal securities market. 1 / 

3. Knowledge of the City's Fiscal Affairs 

In an interview published in September 1975, Mayor Abraham Beame stated 

that New York City Banks and bond counsel were aware of the City's fiscal 

practices. 

(I· Weren't they [New York City banks] critical of 
certain budget practices, so-called ginrmicks? 
Of putting certain current expenses into the 
capital budget. Of borrowing to balance the 
budget. Wasn't this a legitimate cause of 
anxiety on the part of the banks? 

A. It was`not. I opened my discussion by telling 
you that the banks have been aware of these 
practices for years. 

Q· Is there any particular reason why they picked 
this time to clamp down? 

A. Let me finish. They were aware of these practices 
Their Bond Counsel had to approve every issue and 
to know what was in back of it. 2 / 

According to the testimony of Love, he and members of his firm were 

unaware of many of the fiscal mechanisms and procedures elTq?loyed by the 

City: 

Q· Do you know whether the City borrows moneLi in the 
capital market to finance budgetary deficits? 

A. · I do not know. 

1~ ~emorandum to the Files; Subject New York City Investigation - 
meeting with Bond Counsel~; Interview with Messrs. Love, Sabatine, 
and McCormick at their law offices, January 20, 1976, at 6. 

2 / Interview with Abraham Beame, Challenge, September-October 1975, 
at 41. 
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Q· Do you know if the City borrows for the purpose 
of rolling over short term debt? 

A. I do not know. 

Q. Do you know if the City borrows for the purpose 
of financing operating expenses? 

A. I don't know what you mean by that. The local finance 
law authorizes the City to incur indebtedness for 
objects orpurposes which some people may regard 
as current operating expenses. 1/ 

Q· Are you familiar with the accounting procedures 
used by the City in the preparation of the State- 
ment of essential facts? 

A. No. 

Q. Do you consider it to be necessary to be familiar 
with those accounting practices in order to deter- 
mine whether or not its certification is correct 

concerning the debt iricurring power? 

A. No. We rely upon the certificate of the appro- 
priate officials. 1/ 

When questioned more closely as to knowledge of particular practices, 

Love professed ignorance in each instance: 

Q· [Were you aware thatl the City's payroll cost 
would not be debited until they were actually 
paid, as opposed to when they were incurred, 
thereby shifting costs from one fiscal year to 
the next? 

A. I would have to say no. If you are referring to 
February 15th, I didn't have that in mind at all. 

L/ Testimony of LeRoy Love, at 52. 

/ Id. at 153-54. 
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O. Were you aware that certain expenses such as su~ 

plies, would not be debited until they were actually 
paid? 

A. No. 

Q. Were you aware that real estate taxes would be 
credited when they were levied and would be budgeted 
100% without reserve? 

A. NO. 

Q. Were you aware that local taxes would also be 
credited before collection and would be borrowed 
against by the use of tax anticipation notes, 
again without reserve? 

A. No. 

Q. Were you aware that Federal and State aid were sim- 

ilarly treated; that is to say, credited when due 
and budgeted, without reserve? 

A. No. 

Q. Were you aware that there was - 

A. I never asked any such questions. It was not [necessary 
for us to render our a~roving legal opinion] 

Q. Were you aware that there was year end short term 
borrowing to close budgetary gaps? 

A. That was not one of the recited purposes which the 
notes or other borrowing was being resorted to. 
Whatever the other purposes were, when they borrowed 
there was always a specific authorization for that 
sort of borrowing in Section 11 of the Local Finance 
Law. 

Q. Then you were aware that borrowing or not? I'm 
unclear of your answer. 

A. No, I am not aware of - on February 15th, aware of 
any of these matters. I can't say that I was. 
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Q. Were you aware that real estate taxes were used as 
collateral for tax anticipation notes without re- 
gard to their collectibility? 

A. That is not relevant in the issuance of tax antjr 

cipation notes of the City of New York. Possibly 
their [sic, they are] general obligations, they are 
not payable from specific revenue. I~ 

IYessrs. Love and McCormick were asked questions concerning segregation 

of certain monies and the basis for assumptions that the monies were being 

segregated. 

Q· I believe earlier you were discussing or we were 
discussing the tax anticipation notes and the 
issuance: of tax anticipation notes in the course 
of the year and you indicated, I believe, if the 
notes were issued and the tax came in covering 
that particular TANS towards the end of the year, 
that money should be segregated, is that correct? 

A. (By IYcCormick) Under the local finance law, that's 
correct. 

Q· Is that money segregated in New York City? 

A. (By McCormick) I have never verified that. 

A. (By Love) You always assume, however, the public 
officials are following the dictates and mandates 
of the statutes and we have always felt ourselves 
entitled to rely upon that. 2 / 

1~ Id. at 76-75. 

2/ Id. at 181. 
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According to Love, his firm would not pass upon the validity of a 

security if there was a significant possibility of default. 

Of course we do not pass upon the economic 
soundness of a security. That is not our 
function. We, of course, our retainer is 

to pass on the legality of the securities, 
but our firm would not render an approving 
opinion if we felt that there was significant 
danger that the obligation could not be met 
on time and when due. 1 / 

The firm's focus was not whether the City had the ability to pay 

its maturing obligations, but rather whether the City had the power 

to pledge its full faith and credit to pay its obligations. In replying 

to questions whether the City could validly issue notes- when the City 

does not have sufficient revenues due, Mr. Sabatine said: 

If the statutes o[r] the constitution set up 
a measuring device, an illusory sort of thing, 
it could be done, as I said before. You can 

draft a constitution to provide for every inch 
of snow. You can borrow money if the measuring 
device is met. The fact [that] it's illusory 
doesn't affect the validity. The source of - 
payment is in the Constitution which requires 
the City to pledge its faith and credit on any 
obligation, including the notes. 

Now, you can come up with all sorts of measuring devices. 
We point out that in many States there are no 
limits [on the ability to incur debt] whatsoever. 2_/ 

There are indications that Wood Dawson became concerned about the 

City's worsening financial condition. In the fall of 1974, members of the firm 

first began to discuss among themselves the City's problems, in particular 

the vital need for market access: 

L/ Id· at 170. 

2/ Id. at 177-78. 
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Q· Have your clients ever relied uDon you to 
advise them as to sufficiency of revenues 
behind a note or bond issued by the City of 
New York? 

A. No. 

Q· Have you ever considered advising your T~lients as 
to such matters? 

A. It was discussed in our firm .... in the fall of 

1974. 

Q. In what context? 

A. Because it seemed that the short-term borrowing 
was getting out of hand. 

Q· Why did it seem that the borrbwing was getting out 
of hand? 

A. The frequency and the amount of the offering. 

Q. What was the amount then; do you recall? 

A. No. I don't recall. 

O· How many times greater was it then than in previous 
years? 

A. I would have to refer to figures, but it was signifi- 
cantly greater in the frequency and the amount; 
gradually increased over a period of time. 

Q. What did you discuss [in your firml ? ... 

A. We discussed generally the advisability of meeting 
informally with our clients, our traditional clients 
[the.banks] and discussing some of our concerns about 

the finances of the City of New York. 

Q. What was the result of those discussions? 
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A. We never - events began to snowball on us and we 

never~had time or took the time to call that meeting 
with our clients and to discuss these matters. 

Q· Did you feel at that time that notes or bonds of 
the City had a good possibility of going into 
default? 

A. CJe felt that if the City were unable to - put it 
another way: We felt that access to the market 
was essential to the ability of the City to meet 
its obligations on time. 

A. (Continuing) Furthermore, we felt that the City 
was making an effort to get in hand some of its 
financial problems with the: creation of the 
Stablization Reserve Corporation. 

Q· Then it is my understanding that you had a dis- 
cussion among yourselves because you were concerned 
as to the sufficiency of revenues but did not com- 
municate your concern to your clients, is that 
correct? 

A. It was not necessarily a concern about the suffi- 
ciency of revenues. It was a general concern about 
the financial affairs of the City of New York. 

Q· And you say that it was - 

A. I suppose that, by definition, that concern may - 
it was never articulated - may have incorporated 
the concern that the City might not be able, if it 
were cut off from market access, to meet all of its 
obligations on time. 

Q· And your concern, if I understand it, was prompted 
because of the volume - 

A. The volume. 

Q· (Continuing) - of short-term debt' 
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A. The volume, the frequency, and I suppose through 
our own in depth investiga~tions that'came about 
because of being retainedas bond counsel for the 
Stablization Reserve Corporation; the matters that 
we were investigating with respect to oreparing 
an official statement for the StablizaF~ion Reserve 
Corporation . 

A. (Continuing) Our concern was further stimulated 
because of certain practices; the type of finan- 
cing the City was resorting to, such as anticipating 
certain water and sewer revenues. 

MR. SABATINE: Inprevious years. 

TNE WITNESS: In previous years. 

MR. SABATINE: Financing lease obligations. 

THE WITNESS: And financing lease obligationsand other 
such practices. Strike "other such 
practices." And such practices. 1/ 

Love was asked later in the testimony about the firm's concern in 

connection with the offering of $141,000,000 in serial bonds, which closed 

on February 27, 1975, the last offering of City securities upon which the 

firm~ issued a formal opinion. 

A. We were not concerned about the validity of that 
bond issue or the inability of the City to pay 
those particular bonds. F~e were not concerned 
about that. 

Q· ... You were concerned with what, then? 

A. We had a general, a general uneasiness about 
certain financial practices of the City of New 
York which were not legal ... [W]e felt that 
certain of the Dractices of the City in funding 
and anticipating certain revenues were perhaps 
unsound, though we were never retained to give 
such advice by our clients .... 2 / 

Love asserted that certain information already in the public domain 

obviated the necessity to disclose: 

1/ Id. at 55-60. 

2 / Id. at 61. 
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I did nor think it was my duty to tell my client 
anything I read in the Ne~j York Times: ... That 
was my whole source of my knowledge, what I read 
in the New York Times or in the New York Post, or 

other papers and, no, I did not feel a duty to 
tell my client what was readily available to him 
in the local paper. 1/ 

David Grossman, who was then a senior vice president of the Chase 

Manhattan Bank and a special assistant to David Rockefeller, Chase's 

chairman of the board, took handwritten notes of a meeting on March 8, 1975, 

of the Financial Community Liaison Group (a group composed of the City's - 

financial leaders formed to provide short and long-term solutions to the 

City's financial difficulties). Those handwritten notes were later reduced 

to a typewritten trar;sciption identified on the record b~ Sabatine and Love 

as generally representing what, in fact, was said at that meeting. Grossman's 

memorandum paraphrases the advice which the firm gave at the meeting: 

Wood Dawson feel strongly that as long as City 
maintains it has authority based on budget appro- 
priations the underwriters have no reason to look 
behind the City's statements unless they have some 
definite reason to suspect 'hanky-panky'. 2 / 

On March 11, 1975, only 12 days after the last offering -opined on by 

the firm, Love wrote a memorandum to Ellmore Patterson, chairman of 

the Financial Corm~unity Liaison Group and of the Morgan Guaranty Trust 

Company, concerning a proposal which Love was making for a resolution 

of the City's fiscal problems. In the memorandum, Love demonstrated a 

thorough understanding of the City's fiscal problems: 

1 / Id. at 135. 

2 / Division Exhibit (Epley) 5, at 2. 
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It seems to be inescapable that any long-range 
solution of New York City's financial difficulties 
will involve, among other things, the·identifi- 
cation of a workableme-~-~ whereby the huge 
amount of the City's recurring short-term indebt- 
edness can be refinanced and extended over a longer 
period of time 

In order to accomplish this debt restructuring 
outside the City's constitutional debt limit - 
which is already narrowly close to the legal 
limit and, therefore, must be prudently conserved 
- the most probable instrument would be the 
creation by the legislature of a public corpora- 
tion for this single, emergency purpose and with 
broad powers and authority to deal effectively 
with the problem .... 

The corporation would be empowered to borrow 
money from any source, public or private, and 
would be -authorized to issue its bonds and notes 
('securities') to evidence the same. The secur- 

ities could -run for periods of, say, up to twenty 
years. The proceeds of the sale of securities 
would be reauired to be paid over to the 
City in trust, and could be used by the City 
solely for the purposes specified in agreements 
entered into by and between the corporation and 
the City. 

The corporation would be authorized, as a condition 
precedent to making loans to the City, to obtain 
certain contractual commitments from the City. 
These commitments would call for fiscal and finan- 

cial disciplines upon the City of a nature designed 
to assure that the efforts of the corporation in 
raising funds for the City would be effective to 1: 
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(i) discharge the legislative functions and implement 
the polic-ies and purposes for which the corporation 
was cre"ated, and (ii) bring about financial stability 
and fiscal responsibility in the ac~inistration of 
the affairs of the City. 

The legislation, by way of example only, would 
require and authorize the City to agree with the 
corporation that, so long as any of the securities 
of the corporation were outstanding and unpaid, 
the City would not 

(a) contract indebtedness for the purpose 
of funding recurring operating expenses; 

(b) enter into further commitments to other 
public corporations, such as UDC, HFA, 
Battery Park City, etc., for the fur- 
nishing of facilities and services for 
City-related purposes; 

[c) incur bonded indebtedness to finance 
leases of properties and facilities; and 

(d) resort to certain budget balancing 'qim- 
micks' practiced in the Dast. such as 
anticipating water and sewerage charges in 
advance, and anticipating the receipt of 
certain revenues when the expectation of 
such receipts is questionable. 1 / 

Further indications of Wood Dasrson's awareness of the City's fiscal 

problems are discussed below in the White & Case portion of the report. 

1~ Division Exhibit (Love) a, at C-4. 
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D. WHITE& CASE 

White & Case, a newcomer in February 1975 to the practice of bond 

counsel for New York City's securities, quickly assumed a highly impor-· 

tant role in New York City's finances during February and March 1975. 

In one month, White & Case became involved in virtually every aspect 

of the City's financings. They acted as (a) bond counsel; (b) under- 

writer's counsel; (c) syndicate counsel; and (d) Financial Community 

Liaison Group counsel. 

White & Case is one of the largest law firms in the country. It has 

a multi-faceted practice covering many areas of the law. Nevertheless, 

prior to Februay 1975, they had not acted as bond counsel with respect 

to general obligation bonds. Some work had been done on industrial 

revenue bonds in the 1960's. 

Although the firm may not have been familiar with the procedures 

employed by municipal bond attorneys, they were not ignorant of the 

impact of the federal securities laws upon the sale of municipal 

securities. Marion J. Epley, one of the attorneys in the firm who had 

worked on industrial revenue bonds, knew that municipal securities 

-- all municipal securities - were not exempt from the anti-fraud pro- 

visions of the securities acts. 1/ 

Epley was the partner in charge of the work-performed by the firm in 

connection with the New York City matters. A number of other members 

and associates of the firm became involved at various points. 

1/ Testimony of Marion J. Epley, III, at 15. 
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Epley has had extensive experience in the field of corporate secur- 

ities. He has represented many companies that have made public offerings 

and is conversant with the duties of underwriters, issuers, experts, 

and attorneys under the securities laws. 1/ 

Below is a chart showing the three offerings made by the City of New York 

during March 1975 in which White & Case was involved: 

Typer Rate 
Date of Issue and Amount Managing Underwriters 

March 5, 1975 RANs: $140,000,000 Private Placement with 
(at 7.25%) due consortium of New York 
March 20, 1975 Clearinghouse Banks; 

managed by Chase. 

March 14, 1975 BANs: $537,270,000 Morgan Guaranty, Bankers 
Trust, Salomon, Merrill 

A. $346,270,000 for Lynch, in association 
limited Profit Housing with Chase, First National 
Companies Projects (at City Bank, and Manufacturers 
8.10-8.75%) due j Hanover; managed by Chemical 
September 11, 1975! and 
March 12, 1976 

B. $41,000,000 for Low 
Interest Loans to Ckmers 

of Existing Multiple Dwell- 
ings (at 8.10-8.75%):due 
September 11, 1975 and 
March 12, 1976 

C. $150,000,000 for 

Capital Irrp~rovement 
Projects (at8.75%) 
due March 12, 1976. 

March 20, 1975 RANs: $375,000,000 (at Morgan Guaranty, Chase, 
8%) due June 30, 1975 Bankers Trust, Chemical, 

Manufacturers Hanover, 

Salomon, Merrill Lynch, 
Ehrlich-Bober; managed 

by First National City Bank. 

1/ Id. at 10-11. 
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i. The Initial Retainer 

White & Case's view of the role of the bond counsel was broader 

than the view of Wood Dawson: 

[This] ... is not to say that I thought or think that 
bond counsel can sirrp~ly employ tunnel vision focusing 
on the tight legal issue of the validity or legality 
or (sic) notes without considering and consulting 
with their clients on other matters. 1/ 

White & Case began its first involvement in the area of general 

obligation municipal securities in mid-February 1975. At that tir~, 

it was asked by Bankers Trust to act as bond counsel on behalf of a 

syndicate headed by Bankers Trust that was about to bid upon $260 

million of Tax Anticipation Notes of the City. 

Bankers Trust submitted two bids on behalf of the syndicate for two 

parts of the aggregate offering: one for $100 million and one for $160 

million. Bankers Trust's bid was successful only as to $100 million. 

Chase submitted the successful bid for the remaining $160 million. 

The Bankers Trust syndicate consisted of six principal underwriters: 

Bankers Trust, Chemical Bank, Merrill Lynch, Salomon Brothers, Bank of 

America and Morgan Guaranty Trust Company. The opinion that White & Case 

was to furnish would be addressed to the entire Bankers Trust syndicate. 

From the time that White & Case first agreed to accept the retainer, 

a number of associates and Epley began their review of the relevant 

statutes. ·2/ Associates visited the offices of Russell Aldag of the 

City's Division of Municipal Securities to examine prior closing tran- 

scripts of proceedings in order to learn what background documents would 

1/ Testim3ny of Epley at 180. 

2/ Id. at 28. 

95-040 0- 77 -50 
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be necessary for· the closing of the TANs. Memoranda were prepared on 

aspects of the Local Finance Law. 

2. Wood Dawson and White & Case - late February to late March 1975 

On February 24, 1975, theCity sold and delivered $170 million in 

RANs to the New York City Clearinghouse Banks. 1/ The RANs were fourilay 

notes, an extraordinarily short maturity date even for New York City 

which had a constant need to roll over its huge short-term debt. As 

McCormick was to explain later, these notes were issued because "there 

was evidentaly Isic] some question as, to whether or not the City's bank 

accounts were overdrawn." 2/ 

Wood Dawson provided the approving opinion to the City for these 

RANS in the evening of February 24. It was clear then that the City was 

1/ The New York Clearinghouse is a voluntary .association of banks located 
in the City. The object of the association, as stated in its constitu- 
tion, is "the effecting at one place of the daily exchange between the 
members thereof and~the settlement of the balances resulting from such 
exchange. There are eleven members, as follows: The Bank of New York, 
The Chase Manhattan Bank, Citibank, Chemical Bank, IYorgan Guaranty 
Trust Company of New York, Manufacturers Hanover Trust Company, Irving 
Trust Company, Bankers Trust Com~any, Marine Midland Bank, U.S. Trust 
Company of New York, National Bank of North America. The National Bank 
of North America did not participate in this offering. 

/ Testimony of Leiloy Love, at 193. 



- 49 - 

experiencing severe financial dislocations. Wood Dawson, however, did not 

conduct any further investigation. They followed their usual procedures: 

prepared a ~requisition letter; prepared blank certificates; and furnished 

their opinion in connection with the sale. The opinion itself was in 

standard form, without·limitation or qualification. 1/ Fortunately, the 

notes were pre-paid by the City one day later. But. the problems did not 

abate. They were just beginning to surface. 

On February 26, matters became more complicated. A closing was to 

take place ~the following day for the delivery of certificates repre- 

senting $141 million in serial bonds to a syndicate headed by the Chase 

Manhattan Bank. And another closing was to occur two days later on 

February 28 with respect to $260 million in tax anticipation notes which 

were tentatively accepted by two syndicates: one headed by Chase and 

the other headed by Bankers Trust. The bond sale did in fact close, with 

Wood Dawson acting as bond counsel. The TAN sale did not, because in 

essence, White & Case acting as co-bond counsel with Wood Dawson, requested 

more current information than had usually been obtained concerning anticipated 

taxes outstanding against which the City proposed to issue the TANs. 

1/ This RAU offering was issued in anticipation of certain proceeds, in- 
cluding $260 million to have been received by the City from a proposed 
sale of TANs to have taken place February 28, and which was, in fact, 
not consumnated. The Local Finance Law of New York State, however, 

does not appear to permit the issuance of RANs against the proceeds of 
T4Ns. There is, therefore, some question as to the legality of this 
February 24 RAN sale. 
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On February 26, there were three meetings at the office of Wood Dawson. 

The first was with Alexandra Altman, an attorney for the Bureau of the 

Budget of the City. She was there to provide the firm with certain infor- 

mation concerning the aggregate outstanding debt of the City's public 

benefit corporations. This concern was prompted by the Wein litigation. 

The complaint in Wein alleged, among other things, that the City had 

burpassed its constitutional debt limit. Wood Dawson wanted to satisfy. 

itself through the help of Ms. Altman and a certificate from the Bureau 

of the Budget Director, Mel Lechner, that even if all debts of public 

benefit corporations were charged to the City's debt limit, the limit 

would still not be exceeded. 

Even though many questions were raised during this time, Wood Dawson. 

did not expand their procedures. The usual opinion of the~firm was delivered 

to their client, Chase, in the evening of February 27 for the serial 

bond offering. 1/ Because of the Wein litigation, Chase asked the 

firm to issue a supplemental opinion. Wood Dawson complied with an opinion 

dated February 27, 1975, reciting that the 

... Issue of February 15, 1975 will not be held 
to be void as being in excess of the constitutional 
debt limit of the City of New York. 

In rendering this opinion we have, among other things, 
relied upon the annexed certificate of the Director 
of Management and Budget of the City of New York and 
attachments thereto. 2 / 

1/ February 27, 1975, opinion by Wood Dawson. 

2/ Division Exhibit (Love) 6. 
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The two other meetings at Wood Dawson's offices -on February 26 con- 

cerned the proposed $260 million'IlAN offering. At both m~etings, it 

was White & Case's position that the City's certification regarding 

the collected tax receipts had to be updated to the time of the proposed 

closit~ for the TANs. The City's prior practice was to issue certificates 

providing information as of a date two to eight ~eks before the closing. 

wood Dawson had in the past always accepted the City's certificates 

without requesting up~ates. It was Wood Dawson's position that the 

requirements set up in the Local Finance Law for certain revenues to 

support the issuance of the tax anticipation note was simply "a measuring 

device" ard that ". .. if the City certified to us the records required 

to be kept by the City code, ~n~ were entitled to rely thereon for the 

purposes of renderinEl our opinion.!' 1~ For the TAN offerin3~, the City 

had provided a certificate dated January 30, although closing was to 

take place February 28. The issue arose because White & Case had been 

told on February 25 by an "accountant from NYC" that there might be 

insufficient revenues against which the TANs were to be offered. 2 / 

1/ Testimony of IeRoy Love, at 203. 

2 / See Eide Ex. 3; Memorandum for the files, NYC February TAN Issue, 
Richard Peters, March 27, 1975, at 8. These figures may have been 
provided by Sol Lewis. Altman testimony at 87. 
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The 28 day period was indeed significant. January 30 was the day 

before the expiration of a 30 day grace period far-the payment of real 

estate taxes which were due January 1 by owners of real estate within 

New York City. 

Q· How current was the certificate that was being 
questioned at that point in time [by White & Case]? 

A. (By McCormick) It was probably--the date was four 
or five weeks prior to.the sale--to the delivery 
date. That's a rough estimate ... 

Q. Was there any significance to the date upon which 
the figures were given? 

A. The City maintains that that's as of the end of 
the month; where they had so-called audit figures, 
and that any figures after the end of the month 
were so-called raw figures upon which the Corr~- 
troller could not certify. 

Q· Was it the City's practice to give this author- 
izing certificate as of the end of the month? 

A. I can't say it was the City's practice, no. 

Q. In connection with the note offerings that you 
worked on, was it their practice? 

A. I don't think it was their practice necessarily, 
no. 

Q· Was there any significance attached to the date 
of that particular certificate? 

A. Not to my knowledge. 

Q. Would the certificates have been different if it 
were dated several days later? 

A. Well, the fact, I think it was established that 

if the certificate had been dated as of February 
10th, they would not have adequate taxes against 
which they were issuing their notes. 
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Q. When was the fact establishedl- 

A. I just pulled that date out of my head. 
I mean, it was sometime In early February. 

Q· When did it become known to you that had the 
ceirtificate been dated later there would not 
have been sufficient taxes against which the 
TANS could have been issued? 

A. It came, it became known to us about two days 
before the notes were scheduled to be delivered 
and paid for. 

Q. How is it that you became aware that there were 
insufficient taxes to support the proposed sale 
of the TANS? 

A. . we were called by a lawyer from White & Case 
indicating that such a problem existed. 

Q. If you had treated that sale as you would normally 
treat a TAN sale, would you have discovered the 
information he [Robert L. Glare of White & Case] 
gave to you? 

A. Probably not, no. 

(1. Why not? 

A. Well, the certificate had been prepared by the 
City Comptroller using a date as of the end of the 
preceding month, as of which date uncollected taxes 
exceeded the amount of the note issue. 

Q· So you would not have asked for a certificate beyond 
that date? 

A. We had not asked in the past, no. 

Q. And if the sale had gone forward you would have 
given your opinion? 

A. I assume so. 1/ 

1/ Testimony of LeRoy Love, at 91-92, 93, and 110. 



- 54 - 

In efforts to resolve the problem raised by the apparent insufficiency 

of uncollected real estate taxes to support the proposed Tax Anticipation 

Note sale, Sabatine and Epley discussed the possibility of having a split 

closing whereby Bankers Trust would first close as to its $100,000,000 

portion o'f $260,000,000 TANs, and Chase (Wood Dawson's client) would 

subsequently close on the balance. 1/ 

Messrs. Love, Sabatine andMcCormick of Wood Dawson, Messrs. Wood 

(-Comptroller's counsel), Lewis (chief accountant of the City) and Hartrnan 

(Corporation Counsel) and Ms..Altman (with the Budget Bureau) of the City 
attended the third meeting of February 26 at the offices of Wood Dawson. 

Mr. Lewis stressed the fact that the month-end figures 
had always been accepted in the past and that it was im- 
possible to get figures brought down to the closing date. 
Mr. Lewis went into a detailed explanation of the diffi- 
culty involved in extracting the real estate tax collec- 
tions from the J-73s. 

Mr. Epley then discussed the possibility of Bankers' 
closing prior to Chase. Messrs. Sabatine and Wood stated 
this would be fine with them. There was a discussion of 
when a new certificate would be filed, certifying the 
January 30, 1975 figure as of the closing date. Messrs. 
Wood and Dawson requested this type of a certificate. 
Both Mr. Epley and Mr. Sabatine agreed that there would 
hatre to be some certificate dated later than the 13th 
of February. Mr. Epley insisted on the closing date 
and Mr. Sabatine seemed to settle on the sale date. 

The meeting adjourned with the understanding that 
Bankers would close first and the City would file a new 
certificate. 2/ 

I/ Memorandum Re Bankers Trust Co./NYC LJote Offering, prepared by John E. 
Osr?ato of White & Case, undated, at 2. 

1/ Id. at 3-4. 
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The next day, February 27, Epley called Wood (Comptroller's counsel) 

to discuss the form of the supplemental letter to be delivered to White & 

Case by the chief accountant, providing updated information as to tax 

collections. 1/ 

White & Case did not insist upon the filing of any official certifi- 

cate updating the January 30th certificate, apparently in deference to Wood 

Dawson's intention to rely on the January 30, 1975 certificate already fur- 

nished, provided that there was nothing in the "public record" as to later 

collections. 2/ The issue of updating the City's certificate with respect 

to the uncollected taxes supporting the proposed TAN sale caused CJhite & 

Case and Wood Dawson to disagree. 

fly recollection of the Wood Dawson position was that 
they affirmatively did not want any information more 
current than what had been provided as of January·30th. 

I was never able to fully understand why they would take 
that position as distinct from simply saying January 30 
is okay with us and you don't have to update it. 

They went beyond that to say if it is updated we don't 
want to know about it. 3/ 

Our position was that the local finance law stated that 
there had to be--there was a formulation in the local 
finance law that the tests of the validity of tax antici- 
pation notes was the amount of uncollected taxes on the 
date of issue. 

1/ Memorandum Re 8ankers Trust Company, NYC Note Offering, prepared by 
Robert L. Glare, February 27, 1975, at i. 

1/ l'lemorandum for the files, prepared by Ic~arion J. Epley, February 28, 1975. 

3/ Testimony of Marion J. Epley, at 116. 
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Our po`sition was that the date of issue was the date 
when the notes were issued which would be February 28th 
and that we felt that we were entitiled to get either a 
certification of what the uncollected taxes were on 

February 28th or some indication of the order of magnitude 
of change from the most recent date to which a firm number 
could be attached. 

The meetings at Wood Dawson, both in the afternoon 
and the evening, were addressed principally to that 
topic....l/ 

When White & Case brought up the issue of the letter with Comptroller 

Goldin, he advised White & Case that, if the City were to issue such a 

letter, it would have to send a copy to Wood Dawson "regardless of any 

statements on their part that they had no interest in postJanuary 30th 

collections." / Epley conveyed this view to Sabatine and asked Sabatine 

what his law firm's position would be if they should receive a copy of 

such a letter. After discussing the matter with the partners of the firm, 

Sabatine called Epley to tell him that "[Wood Dawson] ... would not 

issue an opinion if they received a copy of the proposed letter to White 

&Case." 3/ 

On February 27, Sabatine advised Epley that, in municipal financings, 

everything, is always "okay unless you ask quest.ions," and, further, 

that failures to analyze statutes or other documentation are not signifi- 

cant in municipal financing since there is "generally plenty of fat all 

Y Id. at 115-116. 

2/ Memoranaum Drepared by Marion J. Epley, February 29, 1975, at 3. 
(HereinafteLr cited as Epley memo 2-28-75) 

/ Id. at 4. 
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over the place." 1/ This viewpoint put Epiey and other members of 

White & Case on their guard. Further checks were made by White & Case's 

attorneys to reassure themselves that all-matters were properly docu- 

mented . 

In the evening of February 27th, at a meeting in the Comptroller's 

office, attended by City representatives, representatives of the Chase 

group, representatives of the Bankers Trust group, Epley of White & Case, 

and members of Wood Dawson, Comptroller Goldin referred to the fact that 

this was White & Case's first participation in a municipal bond financing, 

and ... "expressed perplexity at the fact that [White & Case] was unwilling 

to accept the customary documentation in such transactions," and "demanded 

to know why White & Case was unwilling to be 'reasonable'".- 2/ Labrecque 

of Chase, in response to an expression of "dismay [by a City official] 

at the fact that anyone would challenge the long-standing precedent and 

documentation for such financings," responded that precedents regarding 

acceptance of documents were "irrelevant," referring to cases in which 

underwriters were "sued for failure~to make a proper investigation." 3/ 

Epley stated: 

... perhaps since IYr. Lewis seemedto have access 
to those numbers, they might provide the basis for 
some sort of certificate or other documentation from 

the City as to the amount of uncollected taxes. At 

1/ Epley memo 2-2-75 at 9. 

/ Id. at 7. 

3/ Id. at 8. 
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that point the Comptroller stated quite firmly 
that the [PostJanuary 30] numbers that 1Yr. Lewis 
had provided my people were not reliable and 
were not supportable. 1/ 

At one point Epley asked Sabatine to state the relelant section 

of the Administrative Code so that the legal basis for Epley's request 

could be underscored. This section provides that the City must make 

daily postings of all collections it receives concerning tax receipts 

and must also make daily reports to the Comptroller. (Section 415(1)-6.0) 

This being said, the City representatives "seemed stunned" by the existence 

of the provision. 2/ The reports -- the so-called "J73s" -- were received 

daily by the Comptroller from various collecting offices. The Chief 

Accountant was not familiar with how current the actual postings were. 3/ 

The balance of the meeting concerned the ability of, the City to provide 

information required by White & Case and possible solutions to the 

problems posed by what Comptroller Goldin deemed to be ·an unprecedented 

demand. 4/ 

On the morning of February 28th, there was another meeting among 

Representatives of Bankers Trust Company, White & Case, Wood Dawson, 

certain City officials and others. This meeting was designed to demonstrate 

to White & Case that there were, in fact, sufficient tax receivables 

yet uncollected which would support the proposed $260 million in tax 

anticipation notes. 

1/ Testimony of Marion J. Epley, at 130. 

2/ Memorandum to the Files of Marion Epley, February 28, 1975. 

2/ ~d. at 7 and 8. 

4/ ~Id. at 8 and 9. 
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At this meeting, City officials were unable to persuade White & Case that 

there was any sound basis for departing from the Admininstrative Code and 

procedures normally utilized in providing comfort to attorneys who furnish 

opinions on corm~nercial transactions. Sol Lewis tried to convince White & Case 

that their requests for assurances were at variance with prior practice of 

bond counsel. 1/ 

Lewis described how the practicalities of the City's accounting system 

had to be accormnodated notwithstanding certain legal requirements. He averred 

that any atterrpt by new bond counsel, White & Case, to try to conform traditional 

accounting practices of the Comptroller's office to the letter of the I~ocal 

Finance Plan would be highly unreasonable. He represented that even though 

figures could not be produced in accordance with the Administrative Code, the 

notes would be paid when they fell due, just as they had always been paid 

in the past. Lewis defended the City's accounting system by analogizing 

to driving a car or filing a tax return: One does not exactly follow the 

law; however, one stays within the spirit of it. / 

Lewis admitted: 

daily collections were entered into the ledger only 
once a month, and that in the past bond counsel had 
always understood this and thus accepted certified 
figures for a date at the end of the month prior to 
the sale without further questibning. 1/ 

I/ Memorandum prepared by Richard Peters of White & Case, March 27, 
1975 at 3. 

2/ Id. at 4 and 5. 

3/ Id. at 3. 
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Lewis furnished Robert Glare of White & Case with information which 

confirmed prior practices of bond counsel, but which Lewis hoped would 

show how illusory the.updated certificate problem really was: 

Sol [Lewis] said he or the comptroller would be glad 
to certify that there would 'be cash on hand to pay 
the notes as they fall due just as there always had 
been such cash in the past'.... 

Sol [Lewis] produced a file of several prior monthly 
budgetary statements of the City which showed that 
at certain points in time there were outstanding in 
aggregate principal amount of TANS in excess of real 
estate taxes then receivable. 1/ 

Lewis did not provide White & Case with hard numbers. Instead, he went 

into a long explanation of the "573" forms upon which daily collection reports 

were made to various local collection offices of the Comptroller's office. 

There were several hundred of these reports per day, he said, which were 

available in unaudited form for the parties ~to examine. 2/ 

To satisfy White & Case, Lewis offered to show the forms to them for their 

own inspection: 

Sol [Lewis] claimed that he could never stand behind 
an est~imated figure and that in the past bond counsel 
had always understood this problem'and thus accepted 
the month-end figures. White & Case had now raised 
what, he believed to be an unreasonable request. However, 
he said that his people were there to provide us with 
what we needed; that is, that he was prepared to 'give 
you the J-73's, explain the coding, give you adding 
machines and let you reach your own independent conclusions'.3/ 

I/ ~Id. at 3 and 4. 

/ I_d. at 6. 

3/ ~Id. at 6. 
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Not wanting to assume the responsibility for auditing the figures, 

White & Case declined the offer, asking instead for the ''best bottom line 

figure" that the City could give with respect to collections through 

February 28, 1975. 1/ Lewjs then refused to provide any figure whatsoever 

because, as he said, the City could not stand behind ~iny number for the 

February collection. When Lewis was pressed as to why he had been able to 

provide estimated February collection figures several days earlier (February 

25), but ~as unable to do so now, Lewis replied: ·" ... If I knew what you 

intended I would have never provided them. I cannot and will not provide 

February figures on any basis." 2/ White & Case wanted to end the meeting 

if figures would not be provided. I~ewis stalled, arguing that they should 

wait for the arrival of Bill Scott, Third Deputy Comptroller, who would 

solve the problem. ·3/ 

Scott arrived later in the morning. Scott said that he was worried that 

the City might be put in the apparent posture of being unwilling to cooperate. 4/ 

At that, Scott "ordered" Lewis to perform the review of the J-73's which I~wis 

himself had refused to do all morning and theprevious day. Lewis then left 

the room to carry out Scott's orders. Thirty minutes later Scott called Lewis 

to accelerate the work he was performing. 

At about this time, John Osnato [White & Case associate] 
raised the possibility with me [Peters] that this entire 
meeting was pre-rehearsed in an attempt to set up [White 
& Casel as being unreasonable. I tended to agree with 
John. After discussing this with Bob Glare Ianother White 
& Case associate] John left the room to call Jay Epley to 
bring him up to date on this development. 5/ 

I/ Id. at 7. 

2/ Id. at 8. 

3/ Id. at 10. 

4/ Id. 

5/ Id. at 13. 
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'It~Jo City accountants then came to the meeting room and explained 

how they would normally review tax collections taking the J-73s for 

February 4 and 6 for examples. Each of the J-73s used as an example 

had already been underlined and marked, which led the White & Case 

attorneys to the conclusion that the work had been previously carried 

out despite assertions to the` contrary by Lewis. 1/ Having seen the 

sample J-73s, Peters, Osnato and Glare left the Municipal Building 

with Sabatine to give the City's accountants time to perform their 

review. On the way out, Sabatine remarked to them that he already 

knew that the City would run into problems on the figures somewhere 

between February 6 and Fe~jruary 13. 2/ 

A second meeting on February 28 was held at the Bankers Trust 

Company among the five managers of the Bankers Trust syndicate 

(excluding Bank of America) and additional counsel for these firms. 

At this meeting, a decision was reached: the syndicate would not accept 

delivery of the notes. 

Ultimately, the proposed TAN sale was aborted. Comptroller 

Goldin states it was cancelled because, of "a sudden demand by the 

underwriters unprecedented in the history of the City for data which 

could not physically be compiled, checked and certified in the short 

time available." 3 / 

1/ ~Id. at 14. 

2/ ~d. at 15. 

/ ~ress Release of the Office of the Comptroller, February 28, 1975. 
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3. Expansion. of .the· ~hite~ C$~ .Re~b4~PL · :,. 

iis a result of White 8 Case~i~i~Eorts· in the proposed 
$260 million TAN`sale, the; ·had the cons~iirl~ed support of the banks to 

act as bond counsel for future offerings. 

On March i, when a bridge loan was announced for $140 million of 

Revenue Anticipation Notes, maturing;~in 19 days, between the City and a 

consortium of ten City clearinghouse banks led by Chase, White & Case 

was appointed bond counsel. The sale was made on March 5. The TANs 

were not distributed to the public, but rather were held by the Clearing- 

house banks until maturity on March 20. 

Epley believed that he made his position clear to the syndicate during 

the first week in March that the individual banks were to look to their own 

counsel for advice concerning disclosure of the implications of the Wein 

suit: 

... conversations dealing with the topic of the 
possible inconsistency or conflict if you will·between 
bond Counsel for syndicate and underwriter's Counsel 
for syndicate, arose ... Out of statements which I 
had made in meetings at Chemical to the effect that White 
& Case in the BAN transaction for the Chemical syndicate 
was acting as bond Counsel for the syndicate but were not 
purporting to advise the syndicate with respect to any 
other obligations they might have with regard to publicizing 
the implications of the Wein suit or other matters, and 

that it should be understood by all of the syndicate 
members that they were looking to their own counsel in 
that regard. 1/ 

White & Case maintained that their involvement in many of the events 

and meetings of early March resulted from their retainer by Bankers Trust 

and the syndicate, and not from any formal or informal understanding that 

1/ Testimony of Epley bt 175. 
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they were then acting as underwriters' counsel. 1/ There was conflicting 

testimony on this point. Charbonneau of Chemical Bank asserted that white & 

Case was acting then as underwriters' counsel as well as counsel to the 

syndicate. 2/ Epley demurred. Asked whether he considered it within the scope 

of his retainer to pass upon the question of what information should be 

disclosed by the underwriters to their customers in connection with the BAN 

offering, Epley responded: "Only with regard to Bankers Trust Company as the 

others were represented by Counsel of their own." 3/ Somewhere, there was a 

failure of communication. 

It was during the second week in March that the identity of the firm's 

clients began to crystallize, and with it, the range of responsibilities began 

to expand. Epley testified that on March 10 the firm announced at a meeting 

of the syndicate that it would assume the dual role of syndicate counsel and 

underwriters' counsel: 

... the concept of having a single Counsel representing 
the underwriting syndicate as a group as distinct from having 
each underwriter rely upon his own Counsel evolved in large 
part from the proceedings of the previous week. .. at the 
office of Chemical Bank on March 5th and 6th and I think 

various people concluded that it would be a more efficient 
and effective procedure if there were a single Counsel 
representing the underwriters as a group. 4/ 

1/ Id. at 173. 

/ ~Testirr~ny of Berman CharboM~au, at 143-144. 

3/ Id. at 177. 

4/ Id. at 275-76. 
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Indeed, there was little -that White & Case was not involved in 

concerning the City and the marketing of its securities. While it entered 

the scene on february 20, 1975, it soon.acquired as much information land 

probably more) about the City as had any other counsel in the past. The 

banks, the Financial Community Liaison Group, -the broker-dealer syndicate 

members,· ail were looking to White & Case for help during a period rife 

with sophisticated problems. 

Wood DawSon continued to play a role in the three March 1975 antici- 

pation note offerings, although their role was a secondary one. They 

were instructed sirrp>lyby Chase to "stick in there." 1 / Epley gave the 

following testimonyon this point: 

My recollection is that their presence was explained 
in terms of-'there-having originally been two separate 
syndicates proposing to bid on the BANS, and that 
Chase had headed thenon Chemical syndicate, and had 
retained Wood ·Dawson in that connection, but that by 
the time this r~eting convened on March 5th, the syn- 
dicateshad combined, that Chemical was to be the lead 

manager of the -combined .syndicate, and that we had 

L/ Testimony of LeRoy Love, at 73. 
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been retained by Chemical on behalf of the entire syn- 
dicate. 

However, Wood Dawson did remain present, I think, 
both at the March 5th and March 6th meetings. 1/ 

In fact, Wood Dawson attended many meetings during the first two weeks 

of March 1975 with White & Case and had numerous phone conversations with 

City officials, underwriters and representatives of White & Case. Wood 

Dawson's participation was very much equivalent to what they would have 

done had they been appointed attorney of r'ecord by the purchasing syndicates. 

They assisted in the work performed by White & Case, they offered suggestions 

to White & Case and the City officials, and they prepared memoranda relating 

to the proceedings. Their role was very little different from White 

& Case's role. Wood Dawson continued to advise Chase and rendered an 

opinion to Chase regarding one note sale. 

A series of meetings that took place on March 5, 6, 7 and 8 were 

attended by Love, Sabatine and McCormick. These .meetings were again of 

critical importance in dealing with the growing City fiscal crisis. The 

immediate concern was the upcoming RAN and BAN sales in the aggregate 

ar~unt of $1.052 billion dollars to be sold in less than 15 days. 

There were two meetings at Chemical Bank which members of Wood 

Dawson attended on March 5 and 6 with a large group of underwriters. 

As Sabatine put it: 

1/ Testimony of Marion J. Epley, at 417. 
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It's that dreadful day that we all sat over at 
'[Chemical Bank] ... thatwe stewed over the 
White & Case - the form of White & Case opinion, 
and in the afternoon we stewed over disclosure 

[i]n the evening, we stewed over what 
wo;dIn~ the City of New York would have to say 
regarding the sale. 1/ 

Wood Dawson worked with White & Case during this period in grap- 

pling with the issue of disclosure which was raised again andagain 

at the meetings. While it is not clear who first raised the issue 

(both Sabatine and Love had no recollection of these matters) it is 

apparent that both firms were.trying to deal with its resolution. 2/ 

On March 5, 1975 Wood Dawson and White & Case prepared a series of 

unique questions to be propounded to the City. The firms were asking 
for information on: 

(1) Pension obligations of the City: 

(2) Reasons for exclusions of indebtedness from the debt 
limit; 

(3) Amount of housing indebtedness that had been switched 
from one debt limit to another; 

(4) Remaining borrowing authority for revenue anticipation 
notes; and 

(5) Use of proceeds of anticipation notes. 3/ 

1/ Testimony of LeRoy Love, at 219. 

2/ id. at 219. 

2/ Div; Ex. (Love) 18. 
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These questions were an important and serious departure from prior 

practice. They were truly a benchmark in bond counsel - client relationships, 

because they signaled the first time in which bond counsel was making an 

active investigation of matters concerning the City's fiscal position in 

connection with a municipal securities sale. 

The series of questions prepared by the two firms led to the drafting 

of a press release.by Wood Dawson, White & Case and others to be issued by 

the City on March 7 in connection with the sale of the $537,270,000 bond 

antidipation notes on that day. The release was also a milestone in that 

it represented the first step towards an attempt to make disclosure of the 

City's precarious fiscal position. 

Love described the dis~ussions atthe drafting session: 

... there was a wide spread concern -- a gerieral 
concern per (sic)-- it was pervasive, that under 
the circumstances of that offering, something more 
than the customary disclosure with respect to the 
financial affairs of the City of New York would be 
necessary in order to underwrite the offering ... 
[g]enerally, as I recall, it was a type of disclosure 
that was to emanate from the issuer, that is, the 
City of New York would put on notice all those who 
might, from time to time, become the holders of these 
particular securities, the character of the financial 

difficulties that the City was then undergoing. 1/ 

But the press release fell far short of full and adequate disclosure. It 

only made a brief allusion to the City's financial problems by noting the 

"relatively high rate of interest" on the notes and stating: 

1/ Id. at 236. 
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While solution of the City's fiscal problems is not 
an easy matter, Comptroller Goldin expressed his con- 
fidence that the City would, when the time comes, be 
in a satisfactory legal and fiscal position to sell bonds 
to fund these notes. 1/ 

'i~he parties present at the meetings were aware of the require- 

ments of the antifraud provisions of the Securities Exchange Act: 

Q. Do you recall whether or not there was any talk 
of disclosure being required pursuant to the 
Securities Acts? 

A. Well, not particularly but I did certainly hear the 
phrase 10&5 being thrown around rather feck- 
lessly that day. 

Q. What did that phrase mean to you at that point in time? 

A. ... with respect to material information that should 
be made available in the offering of securities. 

Q· Did the people at that meeting feel that information had 
to be disseminated to the investing public to satisfy 
their requirements of the 10&5? 

A. As I recall, no one suggested that at that point in time 
it would be possible to put together an official state- 
ment as such term is understood in the industry, and 
that the cause of the awareness, of at least the media, 
of the financial difficulties under which the City was 
laboring at that point, their - those securities might· 
be underwritten with a widely publicized statement that 
might, I suppose, fall short of the preparation of a 
definitive official statement. 2/ 

1/ Press Release of the Office of the Comptroller, No. 75-31, 
March 7, 1975. 

2/ Testimony of LeRoy Love, at 237-238. 
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Disclosure was a principal topic of discussion at the meetings and 

both I~ove and Sabatine contributed their views. Said Sabatine: 

... I was probably asked questions about disclosure and 
I probably responded to them. What I said basically I don't 
recall. 1/ 

Yet, in spite of the general awareness of the antifraud provisions of 

the securities acts, Wood Dawson ac~nittedly "advised" Chase on "the form of 

statement for release by the City Comptroller used in connection with marketing 

the notes," 2/ and assisted White & Case in the preparation of a press release 

which was far from a description of the City's fiscal situation. In that 

press release there was not even a rudimentary description of the problems 

besetting the City and the risks attendant upon an investment in the securities 

being offered. 

The issue of investigation of the City's figures was raised in connection 

with the future issuance of revenue anticipation notes against questionable 

budget appropriations. Wood Dawson expressed their view at the meeting that 

as long as the City maintained it had authority to issue revenue anticipation 

notes based on budget appropriations, underwriters had no obligation to look 

behind the City's certified statements unless they have a definite reason 

to suspect "hanky panky". _3/ 

1/ Id. at 243. 

1/ Div. Ex. (Love) 25. 

2/ DiV· EX. (I~ove) 20 at 3-4. 



- 71 -- 

The pcepardtion or the Report ~entiill FilCtB.(the "I~paftl!l 
-~k-·· 

a document: disseminatec) to the: publ~ the City beginning IYarch:--~~; 

1975, was yet another benchmark for the City because it constituted 

the~;first timearry sort of a.disclosure document had ever been prepared 

for the public investor in connectia~c~ with the sale of the City's 

notes. 1/ The City had, in the past~7· prepared, in conformance with 

a State regulation, a several page document used in the sale of its bonds 

which was both a Notice of Sale and Report of Essential Facts, but it was 

not disseminated to the public and it contained barebones financial data. 

The Report represented a collegial effort to provide disclosure 

regarding the City's finances to prospective investors. 

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 uD of members of the 

Staff Corrsnittee including: Roy AndereLs, Bankers Trust; 
William Solari, Donaldson, Lufkin; Chester Johnson, Morgan 
Guaranty; John Thompson, W. H. Morton; Jac Friedgut, Citibank; 
and Jim O'Sullivan and Waiter Carroll, Chase. 2/ 

This Report contained a schedule of anticipated borrowings, and cash flow 

projections. It contained information regarding some $3 billion in outstanding 

RANS without explaining that a significant percentage had been issued 

1/ Letter to Richard Kezer from Marion J. Epley, April 17, 1975. 

2/ Division Exhibit (Epley) 10. 
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against uncollectible revenues. 1/ Epley, in responding to a series 

of questions regarding the scope of the firm's retainer with respect 

to the $375 million RAN which was bid upon March 14 and delivered March 20, 

stated: 

It was to assist the underwriters in participating with 
the City in the preparation of a document of the City 
containing relevant information tobe disseminated in 
connection with the sale of [$375 million] revenue 
anticipation notes. 2/ 

.. .[I]ts use in connection with the delivery out of the 
BANs was simply an additional use to which it was put 
because it had become available by the time those deliveries 
were made. 3/ 

The decision to prepare the Report was reached at the Saturday, March 8 

meeting at Chemical Bank among the managers. John Osnato was there for White & 

Case "toact as an observer" 4/ pursuant to a request that White & Case send 

someone to the weekendmeetings. SaidEpley: 

My only recollection of [Osnato's report to me] is 
that White & Case had been asked to state our position 
with respect to feasibility with preparing some sort of 
disclosure document for use in connection with public 
offerings of securities by the City and our views as to 
the nature of this sort of investigation which might be 
appropriate in connection with the preparation of such 
a document on behalf of the underwriters. l~np~asis 
added). 5/ 

1/ Office of State Comptroller. Report on New York City's control budgetary 
and accounting system. Report No: 3-76 at 2. 

2/ Testimony of Marion J. Epley, at 266. 

3/ Id· at 232. 

4/ Id. at 249. 

5/ Id. at 250. 
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During this meeting it wasWhite ~~ Case's recommendation that the City 

use "some sort of information sale document" for all future City offerings, 

without defining the form it should take. 

Whether a Report was viewed as an ''information sale'document" or a 

"disclosure document," there was no mistaking its use by the underwriters: 

to provide investors with some information regarding the City's finances to 

assist them in making an investment decision. 

The Report of Essential Facts] was to be supplied to persons 
whom the underwriters approached as prospective purchasers of 
the notes. .. in connection with the sale of the RANs. 1/ 

The Report was a nostrum, the inadequacie·s of which were never divulged 

to potential investors. During the week of March 10, White & Case assisted the 

Grossman Cor~nittee in the joint effort to put together the disclosure document: 

During the week of March 10th there were continuing discussions, 
both within White & Case· and between White & Case and drossman 
and other analysts in the underwriting syndicate and representatives 
of the City as to what sources of information were available 
and what sort of information would appeal to be appropriate 
for disclosure in the documents to be used in connection 
with the sale~of notes. 2 / 

According to Epley, White & Case acted primarily as an organizer of 

information furnished by several sources, without attempting to take active 

part in the drafting process: 

The City was responsible for the preparation or publication 
of all of the informafion contained in-the Report of Essential 
Facts. They supplied information, which was reviewed by the 
bank analysts, and which we read. 

1_/ Id. at 370. 

2 / Id. at 267. 
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We attempted to coordinate comments, suggestions, recommendations, 
from the bank underwriter, analyst personnel, and convey those 
to the City. 1/ 

They were also a liaison between all groups. 

We reviewed material as it was forthcoming from the City, 
asked questions and suggested comments or changes which we 
felt appropriate. 2/ 

Responding to the question of whether White & Case ever requested the City 

to include additional information in the Report, Epley gave this answer: 

To the extent that suggestions may have been made to us by 
Mr. Grossman or others in the analysts group, or to the extent 
that information furnished by the City appeared to·raise 
questions or suggest further information which might be 
relevant, Iand persons at White & Case may have done so. 

I have no recollection. 3/ 

While Epley disavowed any responsibility for the accuracy or adequacy of 

the Report, he did acknowledge that the firm had a clear responsibility to make 

efforts to ensure accuracy and adequacy: 

Neither our firm nor any law firm about which Iam 
familiar assumes legal or other responsibility for 
the adequacy or accuracy of disclosure documents as 
distinct from Counsel with their clients seeking 
to make those documents as accurate and as complete 
as possible. 4/ 

I/ Id. at 485. 

2/ Id· at 357 

3/ Id. at 369 

4/ Id. at 238. 
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White & Case's research was on'going, with important results. 

An important discovery of the research was that the "first lien" guaranty, 

widely believed to be ironclad and referred to in the City's notices of 

sale for the March 1975 offerings, did not apply to anticipation notes. 1/ 

white & Case was aware of this information prior to the sale of the RAN 

offering of $375,000,000 that was bid upon March 14, 1975. 2/ However, 

there was no disclosure of the first lien exception in connection with 

that offering. / 

1/ According to the New York State Constitution, the obligation to make 
repayment of principal and interest on the City's notes and bonds 
constitutes a first lien on all City revenues, giving investors strong 
assurance of the security of their investment owing to the multiple 
debt service coverage produced by City revenues. There is, however, 
an important exception to this constitutional protection:~ The City 
is not required to annually appropriate monies to retire the principal 
of anticipation notes, although it is required to appropriate sums to 
service the interest. As a result, a holder of revenue and tax anti- 

cipation notes of the City may not bring successful suit against the 
the City for payment of principal from first revenues until five years 
after the date of the original issue. New York Constitution Article 
VIII, g2. For a discussion of this provision see Washburn v. Goldin, 
New York Law Journal, January 6, 1977, at 10. 

As far back as 1971 Wood Dawson was aware of serious questions concerning 
the first lien exception. Letter from George K. King of Wood Dawson 
to Jules IYerron, July 23, 1971; Testimony of Alexandra Altman, at 116, 
et sec. 

1/ Testimony of Marion J. Epley, III, at 57. 

1/ Id. at 441. 
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An undated memo written by a White & Case attorney discussed 

the first lien exception: 

I called Sandy [Alexandra] IUtmanto discuss the 
"first lien" Language in Article El, 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 lien language had been dropped from 
the~ Notice of Sale for RANS and TANS at the 
request of either Hawkins, Delafield or Wood 
Dawson. 1/ 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 suggested that it appeared 
the BANS were excluded from the first lien 
language. He stated that there were a lot of 
problems in Notices of Sale and with the use 

of the first lien language generally. He further 
felt that if t-he City continued to use 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 the said his research would concentrate 

on the Vanderzee case). 2/ 

Nonetheless neither the Report of Essential Facts nor its amendments 

containe~d any clarification or elaboration of the absence of first 

lien. 

1/ In fact, these Notices of Sale did not drop the first lien language. 

2/ See White & Case Memorandum to the'files. White & Case has advised 
the staff that the memorandum was prepared in Mid-April, 1975. 
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The banks were very concerned about the disclosure issue. Epley 

described on the record a conversation which he had with Charles Sanford of 

Bankers Trust around March 24 regarding these questions: 

In the course of [the March 28] conversation, what 
I did was outline for Mr. Sanford the groundrules 
under Rule 10b-5 for trading in securities. 

What I told him was that, if at any time he decided 
that whatever information or indications he might 
have with regard to developments affecting the City 
were such that they might later be found to be material, 
and further, were such as not to have been generally 
known to the public, he should recognize that trading 
after that point could result in a legal exposure. 

I learned sometime later, I would think perhaps some- 
time in April, that at some point subsequent to that 
conversation with Mr. Sanford, he had, in fact, made 
a decision to at least temporarily withdraw from the 
New York City market. I don't recall at anytime dis- 
cussing with him either the making of that decision, 
or the factors which went into his judgment in making 
that decision. 

I did not tell him that he had a problem or did not 
have a problem. I described for him the circlrmstances 
under which a problem might exist. 1/ 

One week later, on March 31, there was a large meeting at the Chase 

attended by Epley and many others including the principal representatives 

of the banks. Asked about this meeting, Epley described his position: 

1/ Testimony of Marion J. Epley, at 459-61. 
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[T]here was, to my perception, an extreme 
degree of uncertainty as to just what was 
going to occur with respect to the continuing 
ability of the City to raise funds in the public 
capital market, and amounts and timing raising 
that money. And the problems I was specifically 
referring to [in the memo surm~arizing the March 31 
meeting], as I recall, was the difficulty, if not 
impossibility, of describing adequately a totally 
uncertain, fluid situation. 1/ 

At the March 31 meeting, Epley questioned whether it was at all 

possible to make full and fair disclosure of the City's problems: 

There was a discussion of the possibility of an 
underwriting of City notes to be sold and delivered 
on April 14, 1975. I advised the group that in our 
view any underwriting in which City notes were re- 
sold by the underwriters to the public would raise 
very serious problems of disclosure, and that the 
difficulties of the City might well render the 
achievement of adequate disclosure impossible. 
I also noted that in any event the disclosure 
required would probably cause serious marketing 
problems for any City notes. The bankers present 
emphasized that no decision as to any public sale 
had yet been made and confirmed their understanding 
that the disclosure problems might well be insoluble. 

Mr. Kezer of First Ejational City Bank fhen raised 
a question as to trading in presently outstanding 
City notes including the $375 million of RANS offered 
several weeks ago. I told him that we had advised 
Bankers Trust that in view of developments since 
the issue date of those n~tes, sales at this point 
might give rise to 10b-5 liability by a selling 

1/ Id. at 457-58. 
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underwriter. I told Mr. Kezer that we were there- 
fore giving the same advice to all of those present 
and recor~nended that they consult their own counsel 
to the extent that they felt it appropriate. 
(Emphasis added.) 1/ 

The next day, April i, Epley wrote a letter to Labrecque (of Chase) 

to summarize the conclusions reached at the prior day's meeting. A 

second letter, duplicate in all material respects save one, was sent to 

Ellmore Paterson (of Morgan Guarantee). A comparison of the two letters 

is revealing. 

The April 1 letter contained the following: 

While it may be possible by updating and supple- 
menting that Report [of Essential Facts] 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. 2/ 

Tne letter dated April 2 deleted that sentence and sustituted the following 

language: 

It may be possible by updating and supplementing 
that Report to satisfy the applicable legal require- 
ments with respect to future underwritten offerings. 3/ 

Epley offered the following explanation of the deletion and change: 

According to Epley, members of the firm met on April 2 as a result of a 

phone call to the firm from Roy Haberkern (counsel to the Chase) which sug- 

gested consideration of two matters: (1) whether the April 1 letter signed 

1/ Division Exhibit (Epley) 19, at 2-3. 

2/ Division Exhibit (Epley) 29. 

3/ Division Exhibit (Epley) 30. 

95-040 O -77 - 52 
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by Epley should have been addressea tb Patteron, as head of the Clearing- 

house banks, instead of Labrecque, as representative of the prospective 

lead managing underwriter for the April note offering, in light of the fact 

that the issues discussed therein transcended any particular offering; and 

(2) whether the last sentence of the first paragraph should have been revised 

to make it consistent with the true position of the banks. 1/ 

The Report of Essential Facts of March 13 was used in connection with 

the offerings of BANs and RANs in IYarch 1975. The inadequacies of the Report of 

Essential Facts are detailed in the staff's report on the role of the City 

and its officials. The press release of March 7 and the Report were misleading 

and were devoid of disclosure of the material uncertainties regarding the 

City's financial future; nor was there any disclosure of the City's financial 

condition, particularly the budget devices that had brought the City to the 

serious state of affairs that existed in narch 1975. The press release and 

the Report of Essential Facts were provided to the purchasers of BANs and 

RANs in March of 1975 and were available to investors trading in the City's 

securities in the secondary market. 

Despite the inadequacies in the March 7 press release and the Report, 

White & Case raised no objection to the issuance of either document. The 

position of:jhite & Case is that other counsel were present to advise 

the underwriters on disclosure matters and that their role did not encompass 

objecting to the inadequacies of the' March 7 press release and the Report. 

Essentially, White & Case submits that the judgments reached in March, 1975 

were collective judgments of a large group of professionals and lawyers. 

1/ Testimony of Marion J. Epley, at 492. 
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III. CONCLUSION 

The practice of municipal securities law is little understood by 

other lawyers, and probably not understood at all by the investing public. 

Yet, it is a role so vital that, without the closely-worded opinion provided 

by municipal bond counsel, municipalities would be unable to secure the 

tens of billions of dollars of yearly financings which they seek from the 

public capital markets. 

Until late February, 1975 bond counsel passing upon New York City 

securities did little if any independent investigation and relied almost 

exclusively on City officials. Even during the period when events began to 

point to a fiscal crisis, bond counsel did not critically analyze the 

financial information provided by the issuer. 

Bond counsel were not expected to investigate the creditworthiness 

of the City. However, when put on notice of dircumstances that called 

into quest~ion matters basic to the issuance of their opinion, bond counsel 

should have co'nducted an additional investigation. ~And bond counsel with 

knowledge of information material to investors should have taken all 

reasonable steps to satisfy themselves that those material facts were 

disclosed to the public. Even in the maelstrom of the City's difficulties, 

some bond counsel recognized the duty of participants in the distribution 

to disclose material facts - and so advised them. Unfortunately, there 

was a gap between the recognition of that duty and its implementation. 
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Of course, there are others who had a key role in the disclosure 

process, particularly the City and its officials. This did not relieve 

bond counsel of the duty to obtain background information substantiating 

their opinions, and to take reasonable steps to bring about disclosure 

of material facts which were known to them. If they had taken reasonable 

steps to bring about disclosure and if that disclosure had not been 

forthcoming, bond counsel should not have associated themselves 

with the offering. 

The Commission has indicated in another matter (In the Eiatter 

of Jo M. Ferguson, Securities Act Release No. 5523, August 21, 1974), 

that when the role of bond counsel is expanded to. include preparation 

of disclosure documents such as an official statement, bond counsel 

is obliged to see to it that all material facts that bond counsel 

knew or should have known are included in the official statement. 

Wnen testifying during the investigation, at least two bond 

counsel stated it would not be appropriate to issue an approving 

opinion if there was significant danger that the City could not pay 

the.obligation when due. But, since bond counsel relied almost 

exclusively on information provided by officials of the City it appears 

they relied on chance to determine whether that danger existed. 

Nor are bond counsel relieved of their obligations because some 

issues were discussed in the press. The City's problems were discussed 

in the press but these discussions did not constitute full and fair dis- 

closure. Bond counsel knew or should have known this. Furthermore, 

investors are entitled to and did rely on participants in the process for 

full disclosure of material facts concerning the issuer. 
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Securities Issued by the City of New York 
October 1974- March 1975 

Issue Date Type of Security Bond Counsel 

10/18/74 $517,760,000 Various 
Purpose Notes 

I. URNs $97,355,000 Wood Dawson L~ove h Sabatine 

II. BANsS420,405,000 

A. $250,000,000 Hawkins, Delafield& Wood 

B. $170,405,000 Wood Dawson Love & Sabatine 

10/15/74 - $475,580,000 Serial Bonds Wood Dawson Love & Sabatine 

11/12/74 $615,000,000 Various Hawkins, Delafield & Wood 
Purpose Notes 

I. RANs $500,000,000 

II. TANsS115,000,000 

12/13/74 $600,000,000 Various Hawkins, Delafield & Wood 
Purpose Notes 

I. RANsS400,000,000 

II. TANsS200,000,000 

1/13/75 ~ $620,000,000 RANs Sykes, Galloway & Dikeman 

2/14/75 $290,000,000 RANs Hawkins, Delafield & Wood 

2/15/75 $141,440,000 Serial Bonds Wood Dawson I~ove & Sabatine 

2/24/75 $170,000,000 RANs ' Wood Dawson Love & Sabatine 
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2/25/75 $248,980,000 BANs -Corporation Counsel 

3/5/75 $140,000,000 RANs White & Case 

3/14/75 $537,270,000 BANs White & Case 

3/20/75 $375,000,000 RANs White & Case 



FPP~X B 

'IRA:ISC~I~ Or' FROCCZ~I:;GS 

$290,000,000 the Citp of Nos Yort 

Revenue Anticipation Notes 

February 14, 1975 

CoF~ of Charter of ~he Cit!· of Nea Tor~ (sPe master file.) 

Ji. ~Prti=ie~ cop·· oi Delegation 5p t~e i~iayor te the Comptroller 
to issue-Zot~s. 

3. Certificate aut~orizioE the issuance of I~x ~nticipation Notes. 

C. Conf irnn tio7 of Sale. 

Certificate of Chief, Division of ~dunicipal Securities, Office 
of the Cor,~trolier as to compliance ~ith Regulation ~III. 

J6. Cop:: of bids receiveC. 

~5. Certificate of A~are. 

J S. Signature and Bo-Litijiation Certificate, 

9. Certificate of I~liver~ and F~yment. 

Specimen I~ot~ 

II. Arbitrage Certificate alth opinion of Corporation Cousnel. 

2~. Cpinion of ~dsitins, Delaiield E; Vood. 



eE PO~T, ON 

k 
.AeCOe7NTING PB~CTICES AND 

FINANCIAL REPOEITING 

~5-04G 2~3 

CSEE ~LASTER FILE) 



C1TI Or NCW YOnr, 

Orricrr OF THC M*~OR 

New YOlcle 7.N.Y. 

I, RODERT F. WkG~·T~R,_M~yar of The City of New York, 

e~ercising the povcts of a finance board pursuant to section 

8e of the New YorkCity Charter, effective January i, 1963, 

as amended-by Chapter 998 of the Laws of 1962; and 

Pursuant to Section 30,00 of the Local Finance Law 

of the Stilre of New Yd~k; I hereby dfleeare to the ComptroLlai: 

the power to authorize the issuance and the renewals thereof 

of I)ond Anticipation ·Notes, Tax Anticipation Notes, Revenue 

Anticipation Notes and Urban Renewal Notes; and 

-Pursuont to'Section 50.00 of the Local Finance Law 

or the State of New York, I hereby delegate to the Comptroller 

such powers and duties pertaining to the sale and FsounncF of 

obll6otion`s of The City of New Yorle as are prescribed in 

Sections 57.00, 58.00, 59.00, 60.00, 62.00 and 63.00 of the 

Local Finance Law of the State of New York, and any other 

powers or duties pertaining or incidental to the sale and 

issuance of obligations; nnd i$ 
X hereby dclcCn~e to the Comp~rolltr tho poucr to 

prescribe the terms, form ·nnd contents of ouch Dontls anti Notes 



and pursuant to Section GL.OI, of the' Local Finance Low- of tl'lC 

State of New Yorlk, I Iicrcly authorize that all Bond ~nticFp~L- 

tion Notes, Tar. Anticipation Noccc, Revenue Anticipation I!otcc, 

Capital Notes, Budget I~or~ct, Urban n_cncwa·l Notc~nnd evidences 

of ~ndabtcdncss to be issued to~the-Stste with respect-to pro- 

jects undertnlrcn pursuant to Section 5~.00 of the public C3Us' 

ing Law be executed in the name of the nunici~lit~ by the 

Comptroller with his manual signature or with his foc~imFle 

signature, duly authorized; or by a Deputy Comptroller with 

his manual signature, and shall be under seal of the City and 

attested by the City Clcrl: or his Deputy; and 

I hereby authorize that all definitive serial bonds 

and corporate stocl·~ when required to be issued shall be in 

regi~+~r~~.fonn ocin coupon fern, or both; the coupo~ bonds 

to be of the dEnominationof ~$1,000 each and/or ~f the dEnonFn- 

ation of $5,000 each, which coupon bonds shall be executed 5y 

the Eloyor and by the ComFtrolle=. on behalf of the City, with 

their facsimile signatures duly adopted by them no their true 

and genuine signatures and shall It: sealed with the common seal 

of the City and attested by the City Clerk or hisDcputy, and 

.the coupons attnchfd thereto to be autl~cnticntcd by the Conip- 

t'·roller, with his eDcniinil.e UiCnoture and the rcCi3tcPcd ccr~t- 

': '.. 



ificntcs thcrcof~ to be of any dcnomino~ion that in a multil,le 

of $1,000 and which registered certificates shall be cxccutcd 

by, the Mayor and by t)ic Comptroller with their focoimile 3iG- 

natures duly authorized, and shall be sealed uith'tbe common 

senl~of the City and attested by -~he City..Clerk or his Deputy; 

and 

I hereby authorize that all se~ial bonds and corporate 

stock, when r~quired to be issued in interim form pending the 

printing or engraving and delivery of serial bonds or corporate 

stocle in definitive form, shall be e~cecuted in the same manner 

herein prescribed for the execution of definitive serial bonds 

and corporate stock issued in coupon form, and may be issued 

with or without coupons attached thereto. 

3S-ih~_~ 
New York, N. Y. MAYOR 
February 21, 1963 

r IEN;DT CERTIFY t~~J~t the dthin aut~,or~zation, con~istin~ 
or thrco FnCoc, ~s on Tile in the OIMco tin Cit.)· Clnrk. 

L~~~V 
Dcltad: ~lo,~York; N. r. City C~ork. 

nPR ?- 19~5 



T)~E CITY OF NEW YORK 
~7"·· 

,·;:f 
OFFICE OF THE COMPTROLL~R 

WVNICIP*L OUILDINC 

NEW ~ORK. N. i. ~0007 

~l~lnorr s··- 

~ISON J. COLDIN 
Cour~ao~~ra 

sAccountsncy" 

·::-· 

Februcr3' 5, 1975 

Hen. ~br~Em D. Eeane 

~'a~or, The City of Aev York 

Deer ~~. Ihyor: 

Pursuant to Section 30.CO of the Loc~J. FFncnce 

Lav, I here~ith tmn~Lcit Certii~icate 29-75, which is to be 

filed vith you, iuthorizin$ the issurnce of ~240,C20,000 of 

Revt~iue kntici~ation I;otes on Feb~-u~ry 1~, 1975, pursu;nt to 

the provisions of Section 25.C\O of the LOC~ Pin;nce Lev. 

TYrst Deputy Co~ptroller 



THE CIIY OF NEW YORK 

]~5j- 
OFFICE OF T)IE COMrTROLLER 

MUNICIPAL DUIL.DINC 
NEW YORK. N. Y. ~0007 

I(*RRISOH J- COLDIN 
Cour~naLrra 

CETCPT~ICXTr: I:0. iS-?5 

AV1'I~OHEII:C the T~SSUI~::CE of ~VE~T~IE M~ICTFLTTGII I:OTES 

1, 5~17·:0~9 SC~EC~, FIX3T DZ·PZTY Ca:YP~O~i~ of The Cit~ of ~eu 
Yori., do hereby certify that, on February 21, lab3, the ~:a;·orof the City 
of E~r~ Yorlz, e,:ercrsing the por·ers of a finance boerd, pursuant to Section 
Sc of the I:e~l Yoric City Charter effective January 1, 1q63, ~rErted to the 
Co-ptrollerp~rsu~t to Section 30.CO of t!ie Local Finance Ltw, the p~~.zr 
to ~thorize the issuance of P.e~Enue ~nticipation ;:otcs ~i~;ch authority is 
still in lull force and effect, and has not been nodii'ied, E~enZcd or 
revo~;ed; and I~l;rther 

C~E~T~FY that, in accordance with such authority and pursuant to 
the provisions of Section 25.CO of the Local FFn;nce La~:, I have aut~ori;cd 
the issuance of.9cven~e I;nt:cipeticn i:otes as hcrei~tclou stated, and 
prescribed the tcrrrs, ~ora c~d contents thereof, ~~ich ~evcnue Xnticipation 
!btes ,zre to be issued in anticipation of the receipt of r~oneys frcn the 
State or United States C~v~r~L:ent to b;ecorre due in tZI~ fiscal year 197~-3.975; 
the ~o~nt or snc.h. revenues as csti~eted in the QPI?Upl buclcet for the fiscal 
year 1971-19753 the ~src;cnt thereof col3.cctcd or received, the b;lr;cco thereof 
~ainst d~ich said Revenue X~ticipotia~ I:otes mr~ be issued, the urount of 
such notes to be issued hereunder and the ec:ount of notes outstsndinE is 
as follocsl 

(In Nillions) 

Balance 

Pmount Estimcted Lenlnct 
of Ilotes ~nount in I;otes Ilhich 

~-pe of to be ~I~ense Collcc- Out- Botes mny 
ki·cnue rr.mcd ~ulrcte tibns stcndin· bc~I_s_s~ 

State Aid 5290.0 ~2,256, 6 5401.1 ~,500.0 5395. 5 

'~cludco Cencrcl ELDd 



POeG 2· 

CEFiTIFICATE 1:0. 29-75 

and I f~irthcr 

CERT~FY that the oL~ount of I~v~ue Pstici~ation I;otes to b 
issued herecnder is S290,000,000: 

Date of Date of knount 

Issu,snce Yaturity Xuthoriz_el! 

Febru~ry 14, 1975 .E'eb~ery 13, 1976 S290,C00,~30 

and I fl;rther 

CE~PIFY thtt the proceeds of there nets ere to be used to Iseet 
expelj~liturBs un~er approprietions duly nade b;y the City.of I;ev ~r~ 

I~tcd: February 5~ 1975 
First i)eputjr Cocptroller 

I HEP~BY CZI~~Y that the above certific~te is on file in the 

Office of the ~yor of Tho Qty of ~ler! York. 

irp~7~~n~L~4u~C 
,Pated: Fc~ru~ryl3 ,1375 

~9H··3 Q;ier S;lrk Officc'of the 
I~yor of/The tY of Hcu York 



TI~C CI1'Y OF I:I:1:' YO;!Y. -- OFTICC Or THE CO~II'TP,DLLER 
NOTICE nF SALE 

5 290.000,000.0r I~~VC~;UC~ AIITIC~I'ATIO~ WOTES 

INTEREST EXfl!oT FI~OR liLL PRESCIIT RIITI!AL,_r~EIII_Y_OP,Y, STI\T~ AHD I;i51 YORK CITY ~NCOME IAXfS 

SEALED PROPO:nLI; will be rcc~ivc~d by The Comptroller Of The City of Ne~~ York 
at his office, For,-: 530, in the I~unicipal Uuilling. in the Borough of Manhattan, in 
The City of N~r! Yorl:, 

Until 11 o'clocl. a.rri.~. CbSt~rn Standard Time 

on 

Tuesday, the fourth day February, 1975 

at which time and ·Clace they will be publicly opened and announced for the purcl~ase 
at not less than par and accr·cfd interest of: 290,000,000, principal amount of The 
City of rlta York Reven·t· Anticipation Notes, to bear interest to be payable at 
maturity on February 13, 1976, and to be dated Februaiy 14, 1975, without option of 
rede~i;ption Frier to maturity. Interest will be paid for the exact number of days 
calculated on the365 day year. 

principal and interest of said Notes are payable in lawful money of the 
United States of America at the Office of The CoaDtrollcr of The City of New York, 
in The City of I:ew York, New Yor::. Notes will be in bearer form without interest 

The ~Notes for Each 5 1,DCO,OCO shall be issued 4 for J 1001000 each, and 
25,000 each, and 15 for 5 10,000 each. 

)160 Notes for S 100.030 each - S 116,000,000, 
5220 Ilotes for · 25,000 each 1 130,503,900. 

4350 Notes for 10.000 each r 43,500,000. 
~~ 290,000,000. 

Notes will be general obligations of The City, all the taxable real property 
within which nill be subject ;d the levy of ad valorem t$xes to pay said KOtPS and 
the interest thereon, without limitations as to rate or amount. payment of debt 
service shall be the first lien on all the Cit~'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 tl,ereon. 

The said Revenue Anticipation Notes are issued pursuant to Section 25.00 
of the Local Finance Law in anticipation of moneys from the State or United States 
Goverl~ent due in the fiscal year 1974 - 1975. The amoclnt of such Motes to be issued, 
and the type and nclou!lt of uncollected Revenue aS;linsl ~llich said Revenue Anti- 
ripation Notes may be issued, are as follows: 

PIPES OF REY. N~UNT TO 3E EST. IV~IOUNT COLLECTIONS NOTES OOT- BALAN~E 
ISS~II~D IN EXP. BUDGCT + TO DATE STANDING AC~AIFST b;HICH 

ItCV. ANT. 

NOTES MAY BE 
ISSUED 

~15)7~_ 1975 ~'X~_1~,S~_~!l~i~~l~IN W1LLIOHS) 

State Aid b 290.0 f -2:296.6 f 401.1 5 1.500.0 f 395.5 

+ EXCLUDES GI~N~III\L T~IHI~ 



Bidders sh;lll nslla the rate of in~rrrs-t rilich~tllc~ Notes offered toP:a~ art! 
to bear, which rate silall be. a multiple ~pf. a~toric hu~d~i,cdth of one per CEnfvm, n~ot,cx- 
cecd:rng th~~ maximum interest rate pen~tted by-law. proposals sh~ll be for km~nrl::u:P. 
of ·5 1,0040()3 of Notes. SSparJtC prbpos~sl~:e;!r~cqJi~b'~ for each portion of zJ~ci' 
[~oi~r, for~~iich a different interest rate is',id. Bids Inset remai n fi nn until 3 lo'c)ocll: 
p.nl., of the day on which the bid isopcncd and announced. 

Notes will be awarded at the lowest rates offered in tile proposal:, uith- 
out reference to premiual provided, however, that as among proposals specifying the 
same lor~est interest rate, award Hill be made.on the basis of-the highest prfnliun! per 
dollar principal amount of Notes spe~ifiC~ jB such lowest-interest rate in such 
proposals. 

In the event it becomes necessary so to do, a bidder may be required to 
accept such portion of the amount of Notes forwhich he bid, as may be allotted to 
him. If the amount of Notes awarded is less than the amount of Notes bid for in the 
proposals, the premium offered in such bid shall be prorated. 

The right is reserved to reject any or ;11 bids, and any bid not complying 
with this ·#otice of Sale will. be rejected; provided, however, that bidders may condition 
their proposals upon opinion of recognized municipal bond attorneys as to validity of 
issuance, such opinion to be obtained at the expense of the purchaser. Each bid must 
be enclosed in a sealed envelope.addressed to the undersigned Comptroller of The City 
of New York, and should be marked on the outside "Proposals for Notes". Such bids may 
be hand-delivered and deposited-in the box provided for this purpose and located in 
the Board Room of The Office of The Comptroller, prior to 11:00 a.m., on the date of 
sale, or, if nailed, must be in this office not later than the close of business on. 
day preceding date of sale. 

Bearer Notes without interest coupons ~~ill be delivered to the purchasers 
at the Office of The Cqaptroller~of The City of New York, Room 830, Municipal 
Building, Centre and Charlbers Streets, New York, New York, on Febru~r~ 14, 1975. 
Payment must be made in Federal Funds. 

A report of.essential facts will be.furnished to any interested bidder 
upon requestl 

proposals for the purchase of said notes shall be in Che form set;out in 
this Notice of Sale. 

The City of New York 
Offi~e of The Co-ptroller 
January 29, 1975 

THE CITY OFTNESI YORK 



.P R O P O S A L'_ 

P.EYCNUE ANTICIPATlON NDTES TO W\TURE ON FEBRUARY 13 1.976 
----~ ~'-- 

Honorable Yarrfson J. Goldin 
Comptrollci 
The City of New York 

·,-- · 

Dear Sir: 

For WLLARS (4__ 
principal Jmouni of The City of r(ew York Revenue Anticipation Notes, to be dated 
February 14, 1975, and to be payable on February 13, 1976, without option of redemption 
prior to maturity, bearing interest at the per annum rate of 

PER CEMUM ( X) 
we will pay the par value thereof, and accrued interest to the date of delivery of the 
Notes, plus premium of 

DOLLARS (6 for Notes described in the Notice of Sale; 

This proposal is subject to our being furnished.. at our expense, with the 
unqualified opinion of our at'smeys. 

approv~n? ~he validity of the Notes. It is understood that sufficient evidence Hill 
be furnished to enable our'·attorneys to.render such opinion at the time of, or prior 
to the delivery of the:lotes. 

Bidder's Bond Attorney may be designated herein, or such designation may 
be made after the !lotes are awarded. Each suctessful-bidber, who has not designated 
an attorney. agrees to advise the Comptroller of the name and address of the attorney 
designated, not later than 2 p.m., on the date hereof. 

notes shall be of the denominatfbn set forth In the Notice of Sale. 

Yery truly yours. 

new torl;, n. Y. 
~cbrwrl~, '1975 

`' '-' 

Address: ~~ ~ ~_~ ~~~__c--- 

fcl. no. 
·------ ------, -, 

95-040 0 - 77 - 53 



THE CITI~ OF NEW IORK 

OFFlce OF THE COMPTROLLER 
YUNICIPAL BUILDIHO 

I(EW IORI(. N. ~. (0007 

nu~l···· 4667 
W*7iRISOH ~· GOLDILI 

Corn·oLLr· 

'L 

I, RUSSELL T. ALDAG, CHIEF, Division of Municipal 
Securities, Office of The Comptroller, DO HERESY CERTIFY, 
that pursuant to Regulation XXXY, adopted by The Comptroller 
of The State of New York on June 10, 1960, as revised August 
1O, 1957, caused to be mailed on January 29, 1975, a Notice 
of Sale of 

J 290,000,000. Revenue Anticipation Notes 

of The City of New York, dated February 14, 1975, a copy of 
~dii~ch Hotice is being attached, to the following: 

Hen. Arthur Levitt 

State Comptroller 
Albany, New York 

All the financial newspapers, 
publications and services 
set forth In the list attached 
to Regulation XYIII. 

All the persons, firms and 
corporations listed as 
Part i, Bond Dealers of 
the appendix annexed to 
Regulation XYIII. 

CHIEF 
DIYISION OF ~ICIPAL SECURITIES 

Datcd~ lew~or~,n.r. 
danuary 29.1975 
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THE CITY OF NEW YORK 

OFFICE OF THE COMPTHOLLER 
YUHltlPAL BUILOING 

LICW ~ORK. H. i. (0007 

IsoN J. GOLDIN t··~C·D·I· ···- 
4667. 

C~YCI·WE· 

COPY OF Di'~S ~ECEIVED 

I, HARRISON J. COLDIN, COMPTROLLER of"The City of New 
lark, DO HEREBY CERTIFY that pursuant to Notice of Sale of 
$ 290,000,000. Revenue Anticipat·lon Notesof The City of New 
York, issue of and dated February 14, 1975, bids for which 
were received and opened at 11:00 o'clock a.m., Tuesday, 
February 4, 1975, that I received Four (4) ·bids therefor, 
a copy of each of which is hereto attached. The bids weie 
opened and awarded as follows: 

~brgan. Guaranty Trust Company 

Pri nci pa 1 Interest Rate na.turity .Date Premium 

$290.000;000. 7;552 February 13, 1976 ~2.001,00 

~HE. CITY OF #EW YORK 

Dated: lew York, new York 
February 4, 1975 



~;~ 
PROPOSAL 

REYEIIUE AHTICIPATIOII ~IOTES TO I·C~TUP.E 0:I FE[:RUnRY 13 1976 

'Honorable Harrison J.-Goldin 

i:'Comptl'oller 
'The City of Hew YorL, 

1J: 
Dear jir:· .. - ~I· 

II _, - 

i.. Farl~I hl·-:,;i' nis·'·l ,a:ll~:!noLinRs tr· aYo;oac.cec. ~-~:/ - i 
;.· principal amoc,nt of The City of I:en Yorle Revenue Anticipation Ilotes, to be daied 
.. February 14. 1975, and to be payable on February 13, 1976, without option of redemption 

·:prlor to maturity, bearing interest at the per annum rate of 
\i ·PER CEIITU!I ( X] 

'.: He will pay the par vdlue thereof, and accrued interest to the date of delivery of··the 
~Notes,. plus premium of 

DOLLARS (i :9ici.a - :-1 
·. 1· 

~ ·for Notes described in the I~otice of Sale. 
r_l 

1I~i .·..·r-· 

::·'~.~··:' This proposal Is subject to`our being fuinished, at our expense, with the 
,~·.~~nqua!ifieJ opinion of our attorneys, 

;' :::~~::~~ 

'approvlng the validity of the Notes, It is understood that sufficient evidence will 
be~ furnished to enable our attorneys to render such opinion at the time of, or prior 
to~ the delivery of the Notes, 

Bidjer'E 6.nd Attorney may be derignated herein, or such dc:ri9nat~on may 
bhmade after the Notes are awarded. Each successful bidde`r,~wha has not designated 

i~.~:.` an attorney,;;grees to advise the Comptroller of the name and address of the atto~-ncy 
dejignated, not later than 2 p,m., on the date hereof. 

.i: .·:i·: 
Notes shall be of the denomination set forth in the Notice of Sale. 

Yery truly yours, 
s·; 

New fork, N, r. 
·_:~ February L;'1975 norCan Guaranty Trust Company of ~cv York 

sank of Amecic~ N.T, a S,A, 

Bankers Trosr Company 
Chemical sank 

Address : ~~~~atl_~L~I:l_ S.lonanllrbchcr. 
·' Y· 

ncrrill Lynch Plcrce FcnaeCb Smieh Lllc. 

~ ~.-.~ ...H~C, 
I 

by:Ccdi~e Ilinmnn Jr.,Asui,Vice rrc:s . 

Hog.. UI.·.nil Truuc Coa(liluy ol: Nuu Yorkl 



P_R~O P O _S A L 

~E~u~r~A~;OTES fO I~j~TOT.E Oh FEGRLIA!:I I_j, 197C X 
C)Honorable I(errlscn J. Goldin 

toelptrol I·r 

Tbe L~ty of l:Er Tork 

iij;/ 
Dear Sir: ~?. 

for POL~~ks;(S · 1~3~L~L) C.Vld 
prCr.EiCa croun:o;'fhcit,u il:e*lortl:cvenue t~cipa ti-~;nl~i~t~i~~ 
rebt~a~'l5i 1975, and to be payable on February 13, 1376, uithout option of redemption 
prior annum rate of interest at the per 

PER QNTL~I ( 1~68 1, w~lll pav the value ~ti~er~i~,ajj~-~ccrued interest ~ the date bf delivery of the t~S. P)1`5 of 

t~4 (L;L 
DOLLAPS cs Sss~ 1 o t:;e riot'ce of Sale. 

This' proposal is subject to our being furnished,at our expense, nith the 
unpualifiesl opinion of out attorneys, 

syler?lloway h Dikemen 
~nnmvi~~ f~Co u~l~i-~-~i~ 

:ficient erid r~ 
be fvrnisi~cj to enable our at~meys to rendersuch oPinion atthe time of, or p'rior to the delivery of the notes. 

Bidder's Bond Attorc~y may be desi?natgd herein, or such desionation may be made after the !lotes are arrded. Each successfulbfdder, #ho has not designtted an attorney. ~gree~ to advise the Cce!ptrcller of the name and address of.the attorney 
designated, not later than 2 p.n., on the date hereof. 

Notes shall be of the denjainatlon set forth In the Notice of Sale. 

Yey tN1J.ywrs. 

lit·t kCloML city Ln~·:N·w York/ 
ac: ~~c~. =. i. Qu~c~'nhottan Bank, n.A. 
fc~r~lr, (, 1575 t·a 

y// 

.. · ... ..-------;,. L C~~P~I·cu f LJY Wdrerr:.Nr·e Ic·tinMI city ~dn~ 

)5 Vall Ot. 

MOOS 
-----~----'' 

tet. Ho. Izs-n72s 



-O 
PR'OP 0 S A L 

REYi~UC, I·i'lT!C~FATiCH I:OTES TP I~L'~E 0:I FEI;RUACI 13 ~97C· 

Cbnor·~ln ~csrrssc~ J. Coldin 

TOg C~tj~ of I:er 

Cist fit: 
-·~. · ~~ 

Toi COCL~I~~ c·l!u,Cilc.c?c,c. 
prlsciFtl a?;oun: of Ph~ Ci~ of ::ar Yor% i:~vPilue Anti.cipation i~ILEs.to~be~i~Z 
~cer~srf; 1:, 1975, and to be ~syable on february lj, 1976, uithout:option of redemption 
prior So maturi=,v, bcar,ing interest at the per annum rate ~of 

~s~Uu?-~ a~ P~R CEMua i%7~ i II '~C·L 

~ 51 pay/the pal iul thereof, and accrued interest to the date of delivery of the 
pi prex~um 

~I· ,,,,, csrdc.S· L 
Pot·s desirii n Ici! of Sale. 

This proposal is subject to our being furnished, at our expense, Hith the 
oaplali:led opinion of -our pt~rcqs. 

Bykar Csllovsyi·~ikeman 
rnnr~virr tho u~l~i;ri~u nC **r.,ln~~r ~* ir .·-1~Lc*~sr: thjt sufficient evidence Fill icient evi 
be furnished to Eaeblo our attcrne~s- to render such opinion at the time of, or p'rior 
to the delivery of the Hotes. 

aldjer's fond Attorr.ey·klay be designated herein, or such designation may 
be made after ~p .'lotes are atlzrded. Each successful bidder, aho has not designated 
an attcm7v agrees to advise tile Cc~!ptrcller of the name and address of the attorney 
designated, not rater than 2 p.m., on the date hereof. 

ffot~s shall L,e of the denjc,lnat~on set forth in the Notice of Sale. 

Yey truly.yovn; 

~ie6t National City Bank, Hev York/ 

Chae~c~nhat~on Bent, H,A. 
fcf~r~-r, ~, ·:575 r~sf~p tar 

KCrc;s: trt·t Ihtioni·l City sank gy: C~L~LcCI~X ':r 

s5 ~1 st. 
I·Y~OIII.I:i· 10a)S 7Cl;.n~· PS~2721~ 

'·0· 



O 
K PROPOSAL 

REYENUE ANTICIPATION I·IOTES TO MATORE ON FEBRUARY 13 1976 

Honorable Harrison J. Gordin 
Comptroller 
The City of Hew York 

.r 
-~-. 

.. Dear Sir: :r, 

FPr Five. Millian.........: DOLLARS (d 5.000.000.00 
principal amount of The City of New York;:Revenue Anticipation Notes, to be dated 
February 14, 1975, and to be payable on February 13, 1976, without option of redemption 
Firior- to maturity, bearing ihterest at the'oer annum rate of 

Beven and eighty-nine hundredths PER CEMUM ( 7.89 
we Hill pay the par value thereof, and accrued interest to the date of delivery of the 
Notes, plus premium of 

Threehundred and sixty-five MOLLAR5 (5 M5.00 
for Notes described in the Notice of Sale. 

This proposal is ·subject to our being furnished, at our expense, Hith the 
unqualified opinion of our attorneys, 

Wood, Dawson. Love h Sabatine 

New Ybrk-City, New York 
approving the validity of the Notes. rt is understood that suffi-cient evidence will 
be furnished to enable our attorneys to re'nder such opinion at the time of, or prior 
to the delivery of the Notes. 

Bidder's Bond Attorney-may be designated. herein, dr such designation may 
be made after the Notes are awarded. Each successful bidder, who has not designated 
an attorney,;grees to advise the Comptroller of the name and address of the attorney 

- designated, not later than 2 p.m., on the date hereof. 

Notes shall be of the denomination set forth in the Notice of·Sale. 

Very truly yours, 

New York, N. Y. 
February 4, 1975 

-American Bank.& Trust 

9bdnll: ~~~watr~tree~~ 
Ronald J. G1Cusnei, :Invcstmcnt Officer 

New York, New York 10005 Tel. No. 212 437-4260 



~ERTIF~~nTE OF I\IYARD 

I, I1IZnRISO~~ J. COLDIN, Comptroller of The City of New 

York, in the County of New York, State of New York, IIERERY CERTTPI I 
that I am the duly elected, qualified and acting~Comptrollfrof 

The City of New York and in the exercise of the power dclcgatcd to 

me on February 21, 1963 by the_i~!ayar~df The City of NCg York, 

exercising the powers of a finance board,.pursuant to Section 6e 

of the Nea~YorkCity Charter effecti\·e January 1, 1963, pursuant 

to Section 30.00 of the Local Finance Law, Prhich pomer :rs in full 

force and effect and has not been modified, amended, resci.ndcd or 

revoked, DO HEP.EBY AIURD AND SELL TO LIORGAI·I GMRANTY TRUST CO~iPngY 

OF NEIY YORK, New York, New York, at.the price bid of $290,002,001.00 

and accrued interest at the rate borne by the notes from-.the date 

of the Notes to the date of payment of the purchase price, the 

$29~0,000,000 principal amount of R"VESUE ANTICI~ATIO~ SOTES of 

The City of New York, dated Feiruary 14, 1975, maturing February 

13, 1976, authorized to be issued pursuant to the following 

Certificate: Certificate No. 29-75 Authorizing the Issuance of 

$290,000,000 Revenue Anticipation Notes, executed by the First 

Deputy Comptroller on f~AfiJnP~ S,. 1975 and filed in the office 

of +~~.~ayor of said City of ~8fiu/rr-r /0, 1975. 

The terms, form and details of said Notes shall be as 

Amount and Title: $290, 000,000 Tax Anticipation 
Notes Issued Pursuant to` 

Section 25.00 of the Local 
Finance law 

Dated: February id, 1975 

Llaturc: February 13, 1976 

Interest: 7.55"a 



~i, ~·'~ ~" 

SIC;::.TUI,E OP-)IO-~.ITJ~nTTnN CERT~FICATE 

Ne, the undcrsiGned officers of The City of New Yorlr, 
in the County of New York, State of New York, III~R~UY CERTIFY 

tha,t, on the Ilth day of February, 1975, we officiallysigned and 
propcr~y executed the obligations of said~ Cfty, payable to bearer, 
described as follows: 

Amount and Title: $290,0b0,000 Revenue Anticipation 
Notes Issued Pursuant to Section 
25.00 of the Local Finance La~ 

Dated: February 14, 1975 

Ilatur$: February 13, 1976 

Interest: 7.551 

Type of Numbers 
Revenues line lus ive) Denoninat ion 

State Aid RC 181981 to RC 20,180 $100,000 
RY 58,561 to nY 62,560 $ 25,000 

RX' 35,801 to RX 12,800 $ 10,000 

and that at the date of such signing and on the date hereof ~Ic 
were and are the duiv cl:?sen, cluali~t~icd and acting officers autho~ized 
to execute said o~lijiations, holding the respective offices in- 
dicated by the official titles set opposite our signatures below. 

I, the undersiRncd Comptroller of said City, FliRTIIER 
CERTIFY that the facsimile signature of Iiarrison J. Coldin affixed 
upon said obligations has been duly authorized and is hereby 
adopted as r!y tru~ and la-ful signature in my capacity as Conp- 
troller of saidCitr. 

~E FUi~'i`l~9 CERT~iPY that except for the action entitled 
"Leonard ~dcard ~ein, Plaintiff, against The City of New York, ct.n.l.", Supreme Court of the State of New York, County of New York, index 
Number 2162/75, whcrein plaintiff demands intcr.alin. a permanent 
injIinction restraining the City of New York from hereafter contrnc~infi 
debt beyond the constitiitionnl debt limit, no litigation of any nxture 
·is nae pending or to our kuowlcdge threatened (eithcr in State or 
Federal Courts) restraining or enjoining tlie issuance or delivery of 
said obligations or the levy or collection of taxes to pay tile inl.arcs~ 
on or principal oi said obliRntions, or in ally manlier qutstioninG the 
Pul·lloritp or proceedings for the issuance of said obli~nt~ions,or 
affecting in any w~y the validity of said obligations or the levy or 
collection of said tnsCS, Or contesting tile corporate existence oi· 
bountlnrics or said City or the title of any oC tile p~·cscnt of~icrrs 
thereof to tlicir respective offices; and that no authority or 
proccctiiiit:s for tile Issunllce of cnitl obligations have or ]las I,ccn 
repealed, rescinded or revoked. 



T~pe oi Ntlmhcrs 
Rcvcnucs (inclu:;ivc) · Denomin.7tion 

StaIe A~d ne 18,981 to nC 20,180 S100,000 
RY 58,561 to AY 02,560 S 25,000 

RX 35,801 to EX 42,800 $ 10,000 

IN PIITNESS~ GII~P.EOF, I have hereunto 

set my hand as of this ·:; 

14th day of February, 1975. 

\ba~,, ~· 
p~cllor 



1E NnnrEn CI~RTIPY that the seal which is impressed 

upon this certificate has been affixed, imprinted or 

reproduced upon each of said ·notcs and is thc~lcgnlly 

adopted, proper and only official corporale seal of 

the Issuer. 

1IRIESS our hands and said corporate Berl~ 
·r, 

this"l;4 d~y of.February, 1975 

6agnuture Of ficinl '18rm of Office Expires 

I\ Comptroller December 31, 1977 

~ ~--L Deputy and Xcting 
- City Clerk Indefinite 

I REI1EBY CI~R~PIFY that the signatures of the officers 
·oi above named City ahich appear above are true and genuine and I 
hnosr said officers and I;no~ then to hold the respective offices 
oet opposite their signatures. 

~i~q~i7~L~ 



CERTJFICI1T~ OF D~~,T~RY hNn P~YII~NT 

I, HARnISON J. GOLDIN, Comptroller of Tl~e City of New 

York, in tile County of Nclv York, State of Nc~v York, I~RE~3Y CI~T~TIFY 

as folloivs: 

i. On the 14th day of February, 1975, I delivered to LIORGhN 

GUARAI~TY TRUST CO~;P~NY OF i~~~`-~ORh',' in the City, County and State 

of NCIY York, the purchaser` th~reof, the following obligations of 

said City: 

Amount and Title: $290,000,000 Revenue Antici- 
pation Notes Issued Pursuant 
to Section 25.00 of the Local 

Finance Law 

Dated: February 14, 1975 

~lature: February 13, 1975 

Inte~cst 7.55~'~ 

Type of Numbers 
Revenues (inclusive) Denonination 

State Aid .. - RC 18,351 to RC 20,150 $100,000 
RY 58,561 to RY 62,560 $ 25,000 

RX 35,801 to RX 42,S00 $ 10,000 

2. At the time of said delivery I received from said 

purchase:- ~~Lment f-or said obligations in accordance gith the 

contract of sale, computed as folloe·s: 

Contract price ................. $290,002,001.00 

Accrued interest ............... -0- 

Amount received on dcrivcry of 

obligations ..........,.,,, $290,002,001.00 

IN ~ITNESS nrn~nEoF, I·hauc hereunto 

set my hand this Ilith day 

~· of February, 1)75. 



I I·s;:j_j~ It Ir I 

1~16,1r No.BC $ l!oo,ooo 
UNlfLO ITAfEl Or AMERICA 

6TArr OF NEW YORE 

.. ,·· REVENUE ANTICIPATION NOTE' ii ·· THE CIT~I~ 8F P~1E~78~ ~TORM 

i· W rrm n luucr~ NIUulmio ItcrlMl,,.oo or 1Hr LOCIL CI~IIICC UII In AnflC1C*IIO~ DC THI COLLCCllOn Dr 

Or THI rnC*L YCIII (a7a - lets 

f rY.1djl Issut 
1~ .000k 

ALm(ORIZED ISSUE SZ90.000.000 sPEC'MhJ 7.55%·,::i STATE AID 

DATED FEBRUARY 14. 1975 - DUE FEBRUARY 13, 187(1 

r ,:·· - 

I- pomkn to iwy Io the BEARER tIta ,um o( 

i 
fl)ll EITY Or nlm voln,~ mun*IOet cocpa·llen o( Bh S1~(· o( Nm Yak. bareby r*narr~bpn ItuIl Indebted end tor rllu, nolnd 

'L·. · ONE HUNDRED THOUSAND DOLLARS, 
t. 
F~;F~F~ rtly~cL1C~podlPI1 dm~i, 1~1 may o( th· Unltad tl~(~ o( Am~k~. IL Ih· otIlro o( Ihe ComptroIIer ol Tha ClIy o( Nm Vat. k Tha Cltl o( Nm Vor(L 

ad to m bc·rm c~w~ han t)yt· o( (hl( RI*onw Anllclp·tlon Note In Il)ce many. It uld otrlce. it Ihe r~t~ par ~nnum 19·cl(kd In Iha t1t1, or Ihle Noto aI 
metvnlcy. uoa pmn(·tla o( thll R~mue AntkIpeIIon Non lor no~~tlon Iher·on ol wCh InIoteIt p·ym·n(. 

i 
~*;. ,, Rh·nU An(lc(P·llon Nib II i,, In nllclplllon ol(h· coll,cllon o( rcnnml to boconl~ du, (h· Clly In th, Flu,l Y·,r blplnnlns July I.,nd ·ndins Aw* 14 ~wl(W In Lha Il(b ol thle No~. 

C'' 

IT IS HEREBY CERTIFIED. RECITED AND DECLARED thel ~II ate. condllla,lnd Ihlnp( Rqulr·d lo h·pDn. 

akt a k p~larnd. pnc·dn( Io end In IIle IItuenca or thlI RnenuH Antklp~~lon Note. here hlppm·d. erl(t end here 
ban pwlamd In du Hmo. (orm end menner. e( repulred by Ihe Con~tltutlon end 51~1ula( ot Ihe SI·te o( Nm Yor~. 

I~i 
Inclvdlne emart oIh·rc. the Nerr Yorle tlIy Ch·rtor: thlt (n· Io(el Ind~blcdn·~l or Ihe Clly. Includinp Ih· ind~bt·d~~le 

.· ;'~~ npnwnl·d by Ihl, Re+enu Anllclp~ll~n Nole. don no~.r~nd ~ny conlll~u~lon~l a cIaIuIory (irnitllionl Ih~r.on:~nd Ih~( I· 
~· (or Ihe punctu·l plymml ol the prin~lp.l end Ialerelt ol Lhll RNsnue Anliclplllon NoIe. 51 Ihe ~m· become doe ~na plyebfe. Lhe I~llh end CrediI Or the Clly ore hereby Irrcvoc.bly pledged. 

IN WITNESS WHEREOF. T~(E tlTY OF NEW YORK hle cluud Ihle Revenue An(ic)p~llon Nole to be (ipred by 
ti In COmplroll·r. end II, Corpor~l· 5.51 to be hereunIo Illi*ed end Iltc~lsd by Iha CiIy C*lk or hle Dlpu(l. end Ihic Rlvmw i ;~C·1 ~? AntlclpeIlon Note to be de(ed e( ol JnP to beer inl·rell(rom Ihe I,lue d.le ~ocllied.bor.. J 

·-,~i / 
r It.~Sj ATTEST; 

\·: 
iC,rd i- ~:-f 

---------------- -- - --. ------ - 
CI·V~V *WO ACTIIO EITY CCLIIIC COUCTIIOCCI(I Dr Tnl CIII Or ~~~v vO1*. 

I· h: ...~ ..;.·· ·.i.. · 

. :... : · · :::: ; · '' ~·.·. 

··'··-'- I 1.1 \- :·~ !')·I ~ -' ~!." - '··"·:·I· ~,'.!' .~4:·:.·.·;. ';i\l : · . · ~ · . 

~LL ~· ~iLi~;-~i;~Li~i--i~i~.'~;;L-1;~L:'srl I~t~LL~L~I~ r:~i3i-'~;ls~i~;L;z~*;-L-T~-~---- . 
· ··.~ i'.-. ..:~I.. ,....., ,,.:·;.c?:::il!; :..:::uBi~;- !:::'~-~·'!:i·:.iW~'·;i~~l·::::i~iRI:-:.\·:f a~:·:`hi:~·Y)li;i.:;· ··.r: ~h:·)· rc.· · · .·· 

- --·- ·-- ------ ----' 



;t ~iS~7~ Y· I'\ 
·I I ^·:~ %.·,- 

Ho.WI $25,ooo ::· ·1 
Ul)lf~D STATES OC AMERICA 

STAfLOFNE~VOLlK 

TEE CITY OIF'~BJE~T T60PakC 
u·fl i -· '·· REVENUE ANTICIPATION NOTE 
I OC Mt rIIC*L VEAII(s74 - ie71 

··1. 

. tWIO NoySle lulllo rulnuurr 70 ~~crlbn ll.oo or ~~tr LOE*L CINANCI LL~YI In ~I~TICIC*TION Or ~nl CQLLIC~~OI( Or I C:: ~iP 
2.~ 

STATE AID SPFC TP,55% i L~j~ Iss~e AUTHORITED ISSUE S~90.000.000 I~I~V 
s~i\~ri DATED FEBRUARY 14. 1975 - DVE FEBRUARV 13, 1978 

1W CTW OI NEW YORI(,e munlClpCI corporlllo~ 01 Me Slll· O( Nm Yorlc, hereby Klcnowl·dgn Ilul( Inbeblod end (or r·lu nceI*ed 

t~::~::- ~r~ itl;-1 I.:~ ·· ---- TWENTY-FIVE THOUSAND DOLLARS, 
m 1110 400 #o I*cll~ ok k ~I~ mawy d bw United 5tlIe1 o( Ann)cl. II ,he olllce o( Ih· ComptroIllr or The City or Nm Vor*. In The CI\y ol Nm Yor~. f. end ~o'py ,nmt lbmm (ra·?h~ d~* o( thle RHln~ An(lclg~tlon NoIe In Ilke money, ~I uld orllcl. el lhe rlle p~r Innum (p·cllild In lhe 1III· o( thle NoIe l1 
mlvr(tl. cpon RIlllntltion o( thR R·rmw Anfklp.llo~ Note (or nolltlon (hnlan o( cuth Inl·r·l( pym.n(. 

M, Rn·nu Anlldp·llon Note It il..ued In lntlclpllIon o( the coIllcIIon ol rovonuo to b.Eomo due Ihl tlty In Ihe FiKII Vllr b.glnnlnp July I. end Indlng 
o- June So. ~wlll·d In lh· 1IIIe or (hll Noll. 

IT IS HEREBY CERTIFIED. RECITED AND DECCAREO thlt .II ·c(l. Eondl~lonc.nd thlnge r·sul~d to hlpp.n. 
i.- Ilrf 01~ prlarmd. p·i*lnl I~.nl in Ih· Il.lun.· ol Ihll An·mn ~nll.l.·1*n..l·, n·n hl~p·n·d.·Il. ·n. ~.i· fi:'· bo~ prlornnQ In due tlm·. (orm lnd rnlnnlr. l1 rloulrld by Ihe Condllutlon end SI·lul·e ol the Sllll ol N·w YorO. 

\ I Incl~lng ·monp olh·rl. IIIl n·w Yor); City Chlrl·r: Ih~l lhe lolJI Indeb~·dn.ll ol Ih· CiIy. InEluding Ihl Ind.b:·dn·le 
~~ rlprlllnlld by Ihll R·rcnM Anllclp~tlon Noll. don not ·rclcd Iny c0nl(llullonJI or Ill(ulory linlllllio~l Ihlrloni 3nd Ih~( 

plylbl·. th· llllh lnd crdlt ol :h· City ~r~ h·roby irrao(·bly plcdpod. 
ror Inl punctull plyrnlnl ol 11~· plnclptl lnd Inllrl,l ol Ihir Rlvenul Anllclp~lion Note. 01 thl Ilm. b.com· du. end 

t 
I; 

38 ·rq Itl Comp~roll~r. end II, Corpor·ls SEll(o b· h·rrun(o llli*ld Jnd ~l(etled by Iha Ci(l Clant or hi, Dlputy. end lnll Rls~n~· 

C'L; ~I Y` 

IN WITNESS WHEREOF. THE CITY OF NEW YORK bit clu~ (hll qlrcnue AnliCip.flon Noll lo b· YJr)~d bl ;1 ::;'I i! An~lclp~tlon Noll to b~ Ollld ii o( tnd to b~~r Inltrlll from Ihe Irlu· d.ls Ipocllled sbo~l. 

I~ ·? i 

ii1 
-~L, 

i 
~s; """-""~"-"-~'"-'-"'-'--""""'-"""""'-'~"""' 

·r*.*; iW.P~~~:&Y_i~__·- :· 
OCCUTI LIIID IICTINO CITI CLIII. COHPT.OLLII Or trtl CIIy Or IL~ ~01*. 

p 

~3· ...,. 

"""' "' "" ~.-.·V. 



- 
frb~~1 ::~- t''~l~: ':'- :i? ::;- ;" :":: :: : ; ̂ :~li)j. ·~ Ni Ir 

~o I ·~ 
~n 1.7L. 

6 $10,0001 Ho.RX 
o UNlfED ITATI4 or AMERIC* -· 

ST*TEOFNEnrORI 

TEE CIT`b~ 01F IB;II~~T yg)l~a~ - 

1 ? REVENUE ANTICIPAT1ON NBTE 

I ·r.:· m NoTp onouo Nl,u~m To ~~erlot~ ee.p or THI rouc rl**lrcr u~ In ~*Tlctr~~lon or fH· cor~rr~,oce or 

· I· 

or THI rlO~~L ~U(I~I(- (p)o 

~f~~·i. 
Issua 

DATED FEBRUARY 14, 1976 - DUE FEBR1)ARY 13, 1978sPEC~IYC~J '9.550/~ E·~~t 9998.. STATE AID .i ' 
AUTHORIZED ISSUE $280.000,000 

~Z :3 
I; 

: I··'·~i`!I i. - THI CffV Qr clm rocllc. I munllp* rapprcltlon ol tbo Stete o( Nm ra*. ha·by KLnorl·dgn Itulr Indebted end (or r~lu nchd 

t 
TEN THOUSAND DOLLARS, -------------- 

j I ;·' poml~ to ply to the REARER the tom or 

.. 
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b~·it~L. ~77;eil·l~hi"IP LAW DEPARTMENT 

Ci~r.J· MUNIC1I·AL UVILDING 

%~Y~2 

New YORK. N. Y. 10607 

Irar-Ze W. ssRNnnn RICIII.ANn.torpor~lion tovnlcl 

February 14, 1975 

Honorable IIarrison J. Goldin 

Comptroller 
City of 1Jew York '5~ 
Municipal Building 
New York, New York 10007 

Dear Mr. Goldin: 

I have reviewed your certification dated 
February 14, 1975 with respect to $290,000,000 principal 
amount of Revenue Anticipation Notes of the City of 
New York sold on February 4, 1975, maturing on February 
13, 1976, and taken up and paid for by the purchasers 
thereof on February 14, 1975. Based upon my examination 
of law and review of said certification, the facts, 
estimates and circumstances are sufficiently set forth 
in said certification tosatisfy the criteria which 
are necessary under section 103(d) of the Internal 
Revenue Code and the proposed regulations thereunder 
to support the conclusion that the aforementioned 
notes will not be arbitrage bonds. 

No matters have ~ome to my attention which 
make unreasonable or incorrect the representations made 
in your certification. 

Sincerely, 

R. THOMPSON 

Acti Corporation Counsel 



ARR~TR~CE CEnTJF~CnTE 

I, HARRISON J.. COLDTH, Comptroller of the City of Kcv· 

York, and as such responsible for determining the nature and tcrn~o~ 

dbli6ations of The City of New York and arranging for the issuance 

thereof and charged ~vSth the duty of approving tile expenditures of 

the proceeds of said obligations i_:hcr~by certify as' folloas: 

A. This certificate is ?ssued sith respect tr the 

$390,000,000 principal amount of Revenue Anticipztion Notes of The 

City of Nev~ ynrk, NeN York (the "City"), delivered to the pur- 
chasers ?~ thereof on February' 14, 1975 (the "Notes") and maturing 

on February 13, 1976. This Certificate shall constitute and be a 

document rr-:-'ied to all of the Notes. 

B. The Notes are issued in anticipation of the collec- 

tion of ;c;-;~-~es due to the City from the State of Nav· York during 

the fiscal year 1974-1975, the proceeds of nhich are to be expended 

for the purposes for which .such~revenues, when collected, may be 

expcnderi . 

i'. Certain moneys are due the Cityas State aid fbr the 

fiscal year 1974-1975. These moneys will be payable from time to 

time tci iLe City. The City is reliant upon such moneys together 

with 1·~vanues from other sources for the payment of its expenses. 

The City projects its expenditures for a given period and projects 

its rcv-nues to be received from all sources for such period. Such 

projection is based upon the City's experience in previous years as 

Fell as the kno~n expenditures and receipts for such period. 

D. Said Notes will not be outstanding after a period 

ending Ct months after the date on \h·h~ch~ the City expects to receive 

such revenues, but In any event said Notes will not be ~outstnndinI: 

after a period ending 30mohths after said Notes are issued. 



Est~mntcdexpc?nse~, expenditures and cumulative curpluncs 

or deficits of the City for the 3 month period commencing Dcccmbcr, 

1974 is as follows: 

Cumulative 

Estimated Estimated Surpluacs or 

Recei pts Expenditures Deli ci ts 

~'~- ' ~1,·235, 500,000 $198 ,600,000 February 1975 $1,036,900,000 
March1975 1,077,700,000 1,341,9001000 264,200,000 
April 1975 . 1,669,900,000 1,765,400,000 95,500,000 

The amount reasonably required to be kept on hand at all times is 

$1,235,5uO,uO0. Based on such estimates, it is, projected that the 

amount of the Notes will not exceed at any time the amount.neces- 

sary to pay expenditures which would ordinarily be paid out of or 

financed tY ~uch moneys due the City as State aid in the Fiscal Year 

1974-1975, together a~ithcash available therefor in an amount equal 

to such expenditures for one month after such time, and less all 

moneys -··~~.lable for such expenditures. 

On thebasis of the fbregoing facts, estimates and cir- 

cumstances it is not expected that the proceeds of the Notes will 

be used in a manner that would cause the Notes to be arbitrage bonds 

under Section 103 (d) of the Internal nevenue Code andthe proposed 

regulaiions prescribed under that section. To the best of my 

knowledge and belief there are no other facts, estimates or cir- 

cum~tances which would materially change such expectation. 

Dated the Idth day of February, 1975, the same being the 

date of delivery of and payment for the Notes. 

I,DIN 
Comptroller, of Tllc,Cil;y of New Yol·l; 
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February 14, 1975 

Yorgan Guaranty Trust Company of New York 
23 Wail Street 

Nea York, New York 

Dear Sirs: 

We have examined a r·ee~ia of proceedings relating to 
the issuance of $290,000,000 Revenue .Anticipation Notes of The 
City of New York, a municipal corporation of the State of New 
York, issued pursuant to Section 25.00 of the Local Finance Law. 
Said Notes are dated February 14, 1975 and are 23,000 in number, 
are issued in antici~ation of State aid, and bear interest at the 
rate of 7.55X der ~,~nm payable at maturity and mature on February 
13, 1976. Said Notes' are numbered and in the denominations as set 
forth below: 

Numbers 

(inclusive) I)enomination 

BC ;8;981 to RC 20,;80 tioo,ooo 
RY 58,561 to RY 62,560 25,000 
RX 35.801 to RX 42,800 10,000 

Said Notes are payable as to both principal and interest 
at the office of the Comptroller of The City of New York in the 
City of Nea York, New York, are payable to bearer without coupons, 
and are issued pursuant to the provisions of the Local Finance Law, 
constituting Chapter 33-a of the Consolidated Laws of the State of 
Hew York, and Certificate 29-75 authorizing the issuance of 
$233,000,b00 Revenue Anticipation Notes. 

In our opinion, said Revenue Anticipation Notes are 
valid and legally binding general obligations of The City of New 
York and, unless paid from other sources, are payable from ad 
valorem taxes levied upon all the taxable real property within 
the City to pay sPid·Notes and interest thereon, without limitation 
as to rate or amount. 

In expressing such opinion, we have consideredthe action 
entitled-I "Leonard Edward Wcin, Plaintiff, against The City of 
New York, et. al. c~n~roenced in the Supreme Court of the State of 
New York, ~F~unty of New York (Index No. 2165/75), whcrein plain- 
tiff demands, inter alia, a permanent injunction restraining The 
City of Hew York from hereafter contracting any debt beyond its 
constitutional debt limit. In our opinion, any order issued by a 
court of final jurisdiction in such actiones instituted will not 
affect the validity of said Notes. 

we hdve examined executed Notes numbered RC 18,981, 
BY 58,561 and RX 35,801 of said issue and, in our opinion, the 
form of said Notes and their execution are regular and proper. 

Very truly yours, 



APPENDIX C 

Amount Approved by 
Date Amount of Issue Wood Dawson Client 

TAX.ANTICIPATION NOTES 

06/14/73 $2651 000,000 $265, 000,000 CHASE 

11/1 3/73 1001000,000 100 ,000,000 CHASE 

06/11/74 317,000,000 317,000,000 FNCB 

07/01/74 · 800,000,000 NONE* 

08/01/73 331,075,000 331,075,000 CHASE 

11/01/73 369,770,000 369,770,000 FNCB 

02/01/74 349,130,000 349,130,000 CHASE 

03/01/74 436,620,000 436,620,009 CHASE 

10/15/74 475, 580,000 475,580,000 CHASE 

02/15~75 141,440,000 141.. 440,000 CHASE 

CAPITAL NOTES 

04/24/73 -4,700,000 4,700,000 FNCB 

05/08/74 5,100,000 5,100,000 EHRLICH-BOBER 

URBAN RENEWAL NOTES 

05/31/73 ' 100,035,000 1·00,035,000 FNCB 

05/31/74 83,600,000 58,600;000 CHASE 
($53.6M) 

BANKERS TRUST 

($5M) 

10/18/74 97,355,000 97,355,000 FNCB 

* A~roved for the Chase at a later date an exchange of $35,600,000, 
$100,000 denomination notes for smaller ($25,000 and $10,000) denomination 
notes . 



Amount Approved by 
Date Amount of Issue Wood Dawson Client 

BOND AE~ITICIPATION NOTES 

05/31/73 $175,000,000 $ 21,000,000 MARINE MIDLAND 
($20M) 

FNCB 

(S1M) 

08/15/73 282,270, 000 200,000,000 FNCB 

09/11/73 50,000,000 10,000,000 IRVING TRUST 

03/26/74 362,270,000 81,270,000 CHASE 

05/31/74 220,000,000 220,000,000 CHASE 

08/23/74 141,000,000 141,000,000 CHASE 

10/18/74 420,405,000 170,405,000 FNCB 

03/14/75 537,270,000 NONE" 

SERIAL BONDS 

01/01/73 293,980,000 293,980,000 CHASE 

05/01/73 285,360,000 285,360 000 CHASE 

* Rendered an opinion to the Chase with respect to the legality of the 
notes and the form of opinion rendered by~hite & Case. 



Amount Approved by 
Date Amount of Issue Wood Dawson Client 

08/01/73 331,075,000 331,075,000 CHASE 

11/01/73 369,770,000 369,770,000 FNCB 

02/01/74 349,130,000 349,130,000 CWLSE 

03/01/74 436,620,000 436,620,000 CHASE 

08/01/74 324,900,000 324,900,000 CHASE 

10/15/74 475,580,000 475,580,000 CHASE 

02/15/75 141,440, ODO 141,440,000 CHASE 
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INTRODUCTION 

This Report contains an analysis of the responses received 

from questionnaires sent to individual investors, syndicate nembers 

ard managing ~mderwriters in connection with the investigation into 

transactions in securities of the City of New York. 



ANALYSIS OF QUES~IC~JNAIRES SE~3~ TD INDIVIDUAL INVES~DRS 



~HE IM)IVIDURL INVESPDT(S 

As part of its investigation into transactions in securities of the 

City of New York ("the City"), the staff·distributed.a Questionnaire to 

a selecti~ sanpling of individual investors believed to· ha~e purchased 

City obligations (See "Nethod of ~nquiry"i infra). According 50 one 

estimate, ~P less than 160,000 individual investors owned the major 

portion of the City's mtstanding long-term bonds prior to the 

aoratorir~n. y 

Over 500 investors responded to the Ouestoonnarre.me Questionnaire 

w~s designed to determine, a~ong;other things, the infon~ation made 

available to investors about the City, their ~aderstanding of the City's 

financial condition at the time of their respective transactiorr; a~d their 

motives ~for investing in City securities. 

Over 60% of those respondi~g:Micated that they had not previously 

.invested in mmicfpal bonds or notes. Y nore than 25% of investors 

.queried about their income indicated that they earned less than 

$201000 per lear. 2/ Over lit of the -respondents ~Rre retirees. ~` 

y See excerpt from an investor analysis made by f~ebenthal i Co., 
ttached as Appendix D. A partial list of the carmunities, 

within the Llhit~d Statesr outside -of New York State, in which 
plrhae~rs of City notes subject to the moratorirrm resided is 
attached as-Appendix E. 

y Question to. 

y Ihis question ~as included only in the second of two questionnaires 
(questicn 16). 

y Question is. 



2- 

Over~telmingly, investors who responded to the Questionnaires indi- 

cated that they believed or understood that the City was in good or 

excellent financial condition: y 

Financial Condition 

Excellent Over 29% 

Good Over 46% 

Fair Over 14% 

Poor Over 3% 

Over 92% of responding investors noted as a factor in their investment 

decision the fact that the investment was "safe and secure". 2/ Investor 

assessnent of risk at the tire of purchase was as follows: 3/ 

Little or no Risk Over 83% 

Fkrmal Risk Over 13% 

Bigh Risk Over 18 

Over 81$ of those asked indicated that they understood or had been 

advised at the time of purchase that payment of principal and interest on 

the notes was a first lien on all of the City's revenues. ~ Several of 

those responding amnented that they believed they would be paid before 

City employees were paid. 

Question 6. 

Question 9(d). 

1/ Question 6(b), 

i/ Question 7(a). 'Ihfs question was asked specifically with respect to 
notes only in the second questionnaire. Ihe first questionnaire, the 
results of which are not reflected in the above percentager posed the 
question with respect to both bads ad notes. 
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A Mmber of the polled investors Mlllnteered additional aarments 

concerning their o~ experiences with these investments. The great 

majority of these oarments ~re aver\Jhelmingly negative - and indicated 

that -they had been misled. We have included as Appendix A a nur~er of 

these ,arments. 

The ·QuestioMaire ws important to determine the adequacy of dis- 

closure regarding ·the City's financial condition at~t~R tire of its 

securities offerings. Since the City did not utilize prospectuses or 

other comparable disclosure docments, t~e staff sought to ascertain 

~hat Ireans of oomnm~ication, if any, were employed to bring relevant 

ard ~aterial information concerning, among other things, the fiscal 

condition of the City to the attention of prospective purchasers. 

Tte investigation hasshown that in late 1974 ard early 1975 the 

City's financial condition was precarious and its ability to remain 

fiscally solvent was greatly dependent upon continued access to the 

capitalmarkets. -Responses received from the Questionnaires, however, 

do not indicate that this was the perception held by investors at this 

time. in this regardr certain questions ~ere designed to elicit the 

extentof the investors' knowledge of certain acts or practices of the 

City prior to their most recent purchase of City notes or bonds. 

Pirstr investors were asked whether 'they were aware that "[i]tems 

traditionally considered to be expense items, since they would reoccur 

an an ar~wl basisi #re~.included in the capital budget.' 'Of tim responses 
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received, approximately 88% indicated that investors were not aware of 

this, and approximately 12% indicated that they ~re. ~ Second, investors 

were asked if they had been mJ-dre that "(t]he City had incurred short-term 

debt to provide funds required to close the gap between Imeven streams 

of expenses and revenues." / Approximately 66% of the responses to~this 

question ~were negative, rihile approximately 34% ~re positive. ~he investors 

were then asked if they had been aware that D[t]he City's expense budget was 

Prepared without creating any reserves for non-collection of tax revenues." 3/ 
Of the responses to this question, approximately 97% ~ere "no" ~ereas approxi- 

mately 38 were "~s." Wlen asked if they were aware that "[t]he City included 

on its tax rolls properties not subject to taxation,' approximately 96% of the 

responses ~re "no", ~hile approximately 4% were "yes." 4/ ~Fhe final question 

in this gro~p asked whether the investor was aware that "[t]he City had used 

non-recurring revenws~as a technique for producing a balanced budget in 

pr~ior fiscal years." I/ Approximately 95% of the responses were negative 

~ile approximately 5% were positive. 

A further demonstration of the degree to ~IJhich the majority of investors 

were either uninformed or misinformed as to the true nature of the City's 

affairs is contained in the responses to one question ~hich asked the investors 

y Question 8(4). 

Question 8(b). 

2/ Question 8(c). 

y Question 8ca). 

Question 8(e). 
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for their opinion of the City's bookkeeping and accounting practices at 

the time of their purchases of City notes or bonds. I/ More than 80% 

of the responses indicated thatsuch practices were considered "excellent" 

or "good," while over 11'% classified them as "fair" and less than 8% as 

"poor." (Xlr investigation has shown that, in fact, the City's bookkeeping 
and accounting practices were unsound and unclear. 

Method of Inquiry 

In early 1976 Questionnaires were distributed to investors selected 

from a list of those persons who had exchanged City securities for MAC 

bonds and to those who had inquired at the New York Regional Office about 

the City investigation. Approximately 284 completed Questionnaires were 

received and tabulated by the staff. 

A second set of investors was sent Questionnaires containing minor 

revisions but similar in substance to the first. These investors had 

been selected from two classes: investors whose names appeared on con- 

firmations of sales of City securities subpoenaed by the Carmission from 

~hemical Bank, Bankers Trust, Citibank, Manufacturers Banover, and Chase 

Manhattan Bank and investors *ho had contacted the New York ~egional office 

ooncerning this matter. As Of July 5, 1977, 216 completed Questionnaires 

Question 6(a). A large n~er of investors lover 20%) did not respond 
to this question. 
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had been returned by investors. Each set of Ouestionnaires ~s separately 

tabulated so that the responses could be analyzed. The Ouestionnaire 

forms,. with.tabulated responses ~ere possible, are included as Appendices 

B and C. y 

in Appendices B and C, the total nrmber of each of the responses 
received by the staff has been inserted beside the qwstion to which 
it pertains. in Bone instances, the total nrmber of responses to a 
question may.exceed the ~wuri~er of investors polled because more than 
one'responee was called for or the investor had been involved in more 
than cne transaction. 



APPENDIX A 

SELECPED INVESIDR a3MMEKIS AND CDMPL~JTS 

·At the tin~e of purchase I believed that the financial position of New York 
City was excellent. At no time did I ever envision the problems that the 
city encountered. I believed that the accounting practices of the city vis 
a vis t~e Canptroller's Office ~Rre sound and truthful. I was informed that 
these notes were backed by the full 'faith anJI credit' of the city, ard that 
they had first lien on all city revenue. As far as I was concerned, my 
investment was sound arl very safe. 

II an a young married man with an expectant family and this default/moratorium 
by the city has left me in a very poor financial position. I an-not a "fat 
cat" but a snell investor ~o thought that the return ~Jas excellent, the 
investment safe arl secure, and the ore yeah maturity date suitable for my 
needs...." 

"nonies involved were an acarmulation of the earnings of a lifetir~ on 
which Federal, State and City taxes had been paid. In reliance in the 
honor and integrity of a great city I made an investment purported to be 
risk free, after so being advised by my banker. Instead I have since 
learned that some of the City's practices, had they been engaged in by a 
private businessmen. .would result in his being prosecuted. 

·In effect, the City, its leaders, the Federal and State goverrrments and 
regulatory bodies, and last hot certainly in the forefront with their advice, 
my-bankers, ha~iFe converted a potentially affluent retirement into more years 
of hard ~sork and a frustrated old age." 

····Wy husband and I are too old to convert to ten, and now fifteen, ~ear 
bands. We have rp other moneys. We have ~o estate or descendants. Our 
dreams of retirement utterly shattered. ~y are ~Je oldsters being tortured 
so; in the words of Watergate, 'left swinging in the wird,'? (no premise, 
no provisions being nede for payment or 8nortization of this debt of honor.)" 

·f will be 71 years old on Nay 5r 1977. Ny years are ~uirbered now. I have 
no children. I cannot say to myself, 'So ~hat, my children will (maybe??) 
get the money in the notes 20 years from IIDW.' 

'I need the money now for my o~Jn personal uses. I was hoping to buy a small 
apart~nent in a tet'ir~-~mnt village. Nov I cannot do so. 

·I ha~e been cheated and misled as have thousands of others who bought the 
notes...." tI~p~hasis in original] 

* 



"-I an convinced that in this ~Mtter I an a victim of 'swindlers'. These 
notes rare rall rated; there rare no rarnings given; or else I certainly 
would not ha~e risked all the vario~s farmily merrS>er's money as well as 
liy own. 

·I an no speculator; I bought these as a short term investnent; I was led 
to belie~e that with a 'AA' rating, with an opinion that these were legal 
notes, and that the issuer, the largest city in the U.S.A., this res a 
prudent investment. 

'Now, here Ian. I, for one,wxuld refuse to convert to long term papers, 
for I need these monies now - ar~d in the next fiw years to put three children 
throu~ college...." 

"It is my opinion that the city should not haw been allowed to sell these 
notes and bonds. There res no ray that an investor like myself had available 
to me any information regarding the financidl difficulty of the city.... 

·An ordinary uninformed investor res easily swayed by the large full page 
ads offering these notes and bonds for sale ad especially by the list of 
prestigous uderwriters (like ~lerrill Lynch and ~Mny of the large banks). 
The hi~ interest rate was especially attracti~n~ ard considering the ads 
and list of ulderwriters etc. ~s instrurrental in influencing the purchasers. 

·The full page advertisement advertising the city notes with the list of 
prestigous ~demriters such as Merrill Lynch and ~any others led re to 
belie~e that my investments would be sou~d ard without risk...." 

We are very disillusioned by this breac~ of faith ar~d integrity by the 
City of New York. We are a working couple who, while raising a family, 
fourd it impossible to acarmulate any funds for our future retirement. It 
was only after our children retried that we began to diligently try to 
save for our old age. R>wards that end my wife continued to work past an 
age rhen PDSt women are ready to take a well earned rest. Accumulating 
money is a difficult ar~d formidable task in this era of hi~ prices and 
rising inflation. 

We were raised and grew up to believe that certain guarantees ate beyond 
doubt ad are given as a matter of si~le faith and integrity.,.. 

We need the nl,ney...." 



"Our belief in the first lien of our bonds on the City was insurmountable. 
We ~re shocked that the City could abrogate their obligation to note- 
holders." 

·ly investment for one year notes represents most of my life savings. I 
a retired and depend on the~i-~me in order to live. I would rather starve 
th~n~p~i relief. IJhen I read the ad in the New York Times financial pages 
I figured that this ~s an c~portunity to get some income slightly nore than 
was paid by the U.S. Treasury. I took money from matured U.S. Securities 
and from my savings bank and rrtde the investnent in t~Xle of the safest invest- 
ments in the world.' This was the almost universal opinion. ~ET~es Beane 

is a C.P.A. Be had a reputation as a man ~d~o had ~kltched the 
for over 30 years. As a C.P.A., I felt he had had an opportunity to make· 
improvements in the accounting system. I had complete confidence in his 
ability as Budget Director and as the Ccmptroller of the City of New. York. Re 
Itnew ~at res going on all the tin~e...." [EmFhasis in originial.] 

"These I~ANS of 12/11/74 should not have been marketed by the City of New 
York....I had to postpone my retirement at age 68 because of this default." 

'I arm 59 years old and in good faith, based upon the offeri~g by New York 
City, I invested a substantial portion of my savings, *hich I now an ~able 
to use. I ana builder and ha~e encountered very hard times and as a result 
*ss seriously affected by the rPnpaylrent of my IIDney...." 

·As a~er of a $101000 Revenue Anticipation Note of the City of NewYork, 
dated 1/13/75 ard due 1/12/76, I hereby PE(DIDSP the Breach of Contract imposed 
upon me by the State of New York, the City of New York, and the involved 
Banks and Brokers who sold than by assuring a that these notes would be 
honored as written. 

·ny note is specific in its clearly defined and binding terms. I guote 
here a very pertinent condition contained therein, '-arl that for the 
punctual payment of the principal and interest of this Revenue Anticipation 
Note as the same become due and payable, the faith and credit of tt~e City 
ate hereby IRREH~CABLY~iJged.' With the abo~;;je~i~-~tate~e~ni-iirus all the 
other parts~Tj~T~:~it~e~eee notesr I cannot t~nderstard the right of 
any goverrment authority to usurp these exrsting bona fide contracts. Ny 
note says'irrevocably pledg~T~imicb permits no one, in any position to 
change a modify any part of this contract. 'I~3~?le~ans~;o~t~i~ie~-~ate 
nor the rate ~binterest.... 



"As a Senior Citizen - Retired - arrj with inflation continually reducing my 
fixed pension, I find it necessary to change my way of life. I need this 
money now to pay for all my resettlement problems...." [~nphasis~-in'-~,rigina~] 

"We did not know that the city government would make a distinction to redeem 
bonds but not their notes...." 

"I must reiterate what was previously Mid. I have had two heart attacks. 
My company dismissed me after my last attack ~en I could no longer actively 
produce as before. The funds I received in workmens compensation in settle- 
ment as wll as my pension on reaching 65 was placed in short term city 
notes so I could retire the following year...." 

"My husbarrll and I were, awi are, very unsophisticated regarding financial 
investments other than Savings Banks. I~espite my having endured serious 
illnesses involving large medical expenses on a small income, ~ have always 
managed to be dignified and self-supporting. In recent years, with my 
enjoyment of better health, ard a still modest but increased income, ~we have 
been able to save some money by continuing a modest, somewhat stringent life- 
style. Our goal was to buy either a home, cooperati~ne or condominilrm and 
thus now, in our middle pars, enjoy a more desirable living environment. 
The rigors of living in a Manhattan rent-controlled apartment are becoming 
increasingly difficult despite the increasing rent. We began to consult 
financial pages of newspapers ar~ ~nagazines reading articles suct~ as the 
one enclosed (telling of the advantages of mllnicipal bonds) along with 
information promulgated via the press about the current goad financial 
solvency of the City of New York. 

"We were not interested in cn~y long~term investment and the New York City 
Notes seemed to answer our purpose. An investment for one year for our down- 
payment on a home or apartment would give ~s jlst the right amount of time to 
look arourd ~ile accruing a better return on the amount saved for that 
purpose." 

·f purchasedmy note because I was over 60 years old, had no pension from 
the firm I now work for, and resented bitterly having to pay inrome tax 
on the interest from the money I saved as a hard-working, thrifty citizen. 

·I tbou~t a awe par note would help...." 



"...I took out my hard earned money frcm its safe place in a savings 
bank ~ere I ~is guaranteed satisfaction to invest in the City. Now it is 
not guaranteed a~a there is rp excuse in the world why I shoul~'t have 
my money. I rant it back imnediately. I an a hard working individual who 
~sorks for his money and I have always payed taxes to the City without any 
questions...." 

"...8ad I known of the city's financial condition prior to purchase, even 
an interest rate of double digit proportions would rPt entice re to buy 
these notes.... 

"...[T]hey added insult to injury by changing the law in the middle of 
the gane by declarin3 a default, a moratorium...." 

"~hen the moratorilrm was declared ~ felt thoroughly defrauded ad misled by 
the information reported in the newspapers ~ich quoted politicians, bankers 
ard other financial market people prior to the moratori~nn. Especially after 
these same people and/or sources indicated by their oarments after the 
n~oratori~rm was set up that they ~ere well aware of the financidl· cordition 
of the city well before these notes ~Rre peddled [~d I use that *lord 
advisedly)." 

'I personally feel that the city had no right to even think of issuillg these 
notes. It is j~st beyond belief that the city didn't ~ow that they couldn't 
meet these obligations. Ihis issue was a 'hoax'. Never, never, in this 
country did I ever think this could happen." 



APPENDIX B 

i. With respect to each City note and bond that -you purchased, 
please indicate in the appropriate colurra~s set forth below: 

(a) the name of the bank or brokerage firm from whom you 
purchased each note or bond; 

(b) the date(s) of purchase(s); 

(C) the date(s) of maturity(ies); 

(d) the rate(s) of interest on the notes or bonds; and 

(e) the Mme(s) of the salesperson(s)* of the banks or 
brokerage firms who assisted you in purchasing these 
notes or bonds. 

If confirmation(s) of your purchase(s) indicates the 
above information, you may send us the confirmation(s) 
in lieu of answering this question. ~We shall return 
such confirmations to you promptly. 

t Galesperson, Account Executive or Registered Representative. 
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DO NOT SEND US YOUR BONDS OR NI~I~ES 

Account 

Date of Date of Rate of Executive or 

Firm Purchase Maturity Interest Salesperson 
(a) (b) (C) (a) (e) 

2. Please state in detail all the conversations you had with 
account executive or salespersons at and prior to each 
purchase by you of these notes or bonds. 
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(If n~ore than one conversation please continue on a 
separate piece of paper and identify ~ich purchase 
goes with eacfi conversaticn) 

3. Did you learn of the offering of these bonds or notes 
as a result of: 

(a) Published articles about the proposed 
offering of bonds or notes of the City. [185] 

(b) Recamnendat·ion by your bankers or bi-oker. [108] 

(C) Recomrendation by a friend, relati~e or 
business associate. [34] 

(d) Sorre other way. Please specify. [29] 

ND RESPONSE - 2 

4. Did you receive any of the docusents or reports re- 
ferred to below before paying for the bonds or notes: 

(a). A."Report of Essential Pacts" for the City of 
New York: 

Yes [13] No (269] ND RESPONSE 
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(b) The "Notice of Sale" describing the offering in which 
you were participating: 

Yes [39] No [230] No Response - 15 

(C) A Published or reported opinion of counsel dealing 
with the tax exerrq~t features of the bonds or notes 
being purchased: 

Yes [74] No [197] No Response - 14 

(d) The fiscal newsletter for the City of New York: 

Yes [10] Mo (264] No Response - 10 

(e) A confirmation of your purchase(s) sent to you by 
your bank or broker: 

Yes [253] No [22] No Response - 9 

(f) Literature about the bonds or notes prepared or 
distributed by your bank or broker: 

Yes [30] No [245] No Response - 9 

(9) A credit analysis on the City prepared by Moody's 
Investor Service, Inc.: Yes [15] No [2$8] No Response - 21 
Standard h Poors Corp.: Yes [13] No (242] No Response - 29 
any other rating service: Yes [7] No [228] Mo Response - 49 

Please identify 
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(h) If you did not recei~n~ a credit analysis were you 
aware of or ~re you informed of the rating given 
to sud~ notes or bonds: 

Yes 1121] No [151] No Response - 13 

If your answer is yes, please indicate below what 
your LPlderstanding was of such rating, ~at such 
ratir~g meant to you ar~d identify the firm which 
furnished this rating. 

(i) Other information relating to or describing the 
notes or bonds being purchased: 

Yes [32] No [203] No Response - 49 

If the answer to (i) is ~es, please describe this 
rnateria2 in the space below. 
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If the answer to part 4(f) or 4(i) of this question 
is yes and such materials are still in your possession, 
please enclose duplicate copies of the materials with 
your campleted· questionnaire. 

DO NOr SEND US YOUR BCNDS OR NCr~ES. 

5. Did you receive any of the documents or reports referred 
to in Item 4 above imnediately after you paid for your 
notes or bonds? 

Yes [73] No [173] No Response - 38 

If your answer is "yes" please identify suc~ docllments 
or reports. 

Again, if the appropriate materials are still in your 
possession, please enclose duplicate copies of such 
materials with your completed questionnaire. 

DO N~T SBJD US YOUR BCNDS OR NC~I~ES. 
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6. At the time you purchased your bonds or notes what 
was your understanding of the City's financial condition? 

Excellent [90] Good [146j Fair [38] Poor [10] No r(esponse-13 

Please explain in detail the source(s) of information 
that led you to believe the City's condition was as you 
have indicated. 

(a) The City's bookkeeping and accounting practices were: 

Excellent I~6] Good I110] Fair 129] Poor [21] Mo Pesponse-73 

What was the source(s) of information that led you to 
believe the City's practices were as you have indicated? 
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(b) What degree of risk, if any, did you perceive to 
be involved in a purchase of City notes or bonds3 

Nigh [4] Normal [25] Little [70] None [180] No E~iesponse-7 

(C) What were youtold if anything regarding a secondary 
or trading market in City notes and bonds? 

7. (a) At the time you purchased your bond(s) or note(s) of 
the City, were you advised or was it your understanding 
that payment of principal and interest shall be a 
first lien on all of the City's revenues? 

Yes [255] No [17] No Response - 12 
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(b) If your answer to the above is yes, please identify 
the source of your advice or Ilnderstanding. 

(C) If yoUr answer in (a) is yes, please indicate below 
t~ information you received or your understanding 
of ~at is n~eant by a first lien. 

8. Rior to the time of your rr~ost recent purchase of notes or 
bonds of the City of New York were you aware of any of the 
following acts or practices of the Cityl as identified by 
New York State Comptroller ~vitt in his audits with 
respect to New York City: 
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(a) items traditionally considered to be expense-items 
since they would reoccur on an annual basis ~ere 
included in the capital budget; 

Yes [31] No [231] No Response - 22 

(b) The City had incurred short term debt to provide 
funds required to close the gap between uneven 
streams of expenses and revenues; 

Yes [90] No [175] No Response - 19 

(c) The City's expense budget was prepared without 
creating any reserves for non-collection of tax 
revenues; 

Yes [4] No [258] No Response - 22 

(d) The City included an its fax rolls properties not 
subject to taxation; 

Yes [6] No [257] Mo Response - 21 

(e) T~e City had used non-recurring revenues as a technigue 
for producing a balanced budget in prior fiscal ~ears; 

Yes (13] No [246] No Response - 25 

9. Please indicate ~ich of the following items ~Jere factors 
in your investment decision to purchase City note(s) or 
bond (s): 

(a) Higher rate of interest payable than in other 
investments : 

Yes [202] No [63] No Response - 19 
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(b) Tax exempt status with respect to incon~e derived 
from an investment in City bond(s) or note(s): 

Yes [272] · No [3] No Response - 9 

(C) Favorable rating given to such bonds or notes: 

Yes [222] No [28] No Response - 34 

(d') A safe and secure in\iestment: 

Yes [269] No [6] No Response - 9 

(e) Maturity date of the bond(s) or note(s) net your 
investment needs: 

Yes [254] No (13] No Response - 17 

(f) If there were other reasons, please sum~arize 
them below: 
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10. Was your investment in City note(s) or bond(s) your 
first investment in municipal note(s) or bond(s)? 

Yes [178] No [103] No Response - 5 

11. Apart from New York City notes or bonds have you 
purchased any of the following: 

Corporate Stock [191] 

Corporate Bonds [108] 

Other Municipal Bonds [92] 

Other Municipal Notes [42] 

ND 34 

NO RESPC~SE 30 

12. At the time that you purchased you note(s) or bond(s), 
were you advised that the City might defer its obli- 
gations to certain of its noteholders through the en- 
actment of a n~oratorium law? 

Yes [4] No [275] No Response - 5 

13. If you held any notes of the City of New York coming 
due beginning in De~cer~er of 1975, please check the 
appropriate box below: 
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(a) I am holding these notes and anticipate that I 
will continue to hold them until the expiration 
of the moratorium: [140] 

(b) I sold these notes: [8] 

(C) I exchanged these notes or intend to exchange 
these notes for the obligations of the Municipal 
Assistance Corporation: [124] 

OIHER 1 

NO RESPO~SE 29 

14. Please indicate your highest level of academic study: 

Post-Graduate [108] 

College Graduate [84] 

Nigh School Graduate [71] 

Other · [27] 

NO RESP~SE 9 

15. Please indicate your area of employment at time of your 
last purchase of Mew York City's bonds or notes: 

self-n~nployea [68] 

Professional [108] 

White~nllar Employee [60]· 

Laborer [3] 

Retired [58] 

Unerrployed (8] 

OTZZER 9 

NO RESP~SE · 1 
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16. Please indicate your marital status: 

Single [33] 

Married 1215] 

Divorced [7] 

Widow or Widower [25] 

N3:RESPONSE 4 

17. I would be willing ·to-discuss my situation in further 
detail with a representative of the Securities and 
Exchange Camnission. 

Yes [ i No ( i 

Name 

Bome 

Address 

Business 

Address 

Hame Telephone 
Mrmber 

Business Telephone 
~Jlrmber 
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ADDITIONAL C013MENTS: 



APPENDIX C 

i. With respect to each City note and bond that you purchased, 
please indicate in the appropriate columns set forth·on 
page 2: 

(a) The Mme of the bank or brokerage firm from ~om 
you purchased eacf, note or bond; 

(b) The date(s) of plrchase(s); 

(C) The date(s) of maturity(ies); 

(d) The rate[s) of interest on the notes or bands; 
a~d 

(e) The name(s) of the salesperson(s)* of the bonds 
or brokerage firms who assisted you in purchasing 
these notes or bonds. 

If confirmation[s) of your purchase(s) indicates the 
abo~e information, you may ser~d m the confirmaticn(s) 
in lieu of answering this question. We 'shall return 
such confirmations to you pranptly. In any event, 
please state the principal anount of the bond or 
note purchased. 

* Sdlesperson, Account ~tecutive or Registered Representative. 
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DO N~I~ SEND US YOUR BONDS OR NOITS 

Account 

Date of Date of Rate of Executive or 

Firm Purchase Maturity Interest S 

(a) (b) (C) (a) (e) 

2. Please state in detail all the conversations you had 
with salespersons at and prior to each purchase by you 
of these notes or bonds. 

(If more than one conversation took place, please continue 
y~xlr description on a separate piece of paper and identify 
which plrchase goes with each conversation. ) II 



3. Did you learn of the offerit~ of these bonds or notes 
as a result of: 

(a) Published articles about the proposed 
offerir~g of bonds or notes of the City? [130] 

(b)· Recomnendation by your banker or broker? [71] 

(C) Recommendation by a frie~d, relati\Fe or 
business associate? [ 28] 

(d) Sore other way? Please specify. [ 24] 

PJD RESP~NSE 2 

4. Did you recei~e any of the do~ur~nts or reports re- 
ferred to below before paying for the bonds or notes: 

(a) A 'Weport of Essential Facts" for the City, i.e., 
a 2-3 page document prepared by the Canptroller's 
office? 

Yes [7] No [201] No Response 10 

(b) The "Notice of Sale" describing the bonds or 
notes, i.e., the official several page notice 
of the Canptroller's office? 

Yes [6] No (199] No Response 13 

(C) A publishedor reported opinion of counsel dealing 
with the tax-exempt features of the bands or 
notes being purchased? 

Yes [35] No 1172] ND Response 12 



(d) The fiscal newsletter for the City of New York 
published by the Finance Adhninistration of 
the City? 

Yes [2] No [201] No Response 15 

(e) A confirmation of your purchase(s) sent to you by 
your bank or broker? 

Yes [183] No [28] No Response 7 

(f) Literature about the bonds or notes prepared or 
distributed by your bank or broker? 

Yes [14] No [194] No Response 10 

(g) A credit analysis on the City prepared by Moody's 
Investor Service, Inc.? 

Yes [4] No [204] No Response 10 

or Standard & Poor's Corp.? 

Yes 14] No [203] No Response 12 

any other rating service? 

Yes [2] No [205] No Response 12 

Please identify 

(h) If you did not receive a credit analysis, were 
you aware of or were you informed of the rating 
gi~en to such notes or bonds? 

Yes [71] No (133] No Response 1S 



If your answer' is yes, please indicate below 

(i) The rating; 

(ii) Your understanding of the meaning of the 
rating, and 

(iii) How you learned of the rating. 

(i) Other information relating to or describing the 
notes or bonds being purchased? 

Yes (22] No 1137] No Response 59 

If the answer to (i) is yes, please describe this 
material in the space below. 

If the answer to part 4(f)-(i) of this question is yes, and such 
materials· are still in your possession, please enclose duplicate 
copies of the materials with your completed questionnaire. 

Do Nor SEM) US YOUR B~SI3~ OR N(II~ES 



5. Did you recei~e any of the doavnents or reports re- 
ferred to in Item 4 above inediately after you paid 
for your notes or bonds? 

Yes [42] No [148] No Response 28 

If your answer is "yes" please identify suct~ documents 
or reports. 

Again, if the appropriate materials are still in your 
possession, please enclose duplicate copies of such 
laaterials with yoLn completed questionnaire. 

DO MCI~ SEND US YOUR B~NDS OR NOTES 

6. At the tine you purchased your bonds or notes, what 
did you believe the City's financial condition to be? 

Excellent [65] Good [110] Fair[39] Poor[8] No Response 8 

Please explain in detail the source(s) of information 
that led you to believe the City's condition was as 
you have indicated. 



(a) At the tine you purchased your bonds or i~otes, 
~at did you believe the City's bookkeeping and 
accounting practices to be? 

B~cellenti55j Iboclll071 Pair[lB] L~c19] M Resp3nse 32 
What was the source(s) of information that led 

you to believe the City's practices ~sere as you 
hat~ indicated? 

(b) At the time you purchased your bonds or notes, 
what degree of risk, if any, did you percei\e to 
be involved in.a purchase of City notes or bonds? 

Hish [2] 'Normal [42] Little [44] None [132] No Response 2 

(C) Wlat were you told, ifanything, regarding a 
secondary or tradir~g market in City notes and 
bonds? 



7. (a) If you purchased notes, were you advised or was 
it your understanbGigi t t~ time of purchase, 
that payment of principal and interest of the 
notes shall be a first lien on all of the City's 
revenues? 

Yes [1771 No [22] No Response 19 

(b) If your answer to the above is yes, please 
identify the source of your advice or understanding, 

(C) If YOUr answer in (a) is yes, please~indicate 
below the information you received or your under- 
standing of what is meant by a first lien. 

8. Prior to the time Of your most recent purchase of notes 
or bonds of the Cityl were you aware of any of the 
following acts or practices of the City, as identified 
by New York State Ca~troller ];evitt in his audits with 
respect to the City: 

(a) Items traditionally considered to be expense 
items, since they would reoccur on an annual basis, 
were included in the capital budget; 

Yes [18] No [191] No I~esponse 9 



(b) The City had incurred short term debt to provide 
funds required to close the gap between uneven 
streams of expenses arrd revenues; 

Yes [69] No [136] No Response 13 

(C) The City's expense budget was prepared without 
creating any reserves for non-collection of tax 
revenues; 

Yes [6] No [200) No Response 12 

(d) The City included on its tax rolls properties not 
subject to taxation; 

Yes [12] No [192] No Response 14 

(e) The City had used non-recurring revenues as a 
technique for producing a balanced budget in 
prior fiscal years; 

Yes [9] No [195] No` Response 14 

9. Please indicate which, if any, of the following items 
were factors in your investment decision to purchase 
City notes or bonds: 

(a) IIigher rate of interest ~av~hle than in other 
investments; 

Yes j171] No [30] No Response 18 

(b) Tax exempt status with respect to income derived 
from an investment in City bonds or notes; 

Yes [210] No [4] No Response 4 

(C). Favorable rating given to such bonds or notes; 

Yes (132] No [49] No Response 37 

(d) Asafe and secure investmentt 

Yes [197] No (9) No Response 12 

(e) 13aturity Bate of the bonds or notes met your 
investment needs; 

Yes [205] No [5] No Response 8 



10. 

(f) If there were other reasons, please sumnarize- 
them below: 

10. Was your investment in City notes or bonds your first 
investment in m~a~icipal not~es or bonds? 

Yes [132] No [80] No Response 6 

11. Apart from City notes or bonds, had you previously 
purchased any of the following: 

Corporate Stock [181] 

Corporate Bonds [90] 

Other ~nicipal Bonds [72] 

Other lu~unicipdl Notes [28] 

I had not previously purchased 
other securities [17] 

ND EZE~PONSE 13 

12. At the tire that you purchased your notes or bonds, were 
you advised that the City might defer its obligations to 
certain of its noteholders through the enactment of a 
moratorium law? 

Yes [O] No [214] No Response I 



11. 

13. If you held any notes of the City coming due beginning 
in December of 1975, and subject to the Ilpratorium law, 
please check the appropriate box below: 

(a) I am holding these notes and anticipate 
that I will continue to hold them until 

the expiration of the rr~oratorium; [120] 

(b) I sold these notes; [ 131 

(C) I exchanged these notes or intend to 
exchange these notes for the obligations 
of the ~nicipal Assistance Corporation; ( 54] 

(d) I plan to sell the notes prior~to maturity. I 3] 

N3 RESPI=NSE 38 

14. Please indicate your highest level of academic study: 

Post-graduate [89] 

College Graduate [57] 

tligh School ~raduate [61] 

Other 120] 

~JD PSSPOJSE 5 

15. Please indicate your area of employment at the time 
of your last purchase of the City's bonds or notes: 

Self-employed · [68] 

Professional [88] 

~JhiteCollar employee [37] 

Iaborer - [ 2] 

Retired (33] 

olemployed [ I] 

araEP 5 

ND E~ESPOHSE I 



12. 

16. Please indicate your annual income bracket at the 
time you purchased your bonds or notes (optionil): 

L~ess than $10,000 [12] 

$10,000 - $20,000 [44] 

$20,000 - $40,000 [79] 

Above $40,000 [62] 

153 RESPCtJSE · 22 

17. I ~ould be willing to discuss mysituation in further 
detail· with a representative of the Securities and 
~tchange Carmission 

Yes [ i No [ i 

Nane 

Bane 

Address : 

Business 

Address : 

Bome Telepha~e 
Nurrt~er: 

Business ~I~lephone 



APPPTDIX D 

Written Statement, in Part, of James A. L~ebenthdl, 
Executive Vice President, I~ebenthal & Co. 

Consequences of New York City Default on Individual Bond Owner 

Nobody claims to la~ow ~o the owners of New York City's bonds are, 
and that is just one of the enormo~s difficultiesin visualizing in human 
terms the consequences of default by the second largest borro~r inour 
capital society. 

The ~nicipdl Bond firm of ~d~ich I am Executive ~iice President, 
~ebenthdl & Co., Inc. with offices located at 1 State Street Plaza, New 
York, -NY 10004, may be in a mique position to supply some hard statistics 
on the ownership of New York City bonds. 

Since 1925r Lebenthal & Company has been specializing in ~t~nicipal 
Bonds, catering almost exclusively to the individual investor. 

An analysis of the business records of our firm leads me to the 

estimate that rp less than 160,000 small individual investors own the major 
portion of New York City's outstanding long term bonds. New York City has 
a total of $7,350,610,000 bonds oustanding. I would place the combined 
ownings of these 160,000 households at approximately $4,895,000,0001 two 
thirds of the debt oustandir~* 

But because the tax free coupon interest from municipal bonds need 
not be reported and the Treasury Department has no record of municipal bond 
ormership...because the federal reserve figures are preoccupied with bank 
ownership and it is only throu~ a process of elimination that ~n have any 
gover~n~nentdl figures at all on ownership of households of $62.3 of the 
$207 billion state and local debt outstanding...ard because of the natural 
reticence of people to speak openly about their money, the impression could 
exist that ~unicipdl Bonds are the private preser~e of banks and a few Park 
Avenue millionaires. 

That is r;ot the picture I gn ~w going to present or that is supported 
by the more than 300 letters ~I~ebenthdl C Co., In=. has received in reply to 
a request for bondholders on our mailing list to come for~rd, write and be 
identified, a small srmple of ~hict~ are appended hereto. 

The typical owner of New York City Bcrds is on in ~ears. 

The bonds represent the family's savings, acarmulated over a lifetime. 
Payment is ~8udlly npade by c~heck drawn on savings accounts. The bonds 

are swings. 
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The average transaction is $10,000. me average portfolio is less than 
$35,000. 

October 15, 1975 

* This analysis of the ownership of New York Citydebt by individuals 
is limited to funded debt, bonds only, of which I~ebenthdl 6 Co., Inc. had 
been a r~ajor underwriter and~keter; Ebt having been an Ln~derwriter of 
the city's notes, the company has played a negligible role in the marketing 
of notes and does mt possess the expertise to analyze individual ownership. 



APPENDIX E 

TIIE K)LZ~QWMG iS A PARTIAL LTST OF THE COMMUMrrIES, 
WITHIN THE UNITED STATES, OZ~SIDE OF NEW YORK~STAT~, 
TN WHICH PURCHASERS OF CITY NOTES SUBJECT TO THE 
WORATORIUM RESIDED. 

ALABIL41A ARI20NA COLORADO 

qrffe' Tuoaon banver 

Talladega ARKANSAS 

Onion Town Waat Memphis 

Altalla - CALIFORNIA 

sulligent San Anna 

Port qcpoait Encino 

Birmingham Dcrwney 

Point Clear Oakland 

Clayton · Bavarly Hills 

nonta9allo ba AnSlelQs 

Pouthea·t Decafut lan Prr;nciPro 
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CTICUT CC~NNECTICUT 

Dart ford Dr idgcport 

Itamford lorwalk 

louthbury Weetport 

Old Saybrook 19oIfolk 

Orange Rowayton 

Bytam Old Greenwich 

Fairfie Id We eton 

Greenwich West Hartford 

~cwCanaan Woodri~ont 

Wa=trbury Waterford 

btewington Danbury 

Baliebury DiEIAWARE 

Elsex Wilmington 

Iptingdare · Illew Ca·tla 

Darien DISrR~CT OF COUIMBIA 

Bloomfield Waehington, D,C, 
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PfX)RIDA lWDIANA 

Miami Beach Varo Beach Indianapoli· 

$urfside sunrise Badford 

BollL~ood Hallandale · ~~~st Chicago 

flame stead Satellite Baach Xrtnster 

West Palm Beach Miami 30wA 

rake Worth Key West Britt 

Coral Gables Naples Manly 

North Miami Beach Bal Barbc~~ Nawton 

Highland Beach GEORGIA Balmond 

Garaso~a Atlanta IOSNSAS 

Port Lauderdale Dalton Graat Bend 

Palm Beach JLLMOIS Diqhton 

Boca Raton Chicago Clay Canter 

North Miami Past Alton I~ELJTI~CKY. 

It. Pataraburg tvanaton Cadit 

~no Beach Park Ridge UWISIANA 

0alray Beach 111~ thbrook Monroe 

Margata Bighland Park 

#ilmatta 
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MAINE ~SS. cent, Bf SS ISS f PPf 

Port land Had ford ~l~up·lo 

Lincoln Brookline Ouy 

:~ARYLAFTD Cambridge ~SSOURI ~ 

,8athesda ·D~dham St. buis 

Baltimors ~hxington Che·terfield 

Dsnton Chilma rk bTEBRASKA 

PotoI~tac Wayland aoldrege 

silver Spring Amher~t E;IEW HAMPSHIRE 

Byncock Me Irose Center Barber 

Rockvi'lle leedham 

Chcvy'Chase Marblehead 

MASSACHUSETTS Wenham 

Beaten Andovsr 

#elle·ley Billa #orceeter 

Bewton Centre WICHIGAN 

Illswton Pktroit 

Oleuce·ter ~onia 

-lCvarett )IINNESOTA 

Ch··tnut Hl11 Wnne~poli· 

belmont 
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ESEW JERSEY 

Teaneck Cliffside Park Bnglewood 

Franklin Lakes Short Hills ' Ridgewood 

Whippany Harrington Pdrk Hutley 

Hawthorne Tenafly I, Plainfield · 

Bayonne 60uth Orange Hilford 

Upper Montclair Saddle Brook OLldirme 

Highland Park Clifton Elberon 

Maplewood Bcrth A-~oy Irvington 

Saddle River Gradell Oakhurst 

lorth Brunswick Englewood Cliffs Union 

Hontclair b~illburn Weehawkcn 

b~e~mrk Bayonne Fort Lhe 

Hackensack Jersey City Fast Orange 

Roselle Park Hew Milford Little Palls 

rtlizabeth Livingston Franklin Lakes 

Basking Ridge Ruther ford Trenton 

Plttcrson Orange sunrmit 

Ipringfield Itahway 8umerset 

Westfie id ' Worganville 
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HEW - JERSEY can't. 

Ihal Wast Oranga Wast Baw York· 

m~ionCity ' Elo·t·r Idge~t~ 

#ountainsids ~ nadi·on 9q·ckoff ~ 

Baworth Catantown tnglishtown ~ 

Billsaala Ballavilla Kinnclan 

Verana Essax Palls Oakhurst 

~inton Falls Kaarnay Morrietowra 

Hatawan Linden Crasskill 

Olen Park fIarrington Park Asbury Park 

Prince;on Ttenton ~airfic Id 

Wayne Saramus Wast ~l~nt~Jkst 

Dcmarest ~L~incroft Uppar Nontclair 

19ew Prwidence t9oodbridge - I(lorth Arlington 

Gcotch Plains Pa·aaic PalisaBe 

Lincaln Park Pair fawn #ayne 

Borth Cal~d~Jcll Plorham Park Gil~tte 

Chatham Long Branch 01·n RiBge 

)lount Varnon Colonia Barnardsvills 

Bad Bank Bast Brunswick #orrfa Plains 

:: ·Dpp~r Baddle Riv·r eh4rry Bill br~dl~y b~ach 

Ipring~i~ld 
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NEw JERSEY cent gaEw MEXfCO Pa, cent, 

Dover santa Pa · Bib CynwS~ 

Paterson · NOK~H CAROLINA at. ~banan 

River Vale Edcn . Yardley 

Ediaon Raleigh Pittsburg 

Lyndhurst Charlotte Dallae 

Colts Neck lorrz~I DAKOTA Easton 

lakewood Wirrible d on Jannerstown 

Garfield OHIO PCansfield 

Ridge fie id Tiffin aavertown 

north j3ergen Columbu~ Millersburg 

reelin Hamilton Ellwood City 

Poo5oken Cincinatti Chambersburg 

Keasbey Premont state College 

#aat Pataraon NNSYLVANIA ~orri·town 

Bridgewatcr Philadelphia Wayne 

~huray .Bill Cha Itenham Newton 

Voorhac· D~w~gton 

8ergenfiald Alrantomn 
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RHODE TSLAND \1E~PIOE~JT 

Barrington Burlington 

Providence t. Thetford 

~Qake fie id norriaville 

Cranston VIIII;INIA 

30hrt~ton #ewport News 

~oonsocket · Richmond 

tittle Compton Char l·otte ~vi lie 

Bristol · Alexaneria 

Warwick Virginia Beach 

~J~ENNES~EE ~illiamsburg 

Bunlap WASHIh'GTON 

Colunbfa Williamson 

Brent~t~iPooB WISCONSIN 

Raahville Racins 

nad~~on Oregon 

Wlwaukee 

Rouaton 

·9t~~nville 

HuntkrgtoPI 

Ban Ihtonio 
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As part of the Comnission's intRstigation, those institutions that 

participated in the ~rderwrftfng and bale of City securities were reqwsted 

to respond to a Owstionnaire. The names of the participating organizations 

are obtained from tombstone advertiaraents in the newspapers, ~The pally 

Bad Buyer ad from other rtlcvant auras. The Questiaulaire was mailed 

to approximately 501 orgaizatias. participating in the ale or distribution 

of the Notes or Bads between April 1, 1979 ad JMe 90, 1975. Y The 

following rcport~ represents a ceapilatia obtafnd from the responses of 

ninety-three orgaizations ~mich returned the Oucbtfo~Mire. 

'Ihe report:focuses on the raponas in the following areas: ~der- 

·tanding or belief ooaccming the duties of the ·naging ~denriter ad bad 

oa~nsel; fmrestigatian ad aalysis of information anarning the Mder- 

writing of New York CityNotes or Bads; the decision to participate; 

n~tc~mer ·alts; ad car~~s~ory remarks. 

y ARxoxi~Mtcly aven orgaisations which returnd the Queetio~Mfre 
are not a pat of the tabulation of realta las of JMe 201 1977). 
Question One (r·gardFng the artent of fndipidudl oyndicate mcl~ers' 
participation)r Oucstion 'Ihirty-four (regarding the anthly position 
of the ·cco~nt~ of the individual ayrdiate ·cntRr~ during Jauary lr 
1975 to Bay ~O1 1975), ad Ouc~t~on'lhfrty~ne [anarning the partici- 
Oatia, in the ~nkmiting of Rcvuur Anticipation Notes (·RANs·) ad 
Tu Anticipation Notes (?Pus·)) are not a part of the report. me test 
of theaQastidns is incudad in t~ibft A. 
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i. U~ERSPAW~HG OR B~IEF Of 1RE DVr?ES Of ~ME NANAGIK; 
I~DE~WRITER AND DHU QX~HS~L 

This action encompasses the responses to Questfons ~n, Eleven ad 
halve of the Ouestionnait~e. 

Qwstion'Ilcn states: 

~hat as your organization's rmderstandfng as to the role or duties 
of the Inagfng ~delwrittr in connection with the rPderwriting 
of the Notes or Bads? for oz(alple, 

(A) Did you believe that the managing tnderwriters had or ·sslrmed 
the rasponsiblity to verify or investigate the accuracy, ccnplet~- 
ass, or veracity of the information prepared and presented to 
them by the City ad/or received by them from other auras (1) 
Before inviting your organization to be a yndiate amber; (2) 
Before the pricing aetings; or (~) Before ale and distribution 
of the Notes or Bads to the public? 

(B)Dld your organization ~nder~tand or believe that the managing 
aderwriters had an obligat~on to bring to your attention any 
ngative aspects relating to the Notes or Bads3 

(C) Did your organization ~derstand or believe that the anagFng 
uderwrtters' decision to t~denrite the Notes or Bads was in 
ad of itltlf a e·press or Lplied approval of the crcdit- 
worthinss of the City'a fiocal paition ad its Notes or Bads7 

In asch fnttanc~, state the bais for the aderstading or belief. 

(D) In ay events please raflcct ya~ ~der~tandf~ or belief of the 
maaging underwriters' role or duties. 

'Ihe ajority of the yndicate armbers relied ~pon the anaging mder- 
alters ad ezpected that thy would fulfill those duties bcscribed in 

Oastion ~n; bowc~r, a f·w org~nf~atio~~.~ualificd their ·tateants. Bor 

at~c, ae firm noted that it believed that ~anagf~ aderwriteis did not 

awaarily have a obligatia to bring ay negative apects relating to the 
bta a Bads to tha attatia of the eyndioate ·e~dwr·. 'dm firm al·o 

·t·t·d Lt· kli·f that my aativa upbl ue clpLnion. ~ 

~ aaoa so. 1 to Nm ynaiata loaoars Qla~t~aruk~ (b·t·kuftc~ 
aitd, ··0·~ "BBasaa No. ·). 



Another firm observed: 

.. .but other ~89~14e~o of the syndicate also sxercim the 
responsibility to report develepsnents ~mich have cow to their 
attention. ~ 

aRe response refleets not only the ability of the syrdioate Jaember but also that 
of the custQler to assess the risks. 

Se do not believe that plnother ~a~ePlizaeio~ conn be held 
responsible for the activities of our ffrm. De believe we 
have a responsiblity to ~Po~itor our c~n actions and o~e 
believe that our sales of these securities verep in the 
win, to customers s~ho sere capable of assessing the risks 
thearselvek although ·dCnttteB1Sr inedg(uate fnformation was 
provided by the City ~ 

in response to Gkestfon Ten (D) -the ~e~rbere of the undenriting syndicates 

do not agree as to the 160nftatiatls or the scope of the duties of aanaging 
uderrPriters . 

~itheut stating tBe basis, certain organizaticns narrowly perceived the 

dhtties of the Panaging m8grwtiter. Pbr instance, one organization believed 

the duties of aanaging MCkrwPftcps vere serely to organize the selling group. 

Other organfiations enFhasfeed the sanaging ~nder~iftste' ·aMgerfal capacity 
~uct~ wr e,g., duties to ... 

Ibtln syndioater Prictng, Dook pcaale orders for ·oaa~ner Submit 
bra, Ibm t& books. Y 

Duties to Pow the t~nkrwritft~ group, to analyse the Mnfoaation 
provided, and to prapare the circular in the manner norradlly 
presentad to prospective Lnnstorsr to detersoine the bid, to 
allocate the bonds, to aanage the closing, and to dirrrik~te 
profits, if wy. y 

- --- 

V Raspaue So. ?. 

Y pesponse So. d. 

~ BP~gr~o~lb. a. 

6( ~oeo~w So. t. 

95-040 0- 77 -58 
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Other replies enphasfied, in effect, that the duties are are than 

rrely managerial: 

me manager's prine f~nction is to syndicate and Ilubmft a bid and 
if he is aware of a major problem in the i~uer'o finances, it 
·hould.be pointed out to dm syndicate nemkrs. Y 

O~e bank eaphasized the essential research to be oonpleted prior to 

tRe organization of the syndicate: 

mis is a Cardinal Lie that ~litd to all new issues 
regardless of name. me obligation of tk managing under- 
writer is to acertain that the issue has ken legally 
·uthorized ad that its credit worthiness has ken fury 
oerified by its municipal research staff before any ~yndi- 
ate membership is organfzed. ~ 

Another syndicate amkr replied as follaJs: 

it is an opinion that the managing rnderwriter was and 
is responsible for -managfng the account from the point 
of view and with the inplied ~nderstandFng that he would 
not form or re-actiMte an rsderwriting syndicate for 
··pokntially defaulting issuer. 2/ 

Ore bank ckracterized the role of the managing underwriter as follows: 

The managing ~ndentritcro are in effect structuring Mm#mts 
Ilhict~r if auccessfulr nuld be offering the bads to institutions 
ad the general public thtrtfort btcaning the responsible architect 
of auch offerings. li/ 

The oacfa~e duties of tht managing \mdenrittr are descrikd by a 

·ajor banking institution as follows: 

~ Response #o. 6. - 

y Response Yo. t. 

~ RespaaRo. 8. 

y Rcapaue k. O. 
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Ihe managing ~n8~rwritet'~ first responsibility is to 
~ake an i~roprf~te credit analysis of all relevant 
credit factors concerning the issuer. Ifr based on that 
snalysis, the managing underwriter concludes that 
the issuer has the ability to pay its obligations 
st maturity, its nest responsibility is to contact 
those institutions that generally bid with the 
syndicate Mil to ascertain their interest in clartf- 
cipating in the syndicate. After the syndicate is 
formed, the Ipa~sgfng lsderwriter's principal re- 
sponsibility in a ocspetftive bid offering is to 
represent the syndicate in making the best possible bid 
for the securities. If the syndicate is successful 
in winning the bid, the managing lsderwriter's role 
is to ensure wfrmm participation from the ~rs 
and to effect aaprete distribution of tbe securities. 
~lhe managing rnbenriter is also responsible for 
maintaining records of the account and reporting any 
profit or loss to the syndicate. ~ 

in the description of the duties of the managing ~ndenrittrr Kme 

prominent institutions attributed greater responsibility to the rating 

services or to the City tban to the managing underwriter. Qle firm states: 

(me manager bad the right to believe in the accuracy 
and veracity of figures prepared by the City. We 
dropped ~hen we feared this trust was mfs~laccd. 1/ 

~ t~cspauc so. in. 

y Respaw lie. 12. 
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We also believed in the Kcurity of general. obligation 
notes ad badsr the pledge of the full faith ad 
credit of the issuer, ad the federal statutes regarding 
the sanctity of the contract. ~ 

~me nature of the relationship between the City ad the managing rmder- 

writers was thought to be a key to the duties of the anaging urderwriters. 

We felt that beause of the close relationship of Chase 
Ilanhattan to New York City's fisal affairs that they 
would have kept syndicate madRrs informed of any 
deleterious news. ~ 

Another firm indicated: 

Chase )anhattan had Ilaintalned a Miqw relationship with the 
City to be in a position to asily aas~rme these responsibilities. 
me Bank certainly bad the staff capability. 2/ 

Bome firms clearly racognised the i~q~ortant ·treponsibilftiee of the MMging 

uderwriters in n~nicipdl securities offerings. As one financial institution 

put ftr the anaging Mdenritcr~ had a duty... 

'Po utilfte their Rtbstwtial rcsearchstaff to irnrestigate 
the credit wwthinso of Mfcipal credits before forming 
a ~enrfting ayndiate. I/ 

Another anclude~, the puwwing ~r~d~nrftct bad the duty. .. 
mdelve a deeply a pasible into the figures ~fcd, Lrlud- 
hg the negatives but probably not to all the goverrment asployees 
'liars'. Z/ 

Ow organization preaats a historial overview describing the rclstion- 

ahip between the New York banks ad the City officials: 

me managing aderwriters of the oyndicstts in ~hicfi [ve] 
participated are New York banks. BLstorcallyr those bahks to6k 
the largest perantage of aahCity unknriting ad fraquatly 

y Bapaa lo. l3 

Y l#paaNo. ~1 

~ Iwpanw lo. U 

6y 4mr-- 10· ~· 

b~ ~19ar ID· -~7· 



-7- 

purchased City securities for their portfolios. R~therr rcpresen- 
tatives of those banks were nrmbere of oomnittees, such as ~chnical 
Advisory Comnittee on City Debt Chnagement, that advised and worked 
with the City in ooc~nection with its debt offerings. I/ 

Another respahse cnehasized significant acts of the aa~bglng ~nderwriter 

Ohat formed a ksis for the reliance of syndicate ~e~S~ers: 

Also relied on the fact that managing underwriters were also 
lading to the City sparate ad apart from the particular ~n~er- 
writings. ~ 

In addition to Question ~n's request for a description of the duties of 

the managing mdenritc;, Ouestions Eleven and ~5relve requested the organiza- 

tions to describe their uderstanding of the role of bond ~nse~. 

Question Eleven states: 

Please describe your rslderstanding of the role or duties of Bad 
Co~nsel in oaawction with the MderwritFngs of Notes or Bads. 

Generallyr the r~nber~tcmding of the syndicate members as that bond 

ownsel performed ·I·gal dutits· ·Ithw~ the ksis for ·uch assessment 

was rarely articulated. 

Qle organizcltfoa evaluated tht role of bad caa~sel a follows: 

Our luderstanding is Bad Caolael('s) duty to rader 
tbat the bads are in fat king legally issued. 1/ 

Another org~nfist~on descrikd the role a follows: 

Our Mder~t~nding of thr role of Bad Ccnsel is that he ~ 
~rifir~ tk legality of the issue, its tu uenpt status 
ad its aituatia with respect to pading Iftfgation. i/ 

b/ kaaa lo. l8. 

y Aaspaae lo. 19. i:i 

~ ~paaw lo. ~O.· 

y ~pa~ lo. p. 
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Others characterized the legal duties of band co~imsel as a: 

Duty to ... ~g~ove legality. L/ 

Duty to ... pass only on the legality of the proceeding, 
sale, ~tC.r as they affect the bonds. ~ 

Duty ... to Mke we-bads are issued in cm?ordance 
with the Constitution ad rocal~.finance laws of New York 
Btate. 1/ 

One organization thought that if~the. issue is validly c·ccuted, bond 

cocmsel need not make a financial analysis. It stated: 

... we believe it is Bad C~o~nsel'~ obligation to determine 
that any state or local- law or oonstitutianal requirements have 
been oosplied with at the iasuance. Analysis of financial 
material ad ability to repaythe issue was validly ezeouted 
ad constituted tbe valid obligation of the issuer. I/ 

A Chicago organization in its oover letter suhoitted the following 
pertinent observation: 

I an add this aidelfght. ·H entered this industry with our 
firm in.mid~97( ~n we were in tbe process of developing 
a ngotistcd-~mdtnrftfng dcpartacnti I fand a great deal 
of rcsietancc;·to ;tbe.anoepts,of.due dilfgcnce ad full disi 
closure. I an rQPenf~~ Iwy battles in which our firm in- 
aisted on discloaue ~fichhva~ resisted by others (krluding 
both lawyers ad large~Mdemftf~ finns). Needless to say, 
2 1/2 years later, the prooedures we were fighting for then are 
virtually Miversally aooepted nc~w. '1& change has ban that 
dramatic. 2/ 

~ nt~pawllo. 22. 

~ Response No. 21. 

~pauc No. ?1. 

L/ IlHponse lo. 25. 

~ ~a~a~ulD. 26. 
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Owstion ~Il~elve states: 

Tb your knowledge, did Bad Coxnselr prior to rendering 
its approving opinion, verify or investigate the accuracy, 
oaqpletene~, or veracity of the figures and textual 
information prepared and presented by the City in axl- 
jMction with the tlnderwritings of the Notes or Bonds? 

if Bond Counsel did ~a~ of the above, state the ba~is- 
for your knowledge. 

There were few amDents in respase to this question. Pew organizations 

had actual knowledge of ~mether bad aasel, prior to raderlng its 

approval, verified or investigated the accuracy, ooapleteness or veracity 

of the figures ad textual information prepared by the City in ronjlI~nction 

with the rderwritfngs of the notes or bads. They asslrmed bad oansel 

bad enough information to render an opinfon. 

Generallyr the syndicate members indicated that the waging Mder- 

writers' ad the bad aunsel's performance of their duties ~ould eliminate 

the need for their awn inlIufry ad analysis. This vas based in part on 

the Me~mptfon t~st Na York City Ilndenritcrs and the City officials had 

a close r~latloMhfp. me syndicate gl~p~l stated that in deciding 

~tthcr to partic~oak in tht offering of City securities tbey relied upon 

their anffdace in tbs managing udentittr·, the rating aervices end 

tht approval of bad oa~nwl. 



If. IISVESTfGATION AND A~AL;YS~S OP INPOIFIRTfaJ CQNCDINING ~LgE 
US~EIWRITING OF NaJ YORK CITY N~S AND BQJI~ 

This oeaPent deals with ~uestione relating to the aoope of the 

yndicste n~ers' irdependent investigation of the offering of City 
wwities . 

Question Three atates: 

~hs~ your organitation had, oi does your organfzation haver a 
~unicfpal research department, or designated c~q~oyces who do 
Mioipal research? If -aor please provide the following 
information: 

(A) ·The approxLPate date when auch departmant or activity 
we bag~n; 

(B) The nuder of a~p~ayees engaged in ouch raeearch; 

(C) Ime ramher of enployees engaged in auch research at the 
tlae·yau organI,ation participated in the odle of the 
Woke or Boni~; 

(D) The hackgraad of csct~ enployee Bcscrikd in reaponae 
to [B) ad (C) dove. 

~proximat~ly.~tvMty firms reported that thy did not hare a atnicipal 

rauitlcs reseatch department at de time of theft participation. Bouever, 

Qproximately ten of them r~ort~d that thry na,baR ·Ilmicipdl raaearch 

departments. A few orga~ftatia~ bad Micipal raaadpaltions departmants at de 

time of their .participatfon. for inatanoe, am orgaioatlon reported 

that it bad a Micipal ascuitieo reeearoh department that.was formed 

in r9~ rd· oaui·td of two aaployeeo, both with iaderwriting ad credit 

onalyaia bsdtgroads. 'Ihrw firms raportad Micfpal aaowritioe rtaearch 

·departhnt· tbat bad dan in osiatenoa ainoa 1968. Qr · i#titution started 

m ~u+r~ ~ usst do in ien. 

e 
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Ouestion Seven states: 

Bpecificdllydescribe ay independent inquiry your or9antat~ion 
wade prior to your participation in the ~nderwritLngs of the 
Wotes or Bads with respect to: i: 

(A) Fiscal information prepared and presented by the City; and 

(B) Fiscal inforaation oawrming the City prepared and presented 
by My other auras [iQntifyLng the auras). 

Few or9anitatias raaaded affi~ati~ely to this OuestFon. Bae of 

them an~nsercd by referring to Me City's Notia of sale, a phone all to 

Me managing r;ndenrittr, or to Me reaipt of the published ratings. 

~he Ipajority of firms, however, reported that thy did i~ot engage in any 

independent aalysisr prior to participation in the tmderwritings of 

the notes a bads wfth respect to fiaal information prepared ad presented 

by the City ad ~fi·cal MoneatFon anarning Me City prepared ad presented 

by other auras. Chw organizatian ~plainc8 its inatia by stating 

Mat fidcpendent inquiry is not part of the atadards for ~micipal uder- 

writing. only a few organizatias stated that thy had anducted their 

an aalysis. as an c~l~nation to a negative rapobe ame rcspadents 

frdicatad a reliaa on Me aanaging ~denrftct to provide the noessary 

inquiry. 

Oaation Bipht atatest 

prior to yau participation in Me Ilnernritings of the Hotes 
or Bonds, did your organit·tion analt with ay outside technical 
aspertsr AIC~ a aoarntats, OI.ltnfcfpdl acurities ·naysts, 
vith repct Mr 

(A) The ~b)~ct attara rafarrad to in quc~tton (3 

(b) '1& feaibility of againg in the uderwrithgs of the #otes 
a lar~6~3 

(C) Bb fi·al dh(·~ a otata Of the City3 
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~pecify who Ms oonsulted, the dates of consultations, and the 
action, if any, taken or conclusions reached. 

With few exceptions, de organizations responding stated that they 

did not consult with My outside technical u~pertsr such as ~cco~ntants, 

or Micipal securities analysts, prior to participation in the under- 

writings of the Notes or BadP. 

Question Nine states: 

do in your organization analyzed or verified the veracityr 
oapletenessr or accuracy of the figures and textual information 
prepared mzl presented by the City in the Notices of gale and 
Reports of Essential Pacts in connection with your participation 
in the ~nderwrftFnq~ of the Notes or 0onds7 

j~K majority Of organizations stated that no one peraon performed 

this fMct~on, or that they relied on the PaMgfng Mdtnriter. 

Ouestion'lhirtrtwo states: 

B~bsegwnt to j~n~ary Ir 1970r did your organization receiver 
ooopile or obtain statistical information with respect to the 
doptcd'or modified expense budget of the City3 

IN.B. mis calls for information distinct from ~uestion ~(E)(I)1 
ff yesr please indicater 

(A) me type of hfo~PstLon· receiveds oa~pL1·d or obtained; 

(e) me source of any information rsai~d 

(C) ~hathar the Morn~at~~cl was of estimated tlgurwt 

(O) mt persons do reotivtd this informationt 

(N) mt ~s~, if marl tmM you made of any information receivad. 
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No firm explicitly reported that it received statistical information 

subsequent to Janblary i, 1970 with respect to the City's adopted or modified 

e~pense budgets. 

Ouestion Thirty-three states: 

Subsequent to Januarr i, 19701 did your organization receive, 
ocrm~iler or obtain statistical information with respect to the 
General Rad of the Cityi! if year please indicate: 

(A) The type of information received, coapiled or obtained; 

(0) The usesr if any, which you made of any information received. 

No syndicate amber rP~ading received statistical information 

with respect to the General Rad of the City. BaJever, a few eentioned that 

they received theNotice of Sale or the Bating Services reports in response 

to this question to indicate that those ~ho prepared these reports received 

dm statistical information with respect to the Ccnetal Rad. 

Ouestion Pour, ubsections (A)-(D) states: 

Regarding your organitatian'· dcckion to participate in any of 
the ~denritLrgs of the Notes or Bonds, specifically describe 
the eatentr if ayr to ~mfch yau organization: 

(A) Relied ~40n its am independent research of the fiscal affairs 
ad cadition of the Cftyt 

(0) Raceiadr utiliadr a relied upon inforstion or studie's, etc. 
prepared ad distributed by tht anaging ~ndenritcr (i.c. r the 
udenrittr ~mo forad ad organized the ailing group). Please 
indicate dcn ach inforation or studies, etc. are received 
(before or after your ammitant) ad also provide the Comnission 
with oopies thereoft 

(C) Raeivadr utLlLtd, a relied upan the inforatia ad data 
antaind in the Nstioea of Sale ad Ibport~ of Isaential Pacts 
pre9arad ad i '·d by the Office of Captroller of the Cftyt 

(O) I~o~i~d~ Otifkdr a relied ~pon the reports ad ratings 
plpud ad plblir~u~ by~ 
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(1) woody's In~estor Services, Inc.; 

(2) StMdard and Poor's Corporation; and 

(~) Pitch's Investors Servic~. 

me majority of firms reported they did not rely upon independent 

research of the fiscal affairs and conditions of the City. 'Rrelve institutions 

reported that they relied ~on #me independent research, ad four firms 

reported that they relied extensively upon independent research. 

The ajority of firms bid not receive, utilizeror rely rpon information 

or studies prepared by the mMaging ~nderwriter. Of those firms which 

reported that they received information or studies, only a few stated they 

received the information before their amnitment. 

One firm urplained the significance of My written information. 

As in any other rsrkrwritings we aught to dli~ ourselves 
with a syndicate oomprised of members ~ho could dis'tribute 
bads. do from the stMdpoint of written .informationr we 
referred to our syndicate's ability to successfully lsderwrite 
ad distribute. 1/ 

me Iliajorfty of the firms stated that they received the Hotices of 

Bait; however, Me extent of stilisation was not made clear. Aaajority 

:3·0 statedthat they r~cci~cd ad greatly relied on the reports ad 

ratkrgs prepared ad published by the rating rrvicesr primarily woody's 

ad Btadard and Poor's. 

y ~pauc~o. n. 
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~e~tion Pour (E) states: 

Regarding your organization's decision to participate in any 
of the radernitings of the Notes or Bonds, specifically 
describe the extent, if any, to which your organization: 

(E) Ileceived, utilized, or relied upon any of the following 
material: 

(1) nonthly Statements prepared by the Office of the 
raaatroller of the City s~n~marizing the City's Cash 
i~cceipts and Dfsbureemwts; 

(2) 'Ihe Annual Report of the Cl;csptroller of the City with 
respect to the City; 

(8] Zhe Fiscal Newsletter of the City; 

(I) Ylw Executive Budget of the City; 

(5) Ihe Capital Widget of the City; 

(6) Ihe ~eports of the Ccllptroller of the City issued pursuant 
to Sections 113, 212, Md 228 of the City ~hacter; 

(7) Mit Reports of the Comptroller of the State of New York 
with respect to the City; 

(8) Newspaper articles, or articles in other periodicals relating 
to the City's kdgetary process Md fiscal condition. 

[Pcel free to elaborate in your own words in answering 
items (I)(E)(1) to (8).i 

With respect to Qrstian I(E)(8), specifically describe the extent 
to which your organixation (1) )hintained a file of such articles; 
(11) Referrad to such articles for original or basic information; 
(111) Viewed such ·rticlcs as accurate or reliable; ad (IV) Viewed 
such articles as full ad fair disclosure regarding the City's 
fiscal condition, eventsr or problems, etc. 

a a 

With the exception of 'Ibt Pied Newsletter of the City ad articles 

from newspapers or Oariodicalsr oary one or ha fine stated that they 

did raoeive ·nd utilise the seterial listed in Question Mr (E). 



Approximately 20% of the firms answered that they received, utilized 

or relied upon the Fiscal Newsletter of the City. 

Approximately forty-three of the ninety-three firms reprted that they 

received, utilized, or relied urXl~n newspaper articles, or articles in other 

periodicals relating to the City's budgetary process and fiscal condition. 

Pew, howeverr maintained a file of such articles and few described the 

ertent to ~hich they referred to such articles for original or basic 

infor~nation, or viewed such articles as full and fair disclosure of the 

City's fiscal condition. 

(Xle organization reported: 

...The major plblications do in fact offer full and fair 
disclosure regarding the City's fiscal condition, events 
and problems. y 

Another organization responded in this way: 

Ruing the pried in question many conflicting articles 
agpeared in the paprs and other pcriodicals.~ gtm polftical 
.and conflicting statements Pade by plblic officials poduced 
contradictory stories which could not be accurately assessed 
without having had access to the City's financial record. 
No file of such Paterfal was maint~i~d. 

~till another institution ~t~tcd: 

We viewed these articles as no more reliable than any other 
news articles, and did not view them as a disclosure 
vehicle for the City. News articles are subject to 
varying interpretations of the same facts by different 
authors. Pull -disclosure by the City Pay only be made 
by.dfrcct releases of the City a~er ~mich they have control 
and not via third parties. 1/ 

Ouestion Irour(r) stated: 

~ lhspnse No. 28. 

y llsspnse No. 22. 

y ·~pa~w No. yd. 
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Regarding your organization's decision to participate in 
MY Of the ~nderwritings of the Notes or Bonds, specifically 
describe the extent, if My, to which your organization: 

(P) P6elied upon any of the following statements contained in the 
Notices of Sale ad Reports of Essential Pacts: 

(1) Bonds land notes) will be valid and legally binding 
general obligations of the City, all the taxable real 
property within ~mich will be subject to the levy of 
ad valorem taxes to pay Mid bads land notes) as well 
as the interest thereon Lithout limitation as to rate 

or amMlnt; 

Yes [ i No I ) 

(2) Ihe State Constitution requires the City to pledge 
its full faith and credit for the payment of the 
principal of its bads land notes) and the interest 
thereon and to make annudl appropriations for the 
rmxlnts required for the payment of such interest, 
cmd the redenption of its bads; 

Yes [ i No I i 

(~) Payment of-debt service shall be the first litn on 
all the City's revenue; 

Yes [` i No [ i 

(I) If ... the appropriating authorities fail to make 
tfie required appropriations for tm annual debt 
aervlce on the bads and certain other obligations 
of the City, a sufficient suP shall be at apart 
fraP the first revenues thereafter received Md 

shall be applied for such prrpoees; 

yes [ i 130 [ i 

Irl, a 

~me overwhelming aawer of the fi~ncidl institutions use that they 

taliad uaxl the ·tatsPat· oontainad in the Notices of Sale Md Ileports 

of Essential Pacts describing the issues of Bads or notes. 

··ee 

QIaatioa hau, subection (0) ·t·td, 
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E~egarding your organization's decision to participate in 
MY Of the undernitings of the Notesor Bonds, specifically 
describe the extent, if any, to which your orgMization: 

(G) E~elied upon the belief or understanding Mat Me managing 
~nderwiter had made an investigation, study, or Malysis 
of any of Me following areas prior to the formation of 
the selling syndicate: 

(1) Ihe credit worthiness of the City's Notes or Bonds; 

Yes [ i No I i 

(2) ~lhe fiscal ao~ndness of Me City; 

Yes ( i No [ i 

(~) 'lhe sufficiMcy of reveues of Me City to Met its 
maturing obligations; 

Yes I ·] No [ ) 

If your ~ners to the foregolng guestions of item I are that 
your organization did receive, rely Md utilize the information, 
etc. referred to, please elaborate as tothe iaportance or 
receaMoe of such information to your organization's decision 
to participate in the ~denriti~s of the Notes or Bo(ds. 

To the extent that there were written reviews, umn~rite, or 

analyses prepared by your organfzation with respect to the 
information described in item I, please furnish copies 
thereof, and indicate ~hether ·uch reviews, s~rm~aries, or 
analyses were for internal or external use. 

a a 

In Mewer to Question Pour, subsection (G)r a few organizations had 

a-negative response such as: 

~mt· question is biased ud Mfair. IUl\nnkmitcts should 
make -credit decisions. All of us Mt on factsgivM to us. 
Questions Mh u tbf~, if answered inthe negative ~Ruld 
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certainly hinder our lead ~nderwr~tcrg in the future. i 
Ouestions such as these merely look for a scapegoat. ~ 

Bowever, the majority of the firms had an affirmative response. C~e 

such response follows: 

Baving worked in the bad department of a large bank in a 
large City I know that we were fairly up to date on the 
finances of the City (~hicago) and the other political 
·uMiokions aurromding and involving the City; I sos~w 
the New York BMks would have the same information about 

their City. Y 

~me ordinary e·pectation was that the managing fee included payment for 

a credit analysis. 

the responding firm Mid ... 

A managing fee was charged by the myMging ~ndeMiters 
ad we would have assuaed that such a fee ~as paid, in 
part, for analysis of the credit for the benefit of the 
aconnt. ~ 

Another offered this view: 

If we bed not relied on the managing adernriters' analysis 
of the credit ~sorthinss of the City's Notes ad Bonds, etc. 
we would not have Mdemitttn the Bads. i/ 

Qle organization ·~m~arizcd its reasons ~hy it made no independent 

analysis in this ~ay: 

it was an belief ad understanding that the Notes ad 
Bads are prior liens on New York City's revenue 
eouroes ~mich did give anple coverage. me decision to 
UdtMitC WE father buttressed by tht rating agencies 
to rate the Bads and Notes as investment grade ad by 

~ Response No. U. 

y Response No. l2. 

~ Response 10· U· 

y Raspoose No. U. 
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the belief that the New York managers had stayed close 
to the fiscal situation. ND independent reviews by our 
organization ~re made.... All sales and purchases 
were conducted through other broker-dealers with one 
exception.... ~ 

Ouestion Five states: 

TD your knowledge, what investigation or analysis did the 
managing ~nde~driters make with respect to the City's overall 
fiscal affairs and structure prior to deciding to underwrite 
the Notes and Bonds and before inviting your organization to 
participate in the rmderwriting? 

Ihe majority of the syndicate mwbers believed that prior to 

deciding to ~aderwrite the Notes and Bonds and before forming the 

syrdicate the managing underwriters had made some investigation or 

analysis with respect to the City's fiscal affairs and structure. 

Bowwer, most Of them reported that the basis for this belief was 

ass~mption or ~pe~ulation. A substantial rurmber of firm reported 

that e~Rn thw~ they relied upon the managing underwriters they 

had no knowledge of any investigation. 

~e organization stated: 

Our belief was that our standing syrdicate majors were in 
constant contact-with City officials due to the frequency 
of City debt offerings and their banking relations. We 
further believe that before taking on their usual heavy 
oosmitmnts when ~demiting these horads Mese majors 
would use their sources to ~mpdste their analysis of Me 
City. As a ~e~er of a standing syndicate no invitation 
to ~a~titipa~e in the ~RCg~rvriting of the certain ~n8s 
aolas necessary. 2/ 

Benarallyr Mt syndicate members believed Mat the u~sglnp underwriter 

~tfor~sd Me necessary investigation mad analysis of information concerning 
- -- - I 

y ~pansalb. dd. 

y ~is~g~s~~Bo. ~6. 
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the ~nderwriting of New york City Notes or Bords. Ihe limited extent of 

receipt, utilization, or reliance on any of the published information 

buttressed such an ass~mption. Ihis ass~ption supported the continued 

participation in the ~ndernbting by the syndicate members even though 

they had no actual knowlrdae of the managing underwriter'-s investigation 

or analysis. 
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III. aBE DBCZSI(3N 70 ~IFICIgATE 

mis phase of the report deals with the factors that were relevant 

to the decisions of the syndicate sp~rb~rs to participate in the underwriting 

of City Paotes and Bonds. [;glerally, the responses indicate the absence of 

any independent investigation by syndicate mpat~rs end the presence of an 

historical relationship between 8yrrdicate m~r~ers and the ~naging 

underwriters. It is clear that the syndicate nemb9rs had a long history of 

participation in ~ York City securities offerings and that this was an 

inportant factor in their continued participation. 

One syndicate ~t~r offered this view of the Mew York City bond 

Binarket : 

In the later 1960'0 end early 1970"0 the market for 
Edew York City Bonds (aRd in fact the a~8unicipal bond 
~ket generally) becarae quite volatile and beginning 
in about 1972 we decided to participate an the ~wb~r- 
writing e~icco~8lt~ involving EJew York City bonds only. 
In mnticipation of an tinderwri offt~n~Iv.- 
It spas our ~ressi~PI Pat the time (and still is) that 
the New York 8tate Constitution would probably protect 
the bond holder ultirpately but an inherent ~pestls~nt 
risk and in particular searketability risk of ~g# York 
City bonds prohibited us from selling to our public 
clients. In the ~K) years this sonpany has been in 
business it has always been the c~any'~B policy to 
sell bonds with such higher investment characteristics 
than those of the City of E3ew York. It should be 
noted that re have never participated in the ~dentrft- 
ing of any of the various notes issued by the City of 
~9ew Yark, since it was our inpression at the time that 
the enonaols anamt of notes being issued practically 
resembled a ·Wramfd schease· and it appeared that the 
only way they could be paid off was by same fonn of 
·rollovcr' and if the day ever ccane amen nobody would 
buy new notes there would Ilndoubtedly be trouble. Y 

y Besponse Db. 17. 
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Question ~I~Jo states: 

Dtscribe the factors which your organitation took into account 
in deciding to participate in the underwriting of the Notes or 
Bonds. If possible, in your response to this qwstion, list in 
descending order of i~rportance the factors which you deemed the 
most relevant in your decision-making process. 

"" 

The order in ~mich the factors were most often mentioned is as 

follows i 

(1) profitability; 

(2) favorable ratings; 

(3) customer dapand; 

(I) general market and resale market caditio~; 

(5) historical relationship with the Mbemiter; 

(6) historical participation in New York City bonds; 

(7) rcli~nce on the managing underwriter; 

(8) New York City's repttatian; 

(9) rtliance upon legal requirements; 

(10) favorable pricing; 

(11) favorable information o~pplicd by tbs City; 

(12) uclusive dealing in ~icipal Bonds; and 

(~~) Metax crc~li~a~. 

Ore relevant factor mentioned frequently by Me syndicate maabers was 

favorable bond ratings bit independent rating wroiccs. 'Lhe basis for the 

syndicate members' reliance upon the rating services was their view that the 

rating services ~ould LMstigatt Mt City's published information and ac- 

oanting practices before issuing a favorable rating. me rating services' 

actions in Mis regard are discussed in a separate #ction of Mis report. 
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·+ a a i 

Question Si~teen states: 

Did anyone in your organization ever meet with or have any 
discussions with any of the City's accountants, or engloyees 
of the Cclrptroller's office to discuss accounting practices 
and procedures of the City7 

If yes, give details as to dates, parties attending, and 
highlight the matters discussed. 

'1P~e syndicate members' belief in the rating service studies elq?laii~s 

the fact that only five organizations reported any discussions with 

the City's acca~ntants or cag~layees of the Co~nptroller's Office. me vast 

majority of syndicate members reported that there was no consultation 

by them with the City officials as to the City's accoarntFng practices. 

Question Thirteen states: 

IXlring the time period January Ir 1975 through way 90, 1975, did 
any eaeloyees of your organization attend any meetings with 

[A) Ether syndicate members (other then marketing and price 
meetings)t 

Yes I i moll 

(e) Cityofffcials; 

Yes [ i moll 

(C) Or Bond CasMel 

Yes I 1 IioIJ 

with respect to the udc~rftfngs3 

ff year to the utent that you organization or its eaployees 
has maintained reoords, give details as to datesr parties 
attendingr the matters discussed, including whether the Notice 
of Bale or ELaport of Essential facts was df~s~cd. 
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Few organizations reported meetings with other syndicate members other 

than for purposes of marketing or pricing. 

Ouestion Seventeen states: 

Was any person in your organization, at any tim after January i, 
1970, a member of any advisory group ~hich sought to give advice, 
suggestions, etc.r to the City or its officials with respect to 
tither the City's overall fiscal affairs or the idsuance of its 
Notes or Bonds? If yes, state the names of the individuals so 
involved, the nmee and purpose of the advisory group, end dates of 
service. 

Chly three organizations of ninety-three firms responding to this 

qwstion reported affiliation with any advisory group which provided 

advice to the City. me utent of affiliation and relation to the advisory 
group was unclear. 

Qwstion 11Srentywvcn states: 

Ishen your organization participated in tk ~ndemitings of tk Notes 
or Bonds, were you aware of My of ehe following abserpations made 
by New York State Ca~trollcr kvitt in his audits of tk City; 

(A) items traditionally considered to k c~cnse items rrcre included 
in tbe capital budget; 

yes [ i No[l 

(B) Ihe roor~nts receivable from State and Federal goverwents for 
tfic years ended JMt fO, 1971 end 1971 by the City had ken 
over-stated ; 

yes [ ) Uo[J 
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(C) such over-statement referred to in (B) above enabled the City 
(1) to incur expenditures without having additional revenue 
sources, and (2) to borrow against these ·oPerlstated 
receivables" I 

Yes [ ) No [ i 

(D) In several instances, the City's recorded receivables were less 
than the am~ts borrowed by the City; 

Yes ( i No ( i 

(E) me City's expense budget was prepared without creating any 
reserve for non-collection of tax revenues; 

Yes ( 1 No [ ) 

(P) me City included on its tax rolls significant enounts of property 
which ~Rre not subject to real estate taxes or for ~ich taxes 
could slot be collectedI 

Yes [ i No [ i 

(G) me City has used non-recurring revenues as a mthod for 
producing a balanced budgetI 

Yes ( i No [ i 

(8) 4be City's ~coo~a~ting system did not provide for a General Rnd 
·f~nd Balance' account ~hich would show each year the Mnual and 
armlatfve results of the City's operating kdget; 

ms [ i No [ ) 

(1) m9 City had recorded the slrm of sL50 Ibllion as a General Pllnd 
·aource Of revenue' in 1971 and the sIrm of $~70 n~illion in 1975 
as receivables due to the miscellaneous revenue accountsr such 
recordings were allegedly based upon wticipated borravings from 
the Btabilieation Ilt~Ne Corporation? 

ms ( i Noll 

a 

Generally, the syndicate asalbers were ~1~Mvete of the aboee i~8lfor~ntion. 

~ne sysrdicate asaeer sxplainsd: 

hforpstfon provided by RPC [sic] was extraordinarily 
wolrsnirxws-ao aueh sir mat it·WI difficult to focus 
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an analysis in detail before t~e sale bate. The criteria 
was ~fi~thcr the Notes or Bonds would pay. The information 
provided seened to indicate there Iwould be money for this 
payment. In this sense the information seemed adequate. 
For cxa~rple, the Notes' repayment was Based upon k~dset 
projections of revenues flows which showed an adequate 
margin for their tcpsyr~nt--cspec~ally as it was thought 
that they stood ahead of other mC Isic] obligations. 
·Rollovers· of the Notes we an accepted practice, and like 
the federal debt it was believed that the practice could 
continue. Even, ifa drastic lose of confidence by 
kwtstors.and the ·Street· over NYC's tsic] ability to pay 
occurred-preventing iosuance of 'rollovcrs'--the belief 
-was there that the existing obligations would be honored 
no matter the circ~Pstances. 

A first lien on revenues is a first lien, and coupled with 
the full faith and credit pledge of the City to honor 
these obligations to the taxing extent necessaryr there 
was no question as to.the City having the ability to pay. 
Subsequently, political decisions of the City have rendered 
these suppositions invalid, leastways for the Notes. ~ 

Question I~wentycight states: 

(A) In your opinion did you or do you consider the matters 
referred to in Item 27 to be material or significantl 

(B) If you rrre aware of the State Conptroller's "o~serva- 
tions' as set forth sbwer ~hat evaluation did you give 
to such ·obecrvatiosls· in determining to participate in 
such ~aPdcmiti~ and to offer the Notes aid Bonds to 
your c~taacr~l 

···· 

Nearly all of the syndicate Groups agreed that the information in the 

tvitt audits ~cre material or ~i~Lfic~Mt. A few indicated that their 

view was with the hanefit of hindsight. 

Thoae faw ayndicate wabars ~mo were ~art of the State CaPptroller's 

o~scrtnti~n~ apparantly Gave little or no evaluation to aucb ·obeervations" 

in datermining ~b·t&t to participate knany undarwriting. 

·,e· 

y laapaua No. pd, 
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~uestion ~I~wnty-R~Re e~tates· 

blhen your organization participated in the underwritings of 
the Notes or ponds, wre you aware that the bccs~nting principals 
and procedures in effect for the City accounts during the fiscal 
year ending 9me 39, 1975, and prior yecirs, generally eraployed a 
cash basis for recognizing elrpenses and an accrual basis for 
recognizing revenuesl 

yes I i [ i 

If your answer Is yes, describe how you Anew. 

COPst of those o~o participated in such ~n~derwritings were not aware of 

the indicated ~cco~nti~g principles end procedures in effect for the City 

~8ecowts during the fiscal year ending June 39, 1975 and prior years. 

B~stions ~Rneslgyfbve and ~ent~Psix state: 

At the tiple your organization sold the Dotes or ponds to your 
public custoarers, clhet was your understanding of the City's 
binencia~l conditlonl Did you believe that the rendition was 

~rcell~nt [ i Good i Il i poor I i 

please elaborate. 

At the t~ne your srg~n8~atisn sold the Dotes or bonds to your public 
customers, what was your understanding of the City's bookkeeping and 
accounting pr6lctfces7 Did you believe that they ~pere 

~c~lcnt I i ~80d I pair [ i poor i 

please elaborate. 

··ee 

~lht syndicate ~s~r~, in response to the above guestionsr generally 

rated the City's finaPlc~ cadlition ·faiP' and the bookkeeping and ~cco~ntf~ 

practices ·good.· 
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Qle syndicate member t~afned its response as follows: 

...Good tax collections, 9eneral obligation bondsr high 
property values, vitality, both business and cultural. 
New York City was the largest and richest city in the 
world, as well as being the financial and business 
capital of the world. y 

Auditors of both New York City ad New York State were 
checking and cross-checking each other's work and c~rti- 
fying findings to the federal goverrmrent anong others. 

Other institutions stated: 

We felt the accounting procedures were old fashioned and 
needed to be ~agraded. ~ 

Assessment of the financial cadition...was Cad. 

me difference between that opinion ad our later opinion 
was the large n~mt~er of bads ad the frequency with 
~mich they were canlng to market. ~ 

And Mother syndicate member pot it this vay; 

After late 1971 it became apparent that the City was 
increasing the size and frequency of itsNote 
offerings. in early 1975 I~ayor Beaae annollnoed that 
it would not be necessary to maintain that size or 
frequency of Note offerings. Oshile that was a faror- 
able sign, it was short-lived. After the PcbrmW 
ad ~hrch 1975 pricing meetings it became apparent 
that tbe City's financial cadition was in question. i/ 

Lutr the majority of the organizations did not question the City's 

accounting practices. As one firm stated: 

~lhtil the february ad )arch 1975 pricing meetings 
it was [our] aderstading ad belief that the 
City's rcasnting practices were sufficient to justify 
reliance on its book as an ·cc~uste indicator of the 
true financial position of the City. ~ 

Another view was erpress;ed as followsl 

y Respaue No. 19. 

~ bspo(ue No. 10. 

y lsspams lo. U. 

i/ ~n~MI 1D. (2. 

~ lhsponw lo. O. 



- 30 - 

me felt that the debt was high and that the City probably 
had problem, but that the i~portance of this City in 
terms of the entire Country was so great that default 
was considered a ren~te possibility. 

From our distance, t~re·was no reason to believe that 
the financial inforrmation published was anything But 
accurate. 1/ 

Question Fifteen stated: 

Bid your organization believe that the City provided sufficient 
financial information end other data concerning its affairs as 
to the motes or Bonds being offered end sold, to enable your 
organization to make an 4nfonaed jlbdgpnent of creditworthiness 
of the City end its motes end Bonds? 

Eaearly all -the responses e~press~d the view that the City eras credit~orthy. 

1Bs one syndicate ae~neer stated: 

...we trusted the integrity of the City's financial statements. ~ 

~e~ral institutions based their view on the ratings provided by the 

major renting services. 4turs, one syndicate member stated: 

Prior to our final decision to participate in the 
issue moody's had determined to rate the bond within 
its top four rating categories. me relied upon this 
information in reaching our decision to reraain in- the 
nwderwriting syndicate. 2/ 

8notkr idlicated: 

yes at that tia~. fhis was based upon the opinion as to 
legality of the issue rendered by Bond Counsel, the assumed 
discharge of responsibility by the Accorant Ihnager end the 
oontinuance of market grade ratings by the major rating 
aervices led us to believe that the City had provided 
sufficient MorPation for us to make a proper judgment 
with regard to the creditworthiness of the City. i/ 

b/ Besponse mo. dl. 

Y ~~paucloo. U. 

~ Besponselso. Qb. 

i/ Beaponse mo. CI. 
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A few lae~bgrs' $wsticne~ the adeguacy of the information Being provided 
by the City. An exanple: 

~lmat we received was very limited and certainly not 
enough to do an ir~epth analysis and came to an 
informed j~a~oent. L/ 

auestiolj Fourteen states: 

At the time of your organization's participation in the 
~R~rwriti~s of the Notes or Bonds, please describe your 
lxderstanding of the purpose of the Notices of Sale and 
~eporte of Essential Pacts, ~hich were prepared and 
distributed by the City. Por cxanale, did your organization 
urpect that, if there ~Are, 

(A) Any material changes in atc~ounting practices and policies 
by the City, they ~w~d have ken described therein? 

(8) Any dev~lc~mnents of material matters affecting the City's 
financfal condition one way or the other, they ~sould have 
ken described t~~rein7 

[C) Ihy overestimates of revenues for prior years from the 
~deral or State Goverrments to the Cityr or from real 
estate tax sources, such would have ken disclosed therein3 

(P)) Bluly renewals or ·rollovers· or Notes, the need for or the 
reasons therefor would have B@enBescribed therein? 

(E) ~Asly kdget gaps, budget deficits, cash deficits, or deficit 
P~MReing then in existence, such would have been disclosed 
ehcrcfnl 

If you did not expect to find the information referred to 
ismediately above and oeher relevant information in the Notices 
of Sale and Ileports of Essential Pactsr did your organitatfon 
find such information in any other source3 

yes [ 1 No I i 

if yes, please descrik such source. 

· 

y pasponaeNo. AS. 



C~he firm provided this response: B 

The degree and guantity of infor~aation was no different 
from Mat king furnished at the time by other issuers 
of general obligation bonds. Thus the answer in that 
cont~xt is yes, without giving a greet deal of thought 
or consideration as to whether the financial information 
was adeguate. we assraped it was sufficient and reasonably 
accurate. That is the way the m~nicipal bond market 
functicned at that time. ~ 

Generally, the syndicate laeJrt~rs ~ere rmaware of the accounting 

practices of New York City. They indicated that normally the managing 

~udemit~r and bad co~nsel or the rating services were the entities 

with the responsibility for rwx~uainting thanselvcs vith infor~ation 

concerning the City's ~cco~mting practices. Barever, the syndicate 

members reported negative infor~Pation was not conveyed to the syndicate 

·embers by the managing mdemitcr, bond co~sel or by Me independent 

rating services. 

y acopaw Do. d9. 



iv. ~USI~3Eh~ BALDS 

Question Sir states: 

Did your organization prepare any "sales literature' with 
respect to the Notes or BQlldsl if so, identify the person(s) 
in your organization responsible for its preparation,'and 
indicate s~hgther it was in fact distributed or given to your 
customers. Please furnish copies thereof. 

The majority of the syndicate managers responding to this question 

indicated they did not prepare any ·sales literature" with respect to the 

Notes or Bondsi 

Clwstion Thirty states: 

PLt the time that your organization sold the Notes orBonds to 
your puhlic customersr did you and your salerrmen advise such 
customers shout the possibility that the City might defer or 
he oospelled to Qefer meeting its ohligation to certain of its 
~otcholdere through the enactment of a moratorilrm law? 

l$lmost every syndicate manager reported that no advice was given 8 

~alt~nePI to their public customers awrcerning the possibility that the 

City might defer or he e~h~lf~8 to defer meeting its o~b~seb~ to 

certain of its noaeRolders through the enactment of a 8soratoritrm law. 

eeee 

~w~tion Eighteen states: 

in selling the Notes or Bonds to your customers, did your sr~~vliza- 
tion tccoaimud the purchase of such Notes on Bonds? 

~f yes, set forth 
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(A) Ihe approximate dates (periods) ~t~en such recomnendations 
were made; and 

(B) In detail, the basis for such recomnendations. 

Thirty-six syndicate members reported they had tcromhp~ded the purchase 

of securities; forty-seven reported they made no reccmnendation. 

Ime bases given by the organizations tmich recamaended New York 

CityNotes or Bo~ds are: rating services; profitability; reputation of 

the underwriter; independent evaluation; information s~pplied by the 

City; and, favorable market conditions. Before responding to ~ether a 

reromnendation was made one organization commented: 

It is difficult for us to ~nderstand rrhat is meant by 
·recomnendations.' In trying to recollect correctly, 
some at the bank contend we never ·rccamnended" New 
York City to our customers; others argue to the contrary, 
since we did in fact buy New York City bands for our 
Gm portfolio. Ru portfolio plrchasesr as well as any 
reccmnendaticns, ·were made on the mistake or assmnption 
that all was being properly reflected by the City to 
various lzwlerwriters and purchasers of their bonds." I/ 

Ihe ratings provided by the major rating services were set forth 

as a basis for the recanaendations of City Notes or Bonds. Particularly 

·ignilcsnt ~ Ur teet tht Iloo~y'· upgr·ded the ratinp. ~tre ·BM· to 
·A" in 1972. MditiondUy, one organization stated: 

There were many favorable comments from various respected 
City officials about the ~ndtrlying value and essential 
~dness of New York City. Ram time to time our 
customers were aware that by purchasing New York City 

y Response No. BO. 
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Bonds they could get an 'A' rated bond ~A~ich afforded 
them a generous yield compared to other "A" rated credits. 1/ 

Owstion Nineteen states: 

In connection with any rccarsnendstions made to your public 
customers with respect to the Notes or Bonds, amat instructions, 
if any, did your organization give to its saleanen regarding 
the type of statenents or representations you considered 
permissible, and those Mat you considered impermissible, if 
any? 

The majority of the syndicate's members reported that the guestion 

was inapplicable because no recommendations were made to public custaners. 

Others reported that no specific instructions were given to prospective 

ad actual purchasers. Sane syndicate members did not respond, st~ting 
Mat no instructions were given because no rccaanendations were made. 

Qle organization elaborated with renRct to its instructions to its 

sales pr~nnel: 

Since we are a fairly small dealer bank operation, we 
are dependent on many oorrtspondcnt~ for our business. 
ILcognizing Me time it takes to develop this loyalty 
ad its importance to our continued profitability we 
have always instructed as sales people to cmshasize 
ouality in building a portfolio. In Me pasts as is . 
Mt case today, ore Mink it iaportant not to bear heavily 
on a custaner to buy bonds ~ich orould detract from 
upgrading his portfolio. me have always instructed our 
sales people that Mt following three things, listed in 
order of their i~portanc~r should be stressed: safety, 
maturity ad yield. Y 

~hothtr syrdicate member pointed to Me higher yield and inpossibility 

of default of City Notes or Beads as Me basis for its rlr~eni~ation: 

- -- 

~ ksspacelo. 91. 

~ Bb·pa~lb. Y. 



The risk as we saw it at the time which we ~nderwrote 
New York City bads related basically to dovngrading 
ad loss of sane marketability. At that time, we 
thought that the higher yields available on New York 
City obligations were a result of the high n~mt~r of 
bonds outstanding in the market ad that possibly these 
bonds could be dc~mgreded. We did not think there 
was any possibility at that time of a New York City 
default. ~ 

Questions ~Rrenty and'Pwenty-one state: 

~Jhat degree of risk, if any, did your organization believe 
was involved in the investment in the City's Notes or Bonds 
compared to other municipalities general obligation securities 
of similar rating ad maturity3 

16pecificdlly describe the risks, if any, which your salesmen 
were instructed to relate to your public customers regarding 
the Notes or Bads7 

+*++ 

Notwithstanding the fact that New York City notes ad bonds had 

a higher yieldi most of the organizations respaded that they believed 

the degree of risk involved in the investment in the City's notes and 

bonds was similar to that of other mraricipalitits with general obliga- 

tion securities of a similar rating. 

Question hrenty-two states: 

Ihat steps did your organization take to determine if the 
Notes or Beads were suitable for the investment needs ad 
objectives of your public customers in accordance with Ltules 
l~b10-~ ad ~~cl-7 of the Ih~lc~ ad iiegulations pormlgated 
uder the Scauitf4s txchange Act of 19~1; or in accordance 
with the ~lic~ble rules of the National Association of 
Becurities Dealers or Btock Bzchanges3 

· · ·· 

~ Nesponse No. fg. 
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In answer to this question, t~renty-seven syndicate members indicated that 

they relied upon "normar procedure' but it was Rot clear whether "normal 

procedure" included a consideration of the rules specified. Bame of them 

responded that the question was inapplicable without specifying a reason 

or by stating no response was necessary because they had no public cust~mers. 

~or~ simply did not answer. A few other organizations offered the 

following comments: 

The most frequently repeated quotation that we heard from 
investors buying ~Jew York City Bonds was, "If Plew York 
City bonds aren't good, rQlat is?" ~ 

mew York City bonds were not singled out for separate or 
special suitability determinations. As is the case with 
all securities transactions recomnended to (au] wtcmersr 
registered representatives are not permitted to solicit 
transactions if they have reasonable ground to believe that 
the rcanmendation is unsuitable for the customer in light of 
his investment objectives, financial situation and needs. 
'Ihe Branch #aMger reviews customers' acc~mt~ on a periodic 
basis and considers a~pDng other things, suitability of a 
particular investment in regard to the customer's fmrest~ene 
objective and eco~mic status. ~ 

Question 'Ilrenty-three rrtates: 

Did your organization obtain any indications of interest from · 
your public customers with respect to the Notes or Bonds before 
the actual sales were anermmatcd?~ If yes, Micate: 

(A) ~h9n a~ch indications of interest were ·ffrmed up"; 

(B) Bow these LdicatLons were ·firard up"t 

(C) ~I~E~r apnfiraatiane were sent to auitamers; and 

- 

yResponsel9o. W. 

y OLespawlso. )5. 



(D) Whether and when Notices of Sale and the Report of Essential 
Pacts were sent to customers. 

The majority of organizations claimed that they did not obtain 

indications of interest from public customers with respect to~ the Notes or 

Bonds before the actual sales were consrmmated. 

Those few who reported obtaining indications of interest stated such 

indications were 'firmed up' after the award was made to the Ilnderwriting 

syndicate. The indications of interest were conffrmed by telephone and most 

of the organizetions Bent a written confirmation airy on request. Ck~e 

firm reported the procedures it used as follows: 

Although [we do not obtaini 'fndications of interest' in 
the sense that they are obtained in registered public 
offerings of corporate securities, the Firm das from 
time to time obtain presale orders from public customers 
in oonnection with public offerings of mmicfpal securities. 
it did obtain certain presale orders with respect td the 
Notes and Bonds, ~hich were 'firmed up" when the Notes 
and Bads were bought by the ~ndenriters and sold to 
the public. The manner in \mich such a presale order 
was 'firmed up' was for the Birm to forward a 'when-fssued 
confirmation' confirming the purchase. Subsequently, 
o~en the Notes or Bads were ready for delivery, the Firm 
sat a ·Iponey eoclfirmation" to each ouch purchaser, 
indicating that payment for tbe securities purchased must 
be made. am Pfrm did not sad copies of the Notices 
of Bale or Reports of essential Pacts to its custamero. ~ 

Another stated: 

Mfcstfans of interest were ordinarily solicited 
prior to submission of a bid by the ~nderwritfng 
group in which we partfcipsted. ff the bid was 
successful, we solicited firm orders ad sat a 
4men, asr and if· oonfi~Pation to each customer who 
pave a firm order. prior to the closing, ad at 
the Mtlfaot date at ~mich it was possible to o~rr,, 

yRaspamaNo. #. 
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Me precise ~aKult due, each customer was sent a final 
confirmation. Copies of the circulars pri~pared by the 
lead managing underwriting were not sent to customers. 
Subsequent to Dece~r 31, 1975 iwe] revised [our] pro- 
cedures to require that offering circulars be sent to all 
c~sta~ers who place firm orders for municipal securities. 1/ 

BYestioa~Jenty-four states: 

Bid Mere come a time when your organization instructed its 
salesmen to cease recoemending the purchase of the Notes or 
Bonds to Me IxlblicS If so, state when, and why such 
recarmendation was made at that time. 

Eighteen organizations (of the thirty-six ~ho made recorsmendations) Bid 

not submit a date when Me organization instructed its salesmen to cease 

recarranding the plrehase of City Noter or Bads to the plblic. Ihose 
syndicate ~er~ers that responded affirmeti~ely said that they stopped 

reoomnending City securities sometime between early 1974 and the default 

of 1975. S(me syndicate Ipe~ers stated Mat purchases of City securities were 

executed strictly upon the boyer's order. 'Phere was one organization which 

printed a ·rso solicitation" legend on Me confirmations sent to its customers. 

9he basis for a continued a~ca~srm~n8letion was described by one organization 

as bollcws: 

We felt and still do feel Mat New York City will continue 
to pay principal and interest on its ootstanding obligations. Y 

~ ~espense No. 57. 

y aesponse No. 58. 
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V. O(HCL~L~OW RPIRRKS 

In essence, it nuld appear that the syndicate member organizations 

believed that the financial information published by the City was sufficient 

to enable them to make a jud~nent of creditworthiness as to the City's 

·ccurities. meir belief as regards the adequacy of the information 

furnished by the City was not ~rolln3ed upon independent imrestigation. 
me syndicate members claimthat they relied on the managing ~adenriter'e 

investigation to provide the independent fn\nestigation of the City's finan- 

cial condition and accaxnting practias. Yet, the majority were unaware 

that any such investigation had occurred. 

The syndicate generally believed the rating services Bid investigate 

the City's financial condition. 

Che syndicate.8e~r tndcsted it was in a precarious position describing 

its plight M follows: 

At a N.Y. City syndiate meeting with a few h~sdred 
members, we are presented with a price MB profit Male. 
As a participant a are not able to ooioe our opinion as 
to price, profit margin, couponing etc. since we have 
just a fraction of one per ant participation. Our Mle 
alternative is to ecc~pt the terms or drop from the ~nder- 

The sl~dicate members indicate they had mini~aalr if My, control in 

the ~n8erwriting proass. ~or a syndiate ae~er to have requested additional 

inforPation or to hs~e purued My independent investigation would have 

required that it have the ability to Mocaplish this objcctbve. No syndicate 

Irmt~r had such ability. meir ·IttrMtf~cs were limited - to acapt the 

offering or to drop it. 

at~pauc wo. 9. 



~~bia: A 

i. if your organization ever participated in the ur~erwriting of any 
of the notes or bonds of the City of New York (the ·City") listed 
in the AFpendix (the "Notes or Bonds"), please supply Me following 
fnformation : 

(A) The Date of Sale; 

(B) The Total Amoxrnt of Me Mfering; 

(C) The Amount of Your Participation; 

(D) The ~nxmt of Your Take-Down; 

(E) The Amount Placed ir.the Portfolio or investment Account; 4 

(P) The Amount Placed in Piduciary Accounts; a end 

(G) The Anrxmt Sold to Your Public Customers. o* 

31. With respect to each revenue anticipation note ("II~W") or tax 
anticipation ~ote ('7IIAN") of the City which your organization under- 
wrote, please indicate if and to ~mat extent your organization was 
aware of the following: 

(A) The sources basis, and purpose of the revenues or tax which 
supported the issuahce of each such RP3J or TAN; 

(8) The date that Me revenues or taxes were due or would become due; 

(C) 'Ihe manner in ~ish the revenues or tares to be received were 
determined, i.e. whether it eras by estimates Pohllnula, audit, or 
confirmation; 

(D) Row proceeds frc~a each RAN or IPAN issue were actually utflfced; 

(E) fQhether the revenues or tares to be rec~fved ega;nst the issuance 
of Me RAN or TAN were, in facts received in their entirety; 

(pr) if any portion of the revenues to be received was net actually 
receiveds the fiscal resaediel steps taken, if any, by Me City; 

------- --- 

a As Of Me date of coPlgletion of each ~o~enritiPb~ of the ~Bot~s or 
ponds in ~hieh your organization participated. 

" . please provide Mis office with a list containing Me nases of all 
public custcsrrs and ehei.s addresses Mo purchased the %BeO~s~ ad 
pads froe you ~rg~nipqtf~, 



(C) If My portion of the revenues or taxes to he reOeiMd 
wM not received, the manner in which the City paid off 
the RAN or 1AN st maturity. 

W. Rovfde the CanmLssion with information showing the monthly 
position of your orgMization's portfolio Md dealer Mcounts 
in the Notes or Bads, for the pried January Ir 1973 to 
#ay U)r 1975 se of Moh monthly closing trade or settlement 
date (Specify which).3 
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This Section of the Report is a summary and analysis of responses to 

the Securities and Exchange Commission's Questionnaire for Managing 

Underwriters, dated January 31, 1977, received from Bankers Trust Company 

("Bankers Trust"), the Chase Manhattan Bank ("Chase"), Weeden and Co., 

Incorporated ("Weeden"), Citibank, N.A. ("Citibank"), Merrill Lynch, 

Pierce, Fenner & Smith, Incorporated ("Merrill Lynch"), and Chemical 

Bank ("Chemical"). The Questionnaire was prepared in connection 

with the staff's investigation into the sale and distribution of 

certain notes and bonds issued by the City of New York. 

Questionnaires were sent to a group of organizations that acted 

as the principal underwriters of City Notes and Bonds during the 

period under investigation. These Questionnaires differed from those 

sent earlier to non-principal FErticipar?ts in the selling syndicates 

for ~j~w.York City's securities, because syndicate members had pre- 

viously indicated that thPy had placed virtually total reliance on 

the managers of t:h~l B~v~icate for r9view, research and appraisal 

of the City's fi~ci~ condition. 

Chase and eitiSErlir partici_wted as the managing underwriters in 

t~e inajority of t~E issues of New York City's bonds, and as managing or 

principal under~rriters for many issues of the City's notes. Therefore, 

their responses are particularly important for an understanding of the 

role of the m~a-~ers. Manufacturers Hanover Trust Company did not respond 
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to the Questionnaire. 1/ 

The Questionnaire for managing underwriters consisted of fourteen 

guestions. This portion of the report will present, in n~-nerical order, 

the text of each guestion followed by an analysis of the responses. 

If your organization ever participated in the underwriting of any 

of the notes or bonds of the City of New York (the "City") listed in the 

Fpperdix (the "Notes or Bonds"), please supply the following information: 

(A) The Date of Purchase: 

(B) The Date of Closing or Delivery; 
(C) The Total Amount of the Offering; 
(D) The Amount of Your Participation; 
(E) The Amount of Your Take-Down; 
(F) The Amount Placed in your Portfolio or Investment Accounts;* 
(G) The Finount Placed in your Fiduciary Accounts;* and 
(H) The Amount Sold to Your Public Customers. 

* As of the date of completion of each underwriting of the Notes or Bonds. 
Also, if any of the Notes or Bonds pieced in these Accounts were sold out 
of the Accounts Drier to maturity or redemption, indicate the amounts and 
dates bf such sales, anti the reasons therefor. 

The responses to O~fstion Ci;f die! not permit any general conclusions 

to be drawn as to the extent of participation by each of the organizations 

in underwriting City Notes and Bonds. For the most part, no response was 

given to Question (jns. It was asserted that the staff had already examined 

~------- 

1/ In brief, ar lter considerable delay the bank refused to respond to the 
Qcestionnaire ~L~3, finally, a Ccpmnission administrative subpoena. More 
recently, E~r.ufactilrers Aanover Trust has resporded to the Questionnaire 
in a letter bir referring the Cammission to testimony taken of one of its 
officers. The staff has concluded that the references were insufficient 
as responses to the Questionnaire. The subpoena remains outstanding. 
Because of the need to ccmplete this and other parts of the IEeport, the 
decision was made to defer reccrmnendation of action. 
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documents from which the staff could ascertain the answer to Question 

~Rle. Those organizations respond'ing to Question (Xle generally indicated 

that, in·resl~nse to part (G), no City Notes or Bonds were placed in 

fiduciary accounts maintained by that organization. 

Question 2 

Please describe the factors which your organization took into account 

in deciding to participate in the underwriting of the Notes or Bonds. List, 

in descending order of importance, the factors which were deemed the most 

relevant in the decision-making process. 

Generally, in no particular order, the factors cited by the organizations 

were (1) marketaSility, (2) profitability (including both primary and secondary 

;-- Il~arkses), (3) history OrL participation in New York City notes or bonds, 

(4) history of F+rrici-~~ion as an ~er-~riter of Municipal notes or bonds, 

(5) recfeemabilit~t~J, f5) cr~clibilit~ of the City information, (7) legality, 

(8) history of i~rtici_c+tion in the particular selling syndicate, (9) rating, 

(10) tax exemption, (11) public media information, (12) maintenance of New 

York City as the fi?a?.2ial center, (13) the well being of New York City 

citizens. 

me res~~s of the organizations were, in relevant part, 
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(Weeden) If one were obliged to describe the factors which 
Weeden took into account in deciding to partici- 
pate in the underwriting of City paper, and then 
attempt to put those factors in descending order 
of importance, the answer would include by rank 
soundness of credit, price, market conditions and 
customer interest. The problems with the question 
and therefore the answer are first that it assumes 
these elements are capable of separation and 
evaluation, let alone ranking, and second, that one 
can re-create one's state of mind several years ago. 
The realities "pre-crisis" of New York City paper 
were that when managing underwriters invited 
Weeden to join in a syndicate to make a bid we 
were pleased to be asked to join and when we did 
join we ass~ed that honest data given out by.the 
City and analyzed by the expert staffs of-the 
managing underwriters and their bond counsel and 
by the rating agencies which followed the City's 
financial affairs carefully would result in a 
price which fully reflected all of the so-called 
"factors" ranging from soundness of credit to 
customer interest. 

(Cr;a~e) ' No particular factor can be identified as most 
import~t in the process Of determining to under- 
write a -~rti=11:ar issue of 53n?s or Notes; each 
decision was 3adp in licht of the facts and 
circu~s=r~ces known at the tLae. As in the case 
of all ~nderijriting decisions, the relevant 
factors considered in deciding -~t~ether to under- 
write issues of Notes or Sends included investment 

quality, market acceptance, yield, general market 
conditic~ ~c! internal funding requirements. 

(Citibank) Citiba--.ir considered all available relevant factors. 
The factors were numerous and varied from issue to 

issue. They were contained in from time to time 
the City's Notices of Sale and Reports of Essential 
Facts, various City annual and monthly reports 
relating to its fiscal condition, independent rating 
service reports, newspaper and magazine articles 
and other public media sources relating to the City?s 
fiscal condition. It is not possible to specify 
generally, in their descending order of importance, 
those factors which Citibank deemed the most 

relevant in the decision-making process. 
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(Bankers Trust) Bankers Trust is unable to list the factors it took 
into account in deciding to participate in the 
underwriting of Notes and Bonds or to rank such 
factors by their relative importance. Among the 
factors which played a role, however, were: 
(a) Bankers Trust's historical participation in 
New York City underwritings; (b) New York City's 
satisfactory history of debt repayment; (c) the 
marketability of the Notes and Bonds, and (d) 
Bankers Trust's reasonable belief that the 
Notes and Bonds would be paid when due. 

(Merrill Lynch) Merrill Lynch took the following factors, which are 
listed in their order of importance to Merrill 
Lynch, into account in decidi~g whether to parti- 
cipate as a member of a syndicate that would offer 
and sell Notes or Bonds: (1) the Notes and Bonds 
were backed by the full faith and credit of the 
City, and bond counsel would deliver a legal opinion 
to that effect at the closing; (2) the rating of the 
Notes.ar,d Bonds; (3) indications of interest by 
institutional and retail investors in purchasing the 
Notes and Bonds; (4) t~P condition of the municipal 
bond m·r~et in general and, in particular, the 
market for rii.e City's Notes and Bonds; and (5) the 
effective L-i~l~ and mat-rity of the Notes and Bonds. 

(Chenical Bank) It is i333s--~?e specific~l~ to list or quantify 
all of factors which the 3a~ or its repre /- sentatives L~.4 into account in deciding to par- 
tici~t~ in t~P underwriting of an issue or issues 
of ~ ~tes or Bonds. Moreover, to give any mean- 
ingful r~n~k~-~i Of the importance of such factors is 
just not feasible. Such factors were and are in many 
respec'Ls of a subjective nature and their individual 
relev~tr~ce a?d relative importance varied over time 
and frc~ issue to issue. Al+-hough it is-thus not 
possible ~i~~ingfully to describe all the factors 
taken into account by the Bank in its participation 
in underwriting City Notes and Bonds, as requested 
by Question 2, the Cormnission may be aided by the 
following summary of general considerations which 
may have been subject(s) of review by the Bank or its 
representatives in connection with any particular 
underwriting of City Notes or Bonds: The long- 
standing position of the Bank as a leading or 
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participating underwriter in issue of the City of 
New York, and its belief in the intrinsic worth of 

such securities as evidenced by its portfolio holdings 
thereof; the requirements of Federal, State and local 
law, primarily dealing with the fact that the Bank 
can only underwrite U.S. Government and direct 
obligations of State and municipal securities; the 
Bank's desire to remain active in the market for 

municipal securities, and the circumstance that 
City Notes and Bonds were an extremely important 
component of the market; the Bank's assessnent of 
the market for City Notes or Bonds (which as 
indicated constituted a substantial portion of the 
market for municipal obligations), the obvious 
attraction under the Federal tax laws of holding 
tax ex~t obligations and consequent prospects 
for profit or loss to the Bank (which in relation 
to tot-al ~net profits or losses of the Bank was 
not material) resulting from its participation in 
such underwriting; the composition at any point in 
time of t-he Bank's portfolio and the desirability 
of including City Notes and Bonds in its portfolio 
from t~e st~n~point of both long- and short-term 
liability management; the com_oetitive position 
of the Bank; r~e Bank's desire to maintain the 
City's wsition as a financial center and the 

cor,s~c~r~t ~nefit not only to the Bank's business, 
but ai~ -~e i;Ell-being of ths City and its citizens. 

The Co~issior: 13 also referred ~to t-he responses 
to Q~e--t-ons ~, 5, 6, 6, 10, 11, 12, 13, and 14. 

Question 3 

At the time of your organization's participation in the underwriting 

of the Notes or ~r,ds, 2id it have a municipal research department, or 

designated errp~lc~i~s who did municipal research? If so, please provide 

tl?e following ~fs~tion: 

(A) The a--~roxi~te date when such department or activity 
was ~~r,; 

(B) The n~Tlb~r of employees engaged in such research; 
(C) The background of each such eslployee. 
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Responses to this question are quite significant in that most 

members of the underwriting syndicates indicated that they relied, 

to a great extent, upon the managing underwriters to analyze and 

investigate data furnished by the City. 1/ However, none of the 

mLlaging underwriter organizations indicated that they had done any 

extensive research at the time of any participation although certain 

of them reported increased activity in their municipal research 

de~rtaentrs in late 1974 and 1975. 

Chase identified a Public Finance Group which was formally begun in 

1971 and which included six employees who engaged in municipal research 

during the years 1973-1977. However, three of those employees were 

transferred to "a~other area of Chase" in February, April and June of 

1970. 

Citibank r~c~r~~ ~at during the designated time of participation 

t-~o emDloyees "fallc~~l certain cvc~t~ F~rtaining to the offering of 

ninicipal securities, 

Chemical rexrted that no formal research department existed 

al'c~zuch t~o ~--.~~ ~cl~yees, one with seventeen and the other with 

e~r~ years of c~rien=e, had responsibilities that included research 

and analysis relating to the activities of the Bank's Investment 

Division respecting municipal securities. 

1/ See, e.g., the Analysis of Questionnaire sent to Syndicate Members. 
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Merrill Lynch had a research department which was organized prior 

to 1970. ·The portion of that department which analyzed municipal 

securities was staffed by two errployees. 

The creation of Weeden's municipal research department is described 

by We~d~n as follows: 

Weeden participated in the October 16, 1974 City 
Bond offerina and lost over $1 million for our 
efforts. ~hat jolting loss, plus the New York 
Daily News editorial of October 22,-1974, and 
similar disclosures in the press were the competent 
producing causes of our decision to hire someone 
able to research municipal paper. Accordingly, in 
late December 1974, David Breen was hired as 
Weeden's municipal research analyst, to commence 
work J1'1UBTY i, 1975. Mr. Breen had previously 
worked for Fitch Investors Service (January 15, 1974 
to DecP-~Ser 31, 1974) and Standard & Poor's (April, 
1971 to January 4, 1974). r~eden was attracted to 
Mr. BrsPn hv his prior writincs on the City, as 
well as the =~canmenda=ions oi his employers. 

i~lsrion 4 

Regarding ~o_= cr5~izatici;'s de~ision to participate in the undler- 

writing of the ~3=23 3; ~nds, s-~cific~:v describe the extent if any, i · 

to which your o=~~-iz~tic·n: 

~plj~C` ~-~ iL-S own inde~ndent research of the fiscal 
affairs ~-.d condition of the City (cf. item 6, infra); 

(a) Receiv~, utilized, or relied upon the information and 
data cc~-~tain~c~ in the Notices of Sale and Reports of 
Essentisl 'a=ts prepared and issued by the Office of 
of Cc~strollPr of the City; 

(C) il~cei~~, utilized, or relied upon the reports and 
ratir.=s Dre,Dared and published by: 

(1) Moody's Investors Service, Inc. 
(2) Standard and Poor's Corp~ration; and 
(3) Fitch's Investors Service. 

Please indicate whether the reports ever caused you 
to question the ratings, and if so, why. 
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(D) Received, utilized, or relied upon any of the 
following material: 

(1) Monthly Statements prepared by the Office 
of the Comptroller of the City summarizing 
the City's Cash Receipts and Disbursements; 

(2) The Annual Report of the Comptroller of 
the City with respect to the City; 

(3) The Fiscdl Newsletter of the City; 

(4) T~e Executive Budget of the City; 

(5) The Capital Budget of the City; 

(6) The Reports of the Comptroller of the 
City issued pursuant to Sections 113, 
212, and 220 of the City Charter; 

(7) Audit Reports of the Comptroller of the State 
of New York with respect- to the City; 

(8) Newspaper articles, or articles in other 
periodicals relating to the City's budgetary 
process ~13 fiscal. condition. 

[Feel free to Pi~rate in yocr own words in answering items 
(4)(D)[1) to :E)I 

With respect to i--~ 4(D)(3), secifically describe the extent to 

which your organization (I) Mai~e~in~j a file of such articles; (11) 

Referred to suc~ e;ticiss for original or basic information; (III) Viewed 

such articles as accurate or reliable; and (IV) Viewed such articles 

as full and fair disclosure regarding the City's fiscal condition, events 

or overall pr'obl~-~s, etc. 

(E) F~li~ upon any of the following statements 
cont~in~-~ in the Notices of Sale and Reports 
of Essential Facts: 

(1) Bonds land notes) will be valid and legally binding 
general obligations of the City, all the taxable 
real property within which will be subject to 
the levy of ad valorem taxes to pay said bonds 
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land notes) as well as the interest thereon 
without limitation as to rate or amount; 

Yes [ i No Il 

(2) The State Constitution requires the City to 
pledge its full faith and credit for the 
payment of the principal of its bonds [ and 
notes) and the interest thereon and to make 

annual appropriations for the amounts required 
for the payment of such interest; and the 
redemption of its bonds; 

Yes [ i No Il 

(3) Payment of debt service shall be 
the first lien on all the City's revenues; 

Yes I i No Il 

(4) If ... the appropriating authorities fail to 
make the required appropriations for the annual 
debt service on the bonds and certain other 

obligations of the Citlr, a sufficient sum shall 
be set apart form thP first revenues thereafter 

received and shall be applied for such purposes. 

Y25 I j No Il 

Generally, the sr?~riizatior.s reported that they received, relied upon or 

utilized the deia listed in the q~clpstion. For instance, Citibank stated: 

Ci-;iS~K generally received the material 
described i~ suh-~oragraphs 4(B) through (D), 
and utilist·j 2~d relied on some of it, together with 
the materiei described in subparagraph 4(A), to varying 
degrees in deciding whether to participate in the 
undsrwriting of the Notes or Bonds. It is not possible, 
however, to state whether a specific item was utilized 
or relied 017 by Citibank in its decision concerning any 
given issue of the Notes or Bonds. 

Citibank maintained a file of newspaper 
articles relating to the City's budgetary process 
and fiscal condition, ~nployees in the Credit 
Supervision Section of Citibank's Money Market 
Division referred to this file from time to time 

for information regarding the City's budgetary 
process and fiscal condition. 
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Chemical similarly asserted that it received, utilized, and relied upon 

most of the information specified. Chemical pointed out that the practice 

of the underwriting industry was to rely primarily upon ti~e rating agencies. 

Where time permitted, Chemical supplemented such information with data 

provided by the City. Newspapers were throught to provide a great deal 

of material information for the potential purchasers and sellers of City 

Notes and Bonds, dlt~oi~h Chemical did not place "total credence" in 

such articles. Che~ical further indicated that: 

With respect to the matters itemized in subparagraphs 
(E)(1)-(4) of ~estion 4, the Bank understands that 
each of the statements concerns legal requirements of 
the New York State Constitution and Local Finance ~aw; 
and the Bank's activities with respect to' the City's 
Notes and Bonds were premised upon the applicability of, 
and compliance by all parties concerned with·the require- 
ments of, t~ose la~v~-~. 

Chdse's vie-~ w~r~ similar to those of Chemical and Citibank. 

Banker's Trcst, h~~j~ver, was ~~jla to state t-he "extent" if 

any to which it "reli~" on the ir,fc~r~tioil sources referred to in 

Question Four ei~er in general or in cc~nsction with any particular secu- 

rities issue at t~y I;articular time, subject to the following: 

A. Bankers ~~st at all times took into account the 

views of its ~r~~L~el engaged in municipal securities 
research ~j of -L~ose experienced in the municipal secu- 
rities field. 

B. New York City did not make Reports of Essential Facts 
available in coi~ection with Note offerings until the 
BAN offering of March 14, 1975. In connection with that 
offering ~t~d t-Fle BAN offering of March 20, 1975 the 
availability of the Report bf Essential Facts was a material 
factor in the Bank's decision to participate as an underwriter 
of those issues. 

C. Bankers Trust did not subscribe to the reports or ratings 
of Standard Poor's or Pitch's Investors Service. 
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D. Bankers Trust is unable to state whether any specific 
document listed in items (1) through (8) of subparagraph 
(D) were "relied upon" with respect to any specific issue. 
However, the documents, reports and information listed 
therein, with the exception of items (6) and (7), were 
generally received by Bankers Trust and reviewed by it 
in the course of an on-going examination of the fiscal 
condition of New York City. With respect to item (8), 
Bankers Trust did maintain a file of such newspaper and 
pe'riodical articles. The reliability and accuracy of 
such articles was evaluated separately with respect to 
each article, and it is, therefore, impossible to state 
whether such articles were generally viewed as accurate 
or reliable. Such articles constitute substantial 

evidence that information concerning New york City's 
financial condition was in the public realm and generally 
known . 

E. Bankers Trust believed and understood, at the time of 

each underwriting of Notes and Bonds, that all statements 
contained in the Notice of Sale and/or Report of Essential 
Facts in connection with such Note or Bond issue were 
true and accurate. Bankers Trust is unable to state the 

extent to which i': "relied" on any such st-atement. 

Eerrill Lynch wrote: 

Merrili Lynch's i~ecisior! to participate in a 
syndicate that rJcld offer ~~ ~11 -L;7e Notes or Bonds 
was based u~n the factors en~lrat~ in Merrill Lynch's 
answer to Question 2 and, in particular, upon the 
fact that t-i~ Notes and Bends were backed by the full 
faith and credit of the City. 

M2rrill ~~h received and reviewed the Notices 
of Sale ar,e had available to it the Reports of Essential 
Pacts. Merril: J~ci·1 also received and reviewed the ratings 
and reports 3re~red by Moody's Investors Service, Inc. and 
Standard & ~zr?r;s Corporation, but it did not receive the 
ratings ~Q fe~C·r~S Of Fitch's Investors Service. With respect 
to SLibsect_ion (D) of Question 4, Merrill Lynch received and 
reviewed e~t Annual Report of the Comptroller of the City 
and the Fiscal Newsletter, but Merrill Lynch did not regular- 
ly receive the documents referred to in subsections (D)(1), 
(4), (5), (6) and (7). 

Mr. Jean Rousseau, Vice President and Manager of 
the Municipal Bond Department of ~aerrill Lynch, regularly 
read articles relating to the City that appeared in the following 
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pubiications: The New York Times, The Daily News, 
The New York Po'st, The Wall Street Journal and The 
Daily Bond Buyer. To the extent that Mr. Rousseau 
or any other employee of Merrill Lynch who worked 
on matters relating to the Notes or Bonds maintained 
a file of newspaper articles relating to the City, 
Merrill Lynch has turned such documents over to the 
Commission in response to the Commission's subpoena to 
Merrill· Lynch. Merrill Lynch coi~sidered the newspaper 
coverage relating to the City to be effective'and 
comprehensive dissenination of current information 
relating to the City's fiscal affairs to the investing 
public. 

Merrill Lynch's answer is "Yes" to subsections 
(E)(1), (2), (3), and (4) of Question 4. 

Weeden's response td Question four is as follows: 

4. A. Prior to Mr. Breen joining Weeden in early January 
1975 we did -no independent research on New York City 
paper or on any o~er security we trade as market 
makers other than keeping ourselves posted (i) on 
what the rating agencies were writing in respect of bonds, 
(ii) what was publicly available in the general and 
financial press on both the debt and equity issues we 
trade and (iiil faithfullq· attending meetings called by 
the man~ing ~e~writers of syndicates of which we were 
members. 

B. We have no present record of havirlg received from the 
City in t~it ~r~-Br=3r, period Notices of Sale or ReportS of 
Essential Fa~~s, bu= we ass~t~ the underwriters did obtain - 

such Notices E~ ~~TtSI as c7,ic: -L~e rating agencies and 
bond counsel u~c~n whom we relied. Whether information and 

data contained in such Notices and Reports were "utilized" 
or "relied upon" SY Weeden would depend primarily upon 
wt~e'Lher the s~-;aaers, the rating agencies or bond counsel 
incorporated ~-r14~ such information-or data in the materials 
furnished Wb~e~ as a member of the syndicate. 'That was Pre- 
Breen. O~-~c~~siy, once Mr. Breen was on board he sought on 
his own all the information and data he could and reached 

his own conclusions, witness his widely publicized 
January iC, 1975 speech before the City Club of New York... 
After that s~ech and the extraordinary response by the 
Mayor and the Comptroller, Weeden approached the underwrit- 
ing of City paper with our suspicions aroused and with much 
greater reliance on bond counsel rather than rating agencies. 
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C. Weeden has ~long been a subscriber to Moody's and 
Standard & Poor's; and until Mr. Breen joined Weeden, 
we relied heavily on the rating agencies as the prime 
investigators of the City's fiscal-practices. Weeden 
never had any reason to question the adequacy of their 
data or their ratings until we took a beating on the 
October 16, 1974 Bond offering and began reading items .... 

D. Judging from the files which exist today, it would seem 
that Pre-Breen, Weeden did not itself seek out any of the 
materials listed in items 1 through 7 which is not to say 
none were received, utilized or relied upon. Obviously we 
tried to kepD Dosted on materials in the newspapers and the 
various financial periodicals which focus on municipal 
paper. With respect to items 1 thrcugh8 Weeden apparently 
did not keep fil`es of materials received in any systematic 
way although it is very possible that much was thrown out 
when Weeden moved its entire trading operation from New 
York to Jersey City in early 1976. In any case, Post-Breen 
we do seek, utilize and rely upon all information that we 
can reasonably get andmaintain files of the same, but even 
now the research done on a competitive underwriting is 
quantitatively and qualitatively different from that done on 
a negotiated underwriting, a critical distinction which is 
nowhere mentioned in this questionnaire, 

E.' Pre-Br~er:'-~l.~ answer is '!Yes" to 611 four questions. 
~st-Bre~r. wt c~ to Question 3. 

The organ;z·tio~-~s hs~3 been ~ks~ to specifically describe the 

extent, if any, to w~i~i: they reliec;, received or utilized various 

tl~s of ·infor~eticn. ~st of the organizations did not state the 

extent to whic~ they rl-lied or utilized various information. For 

instance, in the ?(A) category concerning reliance upon its own 

independent research, Chase stated: 

On the basis of the information published by the 
City, the M~r,icipdl ResearchDivision- conducted Credit 
research ~L~Z analysis with respect to the City. Chase 
officials relied upon the Division's work product. 

Similarly, Bankers Trust and Citibank were unable to state the 

extent they took into account the views of their personnel who were 
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engaged in municipal research; and Weeden did no independent research 

prior to 1975. 

Generally, the organizations relied upon the rating services and the 

full faith and credit of the City. 

Question 5 

Specifically describe the analysis or study, if any, which your 

organization made of ~e matters set forth below (1) Before submitting 

bids for the Notes or Sends; (2) Before inviting other organizations to 

join the syndicate for the purchase and re-sale of the Notes or Bonds; 

(3) Before taking down any of the Notes or Bonds; (4) Before re-sale of 

the Notes or Bonds: 

(1) me creditworthiness of the Ci~v's Notes or Bonds; 
[2) The fiscal ~o~iL-;~2~ess of t~e Ci~y; 
(3) The suf=ici~~c~c~-~ of revenues of the City to meet 

its na--~iz~ oSligations; 
!4) The "----- ~ata or Fnfc~-i~ation presented by 

the CL-~y ir. ~-~e Notices cf S~e and Statements 
of Ess~~-,i~ F+cts; ~-~3 

(5) Deficits or Sud~et g~s, if E?·i, of the City. 

If your orc~-~i~etion's prc~~c~~r~e for analysis or study of the above 

matters changed at s-.y time(s) during the time frame in which it participated 

in the sale of ~~e ~st~s or Bonds, described ~jhen, why and how they changed. 

The organisations generally treated the matters listed in (1)-(5) 

as indistinguis~~le in the decision to participate and either did not 

distinguish the st-~es in the underwriting process indicated in tho 

Ouestion or only discussed one stage. 
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For instance, Chase reported: 

A weekly memorandum containing the Municipal 
Research Division's assessment, based on published 
information, of the investment quality of various 
municipal securities for which bids were to be sub- 
mitted, including from time to time Bonds and Notes, 
was made available to the Municipal Securities 
Division of Chase prior to bids being su~mitted. 
Such information was therefore available at about 
the time of fo,mation of any underwriting syndicate 
and prior to submission of a bid, takedown of any 
securities fTO~T: a syndicate, or resale of securities 
taken down. In reaching an assessment of investment 
quality, ~thp factors listed in question 5 were considered. 

The weekly memoranda sutmitted by Chase are twelve memoranda prepared 

between December 4, 1973 and April 11, 1974, 19 memoranda prepared between 

January 23, and Dec~rr~t~r 2, 1974; and 2 memoranda prepared between January 7, 

1975 and February 4, 1975. Generally, these memoranda identify the issue, 

rating service rating, credit ratings, City's debt per capita, Debt Est./ 

I~L?I: Value, I~St Se~Ji-e/Revenues, Taxes/Est. Full Value, and the Current 

T~ delinquency. C~~i~~sary c~ti·s~E~i: "~rpose and Status"; "Economic 

Bases"; "Financiel tc.=-e32~ent"; ~rid ''Crfliit" followed. Numerical infor- 

~tion within t-~rse s~rions ch~gtd with each memorandum. The "Purpose" 

and "Status" se~--i2ns changed with each memorandum generally to identify 

the issue. HOW173r, f'JT the most part the substance of each section 

rer;alrls the st~~. 

The inrrom2tior. within the captions includes a general consideration 

of the matters lis=~C7 i,.ubsections (1)-(5). However, Chase did not 

state how this "analysis" bore upon its decision to participate in the 

underwr itings. 
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As to the responses of the other organizations, three of the six banks 

referred the Commission to answers given in Questions ~I~o and Four, documents 

already submitted to the Cormnission, stated that they were never a lead 

managing underwriter, or employed a ccPnbination of these responses. Parts 

of the more extensive answers indicated that there was little, if any, 
distinction between the time periods of the underwriting process which 

would warrant further analysis. 

Bankers Trust reported that the factors (1) - (5) were inseparable 

in an assessment of creditworthiness, and that the analysis conducted 

could not be distinguished as to time frame. Bankers Trust stated that 

it made use of all available information in "all phases of the underwriting 
pr oceSS . " 

Bankers Trust believes that the items referred to in 
sub~s~ragra~s (1) ti~rough (5) are inseparable elements to 
be conside in ·2~ssessing the creditworthiness of the 
Issuer. T~e fis~i roundness of New York City, the suffi- 
ciency of 'r';e~en~es to meet its maturing obligations, 
budget def; ~-~~ rlnanciel Zat· reflecting its fiscal 
condition ar ·'i ra-tors -~i~ich havs a? impact on the 
publicj asses~lrr c·= the cr2~:i~;lr;r-~i~;.ess of the City's 
Notes and ~nds. ~so, since ~ew York City was regularly 
Issuing Notes ~d 50nds, it is i;r;r~ossible to distinguish 
between the ~C·~t Of studY and analysis conducted by 
Ba?kers Tr-sr in ~LI?Y Of the four particular time frames 
mentioned i~ ~estion nlrmber 5. Bankers Trust conducted 
an on-goin~ sr~d·i o the fiscal condition of New York 
City and its securities, making use of publicly available 
information t:-.rouSji? all phases of the underwriting 
process . 

Beginning in a~=oximately February 1975 Bankers Trust's 
analysis L~~ study of the creditworthiness of New York 
City securities intensified with the situation. 
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Chemical Bank answered in a similar vein: 

Chemical reviewed and analyzed the City's creditworthiness 
and fiscal soundness on a continuing basis; such review: 
and analysis was based in large.part upon the information 
described in the response to Question 4, and in light of 
those factors summarized in the response toQuestion 2. 
Such review and analysis was neither limited to nor 
necessarily entailed or focused upon any of the individual 
matters set forth in paragraph (1) through (5) of Question 
5. Chemical's basic procedures for review and analysis of 
these matters did not change over time. 

Merrill Lynch's answer was similar to Chemical's, referred to 

factors already stated in response to Questions ~I~Jo and Four and 

further noted: 

Merrill Lynch was never the "lead manager" of a syndicate that 
offered and sold the Notes or Bonds; accordingly, Merrill Lynch 
never invited other firms to join any such syndicate, but rather 
was itself invited by the lead manager to join certain of such 
syndicates. The factors that E~IPrrill Lynch analyzed in deciding 
whether to cartici-~ate in a ~-ndicate that would offer and sell 

the Notes or Sends are enumerated in Merrill Lynch's answer 
to Qusstic~ 2. ~~rrill Lynch also received and reviewed certain 
material c~2rcri~ in its a?swer to Question 4. All of the 
factors en~srats2 i:: Merrii: ~cil's answer to Question 2 were 

analyzed Frier to t~p sutni;sion of a bid, the taking down of 
any Notes or ~nds: or the T~S~~ O= any Notes or Bonds by 
Merrill L~r~--. ~5rsill L~-h r~~-~~e~ the fact that the Notes 
and Bonds -~re 1Y~ily bai;~c~ t;v '-~e full faith and credit 
of the Cits- ~t~d that City offi~i~is repeatedly assured that 
such oblic+;lsns miist be honored first among all claims against 
or oSlioations of the City as the overriding and paramount 
considera-,i=;; in deciding whether to participate as a member 
of a syndizs~e ';h;lt would Offer and sell the Notes or Bonds, 
rather th~-~ the r·tters enumerated in Items (1) through (5) 

of Questic- 5 or any other matters. Merrill Lynch's procedure 
for analysis. as set forth in this answer, did not change at 
any time jurina the time in which Merrill Lynch participated 
as a r~e~r of a syndicate that offered and sold the Notes or 
Bonds. 

Weeden added: 

Since Weeden was never a managing underwriter of any 
City paper during the crisis period of June 1974 to 
March 1975, thesequestions are out of focus, as 
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would be our answers. The facts, of course, remain 
the same. Pre-Breen we relied on the City to supply 
accurate figures and for the managing underwriters, 
the rating agencies and bond counsel to carefully 
analyze such data for the benefit of all parties, 
including ourselves and the public. Following the 
report on the broad tape of Breen's speech of January 10, 
1975, ... and the extraordinary press release by the 
Mayor and the Comptroller in response ... and the sub- 
sequent exchange of correspondence with the Mayor ... 
we no longer gave much credence to information given 
by the City and focused instead on the advice of new 
bond counsel. 

Question 6 

Specifically describe any independent investigation or inquiry your 

organization made prior to participation in the underwriting of the 

Notes or Bonds with res~ct to: 

(A) Fiscal information prepared and presented 
by the City; and 

(B) Fiscal infor?r~tion concerning the City 
prepErf~ ~d sresented by ~in~v other sources 
(identif~i~~ t;i?2 sources). 

~lease provi _~-~ staff wi-~ ~--,I· vri=ten reports made by employees, 

m~-:-~rs or officers of yoilr org~ization regarding the Notes or Bonds in 

this context. 

In responsf te t~is Question, Chase, Citibank, Bankers Trust and 

Merrill Lynch refcrr~i the Commission to information and documents 

already submitted ~r to responses already submitted in answer to another 

question in the Questionnaire, 
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For instance, Chase responded as follows: 

Various sources of published information were 
reviewed from time to time by the Municipal Research 
Division, in assessing the investment quality of City 
Bonds and Notes. The most` important of such sources 
are listed in the response to Question 4 herein. In 
addition, materials published by the Citizens Budget 
Ccmmission were used on a regular basis to supplement 
sources of information prepared by the City. Weekly 
Reports of the Municipal Research Division which 
referred to the City have been previously furnished 
to the SEC. 

Chemical stated: 

The' Bank relied on bond counsel with respect 
to verification of fiscal information concerning 
issuance of City Notes and Bonds, and, in addition, 
attempted to verify such information in its posses- 
sion as it does with all other information with regard 
to municipal issues. Primarily,· it compared new 
items of information coming into its possession with 
similar information received from other sources and 

with similar information previously in its posses- 
sion. Given t~e co~irplexities of the budgetary and 
fiscal affairs of entities like the U.S. Government, 
the State of New York or the City of New York, 
accurate in~lpe~ent verification is almost impossi- 
ble. For ex~Ts~le, sources of funds quite often are 
found by goverr~tnt officials which were not known 
to be availaS:e to the private sector. Any written 
reports in tie S~k)S possession respecting such 
matters have previously beer! produced to the 
Ca~nission. The Ccnrmission is also referred to the 

responses to Questions 2 through 5 and 8 through 
14 and to the testimony of Bank officers given in 
this proceedir;g. 

Generally, the organizations stated that they reviewed the information 

that was prepared by the City. Chemical Bank reported that it compared 

current information with past information. However,' in answer to Question 

Six, no organization reported that it questioned the information published 

by the City or by another source. 
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Question 7· 

Did your organization prepare any sales literature, brochures, 

write-ups, etc. with respect to the Notes or Bonds for delivery to 

customers or others? If so, identify the person(s) in your organization 

responsible for its preparation, and indicate whether it was in fact 

distributed or given to your customers. Please furnish copies thereof. 

Traditionally, sales literature may be prepared to advertise aspects 

of the securities issue and to stimulate interest. Generally, the 

responses to Question Seven indicated that there was little sales 

literature prepared by the managing underwriters. Chase, Bankers 

Trust, and Chemical Bank prepared no sales literature. Citibank 

referred the Co~irii~ission to docls-~nts already submitted. 

Only Merrill ~Jncj submitted an extensive report as to the sales 

literature it pre-~-r~. Its u;s~ie~ stated: 

Yes, .H,r. Jo~ S. de Greff~nri~d was the Manager 
of the ML~iiCi~l and Corporate ~~d Sales 
Develo-~rF~nt ~t~artme~t and, in such capacity, had 
ultimate responsibility for the content of any such 
sales literature and its distribution to Merrill 

Lynch's c~s=c~ers. With res~ct to any such adver- 
tise~s~is placed by Merrill Lynch in newspapers or 
magaz~-~Ps 'U?e Advertising Department of Merrill 
Lynch would approve-the format of such advertisements. 

The following materials were distributed by 
Merriil Lynch to its account executives who made 
such ;;.a-,erials available to customers: 
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(1) -a brochure, dated January 15, 1973, entit-led 
"A Fresh Look at New York City''; 

i2) a brochure, dated August 16, 1973, entitled 
1Discount Tax-Exempt Municipal Bonds - 'A 
Way to Increase Your Yield"'; 

(3) a brochure, dated August 1.6, 1973, entitled 
"Advantages of Discount Tax-Exempt Notes"; 

(4) ..a brochure, dated April 5, 1974, entitled 
"A Fresh L~ook at New York City"; and 

(5) a brochure, dated February 5, 1975, entitled 
"Tax-Exempt Notes - The Long and Short of It." 

The following advertisements relating to the Notes or Bonds were 

placed in newspapers or magazines by Merrill Lynch: 

(1) an advertisement, run in January, 1973 
enti+-led "NeiJ York taxpayers: Merrill 
LL-nch tells how youcould get a 3-way tax 
exPJrc~tior, with upgraded fiiPW York City bonds"; 

~ (2) 211 Sdj.P~t-i~ement relating to the offering 
of $520,000,000 principal amount of Revenue 
A~-.tFci-~rion Notes; a7d 

·(3) an ~Er-~is~nt ri?n ir: ~cerrSer, 1973 and 
ano~~r e~F·rtisemant r~ in April 1974, 
both entitled "Merrill L~c~ is bullish on 
New 4Tork CFL:y tax-free bonds." 

Such ma-Lerials have been produced to the Cofirmission 
by Merrill ~i! in its resI~ilse to theCommission's 
subpoena . 

Oues~ion 8 

Prior to your organization's participation in the underwriting of 

the No+ss or Bonds, did it consult with any outside -technical experts, 

such- as accountants, or municipal securities analysts, with respect to: 
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(A) The subject matter referred to in item 5? 

(B) ~The feasibility of engaging in the underwriting of 

the Notes or Bonds? 

(C~ The fiscal affairs or status of the City? 

Specify who was consulted, the date of consultations, and the action, 

if any, taken or conclusions reached. 

* * * 

Three organizations - Chase, Merrill and Weeden -- reported no con- 

sultation wit-h outside technical experts. Chase stated: 

Chase did not independently consult outside tech- 
nical experts, alt-hough reports and ratings of 
Moody's Int~astors Service, Inc. and Standard & 
Poors Corporation (referre3;to in response to 
question 4(C) above) were re;riewed. 

Weeden noted: 

Prior to or i.-. conjunctior! wich accepting an 
invit~-~i=n to jini a s-~-r,dicat~ for t-he purpose 
of bidd·L~e r:tkr pa~r -~- ~j~rF. el~~ benefici- c·~ Lli= 

aries 3~1~T.rt2~~: infO~-~Fr·~i LL~e manager, the 
rating a~fn~i9-- and bor·d C3:1~521 elected to give 
out. i;e ~r~ ~ever invited to join the Mayor's 
Cori~8nittfe or ~P Comptroller's Committee, nor did 
any me-~r of either co~ittee undertake to brief 

us c~;-~·C_ ves going on. Fie~sn did not engage 
or se~~ out "outside technical experts" nor are we 
confidl~r we ~2?·7erstand the terms as used in the 

questi=~+ire nor even whether such "experts" 
exist, let alone whether they would have spoken 

tal4ed freely if questioned. to us 2~3 

The three ~17ks whizh reported consultations with outside technical 

e?r~rts suSi~itted no other information. For instance, Citibank stated: 
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During the course of Citibank's participation 
in the underwriting of the Notes or Bonds, it 
consulted with persons, experts and non-experts, 
concerning the subject matters referred to above. 

It is not pdssible to specify who was consulted, 
the dates of consultation, or the action, if any, 
taken or conclusions reached. 

And, Bankers Trust stated: 

As has been stated previously in response to ques- 
tion n~Ser 5, the matters referred to in 
subparagraDhs (A), (B) and (C) are considered by 
Bankers Trust to be interrelated elements which 
affected its decision to participate in an under- 
writing of New York City securities. Therefore, 
it is inFossible to distinguish consultations with 
outside technical experts with respect to any 
particular matter referred to therein. At various 
times, Bank-rs Trust did discuss the financial con- 
dition of E;ew York City wit-h issuers of reports on 
munici~ii securities and analysts at other banks 
and brokerage firms. 

C~E~ical- Sznk st2~~-: 

Except for i's -ormal S~sinfss discussions with 
other ir~r~ or r~oter.ti+l ~-~rs of under- 
writim ~ro:-~s, the B~n.k CT,PS- consulted wi+-h 
outside 3C~liC sources O ;'; ~-,or~iiarion to supple- 
ment i's reviev and ~i'l~VSi3. The Bank does not 
know ~-~C-~Pr some or ~-~y Of such public sources 
of in~r~-~ti~r; might be considered by the 
Co~mis~icr: te ~ "technicai experts" as that term 
is used in f~~stion 8, but the Commission is 
referr~d in r~is respect to documents previously 
produc~j to thl Commission and to the testimony 
of B~t~;e officers given in this proceed·ing. 

Question 9 

What i;as your organization's understanding as to the role or 

duties of a managing underwriter in connection with the underwriting of the 

Notes or Bonds? For example, 
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(A) Did your organization believe that a managing under- 

writer had or assumed the responsibility to verify 

or investigate the accuracy, completeness or 

veracity of the information prepared and presented 

to them from other sources? 

(B) Did your organization understand or believe that a 

managing underwriter had an obligation to bring to 

the attention of the syndicate any negative aspects 

relating to the Notes or Bonds? 

(C) Did your organization' understand or believe that a 

managing underwriter's decision to underwrite the 

Notes or Bonds was in and of itself an express or 

implied ~r~al of the creditworthiness of the 

City's fiscai position and its Notes or Bonds? 

In each inrt~s~: B=ate the basis for the understanding or belief. 

(D) In any eve,-.s; please r~fl~cz your understanding or 

belief of a iila;iaging Ilneerrriter's role or duties 

in this cor~-?iection. 

'Il~e typical r2~-~~se from syndicate members, when asked to describe 

the extent of their ir~lsendent investigation prior to participation in 

the underwrit~iq slndicate, was that they relied upon the managing underwriter 

to investigate the creditworthiness of the Notes'or Bonds, and generally 

expected to be notified of any negative aspects relating to the Notes 

or Bonds. Generally, the managing underwriters did not understand the 
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duties of the managing underwriter to include those referred to in Question 

Nine, sections (A), (B) and (C). Chase understood its dutyto include 

a responsibility to disclose material non-public information, if known, 

or to abstain from the offering. However, Chase submitted that this situation 

did not occur. Chase stated: 

As managing underwriter of a syndicate formed to bid 
for Notes or Bonds, Chase assumed the responsibilities 
set forth in the syndicate agreement. Chase did ·not 
believe 'chat the decision of a managing underwriter 
to underwrite Notes or Bonds constituted approval of 
the credit worthiness of such securities, or that the 

managing underwriter assumed the responsibility for 
verifying or investigating the veracity of informa- 
tion prepared by third parties. Of course, if Chase 
actually had known of material non-public information 
about the City at the time of an offering of Bonds or 
Notes, it would have assumed a responsibility to 
either disclose·such information or abstain from 

particization in such offeri~. This situation did 
not, however, occur. 

Citih2nk stated: 

We believe ,-: question to be inappropriate in the 
prese--, context. We L~dPTBti~Ild LLhat the staff is in 
the pr~~s~ of preparing a rp1>3rt for the Commission, 
which re;xlrt night co~r.t adversely upon New York 
City Er.e others involved in the sale of its securities 
and rr,i~~t concsivably r~~~nd enforcement action 
against th~i. Citibank would be happy to respond to 
this 2~lsti,n in the context of a rulemaking or other 
procef~~- i~ which the Ccmrmission was generally 
studying rL~e municipal securities market and consider- 
ing w:-,fth~-r some new legislation or regulation was 
necessary or appropriate in connection therewith. 

In ajgi-~ion, this question is inappropriate in that 
it C~1B for a legal opinion and/or conclusion of law. 

CitiSank ~-~i~r~d Questions 9, 10, 11 and 12 with the same response. 

Bankers Trust's response was a composite of that received from Chase 

and Citibank: 



- 27 - 

Bankers Trust understands that the managing underwriter 
had a duty at all times to comply with the law, and 
that it had a duty at all times not to knowingly mis- 
represerit facts concerning securities it underwrote or 
knowingly to omit material facts regarding such issues. 
To the extent that item 9 would require Bankers Trust 
to express an opinion or to state its belief as to 
what the legal requirements applicable to municipal 
securities underwritings are or were, we believe that 
such a request is inappropriate in the context of an 
investigation conducted for enforcement las distinct 
from regulatory) purposes. 

Chemical referred to syndicate agreements previously submitted 

to the Cor~nission. These agreements describe the contractual duties 

of the managing underwriter, but do not address the description of 

duties in Question Nine subsections (A), (B) and (C). Chemical noted: 

The Bank's ~nderstanding as to the role and duties 
of a rr.~aoing underwriter in connection with the under- 
writing of City Bonds is contained in contracts among 
members of Bond underwriting groups, copies of which 
in the possession of the Bank have previously been 
produced to "e Commission; and the Bank understands 
the rcle of a managing underwriter of a Note underwriting 
group na~ S~i~ilar res;csnsiSilities. The Bank believes 
that ~crs~~_ to thess contracts a managing underwriter 
would Crcught to tfie attention of the other 
mer~ers of a-; underwritinc; groin> any materially 
negativ9 a-c~-~tt relat~g to the issue not thought to 
be knoiJ1 to such members-of which the managing under- 
writer ;r~c~e aware and understands that the partici- 
pation of the managing underwriter in any issue implies its 
belief in r~i creditworthiness of the obligations being 
under~- it=en. 

~rrill Lq~c- stated: 

The lead ~aging underwriter had the responsibility of 
org=-r-' in,- the syndicate, communicating the syndicate's 
bid to the City, coordinating the selling activities 
of the sqndicate after having ascertained that the 
approoriate closing documents would be obtained, 
inclu;ling the legal opinion from bond counsel to the 
effect that the Notes or Bonds were validly issued and 
backed by the full faith and credit of the City. 
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(A) Merrill Lynch does not understand what "information" 
and what "other sources" the Corranission is referring to 
in Question 9. Merrill Lynch assumes that the Commission 
is asking whether Merrill Lynch believed that the - 
managing underwriter had the responsibility to verify 
or investigate the accuracy of statements made in the 
Notices of Sales and the Reports of Essential Facts. 
The Notices of Sales and the Reports of Essential Facts 
were public official documents prepared by the City. 
The Notice of Sale was not a disclosure document, but 

simply an advertisement by the City for bids on a 
propos~a offering that would set forth the terms of the 
proposed offering. Merrill Lynch did not regard the 
Report of Essential Facts as a disclosure document, 
but rather as a document that contained only certain 
information about the City. Therefore, MerrilZ Lynch 
did not believe that the managing underwriter had the 
responsibility to verify the accuracy of statements 
made in these public official documents. Merrill Lynch 
did believe that the managing underwriters had the duty 
to verify that the Notes or Bonds were validly issued 
and backed by the full faith and credit of the City and 
that such duty was satisfied by obtaining a legal 
opinion to that effect from bond counsel. 

(B) Merrill Lvnch- did not believe that a managing 
underwriter had an obligation to bring to the attention 
of the o-~Er ~indicate m~bers adverse information 

regardi~c: rte City's fiscal condition because such 
info~i~a--is~ was dlreadii in the public domain. Merrill 
Lynch did, ~~-~v2r, ~iipve +-~at any member of a 
syndi~ete would have the responsibility of informi~ 
the ot:-~er s·Js~-~icate rr:sr~rs of any non-public, adverse 
infor~ic~=ion of which it had knowledge that related to 
the Cirv. 

(C) No. 

The basis for Merrill Lynch's answer to this Question 9 
is standard industry practice. 

Instead of ~S;I~~ing "yes" or "no" to the description of duties of the 

managing underwriter in Question Nine, sections (A), (B) and (C), 

We~den ordered its response to state that it relied in the first instance 

upon the City and in the second instance upon themanaging underwriter, bond 

counsel and rating services. Weeden responded: 
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There were but two syndicates bidding on City paper 
during the 1974-75 crisis period and the managing 
underwriters of each had employees (some former City 
enp>loyees) whom Weeden believed were extremely know- 
ledgable about the City's fiscal affairs. Accordingly, 
we relied completely in the first instance on the 
City to give out -accurate facts and then on the 
managing underwriters, along with bond counsel and 
the rating agencies to analyze suc~ facts and keep us 
fully advised. After the Breen speech, the .broad 
tape excerr>t of it, the Mayor's and Comptroller's press 
release and the letter exchange with the Mayor, we had 
little faith in the information being given out by the 
City and relied instead upon the investigation of new 
bond counsel. In fact, of course, there was very 
little City paper issued after the Mayor's letter of 
February 25, 1975 in which, at that late date, he was 
still insisting that Mr. Breeri was "yelling fire" in 
a crowded theater when there is no fire. 

Banl;ers Trust G~mitted one characterization of the extent of the 

duties of a managing underwriter: "Thf? managing underwriter had a duty 

at all times to comply wit-h the law and it had a duty at all times not 

to knowingly misrepresent facts... or omit material facts." Other 

rps~nding orga-~iz~tiocs similarly recognized an obligation to 

disclose materiei, non--~jlic adverse info~-iriation in their possession 

relating to the Citii's fiscal affairs. 

Czle point w==~ noting is that while Chase believed that its decision 

to be a managing I1?~rwriter of the City's Notes or Bonds did not constitute 

approval of the c;~itworthiness of such securities - a view to which 

.h~r~ill suSscr;~ - r~emical stated: 

... 'L~~ participation of the managing underwriter in 
any issue ir~lies its belief in the creditworthiness 
of the obligations being underwritten. 
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Further, those organizations resp3nding uniformly believed that a 

.managing underwriter did not have a responsibility independently to verify or 

investigate information received from sources outside the organization. 

Question 10 

Please describe your understanding of the role or duties of bond counsel 

in connection with the underwritings of Notes or Bonds. And specifically 

discuss the following: 

(A) Did you believe that designated bond counsel had a duty 

to disclose to the underwriters who purchased the Notes 

information which was brought to-their attention concerning 

the sufficiency of revenues or taxes behind the Notes? 

(B) Did you believe that designated bond counsel had a duty 

to make some investigation as to the basis for the City's 

estir~rfss cf revenues to.be received against which the 

City ver iss~F~ Tax ~--?ti~ipe=ion Notes and Revenue 

Anticimti=n Notes? 

Generally, thl rr.~~c;ing underwriters responded that they had believed bond j 
counsel had the duties described in Question 10. 

Chase believed that subsections (A) and (B) described bond counsel's 

duties and stat~: 

It was Ci~se~s understanding that bond counsel was 
to provide a legal opinion as to the validity of 
Notes or Bonds, as the case may be. It was further 
assumed that bond counsel would receive from the 

City such data as bond counsel required to enable 
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itto determine in connection with rendering its 
opinion that there were taxes or revenues in antici- 
pation of which tax anticipation notes or revenue 
anticipation notes could be issued under the relevant 
provisions of the St-ate's Local Finance Law. Chase 
believed that bond counsel would call to Chase's 
attention any material facts concerning the 
sufficiency of such taxes and revenues. Chase was 
aware thhat Bond counsel dealt directly with various 
City officials in the process of preparing to 
render its opinion, but was not aware of specific 
steps taken to verify information obtained. 

Citibank and Bankers Trust did not respond to ~uestion Ten. Bankers 

Trust stated: 

We believe that such a request is inappropriate in 
the context of an investigation conducted for 
enforcement las distinct from regulatory) purposes. 

Merrill Lynch expected that bond counsel would do whatever was 

necessary to provide or to deliver a legal opinion to the effect that 

the notes or bonds ~JE·TO validly issued, backed by the full faith and 

cr~it of the Cit~ L?-c~ ~xFs3pt fror~ -Ls~~s. 

Merrill Lynch ~ 

It was "s re~onsibility of bon? counsel to deliver 
an o;si~i3~ el~e closing s~3st~-ntially to the effect 
that ~ ~trs.or Bonds had been validly issued by 
t-he Cirv.;i~re backed by rLhe full faith and credit 
of the Cirv and the interest on the Notes or Bonds 
was ex~-~r fr~jn Federal, New York State, and New 
York Ci-Ly income taxes; It would be the responsi- 
bility oi bond counsel to do whatever was necessary 
to e~l~ t~2;7! to render such an opinion. If bond 
counsel v2r2 not able to render such an opinion, bond 
co~r~~l 4~UiC! have to explain to the syndicate members 
the rea~ns for not being able to do so. 

~hemical's response was similar to that of Merrill Lynch. 
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Weeden distinguished the investigation necessary for a competitive under- 

writing from the investigation necessary for a negotiated underwriting and 

stated: 

Yes to both A and B, but we are not clear on the 

extent of the investigation appropriate or 
feasible in competitive underwritings of exempt 
securities as distinguished from negotiated under- 
writings of non-exempt securities. In any given 
week Weeden can participate in from 20 to 40 
competitive 1L?derwritings of exempt securities. 

Generally, the responses were formulated to suggest that the managing 

underwriters had an understanding that bond counsel had a duty to perform 

an independent investigation, although t-he extent of independent investigation 

expected was unclear. The managing underwriters stated that they believed 

that the bond co~sel, rather than t~12Y, had the duty to investigate the 

sufficiency of revenues or taxes and the basis of the City's estimates. 

Qnesrion 11 

At the tir~ ;f s-r ~rganizatFcn!s participation in the underwritings 

of '-~2· Notes or B~n~~, plPase dfscri~e your understanding of the purpose of 

th.P Notices ofS·-ls and ~L~orts of Essential Facts which were prepared and 

dr:'rrijuted by -~~ i-~~. For exanle, did your organization expect that, if 

t~lrf were 

IA) Any material changes in accounting practices and policies 

by frf fity, they would have been described therein? 

(B) Any devel~Fnents of material matters affecting the City's 

fin~t?~it·i condition one way or the other, they would have 

been described t-herein? 
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(C) Any overestimates of revenues for prior years from the 

Federal or State Governments to the City, or from real 

estate tax sources, such would have been disclosed therein? 

(D) Any renewals or "rolloversl of Notes, the need for or the 

reasons therefor would have been described therein? 

(E) Any budget gaps, budget deficits, cash deficits, or deficit 

.financing then in existence, such would have been disclosed 

therein? 

If you did not expect to find the information referred to immediately 

above and other relevant information in the Notices of Sale and Reports 

of Essential Facts, did your organization find such information in any 

other source? 

Yes [ i No [ i 

If yes, please describe such source and what you found. 

Generally, the s~r~od under~t2nd~-T~e regarding the Notices of Sale 

was that they were a mere advertrse~i~nt or notification of a future 

offering. The ~~i~g underwriters stated that they did not expect 

the information referred to in this Question to be included in the 

Notices or in Rfr3prts or' Essential Facts. In contrast, the syndicate 

nP-~bers~dee~ed the r~tters referred to in subsections (A)-(E) to be 

material and exwcted that these matters ~3ulcl be included in the 

Notices of Sale and the Reports of Essential Facts. 
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Chase did not respond to the question directly but stated: 

It was Chase's view that Notices of Sale and Reports 
of Essential Facts were designed to notify prospective 
purchasers of a competitive offering of Notes or Bonds. 
It was Chase's assumption that the contents of such 
Notices and Reports were in accordance with the 
requirements of the State's Local Finance Law and - 
regulations issued thereunder. 

Information published by the City, including that 
referred to in response to Question 4, was Chase's 
source of information regarding the topics referred 
to in paragraphs (B) through (E) of Question 11. 
The information on these topics contained in such 
sources, was referred to, in general terms, in weekly 
reports of the Municipal Research Division and the 
reports of the Municipal Research Division to the 
Municipal Credit Portfolio Review Corranittee, copies 
of which have been furnished to the SEC. No informa- 
tion with res,wct to material changes in accounting 
practices and policies of the City as such was 
disclosed in i~terials reviewed by the Municipal 
Research Division. 

San~ers Trust rf~c~rted that a reason why the Reports of Essential Facts 

were not reliable sources for ~terial information was that they were not 

Drecared in connesrior: wi~F~-Notp icsuss until March 14r 1975. 

It was ~kprs Trust's ~ers+~~r~rng during its partici- 
pation in the Iz?derwriting of the Notes and Bonds that 
t-he pri7icrv _2·urpse of the Notice of Sale was to announce 
e~e s~s -~-~ t~e public and to provide a summary statement 
of t-he Cit;J!s aut-hority to issue a particular security. 

Reports = Es9ential Facts were not prepared in connection 
wit-h ~tP issues until March 14, 1975. Bankers Trust did 
expect such R1~3~tS when issued by the City to contain 
such facts, including those outlined in subparagraphs (A) 
throagn (E), as might be essential to an evaluation of 
the cr~ciitharthiness of the security being issued at 
that point in time. Prior to Febri~ary, 1975, it was 
Bankers Trust's understanding that a Report of Essential 
Facts prepared in connection with a bond issue would 
contain reference to material change's in accounting 
practices and policies by New York City, but would not 
be expected to provide information as to the matters 
described in subparagraphs (B) through (E). Any infor- 
Mtion obtained by Bankers Trust with respect to such 
matters was publicly available information. 
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Merrill Lynch reported: :I 

The Notices of Sale were the means by which the City 
advertised for bids on a proposed issue of Notes or 
Bonds, and such Notices of Sale set forth certain 

terms and conditions with respect to the proposed 
offering. The Reports of Essential Facts were 
public official documents prepared by the City that 
contained certain information about the City. Merrill 
Lynch did not regard the Reports of Essential Facts 
as disclosure documents. Merrill Lynch did not 
distribute the Reports of Essential Factsto its 
customers,' except that Merill Lynch did distribute to 
its customers the Report prepared by the City in 
connection with an offering of revenue anticipation 
notes on March 7, 1975, because a majority of the 
m~mbers of the syndicate had agreed that all syndicate 
members should distribute that Report, as supplemented 
by press release from the Ccmptroller, to the 
purchasers of the Notes. 

Merrill Lynch's answer is "h'o" to subsections (A) 
through (E) of Question 11. Merrill Lynch found the 
information referred to in subsections (A) through (E), 
as well as otfisr relevant information relating to the 
City, i? t~e~ publications referred to in Merrill 
Lynch's ~~r to Question 4. 

Chemical B~k re~rt2d: 

The Ba-.~ Ls-.dl;s=ands that the Notice of Sale was in 

SubStL1CP 9 foiiil on which a? ii_r~cor~ing issue of City 
Notes or Bonds was announced and C~hat the Report of 
Essential Facts was a su~-mary of basic statistical and 
debt information respecting the upcoming issue. More 
detailed infc·,-;nation as to such matters as those 

referred to in subparagraphs (A) through (E) of 
Question 11 miaht be reflected in some or all of the 
other sou=ces;eferred to in the response to 
Question 4.... 

Weeden (which was not a managing underwriter) reflected the response of 

the syndicate ne~ers, which was contrary to the stated expectations of the 

managing underwriters. 
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We do not believe that Notices of Sale and the Reports 
of Essential Facts were in fact "distributed by the 
City." They may have been available either before 
or after the fact to those knowledgable enough to 
know whom to ask and.determined.enough to keep asking 
until they got them; Passing those problems with the 
question, the answer is "yes" to A through F and 
"no" on the use of other sources before Mr. Breen 
was hired. 

Chemical Bank, Merrill Lynch and Chase reported that the City publications 

(e.g. Monthly statements; Annual Report, etc.) listed in Question Four were 

the sources for e_he accounting practices information. However, Chase submitted 

that: 

No information with respect to material changes in 
accounting practices and policies of the City as 
such was disclosed in materials reviewed by the 
Municical Research Division. 

Bankers Trust s~mitted that: 

Any irlfc~tin obtained by Bankers Trust with 
respect to rllti: matters (A)-(G) was publicly 
avail~le irf-·rrration. 

QLtestion 12 

Did your crc~iza~ion believa ~at the City provided sufficient finan- 

cial info-rinatizn ~d ci'her data concerning its affairs as to the Notes or 

Bonds being off~rc~ ~d sold to enable your organization to make an 

informed jud~i~r,c- of t~7e creditworthiness of the City and its Notes or 

Sends. If your ~s-~r is in the affirmative, state why. 

With certain caveats to their answers,'two of the three responding 

managing underwriters believed that the City provided sufficient financial 
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information to allow an informed jud~ynent of creditworthiness to be made. 
Chase noted: 

During the relevant period it was the belief of the 
Municipal Research Division that the City was 
providing sufficient financial information·which 
would enable the Municipal Research Division to 
make a reasonably informed judgment of the credit- 
worthiness of the City's Notes and Bonds. This 
belief was grounded on the fact that published 
information contained information of the type 
contained in reports by other municipalities and 
of the type usually used as a basis for andlysis of 
municipal credits. Of course, Chase had no 
opportunity to verify such published information 
since the actual records and books of the City were 
not available to Chase. 

Chemical Bank reported that the information available was assumed 

accurate and that its own analysis and the rating services' analysis did not 

find the -information questionable. It stated: 

Based on the asslrmption that the financial informati6n 
and other data provided by the City on which the Bank 
relied in its analysis was accurate and in the absence 
of uly clear ~d convmcina source of information 
desc=~c~ ~ the response to Question 4, 5 and 6 ... 
(inclu~in~ rer?rts of the rating services and other 
publicly s~il~j:e infc?rinatfol7!, which would come to 
the B~F~~'S 2---Lention in the course of its own review 
and analysis, calling into ~T~Pstion information and 
data provid~c~ 5~ the City, the Bank believed that it 
was in a xsition to ~ke an i?fo,med judgment of the 
creditvor~Frees of the City and its Notes and.Bonds. 

Pierrill LLTlfh reported that it relied on the full faith and credit of the 

City, the New Fork S-Late Constitution, the legal opinion~ of bond counsel and 

'che verbal assurar,ccs of the Mayor- and Comptroller as the basis for its 

jud6nent of cr~itworthiness, rather than the published financial information. 

Citibank a?d Bankers Trust·refused to respond to the question. 
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Question 13 

With respect to each revenue anticipation note ("RAN") or tax antici- 

pation note ("TAN") of the City which your organization underwrote, please 

indicate if and to what extent your organization was aware of the following: 

(A) me source, and method of computation of the revenue or 
taxes which supported the issuance of each RAN or TAN; 

(B) me date that the revenues or taxes were due or would 
become due; 

(C) me manner in which the revenues or taxes to be received 

were determined, i.e. whether it was by estimate, 
formula, audit, or confirmation; 

(D) How proceeds from each RAN or TAN issue were actually 
utilized ; 

(E) Whether the revenues or taxes to be received upon which 

the isscar,ce of the RANS or TANS were based, were, in 
fact, received in their entirety; 

(F) .If any Tic~tiPJr?- Of the revenues to be received was not 
recei-JE=, ~1 p~rmer in which the City paid off the 
RAN or '-~j at ~turity. 

CitiSsnk stated, in r~s~pnse to 'ihis S~P~tion: 

It is not _xssijle to specify the state of Citibank's 
awareness wi'-~ respect to each of these matters for 
each particlllar issue of revenue anticipation notes 
and tax ~-?tlciwtion notes. 

Chase stated: 

Chase was aw~e of the matters set forth in question 
13 insofar as (1) it assumed on the basis of Bond 
Counsel's opinion that the computation of anticipated 
taxes or revenues was in accordance with the relevant 

provisions of the Local Finance Law, (2) the source of 
anticipated taxes or revenues was identified in the 
relevant notice of sale, (3) the Certificate of Award 
signed by the Comptroller of the City in connection 
with each issue of Notes specified anticipated taxes 
or revenues; and (4) the Municipal Research Division 
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was able to determine on an aggregate basis from 
i examination of information published by the City (a) 

amounts and due dates of anticipated taxes and 
revenues, (b) whether portions of such taxes and 
revenues remained uncollected at the end of a fiscal 
year, and (c) the apparent method of reserving for or 
financing any such taxes and revenues remaining 
uncollected . 

Bankers Trust stated that it believed that the items identified in 

Sub~ragrapi7s (A) through (E) were covered in the investigation of bond 

counsel. Bankers Trust therefore stated that it considered it reasonable 

to rely on bond counsel's conclusions as to these matters. As to the balance 

of the items, Bankers Trust, although purportedly maintaining a constant i, 

generalreview of the City's fiscal condition, did not consider investigation 
with respect to those items as "...a~oropriate to its function as an-under- 
writer...." 

C~t~em-cal SaT.j( stated: 

The B~'c· L~-~cr~t~d and ~-~s 2W3Te Of the fact that the 
source ·7d ml-~~d of CS~3Ut2=i3.rl Of City revenues or 
taxes we-re s~-_~~t to i-~ie ~r=oisions of the New York 
State Csns~it·J-Lion. The 3a~k understood and was aware 
of the fact rj2t DT013~Tt.J tax collection schedules are 
published ~y -~7e CitY and actual receipts and monthly 
cash vaille I~rP reported by Moody's as part of their 
"MIG" re--~rts ~r~d in the monthly report of the 
Comptrol nith respect to the manner in which 
anticisa-,18 revenues were determined, the Bank under- 
stood L~2t SC--C;P and Federal aid to the City was usually 
determi.-~ed ~-~ a' formula or by way of reimbursement under 
certain aid programs. The Bank's awareness of the other 
matters referred to in Question 13 was premised on 
publicly available information contained in sources 
descri~d in the response to Question 4,... 

Merrill Lynch reported: 

It was Merrill Lynch's understanding that TANS were 
issued against real estate taxes levied and due during 
the fiscal year in which such TANS were issued and that 
RANS were issued against specifically identified revenues 
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from state and federal sources due during the fiscal 
year in which such RANS were issued. As- to compliance 
with legal requirements in connection with the issuance 
of TANS and RANS, Merrill Lycnh relied upon the opinion 
of bond counsel. With respect to the matters referred 
to in subsections (D) through (G) of Question 13, 
Merrill lynch did not regard such post-closing events as 
relevant inasmuch as the TANS and RANS were backed by 
full faith and credit of the City. 

Weeden, placing reliance on bond counsel, the City, rating agencies 

and the managing underwriters, also emphasizedthat the frequency of rollover 

of Notes "...obscur~i: tL~2 specifics of any given issue." 

Question 14 

(A) What was your organization's understanding of the type of account- 

ing system employed by the City of New York during the period 

January 1973 to ~ay 1975? 

!B) -Please jrovi-~ rLhp Staff with any reports, whether intended for 

internal or Ex-~frnal use, ii~de by employees, members, or officef~ 
of your crg~iz·tion r~arji~ the City's accounting systemuring 

such period. 

~;rill Lync`n:a, ~emical Bank's and Weeden's response were as follows: 

It was ~t~rri'i Lynch's understanding that the City 
accounted for revenues on an accrual basis and for 

exl~ndit~res on a cash basis. Any such report 
referred to in subsection (B) of Question 14 would 
have bee- produced by Merrill Lynch to the Commission 
in its response to the Corraaission's subpoena. 

Chemical Bank understood that the City's accounting 
system was subject to reguirments of State law and 
was premised on a modified cash basis approach. 
Reports made within the Bank regarding the City's 



- 41 - 

accounting system, if any, have been produced to the 
Conmmission pursuant to the subpoena addressed to the 
Bank dated January 16, 1976. 

Weeden used to believe the City errp?loyed generally 
accepted accounting procedures. The New York Daily 
News editorial.. .destroyed that myth; and the letter 
exchange with the Mayor in January and February 1975 
left little doubt that those in·charge were unwilling 
publicly or privately to concede the gravity of the 
problem . 

Chase, a principal underwriter of many New.York issues wrote: 

Chase is unable to respond to this question because no 
information fully stating the basis of the accounting 
system employed by the City was made available. (Reports 
if any, are already submitted). 

Citibank wrote: 

(A) ~i3 o~estion is so generdl, vague, and ambiguous 
~-~= Ci-Li~nk is unable to frame a response. 

(B) ~P jnf~i~tion r~c~est~c~ is reflected in the 
doc~nts yxoduced ~-~ CPti~j~k pursuant to SEC 
suf;-;c~n· . 

Bankers TrList stated: 

~Bankers Trust does not understand the meaning of the 
phrases "t~ of accounting system" and therefore is 
not able to respond to subparagaraph A. All documents 
which would be responsive to subparagraph B have 
previously been furnished to the Staff. 
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CCEJCLUSIC~J 

kJhile conclusions with respect to the role which the managing under- 

writers played in connection with the collapse of the City's finances are 

drawn elsewhere, we believe that it is important to note that the organizations 

responding to the Questionnaire did little, if any, independent investigation 

relating to the financial affairs or creditworthiness of the City in connection 

with the underwriting process. Rather, reliance was purportedly placed by 

the managing underwriters on, among other things, the City's "full faith and 

credit" and investigation by bond counsel and the rating services. 

OI 
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