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A BILL 

To airend the Ba.P.kruptcy Act to add a 'flEW chapter t..~eretJ providing 
for the adjustrrent of the debts of rrajor municipalities. 

Be it enacted by the Senate and House of Fepresentatives of 
the United States of Arrerica in Congress assernb_led, 'lhat the 
Ban.lr,.ruptcy Act of 1893 (30 Stat. 544) , as arrenCLod, is hereby arrended 
to add a "!'eN Olapter YNI t.~ereto reading as fol1CMS : 

CHAP'IER XVI - l'IDUS'IMENI' OF TIIDEBTE.INESSES 

OF l¥JOR MONICIP.ALITIES 

JURISDICTION Al.'ID RESERVATION OF PCYtlEFS 

SEC. 801. (a) This Act and proreedings thereunder are fotmd and 
declared tore within the subject of bankruptcies and, in addition to 
the jurisdiction otherwise exercised, courts of ba.nlc:uptcy shall 
exe..rcise original jurisdiction as provided in this chapter for the 
c::>IIpOsi tion or extension of the debts of certain public agencies or 
inst:rum::mtalities or political sutxiivisions. The court in which the 
petition is filed in accordance with Subsection 804 (c) shall exercise 
exclusive jurisdiction for the adjust:rrent of petitioner's debts a..1d, 
for purposes of this c.."'"lapter, shall have exclusive jurisdiction of 
petitioner and its propertj, wherever located. 

(b) Nothing contained in this chapter shall be construed to --,.. ~ ··•o ,,.}) (~ 

; 
''t" 

_,.· 

' 
limit or impair the fX'.Ver of aey State to control by legislation 

.; 
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or othen:ise, any public agency or inst.rtm:mtali ty or political 

subdivision of the State in the exercise of its political or 

governrrental pao~ers, including ~....nditure therefor; Provided, 

hc:J.vever, that no State law prescribing a method of a::rrposi tion of 

indebtedness of such agencies shall be binding upon any creditor 

who does not a:>nsent to such cx::nposition, and no judgrrent shall be 

entered under such State law which woul~ bind a creditor to such 

cx:rrposition without his cnnsent. 

IEFINITIONS 

SEC. 802. The words and phrases used in this chapter have the 

following ID2anings t.mless they are inoonsistent with the context. 

(1} 'Ihe tenn "attorney" means an attorney licensed to 

practice law b.Y any State and includes a law 

partnership. 

(2) '!he tenn "claim" means a demand for perfo:mance of an 

obligation to pay rroney, whether matured or unmatured. 

(3} The tenn "ccnposition" means a plan for paynent of less 

than the full arrot.mt of debts provided for by the plan, 

with or without the extension of t..i.rce for payment of 

such debts. · 

(4) The tenn "oourt" means United States District Court 

sitting in bank:ruptcy, and the tenns "clerk •• and "judge" 
/: ._"': -.. ,. ... 

,, 
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shall rrean the clerk and jt:dge of such o::>Urt. 

(5) The tenn "creditor" means aro.J person who owns a claim 

against the petitioner. With respect to such claims 

ONned by a trustee l.Il1der a :rrortgage deed of trust, 

or indenture, pursuant to which there are 

securities ~utstanding, other than voting trust 

certificates, the te.nn 11 creditor'' means only the 

trustee. 

(6) The tenn "lien" means a security interest in property, 

a lien obtained on property by levy 1 sequestration 

or other legal or equitable process, a statuto:ry 

or c:nrmon-law lien on property I or any other variety 

of charge against property to secure perfonnance of 

an obligation. 

ELIGIBILITY FOR RELIEF 

SEC. 803. (a) Any municipality with a population in excess 

of 1,0001000 inhabitants is eligible for relief tmder this 

chapter, if the municipality is first specifically authorized 

by the State. to file a petition initiating a proceeding tmder 

this chapter. 

c •( u 
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(b) Any public agency or instrurrentality or political sub-

division subordinate to such nnmicipality or whose responsibilities 

are restricted to the geographical limi. ts thereof, including inoor-

porated authorities, corrrnissicns and districts, for whose debts 

sum rmmicipali ty is not otherwise liable, is eligible for relief 

as a separate petitioner in the s~ proceeding in which such 

nu.n:rlcipali ty seeks relief under this chaptej:- if such agency, instru­

rrentality or st.obdivision is not prohibited fran filing a petition by 

applicable State law. 

PETITION; PROJ?a)ED PIAN AND S'm.TEMENT OF 

REVENUES AND EXPENDITURES i FILmG 

SEC. 804. (a) Aey entity eligible for relief tmder Section 

803 may file a voltmtary petition under this chapter. The petition 

shall state that the petitioner is eligible to file a petition, 

that the petitioner is insolvent or unable to pay its debts as they 

mature and that it desires to effect a plan of a::xrposition or 

e>..tension of its debts. 'lhe petitioner shall file with its petition 

lists of cla.ins outstanding am of perscns who may be adversely 

affected by the plan, as set forth in Section 809. 

(b) A petition shall be insufficient to invoke the jurisdiction 

of the rourt unless it is accarpanied by (1) a good faith plan of 

I J f! ,.; ....... ~ 
·~ , ... 
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OJttpOsition or extension of debts which :Fetitioner certifies is in 

its view fair, equitable, feasible, and not unfftlirly discriminatm:y 

in favor of any creditor or class of creditors and (2) a statement 

of :Fetitioner's current and projected revenues and expenditures 

adequate to establish that the budget of petitioner will be in 

balance \'li thin a reasonable t.i.m: after adoption of the plan. 

(c) The petition shall be filed with the court in whose 

territorial jurisdiction the municipality or the major part thereof 

is located, and shall be accx:rnpanied by payrcent to the clerk of a 

filing fee of $100' \'hlch shall be in lieu of the fee required to 

be collected by the clerk tmder other applicable chapters of this 

title, as arrended. 

STAY OF PRJCEEDINGS 

SEC. 805. (a) A petition filed tmder Section 804 shall operate 

as a stay of the carcm:mce:rent or the continuation of any court or 

other proceeding against the petitioner, its property or any officer 

or inhabitant of the :Fetitioner, which seeks to enforce any claim 

against the :Feti tic~; as a stay of any act or the carm:mc::errent or 

continuation of any court proceeding to enforce any lien on taxes 

or assessments, or to reach any property of the petitioner; and as 

a stay of the application of any set-off or enforcerce..Tlt of any 

... ~ . 
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co1.n1tercla.i.rn relating to any contract, debt -or obligation of the 

petitioner. 

(b) Except as it may be t:enr.inated, annulled, rrod:ified, or 

oonditioned by the court tmder Subsection (c) of. this Section, the 

stay provided by Subsection (a) of this Section shall oontintJe tmtil 

the case is closed or dismissed or the property subject to the lien 

is, with the approval of the a:rurt, abandoned or transferred. 

(c) On the filing of a notion seeking relief fJ::an a stay 

provided by Subsection (a) of this Section, 'the oourt shall set a· . 
hearing for the earliest possible date. 'Ihe oourt :may, for cause 

shown, tenninat:e, annul, nodify or oondition such stay. 

(d) 'Ihe c:cmrencenent or continuation of arr:1 act or proo:eding 

other tban described in Subsection (a) of this Section nay be stayed, 

restrained, or enjoined pursuant to Rule 65 of the Federal Rules. of 

Civil Procedure, except that a t:ercporacy restraining order or prelimi.­

nary _inj1.n1ction may be issued without ccmpliance with subdivision (c) 

of that rule. 

(e) No stay, order, or decree of the court may interfere with 

(1) any of the political or governmantal ~of the petitioner; 

.. , 
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or (2) any of the pro:perty or revenues of t.."le petitioner r..ecesscu:y 

for essential <;overrmmtal ptu:pases; or -(3) the petitioner's use 

or enjoyment of any i.ncorre-producing property. Provided, however, 

that the court shall enforce the conditions attached to certificates 

of indebtedness issued tmder Subsection 811 and the provisions of 

the plan of cx:xtpmSation. 

o::N.IEST AND DISMISSAL OF PE'ITl'lCN 

SEC. 806. (a) 1\ny creditor may file a' cx:mplaint in the bankruptcy 

court contesting the petition for relief maer this chapter or stating 

any objection he has to the plan. '!he carplaint may be filed at any 

~ up to ten days before the hearing on the confinnation of the 

plan or wit.I-.i.n such other ti.rres as may be directed by the court. 

(b) The court may, upon notice to the creditors and a hearing 

following the filing of such a conplaint, dismiss the proceeding if 

it finds that the petition was not filed in good faith, that it does 

rot rreet the provisions of this chapter, that it has not been prose-
I . 

cuted with reasonable diligence, or that there is no substantial 

likelihood that a plan of a:IttfX>Sition will be approved by the court. 

S:OC. 80 7. (a) 'Ihe clerk sl:lall give prarpt notice of the a::xmence-

Irent of a proceeding under this chapter to the State and to the 

S-=ctrrities ::wd Exchange Carmissicn. A.s creditors and ot.~er persons.-,:· ~: r; :.->·, 
,; 4~ ... \,. 
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who may be ma.terially and adversely affected by the plan are identified, 

the clerk shall give such persons notice of the ccrnnencem:mt of the 

proceeding, a Slli1lila.ry of the provisions of the plan and any proposed 

nodification of the plan, and of their right to ~eql.Est a oopy of the 

plan, or IIOdification. 

(b) '!he clerk shall also give notice to all creditors of the tiire 

pennitted +.or accepting or rejecting a plan· or any m::xiification thereof. 

Such t.inE shall be 90 days f:rom the filing of the plan or rrcdification 

unless the court for good cause shall set same other t:i.:Lte. 

(c) The clerk shall also give notice to all creditors {1) of the 

t:ilre permitted for filing a cnrrplaint objecting to confil:mation of a 

plan, (2) of the date set for hearing objections to sudl complaint, 

(3) of the date of hearing of a conplaint seeking dismissal of the 

petition, and (4) of the date of the hearing on confinnation of .the 

plan. 

(d) All notices given by the clerk shall be given in the manner 

directed by the court; however, the court may issue an order at any 

time subsequent to the first notice to creditors directing that those 

persons desiring written notice file a request with the court. If 

the court enters sudl an order persons not so requesting will receive 

no further written notice of proceedings under the chapter. 

(e) Cost of notice shall be bo:rne by the petitioner, unless 

the court for good cause deteJ::m.ines that the cost of notice in a 

par-...icular instance should be J::o.me by ar.ot.'ler party. 

-~·~~ ....... 
/_ ..... f 0 J:1 , .. ; ........ .., I',.._. • • " ' / •. 

,- !-" ' 
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REPRESENTATION OF CREDI'IOPS 

SEC. 808. For all pu:r:poses of this chapter any creditor may 

act in person or by an attorney or a duly authorized agent or com-

mittee. Where any cx::mnittee, organization, group, or individual 

shall assune to act for or on behalf of creditors, such ccmni. ttee, 

o:rganization, group, or individual shall first file with the court 

in which the proceeding is pending a list of the credi. tors repre-

sented, gi vi.ng the name and addxess of each and describing the 

~unt and character of the claim of each: copies of the instrt.Jm:mt . 
or instrurcents in writing signed by such creditors con£er.ring the 

authority for representation; and a copy of the contract or contracts 

of agreement entered into between such cxmnittee, organization, group, 

or individual and the represented creditors, which contract or 

contracts shall disclose all cx:xt;:Jensation to be received, directly or 

indirectly for such representation, which agreed CXlll!JenSation shall 

be subject to rrodification and approval by the court. 

LIST OF CIAIMS AND PERSONS ADVERSELY AFFECIED 

SEC. 809. (a) The list of claim; filed with the petition shall 

include, to the extent practicable, the naitE of each known creditor to 

be affected by the plan, his address so far as know.n to the petitioner, 

and a description of each claim shaving its arrount and character, the 

nature of any security therefor and whether the claim is disputed, ........----.., 
..... "' r o :.~ / .. '·, 

,; ~. ""'<" \ 
/ ,~., 
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rontingent or tmliquidated as to arrount. With respect to creditors not 

identified, the :petition shall set forth· the reasons identification is 

not practicable, and shall specify the character of claim involved. 

The list shall be supplanented as petitioner becx:mes able to identify 

additional creditors. 

(b) If the proposed plan~ reviSion of assesSII5lts so 

that the proportion of st:ecial assessnents or special ta."reS to be 

assessed against sarre real property will be different from the pro­

portion in effect at the date the petitiOI1' is filed, the holders· of 

reoora of title, legal or equitable,. to such real property shall be 

deerred persons adversely affected and shall be similarly listed. 

(c) The oourt may for cause IIDdify the requirements of 

Subsections (b) and (c) of this Section. 

PR!X>.FS OF CLlUM 

SEC. 810. Unless an objection is made by any party in interest, 

the claim of a creditor that is not disputed, is established by the 

list of claims filed pursuant to Section. 809. The oourt may set a 

date by whid1. proofs of claim of unlisted creditors and of creditors 

whose listed_ claims are disputed IIUJSt be filed. If the oourt does 

not set sudl a date, the proofs IIUJSt be filed before the entry of 

the order of ronfinna.tion. 'lhe clerk shall give notice to each 

person whose claim is listed as disputed in the roanner directed by 

t_'ie court. ,::~~;;·:; ~~-> ... 
c' "\. 

-.. ~, \ 
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IEBT CERl'll''ICATFS. 

SEC. 811. During the pendency of a proceeding for a pl<Jn of 

ccrrposi tion or extension under this chapter, or after the confi.ma­

tion of the plan if the o:>urt has retained jurisdiction, the OOUrt 

may, upon gcxxl cause shaNn, authorize the petitioner to issue 

certificates of indebtedness for cash, property or other considera-

tion, under such teJ:ms and oonditions and with sudl security and 

priority in payment over existing obligations as the oourt may 

approve. Notwithstanding aey other provisi<?n of law including 

Section 819 of this chapter, t.'1e court shall have plenary juris­

diction of any action which may be brought against petitioner to 

enforce corrpliance wit.'l t.'le te.nns of any such certificates of 

indebtedness. 

PRIORITIES 

soc. 812. 'lhe following shall be paid· in full in advance of 

the payrrent of any distribution to creditors under a plan, in the 

follCMing order: 

(1) The o:>st and expenses of administration which are 

ineurred by the petitioner subsequent to the 

filing of a petition under this chapter. 

(2) ~ts owed for seJ:Vices and materials actually 

provided within four rronths before the date of the 

£il.L~ of the petition tmder t."lis c..'1apt:er. ") 

. ~ 

\-:.:A,_! ~'-., 

'_,...... \ 
._; 

-~ ... .! 
. ' ~- ~ 
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(3) D:=bts CMing to any person or entity, which by the laws 

of the United States (Gther than this Act) are entitled 

to priority. 

PIAN OF AilJUS':ll-ENT 

SEX:!. 813. The plan of oomposition or extension sought under 

this chapter rray include provisions nodifying or altering the right 

of creditcrs generally, or of any class of them, secured or lmSecured, 

either through issuance of new securities of any character, or other-

wise! and ma.y oontain such other provisions. and agreem:mts not 

inronsistent with this chapter as the parties may desire, including. 

provisions for the rejection of executory contracts and 'ln'le:xpired 

leases. 

wriNG ON ACCEPTANCE OF PLAN 

SEC. 814. (a) A plan of cc::xrposition or extension ma.y be con­

fil::med only if, of the creditors voting in writing to accept or 

reject the plan, those holding tw:>-thirds in anount of each class 

rraterially and adversely affected have voted to accept: Provided, 

hcMever, that no such acceptance shall be required fran arr:J class 

which, under the plan, is to be paid in cash the value of its 

cla.ilrs or is to be afforded such method of protection as will, 

Consistent with the circumstances of the particular case, equitably 

and fairly provide for the realization of the vali.Je of its claims. 

/--:_ ... ~-fn~ .. ;:, 
.r ~- ~ :: /· 
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(b) Unless his claim has been di.saliCMed, arr.J creditor who is 

included on the list filed pursuant to Sec+-...ion 809 or who files a 

proof of claim pursuant to Section 810 is entitled to vote to acCEpt 

or reject a plan or rrodi.fication thereof within the tiire set pur-

suant to Subsection 807 (b) • Claims owned, held or controlled by 

the petitioner are not eligible to vote. 

(c) The holders of all claims regardless of the manner in 

which they are evidenCEd, which are payable without preference out 

of funds derived fran the same source or SOUrces shall be of one · 

class. The holders of claims for the payment of which specific 

property or revenues are pledged, or which are other:wis~ given 

preferenCE as provicled by la\'1, shall cons'-~ tute a separate class or 

classes of creditors. 

(d) If any controversy shall arise as to whether any creditor 

or class of creditors shall or shall not be materially and adversely 

affected, the issue shall be detenn:ined by the judge, after hearing, 

upon notiCE to the parties interested. 

M>DIFICATION OF PI..AN 

SEC. 815. Before a plan is a:mfi.med, changes and nndifications 

may be made therein with the approval of the judge after hearing and 

upon such notice to creditors as the judge may direct, subject to the. 

right of any creditor who has previously accepted. the plan to with-

draw his acceptanCE in writing, within a _period to be fixed by t.l-te 

/ ,, .~ t:.·':;. i 
I \J.~ 
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judge, if, in the opinion of the judge, the .change or rrodification 

will materially and adversely affect such creditor: and if any 

creditor having such right o£ withdrawal shall not withdraw within 

such period, he shall be deened to have accepted the plan as changed 

or rrodi:fied: Provided, ha.vever, That the plan as changed or rrodified. 

shall corrply with all the. provisions o£ this chapter and shall have 

been accepted in writing by the petitioner. 

HEARING ON <n1FIRMATICN OF PLAN 

s:oc. 816. (a) Within a reasonable t:iire after the eJ<Piration of 

the time within which a plan and aey m:xlifications thereof ma.y be 

acrepted or rejected, the court shall set a hearing on the confi:rma-

tion of the plan and m::xlifications, and the ~lerk shall give notice 

of the hearing and t.i.rre allowed for filing objections as provided in 

Subsection 807(c). 

(b) Any creditor, or any other pa.rcy in interest rray file a 

rorrplaint objecting to the oonfinnation of the plan. 'lhe corrplaint 

shall be served on the petitioner, and such other persons as may be 

designated by the court, at arr:f t:iire prior to the date of the hearing 

on confi:rmation or such earlier date as the court rnay set. 

(c) Before concluding the hearing on oonfi.nnation of the plan 

the judge shall inquire whether aey person pi:OIIOting the plan or 

cbing anything of sudl a nature, has been or is to be a::npensated, 

;1 • ct1 . di tl by , +-... . h ti' >... d crecli' ~ ·-~=e '...J.y or u1, rec y, J..J oou.~ t:r e pe t.l.Oner an i3Irf .... or, 

and shall take evidence w..der oath to ascertain whether aey such 

practice obtains. After such examination the judge shall make an 

- .~ "' 
' 
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adjudication of this issue, and if he finds that arq such practice 

obtains, he shall forthwith dismiss the proceeding and tax all of the 

costs against such person, or against the petitioner, unless such 

plan be rrodified within the tine to be allaved by the jud.ge so as to 

eliminate the possibility of any such practice. 

·(d) At the oonclusion of the hea!:"ing, the judge shall make 

written findings of fact and his conclusions of law thereon, and 

shall enter a decree oonfim.i.ng the plan if he finds and is satisfied 

that (1) it is fair, equitable, feasible and rot l.mfairly discrimina­

to:ry·in favor of arq creditor or class of creditors; (2) it cx:xrPlies 

with the provisions of this chapter; (3) it has bee."l accepted by 

creditors as required in Section 814; (4) all arrounts to be paid by the 

petitioner for services or expenses incident· to the C!CI'CJX)Sition have 

been fully disclosed and are reasonable; (5) the offer of the plan and 

its acceptance are in gcxx1 faith; (6) the petitioner is authorized by 

law to take all action necessary to be taken by it to car:ry out the 

plan; and (7) it appears from petitioner's current and projected reve­

nues and expenditures that the budget of ·the petitioner will be in 

balance within a reasonable tiire after adoption of the plan. If not so 

satisfied, the judge shall enter an order dismissing the proceeding. No 

case shall be reversed or remanded for want of specific or detailed 

findings unless it is found that the evidence is insufficent to supp:>rt 

one or nore of the general findings required in this section. 
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EF.FEcr OF CCNF:rn1P-..TION 

SEC. 817. (a) The provision of a confinred plan shall be binding 

on the petitioner and on all creditors, whether or not they are 

affected by it, whether or not their clailrs have· been listed, filed, 

or allowed, and whether or not they have accepted the plan. 

(b) The confinnation of a plan shall extinguish all claims 

against the peti. ti.oner provided for by the plan other than those 

excepted fran discharge by the plan or order a:mfil:ming the plan •. 

DT..YIY OF PETITIONER AND DISTRIBUI'ICN UNIER PIA't 

SEC. 818. (a) The petitioner shall corrply with the provisions 

of the plan and the orders of the court relative thereto and shall 

take all actions necessary to carry out the plan. 

(b) Subject to the provisions of Subsection (c) , distribution 

shall be Irade in acoordance with the provisions of the plan to 

creditors (1} whose proofs of claim have been filed and allowed or 

(2) whose claims have been listed and are not disputed. Distribu-

tion to cred.i tors holding securities of reoord shall be rrade to the 

record holders as of the date the order confil:ming the plan becomes 

final. 

(c) When a plan requires presentrrent or surrender of securities 

or the perfo:rmance of aey other act as a condition to participation 

1_r.der bi.e plan, such action must be tal(en :not later t'1an five years 

::tfter -:.he ent...ry of the order of oonf~ :r:ration. Persons who have rot 

within such tine presented or surrendered their securities or taken 

\. 0 !(D ........ 

(_,: ·~·,\ 
' I 
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such other action shall not participate in the distribution under 

the plan. Arrj s!'C!curities, Ironies, or other property remaining 

unclai.Ired at the expiration of the tirre allowed for present:m:mt or 

surrender of securities or the performance of any other act as a 

oondition to participation in the distribution under a confinred 

plan shall becx:rre the prt7'~rty of the petitioner. 

(d) The rourt may direct the petitione:: and other necessary 

parties to execute and deliver or to join in the execution and 

delivez:y of arr:1 instr\.lrtElts required to effect a transfer of property 

pursUa.nt to the ronfi.J::ned plan and to perfonn such other acts, 

including the satisfaction of liens, as the court may detei:mine to be 

necessaz:y for the consl.,litl{la.tion of the plan. 

I£'1ENTION OF JURISDICriCN 

SEC. 819. 'lhe court may retain jurisdiction of a proceeding 

under this chapter for such period as it detennines is necesscu:y to 

assure execution of the plan. 

REFERENCE OF ISSUES AND <:_U.IPENSATION 

SEC. 820. (a) The judge may refer acy special issues of fact 

to a referee . in bankruptcy, magistrate or another special master 

for consideration, the taking of test.im:>ny, and a report upon such 

special issues of fact, if the. judge finds that the condition of his 

docket is such that he cannot take such test:i.trony·without 1mduly de-

l.:.;y::ng t."'.e dispatch of ot.~er ;:,usiness p:~nding i.1 his court, md i~ 

,.,. ..... ~~---- ........ 
// .. ~ ~ 0 t? D ''_ ... 

' <:_. /\ f . ....., ·,~ ... 
I ........ ._, " . -.: 
t< 
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it appears that such special issues are necessary to the detennina-

tion of the case. Only under special circumstances shall reference 

be made to a special master \\'ho is not a referee in bankruptcy or 

a rna.gistrate. A general reference of the case to a rna.ster shall 

not be rna.de, but the reference, if any, shall be only in the fonn 

of requests for findings of speci£ic facts. 

(b) The oourt may allcw reasonable conpensation for the 

services perfonned by any such special master who is not a salaried 
. . 

Federal enployee ~ and the actual and necessary expenses incurred in . 
oonnection with the proceeding, including ciarpensation for services. 

rendered and expenses incurred in obtaining the deposit of securities 

and the preparation of the plan, whether such work may have been done 

by the petitioner or by ccmnittees or other representatives of credi-

tors, and may allow reasonable e<npensation for the attorneys or 

agents of any of the foregoing: Provided, however, '!hat no fees, 

o:npensation, reimbursanent, or other allowances for attorneys, 

agents, a::mni.ttees, or other representatives of creditors shall be 

assessed against the petitioner or paid from any revenues, property, 

or funds of the petitioner except in the manner and in such sums, if 

any, as rna.y be provided for in the plan of adjustrrent. An appeal 

may be taken from any order rraking such detennination or award to 

the United States Court of Aweals for the circuit in which the 

proceeding under this chapter is pending, independently of ot.'1er 

~~l.s l.vtticb IT'ay be t.ake.."l i..1 t."'te proceedi."lg, and such appeal shall 

be heard sumnarily. 

. ·<~ ~= 0 i! ~·~~.\ 
.-· -.. . -' 
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SEPAAABILITY 

SEC. 821. If any provision of this chapter, or the application 

thereof to any agency, inst.rurrentali ty, or subdivision is held invalid, 

the remainder of the chapter, or the application. of such provision to 

any other agency or instri.JIIentality or political subdivision shall not 

be affected by such holding. 

' 



THE WHITE HOUSE 

WASHINGTON 

September 2, 1975 

MEMORANDUM FOR: 

FROM: WILLIAM T. KENDALL 

SUBJECT: Senator Javits' telephone call 

The Senator had a talk with the President last week regarding New York's 
troubles and he urged the President to say something appropriate at the 
proper time without promising anything. The Senator thinks the time has 
arrived. 

Next Friday morning there will be a kickoff meeting of a citizens committee 
which is being sponsored by both Javits and Buckley. He thinks it would 
be good if the President could send a message to the group something along 
the following line: 

"I have been advised that you <• forming a citizens group in order 
to help solve New York City'~:ancial problems. I have always 
believed that a maximum of self-help is desirable and I am pleased 
to see that the citizens of New York are organizing for this purpose. 
I can assure you that we at the Federal level are not oblivious to your 
efforts and wish you well in your search for a solution to the problems 
facing the city. " 
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toat~ __f/si:£J-- sy -~ September 23, 1975 

SUBJECT: New York City - For Your Information 

Three things in regard to the New York City financial 
problem will happen tomorrow. 

1. Republican Leadership Breakfast: Barber Conable 
will raise the political implications of the 
Administration's present posture. 

The basis for his argument comes from the attached 
memo to him that Warren Anderson prepared. (Tab A) 

2. Secretary Simon testifies before Senator Humphrey 
tomorrow. 

The latest draft of his testimony that I have 
is attached at Tab B. 

It is in my opinion somewhat more sympathetic 
than heretofore and does not now give the impression 
that default of the City is the only possible outcome. 

3. The President is meeting with a group from the 
Conference of Mayors who will say something like: 

a) New York City's problems will soon be ours. 

b) We need an RFC type authority to assist in 
the banking of all municipal securities. 

Comment 

The key questions are: 

1. What will be the effect of a New York City 
default on the City and other municipal securities. 
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2. Can a New York City default be contained, such as 

a) New York State authorities 

b) New York State securities 

c) Other weak municipals. 

There is no answer, of course, because nobody knows, 
nothing of this magnitude has ever happened. 

The Anderson thesis is chaos with nationwide economic 
and political implications. 

Secretary Simon's thesis is that a New York City default 
has been discounted and can be contained. 

This is a tough financial and political decision for 
the President to make. 
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-- ST!\TEHUH OF THE llONOFfJ3l_E i1IL.Lif.J.1 E. SinO!~ 

c;r::: ('Df-TARY OF -·~l HE --rr•r_·r Sll :7v vt,,l\c. 1 • , 1\L. \ ,f d 

1975, 11:00 A,f·L 

-
Lir:JY Y QFs t< LLIY 

1 s J~LHA.tJc I:AL-S.JJ=-t.ll~~:Iu:~u. 

f'1R, Ct--1/\IRW\N AND f'-~E!,1BERS OF THIS DISTINGUISHED Co. \W1r-.·•cr:: • 
J , , J. I l L-. !.. . : 

T ' 

1 AM HEF~E TOD/\ Y h T TH~: EXPRESS I NV ITt\ T l OtJ OF THE 

(Htd Ki"11\f~; \A/HO HAS CALLED UPON f~E TO TEST 1 FY ~.BOUT THE F'OSS I ELE 

IMPACT OF A FINANCIAL DEFAULT BY NEW YORK CITY,_ 

US SHi\f~E THE HOPE THAT /\ DEFAULT CAN l3E AVOLDC:D, P!:R s o r ~,\U. Y; 

I 1\f-'1 CO~JFIDENT THAT IF "lilt: PROPER STFPS 1\f~E T/\KE>l ) lJEF/\Ui_T 

LIF E 'i,'/\S 
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DOYmTO\'iN f-1/\NHATTAN, l Ci/HNED Ff~Ofil THAT EXf)ERIENCE-· NOT ONLY · 

·-
A LOVE FOf~ THE (I TY BUT 1\LSO ENOR!,10US RESPECT FOR THE \>II SDOi·i 

AND STRENGTH OF ITS PEOPLE, I SINCERELY BELIEVE THAT IF 

THOSE GF<E/\T RESOURCES AI~E PROPERLY i"l/\RSH/\LED; NE~~ YoRK CITY 

WILL EMERGE FROM ITS ~URRENT DIFFICULTIES, 

As YOUR INVITATION TO ME RECOGNIZES; HOWEVER) IT IS 

ALSO I fv1PORTANT THAT \'iE SEEK TO UNDERSTAND ¥mAT THE Ii~PL I CAT I 0\S 

WOULD BE 1 F DEFAULT DOES OCCUR, I Ai,1 SUr~E THAT THE t'JEi~BERS 

OF THIS CoMMITTEE) AS WELL AS THE AMERICAN PEOPLEJ WANT THIS 

INQUIRY TO BE AS HONEST AND OBJECTiVE AS POSSIBLEa THIS 

CA NNOT BE A TIME WHEN WE DELUDE OU RSELVES WITH EXCESSIVE 

.:.=I 
OPTif~lS f\'1 AND THUS FAIL TO ACT \'JISELY. BY THE SA1"1E TO i<Ei~ J viE ... 

SHOULD NOT ENGAGE IN EXCESSIVE PESSIMISM, IMPASSION ED 

STATD-1ENTS THAT A DEFAULT \'IOULD !-!AVE CATASTIWPHIC CC)f-)SEOUEt~C:.S 

FOR Til[ FINt~NCI/\1_ 1'1/\l~l<ETS AS VJCL.L t\S TI!E F.CO~JOMY ··-- STf,lTf·1r:; -r-; 

\'/i!lCl! 11/\V [ IW FUI JflDf\T IUi·! lU cn~.Jt.r:Vf\l~U. 1-'/\C:.i S --·· C!\11 Ot!LY '~;i;·~ 
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THE SITU!\TION riORSE, THIS IS A TH1E.~ THEN, FOR-AN"-!-WNEST ·-

- . 
APPRAISAL.~ DEVOID OF Et·10TIONALISM OR PARTISANSHIP, 

TESTIMONY TODAY IS OFFERED IN THAT SPIRIT, 

THE FEDERAL GOVERNMENT HAS BEEN SERrOUSLY CONCERNED 

\'liTH THE PROBLEMS AS'SOCIATED \•liTH NEv~ YoRK CITY's FINt~NcEs 

FOR A LONG WHILE, WE HAVE HELD REPEATED MEETINGS WITH 

THE LEADERS OF NEw YoRK CITY.~ THE MuNICIPAL AssiSTANCE 

CORPORATION.~ AND NEW YORK STATE. A- CONSIDERABLE AMOUNT 

OF STAFF TIME WITHIN THE TREASURY DEPARTMENT HAS BEEN 

DEVOTED TO THIS MATTER, AT THE PRESIDENT 1 S DIRECTION.~ l 

HAVE ESTABLISHED AN INFORMAL, INTER-AGENCY TASK FORCE, 

CHAIRED BY MY UNDER SECRETAR~ EDWIN H. YEO III.~ TO CLOSELY 

MONITOR THIS SITUATION ON A DAILY BASIS AND TO DEAL WITH 

EVERY ASPECT OF A POTENTIAL DEFAULT Bf THE {ITY, THE 

EVALUATIONS 1\ND THE PLANS OUTLINED IN MY TESTIMONY THIS 

MOR!~ I NG /\f~ E THE PRODUCT OF THOSE EFfORTS. 

@
~"'\OI?o ·. 
~-· ;\ ....-. 

1/ -. 
-

J) 

-.( ~­
~· 
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Our~ BAS I C CONCLUSIONS, \1/H I CH J SHALL EXPAND UPON IN · ~ 

-
A FEW MOMENTS; ARE THESE: 

fiRST, ALTHOUGH THE CHALLENGES AND THE TASKS AHEAD 

AJ~E GReAT, NEVi YoRI< CITY, HITH THE ASSIST/J,NCE OF i~nJ YoRK 

STATE, HAS BOTH THE ~ECHANISMS AND THE RESOURCES TO AVOID 

DEFAULT, 

SECOND, IF DEFAULT WERE TO OCCUR DESPITE THEIR BEST 

EFFORTS, ITS EFFECTS WOULD PR!lv1ARILY BE LEGAL If~ CHARACTER: 

. THE BASIC SERVICES OF THE CITY SHOULD REMAIN INTACT. 

I 

THIRD, WHILE A DEFAULT COULD ADVERSELY AFFECT THE 

CAP I TAL t-'1.'-\Rl<ETS:. HIOSE ~1/\I<KETS HAVE ALREADY ADJUSTED TO 

THAT POSSI BIL ITY TO SOME EXTENT AND THE EVENT OF DEFAULT 
/ 

~1/0ULD REOU IRE ONLY A t~ODERATE DEGREE OF FURTHER J\DJ UST HEfJT , 

IN OTt-IER \1/0RDS, THE EFFECTS OF DEFAULT -UP-DN -THE C/\P IT 1\L. 

MAI(I<ETS \~OUl_D BE TOLERABLE I 

FuU i~TH.I A DEFAULT \JOULD Cf\USI~ !_fTT U :., II- /\tlY, Dl'.ll,\t,[ 

-r,. ~··...:......- ,. •. ""' • • ..... 
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TO OUH OVERALL FINANCIAL STRUCTURE: THE BAN I<I NG .S.YS.T[f,1 1'/0U LD 

HEI"lAII~ ir~TACT; NO BANI<-=-cusTor1E'Rs ~·JOULD LOSE THEIR DE<P.osJTSJ 

AND TilE SYSTEf~ VJOULD CONTINUE TO 13E ABLE TO PROVIDE CREDIT 

TO .l\LL LEVELS OF THE ECONOfW J I NCLUD I I~G CO NS Ui•1ERS, 

FIFTH) THE COST~AND RISKS ASSOCIATED WITH ANY PROGR AM 

TO PROVIDE SPECIAL FEDERAL FINANCIAL ASSISTANCE TO PREVENT 

DEFAULT SUBSTANTIALLY OUTWEIGH THE BENEFITS, 

' 

FINALLY) WE BELIEVE THAT THE FEDERAL GOVERNMENT DOES 

HAVE A RESPONSIBILITY TO THE NATION TO ENSURE THAT IF A 

DEFAULT DOES OCCUR) PROPER STEPS ARE TAI<EN TO LIMIT AND 

CONTAlN ITS IMPACT, TOWARD THAT END) WE HAVE DEVELOPED 

A PROGRAM WITHIN THE ADMINIStRATION. DEVELOPMENT OF TH~T 

PLAN SHOULD NOT BE MISUNDERSTOOD AS AN ANTICIPATION 

OF DEFAULT; RATHER) IT IS A STJ\I~DI3Y l"rEqjl\N_lSf1 \AIHICI-l PnLJD Ei;CE 

· SUf<EL Y DE1'1ANDS, Hf-! ILl ~ 1'1Y TEST I HONY in LL. DEA L IN /'tORE ])Cl·'Tll 

~nTII ITS PLT/\li_SJ I ET HC ~~UI1~1AIUZ[ Tli/\T PiWC!Udl iW'd: 
• ,. • ~ ll , [) '· 

(
·, <:~ 
. ::cl 

~
""' -Q ... 
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TO INSURE ADEQUATE FINANCIAl RESOURCES 

TO MAINTAIN ESSENTIAL SERVICES AND TO AVOID 

POTENTIAL DISF~-ldPTION AND CONFUSION CREATED 

BY CONFLICTING LITIGATION, .WE HAVE PRE-

PARED, AND WILL SHORTLY SUBMIT TO THE 

(ONGnESS, LEG I SLAT I ON M·1END I NG CHAPTER 9 

OF THE FEDERAL BANKRUPTCY AcT TO FACILITATE 

USE OF THAT AcT'S PROTECTION BY NEW YORK 

CITY, 

TO ASSURE THE CONTHJUED FLO\'{ OF CURf~ENT . / 

ASSISTANCE PAYMENTS, WE HAVE IDCNTIFIED 

ALTEimATIVE fv1ETJIODS OF OPEI(ATING TliOSE 

tf,~~a~ (,. 
tP 

\~ E) 
\":? .... / 

..,._., t' 

.... ..._ __ / 

--..... -..... ~~ 
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PHOGRA.MS IN TilE EVENT LOCAL RESOURCES 

TEMPORARILY BECOME UNAVAILABLE, 

TO PROTECT THE BM~l(H1G SYSTEM AND THUS 

ASSURE THE CONTINUED AVAILABILITY OF RESOURCES 

THAT SYSTEM PROVIDES TO CONSUMERS; CORPORATIONS 

AND GOVERNf"lENTS: 

THE FEDERAL RESERVE SYSTEM WILL 

PROVIDE LIQUIDITY THROUGH ITS 

DISCOUNT FACILITIES IN THE EVENT 

ANY INSTITUTION FACES UNEXPECTED 

CASH WITHDRAWALS; 
/ 



--~ -_ ·g -

As A LAST RESORT,. IN f\PPI~OPRIATE CASES, 

THE iEDEf~AL DEPosIT I r~ SURANG--E Cor~PORAT roN ·-· - . - :. ...... 

WILL PROVIDE ~APITAL TO INSTITUTIONS WHERE 

SUCH ACTION JS NECESSARY TO MAINTAIN 

SOLV ENCY. 

LET ME REPEAT, WE DO NOT BELIEVE DEFAULT IS INEVITABLE 

AND WE BELIEVE IT ESSENTIAL TO MAKE ALL REASONABLE EFFORTS 

TO AVOID DEFAULT. MoREOVER, IF DEFAULT OCCURS, APART FROM 

-THE BANKRUPTCY AMENDMENT -- WHICH WE BELIEVE TO BE DESIRABLE 

IN ANY EVENT -- WE DO NOT EXPECT TO NEED ANY PART OF THIS 

PROGRAM, BuT IT IS OUR RESPONSIBILITY -- TO THE CONGRESS 

AND TO THE NATION -- TO BE PREPARED FOR ANY EVENTUALITY.~ 

/ 

CUERElfr_s_lAL!.LS. 

LET US NO\-~ CONSIDEr< Hit CUHf<ENT EFFORTS OF f~OJ YoRf< (JT'l' 

AND NEW YoRK STATE TO PREVCNT A DEFAULT, 
tiJ/() 

" <,..... I . "' ..., -;>:1 

:0. 
.::-.., 
~ 

. ... ..... ... · • - f 4 • - - .... 
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ON SEF'THm ER 9) _A _sPECIAL sEs·s ion .of_ TH E 

NEW YoRK STATE LEGISLATURE ENACT ED LEGISLATION CALLING FOR 

(R EA T I ON OF A STfl.TE Don If4ATED [f.1F.RG ENCY F I N/\NC I AL 

CO NTROL BOARQ TO ASSUME PLENARY CONTROL OVER THE 

CiTY's FINANCES) 

AUTHORITY TO ISSU E $750 lvl i LLI ON IN SHORT TERM 

STATE NOTES) THE PROCEEDS TO BE USED TO PURCHASE 

MAC BONDS; 

A f'1AN DATE TO STAT E AND CITY H1PLOYEE PE N SIOI~ PLA NS 

' 

TO PURCH/\S E $750 fv1ILLION IN f']A( BONDS (/\ ND REI_IEF 

FOR THE STATE COMPTROLL ER WITH RESPECT TO HIS 
/ 

FIDUCIARY RESPONSIBILITIES REGARDING TH ESE PLANS); 

AN INCREAS E IN 1"·1/\C's BORI~O \'III'~G-AUTIIORITY FROH ~3 

DILLION TO $5 I\ILLIOtJj 

f\tJliiOI~I?f\T JON r·or- Til[ CITY TO i-II.[/\ Pf.TI't'lOr: lfl 

R OR{)' 
<'_.... 

"" c; . .., 

BANI\fHWTCY ur;u: I~ Cll/d'Tf"f; ~-.1 Cl. .. I w !. i . 1 •. ,., ., ~- I l' ... r . I/ l ·t J I J .- • , t ~ 1 L • J) . \I\ _I Jj I ~ 1-.. \ 1 J \.,..o f t\' .. : 
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T~~o DAYS LATEf~) NEw Yor\1< STATE soLD t75S r,1ILLION oF 

SIJORT TERH NOTES) INCLUDING $250 ~1 ILL I ON EARHAR I< ED FOR THE 

CITY, MAC IS BEGINNING TO RAISE FROM OTHER SOURCES THE 

$800 l'1ILLION NECFSSJ\RY TO COr1PLETE .TI1E $2,3 BILLION Pi\CI<fl.GE 

REQUIRED TO FINANCE fHE CITY THROUGH DECEMBER l, 

AT THE CITY LEVEL) MEANWHILE;· MAYOR BEAME HAS APPOINTED 

.A TOP FINANCIAL EXECUTIVE TO SERVE AS THE CHIEF FINANCIAL 

OFFICER OF NEW YoRK CITY AND TO DEVELOP) BY MID-OCTOBER) AN 

EXPENSE REDUCTION PLAN TO RETURN THE CITY TO A SOUND FISCAL 

BASIS, THESE LAUDABLE EFFORTS REFLECT A RENEWED SENSE OF 

DEDICATION TO ATTACK THE CAUSES OF THE PROBLEMS I DISCUSSED 
/ 

~~ITH CoNGRESSt·1AN RosENTHAL's suBcor\1~1ITTEE L~AST .JuNE, 

WILL THESE MEASUR[S WORK? CAN Tl~ GITY DO ENOUGH 

DET\~EEN NO\~ AND l)[CE~1D[R TO R[STOI~[ 1 :~ VESTOI< COlli: ID CNCC? 

A: to l?o, 
:Q <' 1_, ...- \ 

i "' <il ;· 
..;. ~J ;;-. 

? .~I 

"' #' ... 
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SOME HAVE ANSWERED IN THE NEGATIVE) BUT I CANNOT AGREE, I 

WOULD BE LESS THAN CANDID WITH THIS COMMITTEE IF I SUGGESTED 

' 
THE TASK WILL BE EASY, I WOULD BE LESS THAN CANDID IF I 

FAILED TO SAY THAT MORE IN THE WAY OF 1~1MEDI!,TE ACTIOI~S --

IMMEDIATE EXPENSE .REDUCTIONS -- IS REQUIRED NOW THAN WOULD 

HAVE BEEN REQUIRED AT SOME EARLIER TIME, BUT IT WOULD BE 

EQUALLY UNTRUTHFUL TO SUGGEST THAT THE JOB CANNOT BE DONE. 

APPROPRIATE MECHANISMS ARE NOW IN PLACE, lT IS ESSENTIAL 

THAT THEY BE USED PROMPTLY AND WELL, 

IMPACT OF A DEFAUlT 

tl.E.C.E...S SARY CorK EPT S 

To SET THE FRAMEWORK FOR MY ANALYSIS OF THE IMPACT OF 

DEFAULT IT IS IMPORTANT TO DEFINE SOME RELEVANT TERMS AND 

CONCEPTS. l SENSE THAT THE DIALOGUE CONCERNING THE ISSUE 

HAS BEEN HAMPERED BY CONFUSION OVER THE MEANING AND It1PORT 

0 F c E ~~ T A I N KEy \'10 R D s I F I R s T J THE R E I s II I N s 0 L v EN c y II \':II I c H J 

SH1PLY STJ\TEDJ MEANS THAT A PERSON 01~ A CITY HAS CURRENT 

--------- -·--- ---

t 
I 

t 
~i 

,. 
' ! 

. _ . f 0 R :;·-...., ~ 

/'"" <"~\ l' I ""' ,,,,) . ' __ , .::t.. 

I"' ::,• . c<:, ~, t 
'·';p ./ 

-
--. -~~ 
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OBLIGATIONS ~~11ICH EXCEED ITS A\1/\IL/\BI_E i-U ~ms . '.J)EF/\ULT" IS 

A TECHNICAL LEGAL TER~1 DESCR IBING A DEBTOR'S REFUSAL OR 

INABILITY TO PAY A CREDITOR WHO HAS DEMANDED PAYMENT, 

"BAI'J KiWPTCY" DESC..R I BES A LEG/\L PROCE ED ING -- PROVIDED FOR 

IN THE CoNsTITUTION UNDER WHICH AN INSOLVENT PARTY IN 

DEFAULT TURNS OVER TO A COURT THE JOB OF.DECIDING HOW HIS c 

FINANCIAL RESOURCES WILL BE APPORTIONED AMONG CREDITORS, 

IN LOOKING AT DEFAULT AND BANKRUPTCY) WE SHOULD ALSO 

DRAW A DISTINCTION BETWEEN THE OPTIONS AVAILABLE IN THE EVENT 

OF A CORPORATE DF.F/\Ul.T M''m THOSE t\VAILI\BLE \!lTH RESPECT TO A 

~1UNICIPAL DEFAULT, IF A CO RPORATION DEFAULTS AND IS SUB- ' 
/ 

~ SEQU ENTLY BROUGHT UNDER TH E JURISDICTION OF A FEDERAL BANK-

RUPTCY COURT J O[~E OPT I ON -- ALDE IT OFT EN _NOT TH E HOST DFS I R /\ !~l.Y 

ONE -- IS LIOtJIDATlO!J: TilE SA LE OF ASSETS TO .S/\TISFY 
£,"'.'f 0 R lJ" 
I~-· (,.\ 
'~ ~\ I ""' ;.. 

\ ... , 
--- · . •" -
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- - .. THE CLAIMS OF CREDITOfZS Arm TilE SUBSEQUENT DISAPPEARANCE 

OF THE CORPOf~ATION AS _A CONTINUING_ ENTITY, BeJTH. COI~t~ON 

SENSE AND CONSTITUTIONAL PRINCfPLES PRECLUDE SUCH AN 

OPTION I'HTI-I RESPECT TO f•1UNICIPAL DEFAULTS~ 

IN THIS RESPECT~A DEFAULT BY A STATE OR LOCAL 

GOVERNMENT IS CLOSELY ANALOGOUS TO A DEFAULT BY AN INDIVIDUAL 

PERSON, IN EITHER CASE) IF A BAN!(RUPTCY PROCEEDING ENSUES, 

RESOURCES ESSENTIAL TO THE MAINTENANCE OF LIFE IN THE ONE 

CASE AND ESSENTIAL SERVICES IN THE OTHER) ARE PROTECTED 

FROM THE DEMANDS OF CREDITORS, 

IT IS IMPORTANT TO RE-EMPHASIZE THIS POINT: IF 

NEW YORK CITY DEFAULTED) IT WOULD CONTINUE TO EXIST AND TO 
-' 

OPERATE. TAX PAYMENTS) FEDERAL AND STATE ASSISTANCE 

PAY ~1 EN T S AND 0 THE R S 0 U R C E S 0 F t< EVEN U E H 0 U [D t 0 NT H~ U E T 0 

FLO\~. SCHOOLS AND I!OSPITALS WOULD r<H1AIN OPE~~j POLIC E1 

FII~E f\ND Sf\fJllJ\TlON S[iNl C[~ IWUl.D DE PlWVlD LD f\~W l'J\ID 
') 
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FOR. tVEN DEBT SERVICE ON THE LOI~G TER1•1 I30f~Ds· \~0ULD 1\PPE/\R 

TO BE WITHIN THE (ITY
1
S fv1EANS IN THE EVENT OF DEFAULT. 

IN SHORT, IT IS ESSENTIAL - NOT TO CONFUSE THE LEGAL 

AND IDIOi'1iATic IYJEA!HNGS oF THE TERr·l BP.lJKrwPTCY, IN coHr-',oi'J 

/ 
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P/\RLANC[, viE MAY USE BAI~ KRUF>TCY TO DEFINE /\ CONDIT I 01~ DEVO I J) 

--- - - :. ....... 

OF SUBSTANCE OR RESOURCES, BY THAT DEFINITION, iiEH YORK 

HAS NOT BEEN,. IS I·WT Nm~ .. AND vJ ILL NOT BE BAI~ KRUPT. 

CREDITORS IN AN ORDERLY WAY, A PROCEEDING UNDER THE FEDERAL 

BANi<RUPTCY LN'·IS IS T~E fv10ST APPROPRIATE SOLUTION 1 

As I HAVE OFTEN SAID, NO OBSERVER WHO IS ASKED TO PREDICT 

.. . 

THE If1PACT OF A DEFAULT CAN DO SO \'!I TH ABSOLUTE C ERT I TUDE, :~ D~·r !.' · --

LIKE ANY MAJOR FINANCIAL REVERSAL-- HAS TWO ASPECTS: A 

/ 

TANGIBLE, OBJECTIVE ASPECT ON THE ONE HAND Al'lD A 

PSYC!JOLOGICAL ASPECT ON TI-lE OTHER 1 IT \•WULD BE INADr:CllJATE 

T 0 L H1I T T H [ AN/\ L Y S I S T 0 0 N L Y 0 N E 0 F THESE 1\ S PEn· S , f\ l'lD 
f '"{) " .. (~\ 

c;. ~P\ 
I I :;Q l 

CONFU S lNCi TilE H/0 \~OLJLD r : urrn!CI~ CLOUD OUR EV/\L.U/\TJOf~ OF THC - ::; 

-~----·· - .... 
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IMPACT OF DEFAULT, INDEED) 1 SENSE TH.L\T SUC!+ CQNEU_SJON 

IS IN LARGE PART RESPONSIBLE FGf~ SOI·1E OF THE 1"\0RE EXTREi1E 

PREDICTIONS tmiCH HAVE BEEN MADE IN RECENT HEEKS 1 

MOREOVER) AS I CAUTIONED IN MY LETTER OF LAST WEEK) 

IT IS IMPORTANT TO BE SENSITIVE TO THE RISK THAT THE 

EVALUATION PROCESS ITSELF MAY AGGRAVATE REACTION TO A 

DEFAULT 1 LET US SUPPOSE) FOR EXA~'IPLEJ THAT LEAD ERS Oi- rl:,f1.JOR 

FINANCIAL INSTITUTIONS CONTEND THAT THEIR INSTITUTIONS AND 

THE MARKETS IN WHICH THEY FUNCTION WOULD BE DEVASTATED BY 

A DEFAULT, 0BJ ECT I VE FACTORS NOT\'11 TH ST/\flD I NG _. SUCH 

CONTENTIONS WOULD MEASURABLY ENHANCE THE IMPACT OF 
/ 

DEF ALJL r. 

LET f\1E TUI1N TO A SECTOF<-IW-SECTOR ANALYSIs I 
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l F N HJ Y 0 R I< C I T Y DE F ;\ U L T ED 0 N Af'J 0 B L I GAT I 0 N T 0 

REDEEM A MATURING NOTE ISSUE FOR C~SH; A QUESTION OF 

IMMEDIATE IMPORTANCE IS WHETHER THE CITY COULD CONTINUE 

TO PROVIDE ESSENTIAL SERVICES: POLICE AND FIRE PROTECTION) 

SANITATION; MASS TRANSIT, WATER AND SEWERAGE FACILITIES; 

AND THE LIKE. WE EVALUATED THE OUTLAYS REQUIRED TO 

PROVIDE THESE SERVICES AGAINST THE CITY's LEVEL OF 

RECEIPTS. HHILE; AS l . HAVE INDICATED ON EARLIER OCCASIOllS) 

LEVELS OF OUTLAY FOR THESE SERVICES ARE EXTREME IN RELATION 

TO THE OUTLAYS OF OTHER CITIES; Nn~ YORK (I.r"Y'S REVENUES 

APPEAR SUFFICIENT TO PROVIDE AN ADEQUATE LEVEL OF SERVICES 

IN TilE EVENT OF DEFAULT. 



- ll .~-
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fH·JOTH ER POTENT I /\L CONCERN REL/\TES TO CONT J NUl\ T I ON OF THE 

VA RIOUS FEDEI~A L 1\SSI ST/\IlCE PROG!V\t,lS \tiHlCH BEt·!EF IT THE CIT~ZEiiS 

oF NEw YoRK, THE OFfiCE OF MANAGEMENT AND BuDGET AND THE 

Dor~ESTIC COUNCIL I-lAVE CO~WLETED A SURVEY OF THE rt:OST HiPORT.t. r;T 

OF THESE PROGRAr•1S \'HTI-1 THE OBJECTIVE OF IDENTIF YING ~!ETHODS 

FOR MAINTAINING SCHEDULED ASSISTANCE FLOWS IN THE EVENT LOC AL 

MECHANISMS TEMPORARILY BECOME UN AVAI LABLE, IT IS OUR BELIEF 

THAT A DEFAULT WOULD NOT MATERIALLY INTE RFERE WITH THE PRO-

· viSION OF CURRENT ASSISTANCE. 

AT THE SAME Tir,~E J THE Am,1INISTRATiml IS CONDUCTING A 

REVI EW OF THE ASSISTANCE PROGRAMS WITH THE OBJECTIVE OF 

f-1/\K ING THH'1 f'1m~E EFFICIENT /\ND LESS BURDn~SOi'l[ 1\T THE 
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LOCAL AS ¥JELL AS THE FEDEIV\1_ LEVEL, l I-lAVE Fl~ E QUEWFLY 

- -
CHITICfZED TilE \IEL.F/\RE PROGRAMS, THEY ARE TOO CXPENSIVE 

AND OFTEN t-1ISS THE TARGET HlSOFAf~ AS HELP TO THE TRUL_Y 

DISADV!\NTAGED IS COIKF.RNED, THERE IS NO QUESTION THAT 

THESE PROGRAMS IN TH~IR CURRENT FORM HAVE ADDED TO 

NEW YoRK CITY'S FINANCIAL BURDEN, 

THE PRESIDENT HAS ASKED VIcE PRESIDENT RocKEFELLER) 

AS (HA I R~1AN OF THE Doi-1EST I C (OUNCI LJ TO CO NDUCT A THOROUGH 

REVIEW OF ALL OUR ASSISTANCE PROGRAMS AND TO DEVELOP 

PROPOSALS FOR REFORM, WHILE THAT REVIEW IS NOT. YET COMPLETE) 

IYiY VIEYJS ARE \·JELL. I<NO¥/N, I HAVE LOi'lG F1\YOF~ED A SifWLE 

PROGRAr1 OF INC0~1E MAINTENA~JCE" AS THE LEAST BUREAUCRATIC 
/ 

AND MOST EFFICIENT APPROACH TO OUR ~ESPONSIBILITIES I~ 

THIS AREA, 

\ORiJ' 
I . q.. <",... 

ei.:\ :;:•. 
"\~! 
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T HI:: REQU I REI~Ef~T THAT THE CITY CONTINUE TO PHOV I DE AND ~ 

FINANCE ESSENTIAL SERVICES UNDERSCORES THE IMPORTANCE OF 

INSURING THAT THERE IS AN ORDERLY MECHANISM FOR ALLOCATING THE 

CITY's FINANCIAL RESOURCES AND EFFECTING A RESTRUCTURI~G OF 

THE SHORT TERM DEBT, -ABSENT SUCH A MECHANI~M ... THERE IS THE 

RISK OF A f•1ULTITUDE OF LAHSUITS_. EACH SEEKING A LEGAL IN IUNCTI O:; 

AGAIUST THE PAYf"lENT OF CITY FUNDS TO Ol~E CLASS OF CREDITOR OR 

Ai'-lO"rHER I 

IT IS FOR THIS REASON THAT WE HAVE PREPARED ... AND WILL 

SUBMIT SHORTLY TO CONGRESS ... LEGISLATION AMENDI~G CHAPTER 9 OF 

THE FEDERAL BANKRUPTCY Ac,T. THIS LEGISLATION IS DESlGi~ED TO 

INSURE THAT THE CLAIMS OF ALL LEGITIMATE CREDITORS WOULD BE 
/ 

DEALT \"lITH IN A SINGLE PROCEEDING, l T \'WULD BE COl~PLE1,1EIH ARY 

TO THE LEGISLATION ENACTED BY THE NEVI YORK STt-\TE I_EGISLATU f~E 

AUTHORIZING I~EW YORK CITY ... IN THE fZVEtH OF DEF/-\UL T TO SEE!< 
J .~Hfty 

, ,..., ,_, 

HEORGANI ZATION OF ITS DEDT UNDER THE 1-'L[rlf\RY JURISDlCTIOi.L 

OF A FEDERAL COURT, -·----·· .... ~· .. -

(_,.. 
tll 
:>:ll :; 
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SPECIFICALLY) OUR PROPOSAL WOULD MODIFY EXISTING LAW 

BY ELIMINATING THE EXISTING REQUIREMENT THAT A CITY MUST 

FILE A REORGANIZATION PLAN AND WRITTEN ASSENTS TO THE 

PLAN FROf~ 51% OF THE CR ED I lO~<S BEFORE OBTAINING THE PRO-

TECTION OF A FEDERAL BANKRUPTCY COURT. UNDER THE REVISED 

PROCEDURE) FEDERAL PROTECTION WOULD. BE PROVIDED UPON THE 

FILING ONLY OF A SIMPLE PETITION BY THE .(ITY, As IS THE 

CASE WITH RESPECT TO OTHER .TYPES OF REORGANIZATIONS UNDER OUR 

BANKRUPTCY LAWS) THE REORGANIZATION PLAN AND THE CREDITORS 1 

ASSENT THERETO WOULD BE DEVELOPED IN THE COURSE OF THE 

PROCEEDING, IN THf: INTERIIvJ .. HO\'/t:VERJ THE CITY 'vJOULD BE 

PROTECTED FROM CONFLICTING CLAIMS AND INJUNCTIONS REGARDING 

ITS RESOURCES) AND COULD CONTINUE TO CONDUCT ITS AFFAIRS IN 

AN ORDERLY MANNER, 

I WOULD POINT OUT THAT THIS PROPOSAL IS SURSTANTIALLY 

CONSISTENT WITH THE REC0~11v1ENDAT I Otl S OF THE NATIONAL 

Co~1MISSION ON THE REFORM oF TilE PANI<RUPTCY LAv~sJ u-lPODIED 

ltJ s' / 3S I 

; ~O.·o' 

' ! 
l 

I 
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!. 
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l N ASS E S S Ir~ G T H E I f'l PACT 0 F A D E FAULT 0 N THE F I NAN C I A L 

MARKETS 1 WE ARE DEALING IN THE ~EAL~ OF JUDGMENTS; AS I HAV E 

SAID ABSOLUTE CERT/\INTY IS SII'~iPL.Y NQT POSSIBLE. OuR Ai'~t\LYSIS 

-
IS BASED ON A DETAILED REVIE\'·1 OF ALL HIE FACTUAL CIRCU~'!STM~CES; 

DISCUSSIONS WITH A WIDE RANGE OF MARKET PROFESSIONALS IN TH E 

PRIVATE SECTOR1 AND MY OWN CONCLUSIONS; BASED ON MORE THAN 

TWENTY YE/-\RS OF EXPERIENCE IN THE INVESTf.,!ENT BANKING BUSiiJESS, 

THE H1PACT OF A DEFAULT ON t,1/'\RKETS OTHER TH,4N THE f!:UNIC I P.::.L 

MARKET IS1 IN THE FINAL ANALYSISJ CLOSELY RELATED TO THE 

IMPACT oN THE ovERALL EcoNorvJY. As I SH/\L.L Dr scuss t'IORE 

/ 

FULLY IN A FEW MOMENTS) IT IS OUR JUDGMENT ~HAT A DEFAULT 

~·JOUL.D lWT DJ:\11/\GE THE PROSPECTS FOI~ THE f'.JAT I ON 
1 
S ECO!Wr1d C 

RECOVERY. THe PUBLIC Ui'mU~STAtms THAT ~lE\·~ YoRK CITY's r ROPIJi':c: 

M<C WliOUE IN f-10ST IrWOI<TMH I~[SfJECT S . 

SIX i'lO!H II~) M·lD IN Til[ I"'ON ri!S TO CO~ir) TfW fllJP! !C II/\~ lli\11_, / '! I 
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\!JILL HA'if, Afi1PL.E OPPORfUNITY TO DEG-IDE \•H-IETfltR~'A -DEFAULT BY 

NEw YuR!< CITY Is ~1Ef~ELY F<EPr~ESENT/\TIVE oF A .~10RE FurmJ\i: ErHA L 

FL/\\'1 IN OUR ECONmW, ONLY IF SUCH A CONCL.USIOil HER!:. REACHED 

AND THERE IS NO OBJECTIVE REASON \'n-IY IT SHOULD BE COULD 

WE EXPECT A SERIOUS AND LASTING ADVERSE IMPACT ON OUR 

~1ARI<ETS I 

OUR CONCLUSIONS WITH RESPECT TO THE MUNICIPAL BOND 

MARKET ARE AT ONCE MORE PRECISE AND MORE COMPLEX, OVER AT 

LEAST THE PAST YEAR, TH~ MUNICIPAL MARKET HAS BEEN 

UNSETTLED DUE TO A VARIETY OF COMPLEX FACTORS, 

FIRST, THE ENOR~·10US VOLLmE OF T AX-EXEfiPT SECURITIES 

COMING TO ~1AI~K[T -- ~101\E THf-\N $)]. BILLlOI'l. o:= BOND td~D wnr:s Jt,; 

.1971! f\ND r'101~E Tllf\N $[tr) 13 ILL I ON IN Tl·IC: FIRST E l GHT f-i OIHI !S 0!· 

/.fOR~ 
(.. ... , 

I • t!: 

-·' ' • I 
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T H I S Y E/\ R 1\ L 0 N E HAS NOT BEEN f~ATCIII.D BY!-\ C{)RRESPOr'W ING 

ItlCF~EASE IN DH1/\ND FOF\ SUCH SECURITIES, SECOND; INFLATION 

AND NOW ITS INEVITABLE HANDMAID EN -- THE /\NTICIPA.fiON OF FUT UR~ 

INFL.J\TION --- CAUSED BY i·1ASSJVE FEDERAL DH'1A!~DS ON THE ~'1ARKET 

HAS DAMPENED INVESTOR INTEREST IN COMMITTING FUNDS FOR THE 

LONG TERM, FINALLY; A SERIES OF EVENTS -- THE REPEAL OF 

THE PORT AUTHORITY COVENANT BY THE LEGISLATURES OF NEW YoRK 

AND NEW JERSEY; THE DEFAULT BY UDCJ OCCASIONED BY THE 

NEW YoRK STATE lEGISLATURE'S INITIAL REFUSAL TO CARRY OUT ITS 

"MORAL OBLIGATION;" AND THE PROBLEMS OF NEW YoRK CITY 

ITSELF -- ~AVE ALL SHARPENED INVESTOR AWARENESS OF RISK AND 

CREATED AN ELEMENT OF DOUBT ABOUT THE WILLl~GNESS OF PUBLIC 

BODIES TO CARr~Y OUT THEin FIW\NCIAL OBLIGi\TIONS, 

To A SIGNIFIC/\NT i::XTCNT_, THESE DOUBTS HI\V[ J\.L!~F/\DY I. [D 



. -
\t~E WOULD EXPECT ONLY A TEMPOI~ARY PEl~ I OD OF MODEJ~ATE ADJ USTI·1Ei!T, 

- ~ -· 

Atm OVER A SLIGHTLY LOt~GER TH1E_ FRAfvJE, \'IE CAN SEE SOfviE 

POTENTIALLY FAVORABLE SIGNS, WE UNDERSTAND THAT NUMEROUS 

I NTERI~ED II\R I ES AND I !~VESTORS Af~E CU·R RENTLY \•II THHOL.DI NS FUI'·ms 

FROM THE MUNICIPAL MARKET BECAUSE OF THE CURREN 'f UNCERTAINTIES. 

ViHEN THE [JEV~ YoRK CITY SITUATION IS RESOLVED -- ONE ViAY OR 

ANOTHER -- WE CAN EXPECT A SUBSTANTIAL RETURN OF FUNDS TO 

THE MARKET, IMPROVING LIQUIDITY AND LOWERING BORROWING COSTS, 

BuT THE IMPLICATIONS ARE BROADER THAN SHORT RANGE 

FUND FLOWS OR PRICE ADJUSTMENTS , SINCE AT LEA~T TH E BEGINNING 

OF TI-llS DEC1:\,DE, TH Ef<E HAS BEl~i·~ A ~V\RKED INCRE/1.SE IN THE TE:-m::r :r:Y 

OF INVESTORS TO RESTRICT THEI'1S ELVES TO HI GH_,ER-GRADE I NSTR\Ji·1EiJ'T S 

A SHIFT IN QUALITY PREFEREfKES TO USE THE TECIHn CAL TERH . 

J N FLAT ION AND ITS BY-PRODUCTS IS THE PR Ir1f\RY Cf\US E, BUT THCP-z. 

'<;;, 

IS LITTLE QUESTION TILf\T H!\LlOR FlNA!KI!\L I~EVERS/\I_S -- Til [ 

r'ENN C CNTIU\L Dl:J\1\C:!.[', FOli D~/'.HPLE 

Cl\.T/\L.YST~;. 

~ " I r •,.. C ')., 
~ ,,. 
d 

~ ., 



- 25 -

CLEARLY} I~EW YoRK CITY's SITUATION HAS CAUSED THIS 

TRENO TO ACCELERATE. ISSUERS WHOSE OBLIGATIONS ARE 

VIEWED AS LESS THAN PRIME ARE PAYING HIGH RATES OF INTEREST 

RELATIVE TO THE GENERAL STRUCTURE OF INTEREST RATES, 

CONVERSELY} WELL-RUN ISSUERS ARE BENEFITING IN THE FORM OF 

LOWER RATES. 

IN SHORT} AS WE MOVE FROM A PERIOD OF UNCERTAINTY} 

UlmERL Y I NG CREDIT CHARACTERISTICS -- FINANCIAL SOUNDNESS 

WILL BE THE DOMINANT FACTOR IN THE PRICING OF ALL MUNICIPAL 

DEBT. THE RESULT WILL BE A BETTER AND MORE EFFICIENT 

MUNICIPAL BOND MARKET, 

AT THE SAME TIMEJ WE CANNOT IGNORE THE WAY IN WHICH 

THE MUNICIPAL MARKET HAS PERFORMED EVEN UNDER THESE 

SERIOUSLY UNSETTLED CONDITIONS. DURING AUGUST ALONE} 

FOUR STATES AND 255 MUNICIPALITIES RAISED NEARLY $2.6 BILLION 

IN LONG TERM DEBT. AND CONTRARY TO WIDELY HELD OPINION} 

SUCH FUNDS WERE RAISED AT A COST NOT GROSSLY DISPROPORTIONATE 

TO· HISTORICAL LEVELS. 

.. 

"' 

.. 

... 

... 
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T RAD IT I ONALL Y .1 TllCf~E H/\S BEEN A 30% SP l~E/\D ·n·E·h~EEN 
. - :. _ .... 

TAX-EXEIWT AND TAXABLE - ISSUES OF COIW/\IV\HLE OU/\L I TY, }·/HEN 

\•J E HEAR COIWL/\INTS ABOUT THE f~ECORD RATES I~UI~ICIP/\LITIES /\RE 

PAY I N G F 0 R F UN D S .1 WE 1'1 US T I< [ E F · I N 1"1 HW n: AT C 0 N D I T I 0 N S Ir ~ 

THE COf~POR!\TE ~1ARI<ET ARE NO BETTER.. THIS f110NTH,~ THE 

SPREAD BETWEEN LONG TERM PRIME MUNICIPALS AND COMPARABLE 

UTILITY ISSUES WAS SQUARELY ON THE 30% FIGURE, 

THIS IS NOT TO SUGGEST THAT THE t1UNICIPAL 1'1ARI<ET rlAS NOT 

BEEN IMPACTED BY THE UNCERTAINTY SURROUND lUG iJE\'~ YORK (Irr
1 

S 

CONDITION, BuT IT DOES PLACE THE REACTION OF THE MARKET 
' 

. 

IN A r-10R E /.\CCURA TE PEf~SPE:CT I VE THAN SO~~;E OF THE RHETO~n C Or 

RECENT ~101HHS I 

t \ tl /) 
('. 

"' . .... 
J 

F I NALL.Y, THE D 1 SRUPT IONS ~"/HI CH 11/\VE OCCURRED I l~ THE / 

f1tAI<I<ET PLACE C/\1~ !JIWVn.r; /\f~ HWETLJS rorf-SOT·1E VEf~Y IIWO~T/'.i ! · r 

RCFOm~s. 0Nf: l<E./\SON OUf~ C/\PITAI.. 1·1/\f~I<[TS /\I'd: TH[ Fir~EST Ill Tll :: 

l ~; TIIAI ·' Ut~IJL:I~ OUI\ l. t\1·/S /\f·!ll l ' IW C.[llU!~C; _, I fJ\'1 :~ . fO:~~ 

l 
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CONCERNING POTENTIAL J ~VESTMEMTS, To THE EXTENT HNLSTORS 

BEGIN TO RECEIVE SUCH Hlr-OW,1ATION FR0~1 ·· TAX-EXE_tJPT ISSUEr:iS, 

THE MARKET WILL CLEARLY BENEFIT. 

WE HAVE TAKEN A PARTICULARLY CAREFUL LOOK AT THE CREDITS 

WITHIN flEW YoRK STATE TO DETERMINE WHETHER ANY CREDIT WOULD 

BE ABLE TO WITHSTAND. AN INCREASED LEVEL OF SCRUTINY. WE NOW 

BELIEVE THERE IS LITTLE RISK THAT A DEFAULT BY NEW Yo~K CITY 

WOULD DIRECTLY PRECIPITATE A DEFAULT BY NEW YORK STATE, 

THERE IS A BASIS FOR MORE CONCERN REGARDING SOME OF 

THE 1\GENCIES oF THE STATE, PARTICUL~ARLY THE Nn1 VoRl< STATE 

HousiNG FINANCE fl.GENCY I IN 
• •Gn 0 ~ 

DIFFERENT TIMES .. THE ABILITY <',. 
-;) 

.• ~ 

- ... ,./ ·/ 
OF SUCH AGENCIES TO l"lEET THEIR OBLIGATIONS \'i/J.S TAKEN f..\S A ·"" 

f~f\TTER Of FAITil. BuT THE I!KREASED LEVELS OF SCRUTINY HAVC, 

WE AI~E TOLD1 PfWDUCE:D INVESTOR MISC!IVI!~GS CONC:D<NING CUHtdf•i 

ASPECTS or TilE PfWCR/\1·1S SPONSOI<ED IW Tl1f:SF /I.Gu;c I l::S, ()Lm 

0\'IN /\N/\LYSIS OF TI~L: l'ROGI(Af!IS ItJDIC/\TLS TI!/\T Tl![If< Slif;ln-
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COt1INGS CAN BE CORREClCD J3Y Pl\OIWT ACTION DY THE S·r·/\TE. 

AND THE EXPENSE 0 F i-1/\1\ I NG THE NECESSAf~Y CORRECT I ON S, ~·~HI LE 

fv'!EArn NGFUL IS St·1ALL I!~ R EL/\T I ON TO TilE F I NANC I 1\L BURDEN 

ON THE STATE IF IT HEI~E REQUIRED TO ./,VERT DEFAUl_T BY 

-· CARRYING OUT ITS MORAL OBLIGATION P~EDGEf 

IN OTHER WORDS; IT IS IMPORTANT THAT ACTION BE TAKEN, 

AND TJ\KEN QUICKLY. Hof)EFULLY, THE TOO LITTLE, TOO LATE 

SYNDROME vmiCH FOR MONTHS CHARACTERIZED THE RESPONSE OF 

.OFFICIALS TO [~EW YoRK CITY'S PROBLE~1S l'iiLL NOT APPLY TO 

THE FUNDAMENTALLY DIFFERENT SITUATION CONFRONTING THE 

STATE AGENCIES. 

·' 
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' -LE-:r f'1E BE CLE/\R, -:--f'lEI~ YoRK (rTY's DIFr-rcuL.T1rs~rrrn 
• L 

NOT CAUSE THESE Pl<ODLn~s FOR THE AGH!C I ES 01- NEVI YORI( ST/\T E , 

THEM GO AWAY. FoR THE STATE) AND INDEED ALL ISSUERS OF -
TAX-EXEMPTS) INCREASED SCRUTINY OF ~REDIT IS NOW A FACT OF 

LIFE IN THE MUNICIPAL MARKET) · AND FISCAL SOUNDNESS IS NOW A 

CONDITION OF ENTRY. 

I MPACI ON Tl:lfJ.Mllill'iG__S.LS.IE£1. 

ft.s THE Cot~fvliTTEE IS AltiAREJ THE TREt--.SURY DEPARH1EI~T; IN 

coNJUNCTION vnTH THE Cm-'ii~TROI_LER oF THr: CurmEr~cy_. TH~ F1~~ ; ~:·~-: .~. L 

RESERVE BoARD AND THE FDIC) I·IAS TAI<EN A cLosE LOOIZ AT TH E 

HOLDINGS OF NE\'J YORK CITY SECURITIES IN OUF( f.M!!<ING SYST ::; ;. 

l1HILE SIGNIFICANT /\MOU~JT~) OF NE\~ Yor~l< (p:y's DD n IS I!I~LD EY 

C0~11'·1Er\Cl!\L DANI<SJ I'H: DO NOT BELIEVE A DEF!1ULT i'IOULD 11!\V[ {, 

/ ·~ 

I ' 
I 

--· ... ~· ' .... 
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BUT f\S IS THE C/\SE IN OTI!EI~ AREAS, 1·n: HAVE FELT AN 
~ 

OBLIGATIO!~ TO DEVELOP f1ECHANISI,1S TO f.'lHHf,ilZE ALL RISI(S, 

- . 
HOWEVER, SMALL, AcCORDINGLY, WITH RESPECT TO ANY BANK 

\I~H I Cl-! MAY BE H-1h\CTED, VARIous - f.1ECHAN I Sf'1S ARE Nmi 

AVAILABLE TO INSURE THAT NONE WILL.FAIL AS A RESULT OF A 

DECLINE IN THE VALUE OF THEIR HOLDINGS OF [~EW YORK CITY 

OBLIGATIONS, BANK CUSTOMERS HAVE NO NEED TO FEAR FOR 

THEIR FUNDS, 

1, WHERE POSSIBLE, BANK DIRECTORS WILL BE REQUIRED 

TO CONTRIBUTE ADDITIONAL CAPITAL, 

2~ CERTAIN BANKS MAY BE SOLD TO, OR MERGED WITH, 

OTHER BANKS OR B!\!~K HOLDING COf'lPANrEs, 

3, As A LAST RESORT, IN APPROPRIATE crisEs, THE FDIC 

fv1AY PROVIDE CAPITAL IN THE FORH OF CO!~VEFHil3U: 

... - .... ... .. , .. 



~-­- - j_ 

SUBORD(t~!\TED DEBT, AT JHE Sf\i,1 E TH1E HW>OSING 

APPROPRIATE SANCTIONS ON THE BAiJ I( o;: F I C I -ALS D-IRECTLY. 

AND INDIRECTLY RESPONSIBLE FOR THt BANK'S EXPOSURE, 

D '{l:JlliLLfJJ)LJ 0 r-'il_C__lj '1 p /l, c T 

As l SUGGESTED EARLIER, WE CANNOT CONCLUDE THAT A 

DEFAULT BY NEW YORK CITY \'JOULD RESULT IN A BROAD-BASED DECU i!E 

IN CONSUMER OR INVESTOR CONFIDENCE OR IN THE ADOPTION OF 

UNNECESSARILY RESTRICTIVE LENDING POLICIES BY FINANCIAL 

INSTITUTIONS 1 THE AMERICAN PEOPLE KNOW THE REASONS NE\'J YOR I< 

CITY IS HAVING FINANCIAL DIFFICULTIES AND THEY KNOW THAT 

THERE IS LITTLE; IF ANY, DIRECT RELATIOiJS~-!IP BET\"!EEN THESE 

DIFFICULTIES .AND THE CONDITION OF THE f·JATIO~ -JAL ECONm~Y 1 

NEW YORK CITY IS FACING A POSSIBLE DEFAULT BECAUSE FOR 

YEARS IT HAS SPENT FAR MORE THAN IT TAKES IN. NEW YoRK CITY 

IS FACING A POSSillLE DEFAULT BECAUSE; UNTIL RECENTLY 
) 

~ rG•?., . 
f ~. (_. \ 
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";:'1. 
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---·- · -~ ' ........ 
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IT HAS NOT SHO\·!f,l ITS ELF \'!ILL I NG TO HlPLt::l'-'lr:I·!T TilE !•J [C F~)S/\f~Y 

r<EFOr<f'l t'lEJ\SlJRES REQU I RfD TO RE.STORE CONFIDENCE~ /\ND -I~EG/\ IN 

ACCESS TO THE Cf\PIT/\L fv1/\RI<ETS, f-,lo CHANGE It~ TH E r·~ATIONAL 

ECON0f'1IC PICTURE HILL f·1E/\SURABt.Y IiWROVE r:O~lDITIOI·lS IN ['!E\'~ \! -, ./ 
r o i\ ;, • 

AND BY THE SMIJE TOKEN, NO CHANGE IN_r·lD1 YoRi\
1
S CONDITION \nLL. 

MATERIALLY INFLUENCE THE ECONOMY AS A WHOLE, 

FEDERfll F I N8J:tC ... LALfLc;__s.J.STAr·&..L 

THE ONLY EVENT WHICH COULD MODIFY THIS CONCLUSION WOULD 

BE THE PROVISION OF fEDERAL FINANCIAL ASSISTANCE TO AVERT A 

DEFAULT, INDEED) SUCH ASSISTANCE -- BE IT IN THE FORM OF A 

GUARANTEE OR A LOAN, INSURANCE OR A GRANT \"'OU LD, IN i-1'/ VIf~'. · i.' 

ONLY THREATEN THE PROCESS OF RECOVERY. 

/ 

As THE CHIEF FINANCIAL OFFICER OF THI~ - GREAT COUNTRY 

1 H/1YE A RESPONSIBILITY TO AU. Tli[ PCOPLE~. ~jOT SIIWLY 

TO PART 1 CULAf~ GIWUPS Or~ SECTORS /\l l'Aln l CULJ\f< T HlES, 

My Jc- I,. , .. ' .,- , 1 ·[- l c.: .,. I'' C)(''!' ' ('1 ' '\'J]') nr· c-- ···o· ),- ·rl .,-1'1 m, ~ :S~~-·~c : .J ,, ,u -,,J L. 11 · 1\ __ ,,, : \_ , , _ [I .:OD JrJ(3 
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FISCAL AI'W FINANCIAL INTEGRITY OF THr UNITED STATCS FOR 

THE BENEfiT OF EVERY CITIZEN, To STATE MY VI£f·!S 01~ 
- :. ..... 

--· - - - \,_ 

SPECIAL FINANCIAL ASSISTANCE FOR NEW YoRK CITY MOST 

DIRECTLY: l \'-IOULD BE I GNOI~ I NG THIS F Ut~DAr~ENTAL 

. 
RESPONSIBILITY IF l WERE TO SUPPORt SUCH ASSISTANCE 

FoR YEARSj GOVERNMENT AT ALL LEVELS HAS BEEN 

PROMISED MORE THAN IT CAN DELIVER, THIS IS THE CAUSE OF 

NEW YoRK CITY's PROBLEM AND IT IS THE CAUSE OF OUR SEVERE 

PROBLH1S AT TI1E FEDERAL LEVEL AS WELL 1 f10RE AND LARGER 

DEFICITS AND THE INCREASED LEVEL OF FEDERAL BORROWING 

REQUIRED TO FINANCE THESE DEFICITS HAVE COMBINED TO 

THREATEN OUR ECON0~1I C SYSTEIV\ \~ ITH FUNDM·iENTAL CHAI~GE: 

NO LONGER CAN WE BE CONFIDENT THAT OUR PRLYATE SECTOR 

~~ILL HAVE ACCESS TO THE CAPITAL. REQUIRED IF IT JS TO 1-\EE.I 

THE NEEDS OF ALL our~ CITIZF.NS, YeT SOf,1E ~·WULD llf\VE US 

ACCELEIV\Tf: THESE CI!AI~C-JES TO DF!\L \·J ITH TilE COIJS!:::C~U UJCF S 

or i = l~.iC/\L IIWESPmJSlBl L.I l'Y AT TilL: I OC/\1 I .I:VFL, 

I 

"' 
' I 

':. ':> .:,._ .·) 
lf 
::tJ 
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f\NY FOI<H OF FlfU\1'-JCI/\L /\SSJSTANCE: \'/OULD DIHLCTLY 

I NCRC/\St; THE BURDEN THE FEDERAL GOVERNr~EI~T HlPOSES - Oi'f 
. - · --- - \._ 

TIH: CAP IT /\L f1/\R I<ETS I HHO \'IOULD sUFFER? ALL 130RR0\'/ERS _, 

INCLUDING EVERY OTHER STATE ANb LOCAL GOVERNMENT_, WOULD 

PAY HIGHER INTEREST RATES, AND CERTAIN SECTORS -- HOUSING_, -
SMALL AND MEDIUM-SIZED COMPANIES_, FOR EXAMPLE -- COULD 

c 

DISCOVER THAT FUNDS WERE NOT AVAILABLE AT ANY PRICE, 

MOREOVER_, WE DO NOT ESCAPE THESE PROBLEMS BY MAKING 

THE ASSISTANCE SLIGHTLY LESS DIRECT; BY PROVIDING A GUARAfiT E~ 

OR INSURANCE FOR f'1UN I C I PAL DEBT, l NDEED_, SUCH A_ PROGRAI'I vJCU LD 

CREATE A SECURITY SUPUHOR TO THOSE OF THE FEDE[(/\l. GOVE!~Hf', ~~ ; ~-;-

I 

ITSELF: B!\CKED BY· TilE FULL FAITII 1\ND CREDIT OF THE UNITED 
/ 

STATES Arm EXEI'iPT FROf·i F EDEI<AL T /\XES. THE ·· ·r i·1P/\CT Oi~ tdJY 

1"\UI~IC!P/\L ISSUEr~ \'/1-!ICII DID !~OT 11/\V[ 1\ GU/\1(/\t-.fTE E i·:OUl_D BE /"fo~,; 
I 

"·. <,. \ 
"~ 

DIRECT /\ND SCVL:RL- : TilE CUI\fU\!HC ED 1301~D S \•iOllLD Sln l'l T!l :: 

Cl11 ~ /\f-1 OF '!Il l: l·i /\r-I<!_T 1\!W 1\1 L Ofi ! U~ I~;:; U l· i :~- . \·i:J tJU) 1)/\Y :;lJJ,_,J,,t .•••. 

IJI( ~ III'I~ R/\'i"[S, 

':I 
-...f 

"'/ 
/ 
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f\rm WHAT \'WULD SUC H A PfWGfU\r1 DO TO FISCAL POLICI. ES 

AT THE LOCAL LEVEL? ~6DAY1 THE DESIRE·- TO 1'1/\INTAI N 

ACCESS TO CREDIT AT THE_ LOvlEST POSSIBLE R/\ TE IS- TH E 
. - . - :. 

~10ST I f~PORTANT INCENTIVE FOR FISCAL RESTRA I tJT, A FEDERAL 

GUARANTEE PROGRAM WOULD PROVIDE _ALL PARTICIPANTS WITH THE 

CREDIT OF THE UNITED STATES: THIS C~ITICAL RESTRAINT 

ON SPENDING WOULD BE LOST ENTIRELY,. 

BuT~ SOME WILL ASK1 WHY NOT HAVE THE FEDERAL GOVERNME NT 

Il'iPOSE THESE RESTRAINTS AS A CONDITION FOR THE GUARANTEE? 

THAT POSSIBILITY CONCERNS ME MORE PERHAPS THAN ANYTHING 

ELSE. HE \"/OULD HI-\ VE TO CREATE A NE\·J BUREAUCRACY J S IrW L Y 

TO CONCOCT AND ENFORCE ·THE GU I DEL I f~ES AS TO LOCAL PRIOR IT I ES 

WE HERE IN WASHINGTON WOULD BE IMPOSING ON THE GoVERNMENTS 

OF THE NATION. WE WOULD BE CONFRONTCD WITH-~HE SORRY SPEC TACLE 

OF DULY-ELECTED LOCAL OFFICIALS LINING UP OUTSIDE MY DOOR, 

ATTEt·1PTING TO PERSUADE 1•1E THAT TI-lEY \"iERE CARRYIN G OUT TH Eir< 
< 

'~ 

RESPGr~SII3ILITIES IN A SATISFACTO RY FASIII ON, HE vlO ULD) IN . 
" ,-, 

SHORT) BE CO NTRAVEfnN G CO NSTl l U"I"ION!\ LLY ·--- l iWO St. D PHI!JCii'U<i 
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OF F EDE,nAL fsr1;·- Prn r~c r PLES \11H cH L r E AT THE HEAnT oF THE: 

STRUCTUf<E OF GOVERNV1ENT IN THIS NAT I OIL · 

THOUSAI'JD S) PEf~HAPS TEI~S OF_ THOUSA1WSJ OF GOVERIW1ENTS 

vWULD RESIST THIS IIHRUSIOl'J INTO LOCAL AFFAIRS, AND 

THCY \'IOULD BE 1\BSOUJTELY I~ I GHT, 

-
THEIR CHOICE WOULD BE A HOBSON's CHOICE: SUBMIT TO FEDERAL. 

COIHROL. OR PAY THE PRICE OF INDEPEI'JDE1KE lN THE BOND i11ARI<ETS, 

ARE WE REALLY PREPARED TO INFLICT T~IIS CHOICE ON THE NATION? 

FINALLY) THERE JIJ\E THOSE \'{HO SP..Y THAT iJEVJ YOHI( (ITY 

IS A SPECIAL CASE; THAT HELPING NEW YORK WILL NOT OBLIGATE 

US TO HELP OTHER CITIE$ IN HIE FUTURE, BuT V{E ARE ALRE.t\DY 

OBL J G/-.TED, \-IE AF~E OBL I GAY ED TO LOC/iL OFF ICIALS THf~OUGHOUT 

THE COUNTRY \•JHO HAVE RISI<ED THEIR CAREERS BY, It~SISTING 01'! 

FISCAL RESTRAitlT, HOULD FllU\IKlNG THE DEFICITS OF ;!E'·~ 

YoRK CITY BE CONSISTENT ~~ITH OUR OBLIG/\TlON TO Tllt:f'i? 

_AND C/\1~ l~l: REALLY DRA\~ THE LII~E AT ihJ·j Ycml< CITY? 

1 DOUBT IT. {\SS I STANC[ TO OIK CITY \IJOULD Cl<Efl.T[ !\I~ l1fiOU. ;u .. ~ .;. r 
,• 

Pr\cc~:. DENT FOR THE Funm r: . 
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BEFOf~[ CO t-IC LUD I NG, 
I 

fijUST HETlml'l ONCt /\GAIN TO AN H11)0f~Tf\:J:-

POINT, {\S STrWNG AS OUR ECO~l0f•1Y AND OlH\ FifMI·lGit ... L SYSTF.i·l 1·1/\'( 
·-- .. . - :. ---

"L 

BEJ IT I~Et~AINS SOf-1E\~H/\T VUUJ ERABLE TO ATTACI~S FROI"·1 \1 1ITI·!IN, 

To TllOSE i"'HO CONTHWE TO INSIST" THAT A DEF/\~LT BY NEVi Yo~~l< (IlY 

vJOULD DEVASTATE THIS GREAT NATION) l. SH1PLY ASK: PROVIDE SOfiE 

OBJECTIVE BAS IS FOf~ YOUR FEARS AND J IF .YOU CAIH"WT J P LE/\S E 

REr~AH~ SILENT. HE IN THE Am-1INISTRATibN :-LI\VE DONE ALL \'I E CAN 

.TO EVALUATE THE RISKS A DEFAULT PRESENTS ANDJ WHERE POSSIBLE; 

TO PROVIDE ~1ECHA:'JIS;;s TO t1INif.iiZE THOSE fnSl<S, BuT If- I f-1£\"/ 

.... 

BORROY~ A THOUGHT F:COf.l JUSTICE HoU·1ES, THE" f,10ST 

ELABORATE Fir~E PFWTECTlON SYSTEi·1 H~ THE \'i0f\LD f"1AY l~OT 

PROTECT THEATERGOCRS FROf"l THE tiJAN \'IIHO CRI F.S "FIRE, a 
.' ·- ,.. - ... 

/ r.,~J.-& ·" 1'<·.. ( 
" ... ("'"'' 

I~R I (HAII"<I'1/\N_. FISCAL f~EST!V\INT IS NOT--Al~ EASY T/\SK 
:;..~ 

FOI< /\NY ECON0f'1IC UNIT IN OUR SOCif:TY -~ P.- Ptf~SmJ, /1. _/ 

CORPOR/\TlON) /1. l'/\I~HJEI~~~IIH'; 1\ CITY I I 1) '-~ t,J () 1· \.r! r. ,.f ·-- 0 1) :: . 1 r r · r · 
\.; I i \I 'i J J. L ~ l ; 1 • 1 

Ffz011 "IIIL SlJBJL:.C! /\r 111\f~U; P.UT I·Hr; r Po J 1 u o u :- r·1 rr,-r ! -\1· II 

t \' ~ I i 

1\ N 1\ T I 0 I~ 1\ i ~ !- f l CH I l iJ ~1lJ N [, ('I''!'.! (.,(Jr• ' 'I' J-'·t··t ' lfl(' r·~r, r-,,,, ,',II(!''' ~ f! 
. I\ . I -- J ' I\ I \ 1 ~ ~- ' _} -- ... " . ~ -._J ' .. .._ •• - . I I ' 
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GREAT[f~ OPPOJnUN I TY !-Of\ i>OSTPOl,JU,1E NT / \'.fl -1 r LE I~E DAr L Y RISK 
. -- .. .. -~ 

~ 

t10f~TC)f\GU~G A\'U\Y THE FIN:/\NCIAL W:./\LTt-1 P,ND r)iWSI)ERITr or~ FUTLF<E 
- ~ -

GEtJ ER/\TIONS . 

BuT OUR ECONOMY --· HOWEVE~ WEAKENED DY EXCESSES AT THE 
,· 

FEDERAL LEVEL -- REMAINS ABLE TO WITHSTAND EVEN THE MOST SEV~!~E ... 

SHOCI<S. _ I DO NOT \'JISH A DEFAULT UPON f~E\~ YoRK CITY. I no rw·i· 

BELT EVE IT HAS TO DEFAULT AND I EXPECt IT TO "fAKE THE f·IEASURES -

NECESSARY TO AVOID SUCH AN EVENT, BuT IF IT DOES DEFAULT) 

THE ECONOMY OF THIS NATION AND ITS FINANCIAL SYSTEM WILL 

SURVIVE, WITH ENOUGH STRENGTH NOT ONLY TO REPAIR THE DAMAGE ; 

-
BUT ALSO TO START OUR GREATEST CITY ALONG Tl~E ROAD TO 

RECOVERY, 

/ 

·' 

'i 0 p ll 
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'' .. PRESENTATION TO PRESIDENT GERALD FORD 

ON NEW YORK'S FINANCIAL CRISIS 

September 24, 1975 

STATUS OF NEW YORK CITY AND STATE FINANCING 

Financial Plan 

New York City is presently operating under a 90-day $2.3 billion 
emergency financing plan enacted by the State Legislature on September 8, 1975. 
This plan, which extends the State's financial credit to its own credit limits, 
consists of the following: 

;_; r; & 

· .. ---.-~ 
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1. $750 million loan from the State to City through 
purchase of Municipal Assistance Corporation (MAC) 
bonds. 

2. $250 million bank purchase or underw:o:-iti.ng of MAC 
long-term bonds. 

3. $1,005 billion purchases of MAC notes by various 
State and City pension and insurance funds and City 
sinking funds. 

4. $156 million rollover of City securities by commer­
cial banks. 

5. $150 million in prepayment of City real esta< .. :~ taxes. 

Emergency Control Board 

The legislation also established an Emergency Financial Control 
Board of seven members (the Mayor, the Governor, the State and City 
Comptrollers, William Ellinghaus (Pres., N.Y. Telephone); Albert Casey 
(Pres. , American Airlines); and David Margolis (Pres., Colt Industries). 
The Board is empowered to estimate thP. revenues of the City and approve a 
financial plan. In addition, the Mayor must present to the Board a revamped 
three-year budget plan which would be in balance for fiscal year 1978 under an 
expenditure ceiling of a 2% growth on controllable items. 

~ New York State has now extended itself to the limits of its fiscal 
capabilities. According to Standard anr~ ["'oar's " ••• While its (the State's) 
maneuvers up to now appear to be within its financial capabilities, any 
additional efforts most certainly will strain the State's resources, have a 
compromising effect on its fiscal integrity and jeopardize its double-A high 
grade credit rating." It praised the State's "heroic attempts" to stave off 
default, which "should be well appreciated by all. " 



~ 
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•• i' Timetable 

The State financing plan carries through November 30th. From 

then on the City must reenter the market on its own. We have a cash now need 

of $400 million for December, $1.36 billion in January, with an additional $1.82 

billion needed in notes issued before the end of this fiscal year. 

MAJOR CHANGES IN NYC BUDGET AND MANAGEMENT 

At the last White House meeting, it was suggested that New York 
City should raise the subway fare and institute tuition at the City. University. 
Although neither of those actions are within the power of the Mayor, both have 
been acted upon. In addition, other major steps have been taken at the 
direction of the Mayor to institute changes over a short period of months that 
would normally take years to accomplish. 

! ) ' 

(' 

"'· 
-~ ,_ 

~"'~· . 
. .,_ ....... -

1. There has been a $1 billion cut in services in this year's 
budget, of which $400 million is due to layoffs. 

2. There has been a wage freeze instituted for all employees. 

3. There is a firm commitment to a ceiling on expenditures 
with no increases in taxes. 

4. A new Mayor's Management Board has been established to 
recommend changes in the City's administrative process and 
to develop greater productivity. The Board is composed of 
major corporate executives and chaired by Richard Shinn, 
President of Metropolitan Life Insurance. 

5. A Temporary Commission on Long Term Financing has been 
established by the Mayor, composed of leading experts in urban 
policy and financing, to develop methods of financing for the City 
in the future. · 

6. There is under way a major reorganization of City agencies, 
including dismantling of the so called "super" administrations, 
and in some cases the eliminatior: of entire departments. 

7. A new accounting system is being implemented to conform to 
the State controller's Manual. 

8. Items appearing in Capital budget appropriations for operating 
expenses are being shifted back to the regular operating budget. 
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9. The Metropolitan Transit Authority has raised the fare to 
$.50, more than a 43% increase. 

10. Although the Board of Higher Education has voted to retain 
a free tuition policy, the equivalent City tax levy funds for the 
City University has been cut $32 million by the Mayor. An 
additional $32 million reduction takes place from State funds 
because the aid program has a matching requirement. 

ll. In addition, a new Deputy Mayor for Fiscal Affairs has been 
appointed by the Mayor. Ken Axelson, Vice- President of J. C. 
Penny has joined the City to develop the fiscal plan to be pre­
sented to the Emergency Financial Control Board and to be in 
charge of all fiscal matters for the Mayor. 

FUTURE FINANCING PROBLEM 

New York City's expense budget for this year and the following 
two years must, by the new Statelaw, be limited to a 2% grcwth, except for 
uncontrollable items, and be in balance. > :f"'="5br · -

~-

..-:;:::.- --
In spite of all these measures - and according to many, if not 

most,bankers, financiers, and economists - no matter what 

additidnal cutbacks are instituted, there is a grave question 
\ 

as to whether New York City will be able to reenter the public 

market in December or January. 

Therefore, Federal legislation is needed for the City to be able . 
to market its securities on its own. 

Even if the City was compelled to default, and for the sake of 

discussion it had no adverse affect on the country's economy, 

New York would still have to finance necessary payments for 

minimum daily expenses for police, fire protection, education, 

health and other vital services. Therefore, the Federal govern-

" '~· .. \ c hi) ·" ment would be faced with the same decision after a default, as 
/::: ;;.~ . 

~ 

... :, .;; i 
\'~ ~ .. / ' .~ .. . 

''"'-••"'' .. 

it faces today. Since there is at least the possibility that a 

default by the City and State will have an adverse economic 
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effect on the nation's recovery program, and since the Federal 

government will in any case be faced with the same need for 

financial support for the City, it is logical and practical for 

such intervention at ~his time. Waiting until after a default by 

the City and possibly the State, would compound the ~verall 

problem and probably require a larger Federal role than would· 

be necessary at this time. Clearly that was the case with the 

Penn Central, where bankruptcy not only did not solve their 

problems but required federal loan guarantees several months 

later. In addition, the Federal government is still supporting 

the financing of the rail system. 

Presented today are two proposals which would provide the City 
with the necessary support. Each contains strict limitations concerning 
application for assistance and would therefore be directed only to those 
cities, counties, states and businesses which are vital to our economy and 

I 

cannot ob~ain credit from the private sector, or from a higher level of _ 
,-- ... f"·t government. /~ . 7 , , ;_; 

/,, . <. 

OUTLINE OF PROPOSED LOAN GUARANTEE 
LEGISLATION 

i ... ,: 
I c;'. 

''· . ·) 
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New York City needs some kind of guarantee for its notes and 
bonds in order to reenter the financial markets-whether it be the tax-exempt 
or taxable market. One possible solution would be a Lockheed-type loan 
guarantee for which legislation is necessary. Any such bill should include 
the following points: / 

1. It would be beneficial for the rest of the tax-exempt market to 
have such guarantees only for taxable obligations (such as contained in the 

\· 

~ Housing and Community Development Act of 1974). This would prevent New York 
from being placed in a position superior to other local governments remaining 
in the exempt market. It would also close a significant tax shelter, 1. e. MAC 
bonds at ll% tax free. Finally, it would provide relief for a "tight" tax-exempt 
market by removing for a period of time, its largest borrower. 

2. In order to receive guarantees any City would have to meet 



. . ~several important criteria, including: 
a. Non-availability of credit from the private sector or 
from the State: 
b. Evidence that revenues are sufficient to cover repayment 
of principal and interest; 
c. Evidence that budgets will be balanced by real revenues 
for a number of years; 
d.' That only full faith and credit obligations would be eligible 

~-for guarantees. This would ensure that the Federal government 
/'~-would have first call on all revenues in the case of a default. 

3. There should be the option of providing an interest subsidy 
for the taxable obligations in order to lessen the burden of debt service costs; 
a significant part of the City's budget. Previous studies by the Treasury 
[)epartment show that such a subsidy would actually cost the Federal govern­
ment less than allowing the security to remain in the tax-exempt. market. 

4. There should be a clear statement that this in no way endangers 
the tax exempt status of obligations issued by local governments which are not 
seeking sucq guarantees. 

i 

OUTLINE OF PROPOSED RECONSTRUCTION FINANCE CORPORATION 

An alternative proposal to direct loan guarantees for taxable notes 
would be the creation of a 1975 version of the Reconstruction Finance Corporation 
(RFC). This mechanism, which assisted businesses and local governments 
during the [)epress ion Era with more than $50 billion in loans and loan guarantee 
has received much support during the past eighteen months . 

., ........... ~ ;~. 1..' '• ..._ I I 

/; • , ..) l1 /i ~- .... 
I .~ <,\ Such an RFC bill should include the following points: I~ ~· \ 

• -· ;:::.::1- i . 

\ < .·eo. i 

\_.::) ·} 1. The program should be for all eligible cities and businesses and 
--, ______ ./hot limited just to assist New York City. 

.., 

2. Such assistance should preferably be in the form of direct cash 
loans, at a favorable rate of interest, to the applicant. The Treasury [)epart­
ment seems opposed to guarantees of obligations because it would make Federal 
securities more difficult to market, which is particularly important when the 
Federal deficit is so large. It is felt that a direct cash loan would be less 
inflationary since the Treasury would be able to decide when to issue financing 
for the loan and could apread the payments over a period of time more advanta­
geous to the financing of the Federal debt. 

3. The RFC might be given power to "tap" the Treasury Department 
rather than creating its own "off the budget" fund. This would make all 
activities of the RFC and individual loans subject to the Congressional appropria 
tions process, thereby showing the Congress and the people just what the effort 
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. . 
is costing. This would contrast greatly to back-door financing whose impact 
on fiscal matters is difficult to determine. 

4. Although the grant of authority to the RFC by the legislation 
should be broad, it should also be clear in its mandate concerning terms for 
granting of assistance. Balanced budgets, full faith and credit of the borrower, 
and other criteria would have to be strictly enforced. If these criteria were 
strong enough, the number of applicants for assistance would be limited to only 
those in emergency need of the RFC' s help. 
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INFORMATION 

THE WHITE HOUSE 

WASHINGTON 

September 25, 1975 

MEMORANDUM FOR: JIM CANNON 
DICK DUNHAM 

~~~i11 
(JP'J. u ~ . 

-z.\"" '~ 
FROM: ART QUERN 

SUBJECT: New York City 

This is to suggest a possible course of action in regard to a Federal response to the New York City situation. 

I recommend that the President send to Congress a proposal to establish a Special Compact for New York City. 

The purpose of this compact would be to let other levels of government share with the Federal government in guaran­teeing New York City's bonds. 

The proposition would be that the Federal government would provide 60% of the guarantee if: 

a group of states other than New York State would agree to provide 20% of the guarantee (10 states could each agree to 2%). 

a group of cities other than New York would agree to provide 10% of the guarantee (10 cities could each agree to 1%). 

a group of counties outside New York State agree to provide 10% of the guarantee (20 counties at .5% each). 

This approach would: 

enable us to engage Congress and other state and local governments in the solution. 
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place the burden on Governor Carey and Mayor 
Beame to move the other parties into the compact. 

deal with this as a unique situation and not 
establish a new "program'' available to all 
cities. 

determine the willingness of these other parties 
to back up their statements that the default 
of New York City would be a terrible problem for 
them. 

I would be pleased to explore this further if you thought 
it appropriate. 

~~h~ 
A~,~ ~ff) 
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