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THE WHITE HOUSE

WASHINGTON

November 1, 1975

MEMORANDUM FOR EXECUTIVE COMMITTEE MEMBERS
ECONOMIC POLICY BOARD

FROM: WILLIAM F. GOROG\fﬁz}

SUBJECT: Ashley Bill for Emergency Guarantee
of New York Obligations

Congressman Ashley (Ohio) has drafted a Bill which will be
offered as an amendment to the President's recommended bank-
ruptcy legislation. A copy of the draft is attached. The
Bill contains the following provisions:

Coverage: All states and political subdivisons thereof.

Supervision: The Bill creates an "Intergovernmental Emergency
Assistance Board" composed of Secretary of the Treasury,
Chairman; Secretary of HUD; Secretary of HEW; Chairman of the
Federal Reserve Board; and Chairman of the Securities Exchange
Commission. Decisions by majority vote.

Powers: The Board may guarantee principal and interest of
obligations (interest subject to Federal tax); but only for the
purpose of enabling the State or subdivision to continue to
provide essential services or to prevent default when such
default in the judgment of the Board could have serious effect
on general economic conditions.

Conditions: (1) Agency cannot obtain credit.

(2) Agency must submit plan with approval of
Governor for bringing operating expenses into
balance for its second full year following
initial application, and thereafter for as long
as guarantee remains outstanding.

(3} State must demonstrate that it has authority
to control the fiscal affairs of the Agency and
approves all borrowing and contracts during the
period.

(4) State agrees to loan municipality during each
year guarantee may be outstanding,

{a) Amount determined. bv Board but not t
1/3 of fiscal year operating deficit
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{(b) Loan from State must come from general
tax revenues of State.

{c) Loan must be in addition to any other State
assistance offered prior to application.

{5) In the case of political subdivision which has
already filed for bankruptcy, Board may make
guarantees for a period of six months without
regard for above conditions.

Guarantee Fees: When guarantee is made Board shall
assess and collect fee not to exceed 3/4 of one
percent paild to Emergency Debt Guarantee Fund.

Limitation on Amounts: Total amount under this Bill
not to exceed 5 billion dollars through
September 1989 and 3 billion dollars for period
between October 1989 and September 1995. 1In
addition, 3 billion dollars having maturities
of 11 months or less.

Obligations Callable: Any obligation guarantead may
be called without premium any time three years
after date of issue.

Additional Conditions: The Board may require as a condition
that the subdivision renegotiate contracts and obligations if it
is felt that such renegotiation is necessary for the agency to
balance budget,

Audit: General Accounting Office has right to audit.

Operations: An Emergency Municipal Guarantee Fund
shall be established in the Treasury to handle
deposits and collection of fees. Any Federal
Reserve Bank can be designated as Fiscal Agent
for the Board.

Right to Reserve Funds: The right is reserved to
offset against any payments due by the U.S. to
the agency if payment is made pursuant to
guarantees. Penalties are provided (additional
fees) if commitments are not fulfilled.
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Mr. Ashley (for himself and Mrs. Sullivan, Mr. Rees, j;
Mrs. Spellman, Mr. Tsongas, Mr. St Germain, and Mr.

McKinney)

d i b A BILL
To authorize emergency guarantees of obligations of

States and political subdivisions thereof; to amend
the Internal Revenue Code of 1954 to provide that
income from certain obligations guaranteed by the
United States shall be subject to taxation; to amend
the Bankruptcy Act; and for other purposes.

Be it enacted by the Senate and House of Representatives
of the United States of America in Congress assembled,
Bl. Short title

This Act may be cited as the "Intergoverrmental Emergency
Assistance Act'.

TITLE I--INTERGOVERNMENTAL EMERGENCY -
ASSISTANCE
8101. Definitions and rules of construction
4 (a) The definitions and rules of construction

set forth in this section shall be applicable for the

purposes of this title.
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(b) The termr"State"‘méumévany State, the
District of Columbia, the Commonwealth of Puerto Rico,
or any territory or posséssion'of the United States. |

‘(c) The term "political subdivision" shall
have the same meaning as used in Section 103 of the

Internal Revenue Code of 1954.

(d) Any action authorized or required”ﬁnder

this title by or with respect to a State may be taken

by or with respect to any agency or instrumentality

théreof appro#ed by the Board for that purpose, having

regard‘tb the purposes of the State law creating any

such agency or instrumentality.
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B1o2. Establishment of the Board
There is created an In»ergovernmental Emergency
Assistance Board (referred to in this title as the "Board")
composed of the Secretary of the Treasury, as Chairman,
the Sgéretary of Housing and Urban Development, the

Secretary of Health, Education,a§d Welfare, the Chairman
of the Board of Governors of theg%ederal Reserve System,
and the Chairman of the Securities and Exchange Commission.
Decisions of the Board shall be made by majority vote.-
§103. Authority for guarantéés

The Board may guarantee the payment, in whole
or‘part, of interest, principal, or both, of obligations
of States (including agencies and instrumentalities
thereof as described in section 102(d)) the 1nterest on
which is subject to Federal taxation, in accordance with
this title. The Board shall give prompt consideration
to any applicatioh for a guarantee under this title
and shall, in the event such guarantee 1s denied, set
forth the reasons for such denilal in a written statement
coples of which shall be furnished‘to.the Governor of
the State concerned, the Committee on Banking, Housing,
and Urban Affairs of the Senate; and the Committee on

Banking, Currency and Housing of the House of

Représentatives‘
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§104. Purpose
The Board may make guarantees under this title
only for the purpose of-- |
(1) enabling a political subdivision of
"~ a State to continue td‘provide essential public
vservices and facilities; or | |
(2) preveﬁting, or mitigating the effects
of, default in the payment of obligationé of
a political subdivision of a State where such
default has had, or, in the judgment of the
Board, could reaéonably be expected to have,
a serioﬁs adverse effectlon general economic
condlitions or on the marketability of obliga-
~tlons of States and their political subdivisions

in general.
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8105. Conditions of eligibility
(a) Except as provided in subsection (b) of
thie section, the Board may make guarantees under this

title to a State.for the benefit of a political sub-

- division thereof only if--

(1) the Board finds that the State or
State agency whose obligaﬁions would be guaranteed
(hereinafter referred to a; "the applicant State")
and the political subdivision whose credit needs
wouldvbe financed by such obligations (hereinafter
referred to as "the assisted municipality") are
effectively unable to obtain credit in the private
market or elsewhere; |

(2) the assisted municipality submits, with
the approval of the Governor of the applicant
State, in such detail and in accordance with
such accoﬁnting principles as the Board may pre-
scribe, a plan for bringing its operating expenses
into balance with its recurring revenues for its
second full‘fiscalkyear following the initial
application for assietance, and thereafter for

as long as any such assistance remains outstanding;
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(3) the applicant State demonstrates that it has

the authority to control the fiscal affairs of the assisted

“municipality for the entive period during which the

Federal guarantee will be outstanding including the

aunthority to determine all revenue estimates, set aggre-

gate expenditure limits, disapprove alt_expenditures not

in compliance with the plan required under paragraph
slinel . — .

(2), approve all borrowing and contracts dwring that
A )

period; e?m::{/

(4) the applicant State agrees to provide in accord-

ance with this subsection a grant or loan to the assisted

municipality for each fiscal year of the municipality

during which a guarantee under this title may be outstand-

ling. Such grant or loan shall--
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(A) Be in anamount determined

by the Board but not exceeding one~third

of the anticipated operating deficit of the assisted

municipality for that fiscal year or portion thereof as

determined in accordance with accounting principles

prescribed by the Board;

- (B) be derived fxom the general tax revenues
of the applicant State; - |

(C) be in addmon to all other grant or similar
assistance provided to the assisted mumcxpahty by
the applicant Staté pursuant to programs estabﬁshed
or commitments made prior to its Jmtml request for
a ouzuantee under ﬂllS,( i;[g

(D) be provided at such times as the Board
may prescribe; and

(E) be used by the assisted municipality to

meet its operating expenses in accordance with the

financial plan required under paragraph (2). . -
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(b) In the case of a political subdivision which has
filed a petition under the Bankruptcy Act or which has actually
defaulted on one or more of its osligations, the Board may, for
a period of‘six months following the filing of such petitiom or
the date of such default (as determined by the Board),«aﬁ&n#i

Ml cptesvon (224
£inancial-assistance under this title without regard to one or

Amore of the conditions prescribed in subsettion (a) of this
section to a State for the benefit of such political subdivision

if the Board determines that an emergency exists which makes

compliance with such condition or conditions impracticable.

8106. Guarantee fees

Whenever any obligation is guaranteed under this title,
the Board shall assess and collect from the obligor a guarantee
fee which shall not eiceed three-quaféers of one percent per

annum, Any such fees shall be

nise
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8§107. Limitations on amount of outstanding

(a) Except as provided in subsection (b) of this section,
Gl oo
the total amount of all finaneiel-assistance- (exclusive of un-
earned interest) which may be outstanding under this title at
any one time shall not exceed--
(1) $5,000,000,000 during the period from the date
of enactment of this title through:Septembe: 30, 1989, and
(2) $3,000,000,000 during the period from October 1,
1989 through September 30, 1999.
(b) 1In addition to the amounts authorized under subsection
(a) of this section, prior to October 1, 1978, there may be out-
standing at any one time not exceeding $2,000,000,000 in the form
of guarantees of obligations having a maturity of eleven months
or less from date of issue.

(c) No obligation may be guaranteed under this title

which has a maturity beyond September 30, 1999. }

§108. Obligations callable after three years
Any obligation guaranteed under this title may be called
for redemption at the option of the issuer and without the pay-

ment of a call premium at any time more than three years after

the date of issue.
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8. 109. Additional Terms and Conditigns - :
s an e e;%a'&a,»Zw,
(a) As a condition t3ﬂfhe—exte;z*en—of—any—financia;—
-asgistenee under this title, the Board shall impose reasonable
requirements with respect to the renegotiation or exchange of
outstanding obligations entered into by, on behalf of, or for
the benefit of, the political subdivision for whose benefit such
W s iondes oy paa AzA.
benefisnassis;anc5—ie—beéngnooneééereé—oswexeende&. Where such
renegotiation or exchange involves thé terms of bonds, notes,
or similar obligations previously entered into, the Board shall
require that a substantial percentage of such obligations be
exchanged for nonguaranteed obligations bearing a substantially

longer maturity, a substantially lower interest rate, or both.

Where such renegotiation involves the terms of contracts of other

provisions for compensation (including pensions and other benefits)

for personal services rendered or to be rendered, there may be
taken under consideration the compensation and other benefits
provided for similar services by other employers, with particular
reference to employers which are political subdivisions of the
same State or of other States. In any renegotiation, there may
also be taken into consideration the reduction which the results
of such renegotiation may effect in the risk that the political
subdivision involved would be unable to fulfill its commitments.
(b) In addition to the terms and conditions otherwise
required by or under this title, the Board may impose such terms

and conditions, not inconsistent with the general purposes of

this title, as it deems appropriate with respect to,aay—finantraf-j

ANV % b g2 :w«».ZZ s

under this title.

e —
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§110. Audits
(a) No

under this
title for the benefit of any “State or political subdivision
thereof unless the General Accounting Office is authorized

to make such audits as may. be deemed appropriate by

either the Board or the General Accounting Office of all

accounts, books, records, and transactions of the State,
the political sub.di{*ision, if any, involi'ed, and any agency
or instrumentality of such State or political subdivision. The
General Accounting Office shall report the results of any

such audit to the Board and to the Congress.
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g111. Ewergency Municipal Debt Guarantee Fund

~(a) There is established in 'the- Treaswy an =

-emergency municipal debt mmrantee fund (hereinafter

. 'referred to as the “fund”) to he admxmatel ed b} the Board.
The fund shall be used for the payment of the expenses of the-

Board and for’ the purpose of fulfilling the Board s obliga-
 tions under ﬂ.lisy Act. Moneys in the fund ’not needéd for cur-

. ‘,Vlent opexatmna may be invested in direct obhcratlona of or

40blm'at10ns that are fully guamnteed as to principal and mtel— .

est bv, the Umted Statea or any agency ther eof.

(b) Sums 1eahzed from the gnarantee fee 1eqmred under -

this Act shall be deposited in the fund. )omxthatan(hng any

'oth’ex: provision of }m{r the Secretary of the Treasury shall

,Mdepout in the fund any payment, or por tion. theleof which
.a State vovemment or unit of local govemment would other- o
“wise be _e‘ntxtled to reee;ve under the State and Local Fiscal
‘ ‘Aslsista;xce Act of '1972, or any comparable program of ﬁscdl )

assistance to State and local government, and which is .

waived by such government pursuant to this Act.

(c) Payments required to be made as o consequence of .

S —

. v
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- any guarantee by the Board shall be made from the fund. In
~ the event and to the extent that the moneys in the fund are
insufficient to make such pdyménts the Secrefm’ﬁ' of the Treas-

‘ury is authorized and directed to make such payments on

e —— s

behalf of the Board and for that purpose he is authorized to

_uise-as a public debt transaction the proceeds from the sale of
any securifies issned under the Second Liberty Bond Act, as

- amended, and the purposes for which securities may he issued

“under that Act are extended to include any such payments.

§112. Federal Reserve banks as ﬁségl agents

| Any Federal Reserve bank which is requested to do so
shall act as fiscal agent for the Board. Each such fiscal agenﬁ'
| shall be reimbursed by the Board for allteﬁl)exlsCS' and losses

incurred by it in acting as agent on behalf of the Board,




-13 -
x5

§113. Protection of Government's interest

(a) The Attorney General shall take such action as
may bé appropriate to enforce any right accruing to the
United States or any officer or agency thereof as a result
of the isﬂmﬂce of guarantées under this title. Any sums

recovered pursuant to this section shall.be paid into the

‘emergency loan guarantee fund.

(b) The Board shall be entitled to recover from the

borrower, or any other person liable therefor, the amount

of any payments made pursuant to.any guarantee agree-
ment entered into under this title, and upon making any
such payment, the Board shall be subrogated to all the

rights of the recipient thereof.
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(¢) There is hereby reserved to the United States the
right to offset against any sums otherwise due for any reason
from the United States (including b;xt not limited to any sums
which may be due under the State and local Fiscal Assistance

Act of 1972, or other comparable general purpose financial

’)/L{Lc e lé,_y',,: 2: 1.3 Ll L Cfu ey b &Lw
assistance) to any Stateﬁfo-whie#—ess—}s;aneﬂs-ex:ende@z under

—t
v‘LC’V-’
this title, or to any political subdivisiom for/‘t-he benefit -of=

amiy- a;M‘LmZT, 1 LAl
Avh&éb—ese-i&bmree—ks—exm;d—ed— under this title, the amount in
whole or part of any payment actually made by the United States
’11,%/»

pursuant to an};‘ guarantee. under—this—titles~ Such right of
offset shall be exercised only with respect to such sources

of Federal revenue, and at such rate, as the Board may determine
to be appropriate with a view to reimbursing the United States

as expeditiously as may be practicable under the circumstances

as they exist at the time.
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(d) Whenever any %;aeacial-assistanee-under this title is

ouistanding, and there is a failure on fhe part of the obligor
or on the part of the political subdivision for whose benefit
such assistance was extended to fulfill any commitment or
undertaking which it agreed to fulfill in consideration of

such assistance, the Board may, in its discretion, fd¥ any
period during which suchvfailufe continues, assess an additional
guarantee fee in any amount such that the total of the original
guarantee fee and any such additional fees for such period does
not produce a total which is at a rate in excess of three times
the rate otherwise authorized under section 106.

L _Léf;[/

The Board shall submit to the Congresiﬂc--iiy-d full

8114. Reports

report of its operations under this title. .

/
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§ 11Z. Termination

The authority of the Board to make doans—and- guar-
antees under this title terminates én September 30, 1979.
termination does not affect the cm‘ryiﬁg out of any contract,
guarantee, commitment or other obligation entered into
pumuant to this title prior to that date, or, the taking of any

action necessary to preserve or pr otect the mtezeqts of the

" United States in any amounts advanced or paid out in

carrying on operations under this title.

Such

: TITLE TI—AMENDMENT TO INT ERX AL REVEXNUE

CODE OF 1954 |
§ 201. Taxability of certain federally guaranteed obliga-
tions - -
Section 103 (a) (1) of the Internal Revenue Code of
1954 (relating to interest on certain governmental obliga-

tions) is amended by inserting immediately hefore the semi-
X .
&8¢

colon at the end thereof the following: , except in the case
of an obligation whose payment is guaranteed in whole or
part under authority of section 103 of the Intergovernmental

Emergency Assistance Act”,

TITLE III--AMENDMENT TO THE BANKRUPTCY ACT




THE SECRETARY OF THE TREASURY
WASHINGTON 20220

Hov 3 - 1975

MEMORANDUM FOR THE PRESIDENT

SUBJECT: New York City

I. Legislative Situation. Last week, the Senate Banking
Committee reported out a bill which would provide $4 billion
of financial assistance in the first year and additional
amounts in later years to prevent default and operate the City.
Floor action could begin as early as late this week or early
next week.

The House Banking Committee reported a similar bill
today.

Neither bill requires the Executive Branch to provide
funds to prevent default. Both confer discretion on an
Executive Board, consisting of Treasury, Labor and Federal
Reserve in the Senate and Treasury, HUD, HEW, Federal Reserve
and SEC in the House. The Senate bill is extremely strict,
requiring new state taxes, renegotiation of labor contracts
and substantial unguaranteed financial participation by the
banks and pension funds. The House bill is far more vague.
Both bills contain provisions authorizing money for essential
services after default. The House bill will include our
bankruptcy proposal as Title III.

II. New York City Finances. If New York City does not
receive the November infusion of cash under the three month
plan adopted by the Legislature in September, it will default
on $270 million of notes on November 10. While the availa-
bility of such cash seemed certain a few weeks ago, we
understand that at least some people in New York are now taking
the position that if New York City will default in December
anyway, why weaken the state further by throwing more money
in now.

III. Ongoing Negotiations in New York City. We understand
that preliminary, but serious, conversations have taken place
between union leaders and bankers to determine the concessions
which might be effective in resolving the situation. But
these parties recognize, as do we, that this approach will be
futile unless the Governor and the Legislative leaders are
full participants.




Basically, there would be three parts to a package: -

(1) New taxes.
(2) Wage and benefit cutbacks.
(3) Debt restructuring.

From a financial standpoint, new taxes are critical to success.
The Governor has resisted these demands in the past, both in
public and with his closest advisers. If he continues to

do so, this approach cannot succeed, notwithstanding the

best intentions of the other parties.

IV. Federal Assistance Regarding Essential Services.
Since your Press Club speech, the most frequently asked
questions have related to your statement that we will work
with the court to insure that services essential to life
and property are maintained. Specifically, two questions
have been asked: what are essential services, is education
an essential service, for example? and what mechanism would
we employ to provide them?

In responding to these concerns, the timing of your
action may be as important as the substance. Accordingly,
in considering the following issues, I would recommend that
you consider when any announcement should be made.

Issue One: What role should the Federal Government
play with respect to ongoing negotiations?

Option One: Designate a Federal official to
" participate either actively or as
an observor.

Option Two: Continue to remain completely removed
from such negotiations.

Issue Two: What should be done to fulfill your commit-
ment regarding essential services?

Option One: Submit legislation defining essential
services and authorizing the Executive
Branch to provide for the maintenance
of these services through loans,
guarantees or grants,

Option Two: Delay any further clarification at
A this time.
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Issue Three: What should our position be with respect

to current legislation?

Option One:

Option Two:

Option Three:

Announce that you will sign the legisla-
tion coming out of the Congress, but
that you will not use the mechanism to
prevent default and will only use the
post default mechanism.

Announce that you will veto any legisla-
tion, which contains pre-default action,
even if it only authorizes you to act.

Make no further announcement and take no
action until after default.

s
ﬁillﬁam’E?ZE?;;n



THE WHITE HOUSE

WASHINGTON

November 3, 1975

NOTE FOR RON NESSEN

FROM: BILL SEIDMAN

An analysis of the congressional papers in
this area will be available from CEA by
Tuesday, noon. Suggest that today you in-
dicate that we are studying the matter and
that in general we feel that state and
local governments have already adjusted
their budget in light of the New York City
situation.

Attachment
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THE WHITE HOUSE

WASHINGTON

November 18, 1975

MEMORANDUM FOR THE PRESIDENT

FROM:

SUBJECT:

e
L. WILLIAM SEIDMAN J _¢

L2

New York City

The following issues are outlined to provide a focus for the
discussion of the New York City situation at the 3:00 p.m.
meeting today:

Issue 1:

Should the Federal Government provide financial assis-

Option A:

Option B:

Option C:

tance to New York City to meet its seasonal borrowing
requirements for essential services?

Turn down the New York request for Federal assistance
and recommend that additional actions be taken at the
state and local level.

Agree to support legislation authorizing Federal assis-—
tance to meet seasonal borrowing needs for essential
services.

Seek agreement from private financial institutions to
provide financing the New York City's seasonal needs
and support legislation securing such financing with
future Federal payments otherwise due the State and

City. ¥

If you decide in principle to support Federal assistance for New
York City's seasonal borrowing needs several additional issues
require your attention.

Issue 2: Should seasonal borrowing assistance take the form
of direct loans or loan guarantees?

Ogsion A: Direct loans.

Option B: Loan guarantees. ST P



Issue 3:

What types of conditions should be attached to the

Option A:

Option B:

Option C:

Issue 4:

provision of Federal assistance?

General condition that the lender (the Federal Govern-
ment) be satisfied that the borrower has the capacity
to repay the loan. ) :

Mandate certain specific actions that must be taken
to gualify for the assistance.

Require that Federal loans or guarantees be secured
by a lien on future Federal pavments otherwise due
the State and City. (An OMB memorandum on this issue
is attached)

What sheould constitute the control mechanism for any

Option A:

Option B:

Option C:

Issue 5:

Federal assistance?

Supervision of Federal loans or guarantees by a small
Board of Federal officials appointed by the President.

Supervision of Federal loans or guarantees by a single
Cabinet officer appointed by the President.

Supervision of Federal loans or guarantees by a small
Board of non-Federal Government officials appointed
by the President.

What should be the size and duration of any Federal

Option A:

assistance to New York for seasonal borrowing?

Restrict Federal assistance initially to one year

" duration and to the estimated $1.3 billion required

by New York City for the remainder of this fiscal
year (through June 30, 1976).

Restrict Federal assistance to three years and to

the estimated levels outlined in the New York plan
{through June 30, 1978).

Provide Federal assistance for the five years outlined
in the current House bill.



DRAFT - 11/3/75 (DWMetz)

Dear Mr. Ebe:

The President asked me to acknowledge your October 30
telegram on the New York City fiscal situation sent in behalf of
the New York State Black and Puerto Rican Liegislative Ca.ucﬁs.
He appreciates receiving your views, but regrettably his
schedule does not permit a meeting.

I can assure you, however, that any further comments
you may have will be conveyed to\appropriate officials for
careful consideration.

With kind regards and appreciation of your concern.

Sincerely,

William W. Nicholson

Mr. Arthur O. Ebe

Chairman

Black and Puer® Rican Legislative Caucus
New York State Assembly

LOB Room 736

Albany, New York 12224




THE WHITE HOUSE

WASHINGTON

October 31, 1975

MEMORANDUM FOR: J S CANNON
ILLIAM SEIDMAN
= 7 7
) 20
FROM: WILLIAM W. NICHOLSONW/ ¢/ ot
- SUBJECT: Request from Black and Puerto Rican Legislative

Caucus of the New York State Assembly to meet
with the President about his statement on
assistance to New York City,

I anticipate that there will be other requests similar to this regarding
New York City.

Do you want to handle this request and any other similar ones? I
would appreciate your advice.

Thank you,

=
>
>
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MESSAGE

SPCAKZRS BUREAU

3
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MY DEAR MRS PRESIDENT,

THE NEW YORK STATE BLACK AND PUERTQ RICAN LEGISLATIVE CAUCUS FEELS THAT
YOUR STATEMENT REGARDING THE FISCAL CRISIS IN NEw YORK CITY DOES NGT
ENCOMPASS THE FULL IMPACT OF CEFAULT ON THE BLACK AND PUERTO RICAN
COMMUNITY IN MNEW YORK,

YGUR STATEMENT ELUDES THAT ESSENTIAL SERVICES IN NEW YORK CITY WILL BE
MAINTAINED AT THEIP PRESENT LEVEL, UNFORTUNATELY, YOUR ASPECT QF
ESSENTIAL SERVICES OMLY INCLUDE POLICE, FIRE AND SANITATION, WE FEEL
THIS POSITION IGNORES OTHER VITAL HUMAN SERVICES WHICH SHOQULD BE GIVEN
PRICRITY ALOMG W]TH POLICE FIRE AMD SANITATION,

THESE SERVICES &ARE:
1, THE CONTINUATION IN PAYMENT OF wELFARE CHECKS IN CASE OF DEFAULT,

2, THE CONTINUING OF THIRO PARTY CONTRACTS FOR MEDICAID AND HEALTH
INSURANCE.

© 3, ASSURAMCE THAT THE EDUCATION OF THE CHILDREN IN NEW YQRK CITY'S

PUSBLIC SCHOOLS wILL NQT BE DISRUPTED,
4, SERVICES FOR SENICR CITIZENS SHCOULD NOT BE DINMINISHED,

REALIZING THAT BLACKS AND PUERTO RICANS MAKE UP A SUBSTANTIAL
PERCENTAGE OF THE PQPULATION OF NEw YORK CITY, »E wOULD LIKE AN
CPPORTUNITY TO MEET WITH YOU AT YOUR CONVENIENCE AS SOON AS PQOSSIBLE,
WE AWAIT AN IMMEDIATE RESPONSE FROM YOU ON THE APPRORIATE TIME ANC
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3.

- TALKING POINTS

I continue to be concerned about the citizens of

New York City in the event of default. As I've

said in the past, I think it imperative that essen-
tial services be maintained. I still believe that

the City and State have it within their power to avoid
a default, and I am continuing to keep abreast of the
New York situation through my economic advisors.

I understand that the Senate and House Banking Com-~
mittees have reported legislation which would provide
financial assistance prior to default and also contain
provisions authorizing essential services after default.
Neither of these bills reguires the Executive Branch

to provide funds to prevent a default.

I would like to have your views on these bills.

Seidman
1173775



DRAFT - 11/3/75 (DWMetz)
New York City Letfer

Dear

Thank you (or The President asked me to thank you) for

giving us the benefit of your views on the question of special

Federal aid for New York City.

Knowing of your interest in this problem is appreciated.

Sincerely,

I.. William Seidman
Assistant to the President
for Economic Affairs




L T T NNVt SNENIE SI

DRAFT - 11/3/75 (DWMets:
New York City Letter

Dear

Thank you (or The President asked me to thank you) for

giving us the benefit of your views on the question of special

Federal aid for New York City.

We continue to oppose a Federal bail-out. We favor changes
in the bankruptcy law which would provide for the orderly

maintenance of essential services and management of debt

obligations should the city default,

Knowing of your interest in this problem is appreciated.

Sincerely,

L, William Seidman
Assistant to the President
for Economic Affairs




THE WHITE HOUSE

WASHINGTON

November 3, 1975

MEMORANDUM FOR : JOHN HARPER
FROM : JIM CANNON
SUBJECT : Comments on New York City

If our only options are these four, I would
take four.

However, Bill Seidman suggested a fifth

option, which he will explain, and which
I would prefer.

Attachment



THE SECRETARY OF THE TREASURY
WASHINGTON 20220 '

MEMORANDUM FOR THE PRESIDENT
SUBJECT: New York City

I. Legislative Situation. Last week, the Senate Banking
Committee reported out a bill which would provide $4 billion
dollars of financial assistance in the first year and additional
amounts in later years to prevent default and operate the City.
Floor action could begin as early as late this week or early
next week.

The House Banking Committee reported a similar bill
today. . :

Neither bill requires the Executive Branch to provide
funds to prevent default. Both confer discretion on an
Executive Board, consisting of Treasury, Labor and Federal
Reserve in the Senate and Treasury, HUD, HEW, Federal Reserve
and SEC in the House. The Senate bill is extremely strict,
requiring new state taxes, renegotiation of labor contracts
and substantial unguaranteed financial participation by the
banks and pension funds. The House bill is far more vague.
Both bills contain provisions authorizing money for essential
services after default. The House bill will include our
bankruptcy proposal as Title IIT.

IT. New York City Finances. If New York City does not
receive the November infusion of cash under the three month
plan adopted by the Legislature in September, it will default
on $270 million of notes on November 10. While the availa-
bility of such cash seemed certain a few weeks ago, we
understand that at least some pecople in New York are now taking
the position that if New York City will default in December
anyway, why weaken the state further by throwing more money
in now.

ITI. Other Activities in New York City. We understand
that preliminary, but serious, conversations have taken place
between union leaders and bankers to determine the concessions
which might be effective in resolving the situation. But
these parties recognize, as do we, that this approach will be
futile unless the Governor and the Legislative leaders are
fuld participants.
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Basically, there would be three parts to a package:

1. New taxes.
2. Wage and benefit cutbacks.
3. Debt restructuring.

From a financial standpoint, new taxes are critical to success.
The Governor has resisted these demands in the past, both

in public and with his closest advisers. 1If he continues

to do so, this approach cannot succeed, notwithstanding the
best intentions of the other parties.

IV. Options for Federal Assistance Regarding Essential
Services. Since your Press Club speech, the most frequently
asked questions have related to your statement that we will
work with the court to insure that services essential to life
and property are maintained. Specifically, two questions
have been asked: what are essential services, is education
an essential service, for example? and what mechanism would
we employ to provide them?

In responding to these concerns, the timing of your
action may be as important as the substance. Accordingly,
in considering the following options, I would recommend
that you consider when the announcement should be made.

Option One: Submit legislation defining essential
services and authorizing the Executive Branch to provide for
the maintenance of these services through loans, guarantees
or grants.

Option Two: Announce that you will sign the legislation
coming out of the Congress, but that you will not use the
mechanism to prevent default and will only use the post
default mechanism.

Option Three: Announce that you will veto any 1egis1ation,
which contains pre-default action, even if it only authorizes
you to act.

Option Four: Make no further announcement and take no
action until after default.

William E. Simon




THE SECRETARY OF THE TREASURY
WASHINGTON 20220

NOV 3- 1975

MEMORANDUM FOR THE PRESIDENT

SUBJECT: New York City

I. Llegislative Situation. Last week, the Senate Banking
Committee reported out a bill which would provide $4 billion
of financial assistance in the first year and additional
amounts in later years to prevent default and operate the City.
Floor action could begin as early as late this week or early
next week.

The House Banking Committee reportea a similar bill
today. '

Neither bill requires the Executive Branch to provide
funds to prevent default. Both confer discretion on an
Executive Board, consisting of Treasury, Labor and Federal
Reserve in the Senate and Treasury, HUD, HEW, Federal Reserve
and SEC in the House. The Senate bill is extremely strict,
requiring new state taxes, renegotiation of labor contracts
and substantial unguaranteed financial participation by the
banks and pension funds. The House bill is far more vague.
Both bills contain provisions authorizing money for essential
services after default. The House bill will include our
bankruptcy proposal as Title III.

II. New York Citv Finances. If New York City does not
receive the November infusion of cash under the three month
plan adopted by the Legislature in September, it will default
on $270 million of notes on November 10. While the availa-
bility of such cash seemed certain a few weeks ago, we
understand that at least some people in New York are now taking
the position that if New York City will default in December
anyway, why weaken the state further by throwing more money
in now.

III. Ongoing Negotiations in New York City. We understand
that preliminary, but serious, conversations have taken place
between union leaders and bankers to determine the concessions
which might be effective in resolving the situation. But
‘these parties recognize, as do we, that this approach will be
futile unless the Governor and the Legislative leaders are
full $articipants .

4

-

‘ 11/4 Secretary Simon has not yet concurred on this memo.




Basically, there would be three parts to a package:

(1) New taxes.
(2) Wage and benefit cutbacks.
(3) Debt restructuring.

From a financial standpoint, new taxes are critical to success.
The Governor has resisted these demands in the past, both in
public and with his closest advisers. If he continues to

do so, this approach cannot succeed, notwithstanding the
best intentions of the other parties.

IV. Federal Assistance Regarding Essential Services.
Since your Press Club speech, the most frequently asked
questions have related to your statement that we will work
with the court to insure that services essential to life
and property are maintained. Specifically, two questions
have been asked: what are essential services, is education
an essential service, for example? and what mechanism would
we employ to provide them?

In responding to these concerns, the timing of your
action may be as important as the substance. Accordingly,
in considering the following issues, I would recommend that
you consider when any announcement should be made.

Issue One: What role should the Federal Government
play with respect to ongoing negotiations?

Option One: Designate a Federal official to
" participate either actively or as
an observor.

Option Two: Continue to remain completely removed
from such negotiations.

Issue Two: What should be done to fulfill your commit-
ment regarding essential services?

Option One: Submit legislation defining essential
services and authorizing the Executive
Branch to provide for the maintenance
of these services through loans,
guarantees or grants., '

Option Two: Delay any further clarification at
this time.



Issue Three: What should our position be with respect
to current legislation?

Option One: Announce that you will sign the legisla-
tion coming out of the Congress, but
that you will not use the mechanism to
prevent default and will only use the
post default mechanisnm.

Option Two: Announce that you will veto any legisla-
tion, which contains pre-default action,
even if it only authorizes you to act.

Option Three: Make no further announcement and take no
action until after default.

William E. Simon




LA L. CAREY

T DVEANOR

November 4, 1975

Dear Mr. President:

I have today sent the attached letter and éupgorting
! materials to the President of the Federal Reserve Bank of ,
¥ imew York. On behalf of the people of the State of New York,

P I am requesting that the Federal Reserve consider emergency

| cradit assistance for four agencies of the state that face
imminent default on their obligations. I wish to stress to
you that these agencies have nothing to do with the fiscal
crisis facing New York City. Each of them has an enviable
record of financial soundness and prudent management. Each
of them for years have been relied upon by the citizens of
New York to provide housing, health and environmental
facilities essential to the state's well being. Yet these
agencies, the models for similar agencies in over 30 other
states, now find themselves pracluded from the investment
market --- a condition that has only been severely aggravated

since your recent speech calling for the bankruptcy of New
York City.

Should these agencies default, which certainly will occur
in the absence of Federal assistancs, hundreds of projects .
involving $2.5 billion in construction funds will be stopped -
prior to completion and thousands of workers will be thrown -~

into the unemployment rolls. These projects include hospitals
and other health facilities, schools, and housing.

The.general credit of the State will not only be placed

in jeopardy but, in my opinion, could be critically xmpaxrad
for many ysars to come.

Again; all of this does not have to occur. While these
agencies have no direct relationship with the New York City
pxgoblem, unfortunately the investment community views the 7
problem as one and the same.  This will continue as long as

the New .

the Admlnlat*atlon remains passive in the face of
Zork Citvy crxsxs. T
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in effect, the contagion of dNew York City has now
spread to agencies of New York State.

In addition, your many statements on this subject
continue to assert that the State of New York has
sufficient resources to meet the collapse of the c1ty-

I would only remind you once more of what your own
financial experts know -~ the State of New York has its
own budget deficit of $700 million, and is in no position
to sustain the city's needs or meet the borrowing needs of
these state agencies

I sense, Mr. President, as do many others across thes
country that we are at an econcmic crossroads unparallelled
since those final moments in the darkest Depression. Whataver
points vou thought necessary to make about the past mistakes
of New York City have been made. For our part, we have labored
long and hard over the past ten months of my administration to
right those wrongs. Now, despite all those efforts, we see the
rapid spread of financial confusion and distrust f£rom the city
to the State, and potentially to other states as well.

It is not inappropriate, indeed it is in the tradition
of our nation for us now to locok for and expect positive
cadership from a President and his administration.

Sinceyely,

s

-

~The Honorable Gerald R. Ford

President of the United States

The White House i ; :
éhshington, D.C. . v , T
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STATE OF NEw YORK
ExXzcuTive CHAMBER
ALBANY 12224

HucH L.CAREY
GQVEARNOR

November 4, 1975

Dear Mr, Volcker:

Pursuant to my responsibilities as Governor of the State
of New York, I herewith submit a preliminary application and
request for consideration of a 90-day extension of credit,
with the option of renewal for an additional 90 days, 1n the
amount of $576 million pursuant to Section 13 of the Federal
Reserve Act (12USC 343). The proceeds of this loan would be

applied
benefit
operate

to meet the immediate needs of the following public
corporations which are authorized by statute to
within New York State:

Housing Finance Agency

Medical Care Facilities Financing Agency
Dormitory Authoricty

Environmental Facilities Corporation

Events 1n recent months and weeks have disrupted the
capital markets, closing them to the issues of several agencies
vhich have traditilonally enjoyed high ratings and a reputation
for prudent and conservative management. New York State a2nd
the Federal government, to the extent of their capacity, have
an obligation to help contain this crisis and to insure that
agencies with sound credit are not destroyed.

The President indicated in his zaddress to the nation last
Wednesday that discerning investors would distinguish between
sound credlts and weak ones, and that the market had already
largely discounted the potentlial insclvency of New York City.
Yet, as of this moment, the capital markets are closed to four

*New York State authorities. Indeed, the prospects of sacuring
financing for these seasoned agsncies are considerably dlmmer
ﬂOu brighter, following the President!s .speech:



ow more than at any other time, 1 bellieve, since creation
of the Federal Reserve System, the essentials of one of its
crucial natlonal purposes are sharply ¢é=2fined by the demands of
the current crisis: to provide credit con an emergency basis to
sound agencles which find fraditional sources of investment
temporarily closed to them.

In support of this application, enclosed is a series of
analyses prepared by my office which explain the circumstances
giving rise to-this preliminary application.

I have discussed this request with the Lieutenant Governor,
the State Comptroller, the Speaker and Minority Leader of tha
State Assembly, and the Majority and Minority Leaders of the
State Senate, and can report they endorse the course of action
proposed in this letter.

I have asked the legislative leaders to stand in readiness
to convene a legislative session the wesk of November 10th. As
yvou know, staff representatives of my office and the legislative
leaders have been meeting with financial institutions to discuss
steps that have been proposed to strengthen the vizbillty of the
State agencies; the legislative session would provide a timely
opportunity for State action in support of the State agencies in
connectlion with any definitive action regarding an extension of
credit. It is my hope that this letter can lead to early dis-
cussion with you of the alternatives open to us and agreement on
a common framework for action. :

For a complete analysis and explanation of the public
purpose to be financed under the proposed loan, and to supply
further information, State Budget Director Peter C. Goldmark, JIr
and the directors of the four public authorities involved-are
prepared to answer any rsquest you may nave.

Sincerely,

¥ /s/ Hugh L. Carey

Mr. Paul Volcker i

President, Federal Reserve
Bank of New York

33 Liberty: Strest

Yiew York, Mew York

7 PR
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THE WHITE HOUSE
WASHINGTON

November 5, 1975

MEMORANDUM FOR THE PRESIDENT

FROM: . L. WILLIAM SEIDMAN

SUBJECT: New York City Financial Plan

In accordance with your request a copy of the Financial Plan
for the City of New York prepared by the City and the Emergency

Financial Control RBoard is attached at Tab A.

A summary of the results of major state bond issues that were
voted on yesterday is attached at Tab B.




Cctober 20, 1975

A
W$HEREAS, the City of New York has -- pufsuant to Section 8 of the
Néw York State Financial Emergency Act .for the Cityxof New York --
oo Ceubmiteed on October 15, 1975 to &he Emergency Finzncial Control
‘ Board a Financial Pian for the City andvééve:ediorgani;ations
fér thé fiscal vears of the City ending June 30, 1976, June 30,
1977, and June 30, 1978; and’ 3
WHEREAS, the members of the Board and -- at their directiocn -- éhe

Special Deputy Comptroiler for the City of ¥ew York and the
State Budget Director havé revieﬁed the Financial Plan suﬁmitted
by the City; and 'f:.',:.f e ®
WVHEREAS, upon reguest of.the Board the Cit? has modified its
Financial Plan with respecf‘to‘capital expendifures; and
WEERE2ZS, the City has modiiied its Fihanciailﬁlan és originaily

submitted, in accordance with the asswrptions in the attached

0

tatement;

NOW THEREFORE, the Board hereby : : .
RESOLVES, that pursuant to Section 8 of .the New York State

Finaeancial Emérgency Act for the City of New York, the. .

0

Financial Plan submitted by the City on October 15, 1975,

gs subsecuently modified, is approved to be eifective

Octeber 205 1995,

S—

- ——
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INTSODUCTION AND ASSUMPTIONS ¢ s

Introduction

This document rresents 2 summary of the joint City-
Eaergency Financial Control Becard three-yeégr financial
plan developed pursuant to the-requirements of Chaptzsr 3868
of the Laws of 1975, a2s amended. The plan demonstrztes ;
& Teasible path from the City's present state of fiscel
imbalance to a balanced budget for the fiscal year com-
mencing on July 1, 1977, and relies on several essential
assumptions as outlined below. In particular, it assumes
that there will be available a Federal guarantee for
taxable notes at an interest rate of eight and one-nalf
percent in a orincipal amount of approzimately $6 pillion.

A key feature of the financial plan is that it rrescribes
2 system of reports and milestones to assist the Clv}, the
EFCB, and other interested parties to monitor the execution
of the plan, the complete detazils of which, respecting thne
expenditure vlan and the capital plan, will be provided
within fifteen days More detzils on the expenditure
programs of covered organizations over wnich the City has
no control and their impact on the Financial Plan will also
be recuired. '

On the basis of the Bcard's review to éate, cash
reductions in the City's capital budget by aoorox*wately
€390 million cver the period to June 30, 1978, have already
been incluced in the plan. &As part of zn ongoing review,
all capital projects will be reevaluated to determine the
extent to which they should be discontinued or stretched
out in view of the urgent cash shortage.

The monitcring system will provide guidance rezarding
sible modifications which may be recuired in light of

erience over the veriod of the plan. Tnis monitoring
system will be supported by the conversion of the City's
£ Daﬂ”l?l reporting system to the  State Cciaptroller's
‘unlform system of accounts for munncﬁnallbies, as modified
for New York City.

There hzve been many reccmnendaticns from public and
crivate ETOUHS regarding arcas and functicns which nay
be perticularly susceptible to cost reducticns or elimina-
tions. At the recuest of the Board, the City will be csked
to comment on these suzgestions and implement them when
practical. ; :

4 5



Lesumpticons

1

e

Revenues:

‘Expenses:

&

a.

City revenues are estimated in accordance
with thocse delivered by the ErCB s of
September 30, 1975, with some modifica-
tions concerning real property tax chanzes

eouired by alternative-debt service
assumptions.

On a cash basis, it is assumed th
State will repeat its advances of
various State aid funds in the i
guarter of the City fiscal year. 1In
City fiscal year 197L-75, such advances
totaled $785 million.

It is assumed that there will be no wage
increases for municipal employees for

the duration of the plan abcve tne 18975-
76 levels as described in the City's
submission, Schedule A.

It is assumed that the C ty s cost for
welfare and medicaif programs will remzin
constant throughout the plan periocd.

q '-I.

-

The plan does not addaress. the guesstions
concerning accrual and funding of the
City's pension plans, pending recommen-
dations from the layor's Management
Agvisory Bozrd headed by Richard Shinn.
Pension_surplus reversion to the City
and certain covered organizations is ¥
assumed at $104.6 million for City fiscal
vear 1975-76,  and approximately $135
millior: for fiscal ysar 1976-77 and

$165 million for 1977-78.



A

Some of the cost recuctions progresed
by the City in practice may not t=
implemznted in the exac¢t manner ccn-

. templated in the City rvlan. In scme

cases, the City will have to be
drepared to implement thess reductions
to the same dollar amounv through
zlternative ‘méans. % ) '

Covered organizations will be

reguired
to comply with expmenditure limitztions
2s contained in the City's sutmission
or as subseguently mogdiiied by the

City with the approval of the EFCB.

The City will be asked to bear primary
responsibility for moniitoring compli-
ance with the rlan on tehalf of the
Board, and the Bocard will use its
auuhor¢ty to assu"e such cecmplisn

(¢
@

The Bcard notes that the City'!

(ﬂ

Financial Plan provides that operating

items in the capital budget will be
reduced by $30 million on a cash basis
in the current City fiscal yeer and ty
$50 million in each of tns svcceeding
vears resulting in & cumulative total
of $80 million in 1576-77 and $130
million in 1977-76.

The success of  the Plan rests on the
essumption that over the 1life of the
Plan .there will be availeble approxi-
mately $6 billion in principal amount -
of Federally guaranteed, taxeble notes,
bearing 8 1/2% annual interest. It is
assumed that an entity authorized by
law to issue such notes will be issuer
thereof.

R
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SECTION 11

FINANCIAL. PLAN

The revenues and expenses in the attached schedules
agree with the City's financial plan except that the adopted
new capital budget levels, and adopted finzncing option
assumptions have affected debt service charges and real
property tax Tevenues. . ]
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SUMMARY OF FINAMNCIAL PLAN
(in ;1illions of Dollars)

REVERUES
Real Estate Taxes
General Fund b )
State and Fedepal Aid
Other Revenues

. Total Revenues

£

EYXPENSES (encludinc debt

: ervice)
Exnense Budoet
Reserve for Overrun

IS Recductcions

Total Expenses

NET SURPLUS BEFORE D“BT
SERVICE ¢+ M.(nﬁ»( Jd.'/\-u.u
(line 6 minds lire 11)
(qufbﬂ.thdkALikfuﬁﬂa— ‘
NEEDED FOR DERBRT EBZRVICE
(See Table B)

SURPLUS OR (DEFICIT)
(line 12 minus line 13)

(a) Octoper - Jurne cnly.

(b) City submission shews MAC debt service deducted fron Ceneral Fund.

*Assumptions contained in Section I,

: City Fiscal Yecar

1275-76(a)  1976-77 1977-78
2,081 * 3.mps 3,234
-3 473 kA 4 L22
3606 hl7 1’3
R B RV ; - %, __~2£__
8.392. " -aa.me3 o 12,20k
7,479 10,634 10,697
-= . 100 100
7,479 10,734 10,797
e = 462 -
7,387 10,272 10,073 _
1,005 1,720 2,221
147 A1 Y
1,669 2,190 St
(664) {470) 30
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, 1875~76 1976-71 18677~1E
“expense ltems s . : _ .
v he  Pezsonal Sexvice $ E27.1 : § - 211.5 v $ 197.%9
- ..'2. Other than Perscnal Service 111.1 101.9 2.7
i Frince Benefits - £2.6 ' 39,1 35.6
d. Lezse of Pacilities . o BBy - 8.7 2.7
5. Vocatioral Education ' Gt A 0 RN | e o 145,58
n. - HKanpcwer Training ' : 38.6 35.4 : 32.2
“ Total $ 697.0 $ 647.0 $ 597.0
wﬂfi chell -Lana ﬁousing i S 209.¢ -C- -0- -
fors;ructlon e - e
4. Transit nnhhorlty : R £ : & (S | 169.2. 138.1
__‘f. Envirconmental Protectiicn 152.8 151.9 126.4
- wje- ‘Hunicipal Services HoBeLE L e SHCT 18.8
;h,d. EGucation : - 165.4 755 R &
“'s. Other ; ~ 267.8 .. . 156.3 106.6
St f . ' o et B R i e *
g Total | $ £53.4 ' $-588.2 $ ¢27.8
.ixPITAL BUDGET TOTAL "$1,760.3 $1,235.2 $1,024.8
. jffects of Reduction : XA
“+1. Expense Items L6770 605.2 555.2
7. Construction Items - 875.8 481.2 339.3
: 1. Plus Reserve w B 46.3 13.6 34.5
{ L ‘
;EVISED CAPITAL BUDGLT TOTAL $1,600.0 $1,100.0 $ ©30.0
i —————— e e —_— e ———eef
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Bond Elections - Nov 4

$2.75 Billion
Capital Improvements
$1.75 Billion

Transportation § Highways

$250 Million

Low & Moderate Income Housing

$600 Million
Transportation
$112‘Million
| Human Resources
$110 Million
Water
$ 100 Million

Housing

$§ 25 Million - Arlington County Metro

Construction Bonds

Defeated
Ohio
New York
New Jersey
Virginia
‘

e



Maryland
$5.75 Million - Baltimore, Md.

Off-Street Parking Bonds

Approved
$14.5 Million
Maryland
$30 Million - Baltimore, Md. Self supporting
Renewal Areas Housing Bonds.
Ohio
$225 Million
Columbus, Ohio - Sewer, Water -
General Purpose
$ 12 Million - Cincinnati
$10.3 Million - Columbus, Ohio
Parks Recreational and Zoo
General Oligation Bonds
Virginia
$21 Million - Arlington County
Sanitary Sewage Treatment Improvements
X
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