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- or otherwise, any public agency or instrumentality or political
subdivisicn of the State in the exercise of its political or
governmental powers, including expendi ture therefor; Provided,
however, that no State law prescribing a method of camposition of
indebtedness of such agencies shall be binding upon any creditor
who does not consent to such camposition, and no judgment shall be
entered under such State law which would bind a creditor to such

camosition without his consent.

CEFINITIONS
SEC. 802. The words and phrases used in this chapter have the
following meanings wunless they are _inconsistent with the context.

(1) The term "attorney" means an attorney licensed to
practice law by any State and includes a law
pa.rmeréhip.

(2) The term "claim" means a demand for performance of an

. obligation to pay money, whether matured or wmatured.

(3) The term "camposition” means a plan for payment of less
than the full amount of debts provided for by the plan,
with or without the extension of time for payment of
such debts. -

(4) The term "court" means United States District Court

sitting in bankruptcy, and the terms "clerk" and "judge"
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shall mean the clerk and judge of such court.

(5) The temm "creditor" means any person who owns a claim
against the petitioner. With respect to such claims
‘owned by a trustee under a mortgage deed of trust,
or indenture, pursuant to which there are
securities outstanding, other than voting trust
certificates, the term “c:reditor“.mea.ns only the
trustee.

(6) The term “"lien" means a security iﬁte.rest in property,
a lien obtained on property by levy, sequestration
or other legal or equitable process, a statutory
or ctxmon?-law lien on property, or any other variety
of charge against property to secure performance of

an obligation .

ELIGIBILITY FOR RELIEF
SEC. 803. (a) Any mmicipality with a population in excess
of 1,000,000 inhabitants is eligible for relief under this
chapter, if the mmicipality 1s first specifically authorized
by the State.to file a petition initiating a proceeding mder
this chapter. |
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(b) Any public agency or instrurentality or political sub-
division subordinate to such municipality or whose responsibilities
are restricted to the geographical limits thereof, including incor-
porated authorities, commissions and districts, for whose debts
such mmicipality is not otherwise liable, is eligi.blevfor relief
as a separate petitioner in the same proceeding in which such
mmicipality seeks reiief under this chapter if such agency, instru-
mentality or subdivision is not prohibited from filing a petition by
applicable State law.

PETITION; PROPOSED PIAN AND STATEMENT OF
REVENUES AND EXPENDITURES; FILING

SEC. 804. (a) Any entity eligible for relief under Section
803 may file a voluntary petition under this chapter. The petition
shall state that the peﬁﬁmer 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 pPlan of composition or
extension of its debts. The petitioner shall file with its petition
lists of claims outstanding and of persons 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 court unless it is accampanied by (1) a good faith plan of
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composition or extension of debts which petitioner certifies is in
its view fair, equitable, feasible, and not unfairly discriminatory
in favor of any creditor or class of creditors and (2) a statement
of petitioner's current and projected revenues apd expendi tures
adequate to establish that the budget of petitioner will be in
balance within a reasonable time after adoption of the plan.

(c) The petition shall be filed with the court in whose
territorial jurisdiction the mmicipality or the major part thereof
is located, and shall be accampanied by payment to the clerk of a
fili;lg fee of $100, which shall be in lieu of the fee required to |
be collected by the clerk under other applicable chapters of this
title, as amended.

STAY OF Pmcé:mmcs

SEC. 805. (a) A petition filed under Section 804 shall operate
as a stay of the ccrmencanerrt or the continuation of any court or
other proceeding against the petitioner, its property or any officer
or inhabitant of the petitioner, which seeks to enforce any claim
against the petitioner; as a stay of any act or the cammencement or
cqntinuation of any ocourt proceeding to enforce any lien on taxes
or ass&cstr\er;ts, or to reach any property of the petitioner; and as

a stay of the application of any set-off or enforcement of any
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counterclaim relating to any contract, debt or obligation of the
petitioner. '

(b) Except as it may be terminated, annulled, mcdified, oxr
oconditioned by the court under Subsection (¢) of.this Section, the
stay provided by Subsection (a) of this Section shall continue until
the case is closed or dismissed or the property subject to the lien
is, with the approval of the courtl, abandoned or transferred.

(c) On the filing of a motion seeking relief from a stay
pmvi:ded by Subsection (a) of this Section, the court shall set a
hearing for the earliest possible date. ']hé ocourt may, for cause
shown, terminate, annul, modify or condition such stay.

(d) The comrencement or continuation of any act or prooseding
other than described in Subsection (a) of this Section may be stayed,
restrained, or enjoined pursuant to Rule 65 of the Federal Rules. of
Civil Procedure, éxcept that a temporary restraining order or prelimi-
nary injunction may be issued without compliance with subdivision (c)
o'f that rule.

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

(1) any of the political or governmental powers of the petitioner;
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or (2) any of the property or revenues of the petitioner recessary
for essential goverrmental purposes; or (3) the petitioner's use
or enjoyment of any income-producing property. Provided, however,
that the court shall enforce the conditions attached to certificates
of indebtedness issued under Subsection 811 and the provisions of

the plan of oompensation.

CONTEST AND DiSDﬂSSAL OF PETITION

SEC. 806. (a) Any creditor may file a camplaint in the bankruptcy
court contesting the petition for relief under this chapter or stating
any cbjection he has to the plan. The camplaint may be filed at any
time wp to ten days before the hearing on the confirmation of the
plan or within such other times as may be directed by the court.

(b) The court may, wpon notice to the creditors and a hearing
following the fiiing of such a complaint, dismiss the pmceerdingiif
it finds that the petition was not filed in good faith, that it does
mot meet the provisions of this chapter, that it has not been prose-
cuted with reasonable diligence, or that there is no substantial

likelihood that a plan of camposition will be approved by the court.

NOTICES
SEC. 807,(a) The clerk shall give prampt notice of the commence-
ment of a proceeding under this chapter to the State and to the

Securities ard Exchange Camissicn. As creditors arnd other persons, | §5 i

PO
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who may be materially and adversely affected by the plan are identified,
the clerk shall give such persons mticé of the commencement of the
proceeding, a summary of the provisions of the plan and any proposed
modification of the plan, and of their right to request a copy of the
plan, or modification. '

(b) The clerk shall also give notice to all creditors of the time
permitted for accepting or rejecti_ﬁg a plan-or any medification thereof.
Such time shall be 90 days from the filing of the plan or modification
unle§s the court for good cause shall set scme other time. |

(c) The clerk shall also give notice to all creditors (1) of the
time permitted for filing a camplaint objecting to confirmation of a
plan‘, (2) of the date set for hearing objections to such camplaint,

(3) of the date of hearing of a complaint seékjng dismissal of the
petition, and (4) of the date of the hearing on confirmation of the
plan.

(d) All notices given by the clerk shall be given in the manner
directed by the court; however, the ocourt 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 couwrt. If
the court enters such an order persons not so requesting will receive
no further written notice of proceedings under the chapter.

(e) Cost of notice shall be borne by the petitioner, unless
. the court for good cause detemmines that the cost of notice in a

particular instance should be borne bv another party.

e
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REPRESENTATION OF CREDITCRS

SEC. 808. For all purposes of this chapter any creditor may
act in person or by an attorney' or a duly authorized agent or com-
mittee. Where any camittee, organization, grouwp, or individual
shall assure to act for or on behalf of creditors, such cammittee,
organization, group, or individﬁal shall first file with the court
in which the proceeding is pend.mg a list of the creditors repre-
sented, giving the name and address of each and describing the
amount and character of the claim of each";v copies of the instrument
or instruments in writing signed by such crc.aditors conferrixig the
authority for representation; and a copy of the contract or contracts
of agreement entered into between such canmittee, organization, group,
or individual and the repreéented creditors, which contract or /
ocontracts shall d_isclose all compensation to be received, directly or
indirectly for such representation, which agreed oompensation shall

be subject to modification and approval by the court.

LIST OF CLAIMS AND PERSONS ADVERSELY AFFECTED
SEC. 809. (a) The list of claims filed with the petition shall
include, to the extent practicable, the name of each known creditor to
be affected by the plan, his address so far as known to the petitioner,
and a description of each claim showing its amount and character, the

nature of any security therefor and whether the claim is disputeq, vy



10
contingent or unliquidated as to amount. With respect to creditors not
identified, the pet_ltn.on shall set forth the reasons identification is
not practicable, and shall specify the character of claim involved.
The list shall be supplemented as petitioner becomes able to identify
additional creditors. .

{b) 1If the proposed plan requires revision of assessments so
that the proportion of special assessments or special taxes to be
assessed against same real property will be different from the pro—
portion in effect at the date the petition'is filed, the holders of
record of title, legal or equitable,‘ to such real pﬁq:erty shall be
deemed persons adversely affected and shall be similarly listed.

(c) The court may for cause modlfy the requirements of
Subsections (b) and (c) of this Section.

PROOFS OF CLAIM

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 court may set a
date by which proofs of claim of unlisted creditors and of creditors
whose listed claims are disputed must be filed. If the court do&s
not set such a date, the proofs must be filed before the entry of
the order of confimmation. The clerk shall give nmotice to each
person whose claim is listed as disputed in the manner directed by

-

v /—’:
. the court. a7

.
Y
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IEBT CERTIFICATES.

SEC. 811. During the pendency of a proceeding for a plan of
carposition or extension under this chapter, or after the confirma-
tion of the plan if the court has retained jurisdiction, the court
may, upon good cause shown, authorize the petitioner to issue
certificates of indebtedness for cash, property or other considera-
tion, under such temms and conditions and with such security and
priority in payment over existing obligations as the court may
approve. Notwithstanding any other provisiqn of law including
Section 819 of this chapter, the court shall have plehary juris-
digtion of any action which may be brought against petitioner to
enforce compliance with the terms of any such certificates of
indebtedness.

PRIOCRITIES
SEC. 812. The following shall be paid in full in advance of
the payment of any distribution to creditors under a plan, in the
following or'de.r:
(1) The cost and expenses of administration which are
incurred by the petiticner subsequent to the
filing of a petition under this chapter.
(2) Debts owed for services and materials actually
provided within four months before the date of the

iilling of the petition under this chapter.
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(3) Debts owing to any person or entity, which by the laws
of the United States (cther than this Act) are entitled

to priority.

- PLAN OF ADJUSTMENT

SEC. 813. The plan of composition or extension sought under
this chapter may include provisions modifying or altering the right
cf creditcrs generally, or of any class of them, secured or unsecured,
either through issuance of new securities of any character, or other-
wise, and may contain such other provisions and agreements not
inoonsistent with this chapter as the parties may desire, including
provisicns for the rejection of executory contracts and unexpired

leases.

VOTING ON ACCEPTANCE CF PLAN

SEC. 814. (a‘) A plan of. écxrposition or extension may be con-
firmed only if, of &e creditors voting in writing to accept or
reject the plan, those holding two-thirds in amount of each class
materially and adversely affected have voted to accept: Provided,
however, that no such acoeptance shall be required fram any class
which, under the plan, is to be paid in cash thé value of its
claims 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 value of its claims.
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(b) Unless his claim has been disallowed, any creditor who is |
included on the list filed purswant to Séction 809 or who files a
proof of claim pursuant to Section 810 is entitled to vote to accept
or reject a plan or modification thereof within the time 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 fram the same source or sources shall be of one
class. The holders of claims for the paynent of which specific
property or revenues are pledged, or which are otherwise given
preference as provided by law, shall constitute 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 determined by the judge, after hearing,
upon ﬁotice to the parties interested.

MODIFICATION OF PLAN
SEC. 815. Before a plan is confirmed, changes and modific_ations
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 brevicusly accepted . the plan to with-

draw his acceptance in writing, within a period to be fixed bv the
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judge, if, in the opinion of the judge, the change or modification
will materially and adversely affect such creditor; and if any
creditor having such right of withdrawal shall not withdraw within
such pericd, he shall be deemed to have accepted the plan as changed

or modified: Provided, however, That the plan as changed or modified.

shall comply with all the provisions of this 'chapter and shall have

been accepted in writing by the petitioner.

HEARING ON CONFTRMATION COF P;.AN

?EC. 816. (a) Within a reasonable time after the expiration c;f
the time within thch a plan and any modifications thereof may be
acoepted or rejected, the court shall set a hearing on the confirma-
tion of the plan and modifications, and the clerk shall give notice
of the hearing and time allowed for filing objections as provided in
Subsection 807(c). .

(b) Any creditor, or any other party in interest may file a
conplaint objecting to the confirmation of the plan. The complaint
shall be served on the petitioner, and such other persons as may be
designated by the court, at any time prior to the date of the hearing
on confirmation or such earlier date as the court may set.

(c) Before concluding the hean’.fzg on confirmation of the plan
thé judge shall inquire whether any person promoting the plan or
doing anything of such é nature, has been or is to.be carpensated,
Zizectly or indirectly, by both the petitioner and any creditor,
and shall take evidence under cath to ascertain whether any such:

practice obtains. After such examination the judge shall make an
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adjudication of this issue, and if he finds that any such practice
obtains, he shall forthwith dismiss the procéedjng and tax all of the
costs against such person, or against the petitioner, unless such

plan be modified within the time to be allowed by the judge so as to
eliminate the possibility of any such practice. '

‘(@) At the conclusion of the hearing, the judge shall make

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

shall enter a decree confimming the plan if he finds and is satisfied
that (1) it is fair, equitable, feasible and not unfairly discrimina-
tory-in favor of any creditor or class of c;:editors; (2) it coxrpiies
with the provisions of this chapter; (3) it has been accepted by
creditors as required in Section 814; (4) all amounts to be paid by the
petitioner for services or expenses incident to the campositicn have
been fully disclosed and are reasonable; (5) the offer of the plan and
its acceptance are in good faith; (6) the petitioner is authorized by
law to take all action necessary to be taken by it to carry 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
palance within a reasonable time 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 support

one or more of the general findings required in this section. ’ 5
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EFFECT CF COL\IE'MATICN.

SEC. 817. (a) The provision of a oonfiﬁted plan shall be binding
on the petitioner and on all creditors, whether or not they are
affected by it, whether or not their claims have been listed, filed,
or allowed, and whether or not they have accepted the plan.

(b) The confimmation of a plan shall extinguish all claims
against the petitioner provided for by the plan other than those

excepted fram discharge by the plan or order confirming the plan .

DUTY OF PETITIONER AND DISTRIBUTION UNDER PIAN

SEC. 818. (a) The petitioner shall comply with the provisions
of the plan and the orders of the court relative thereto and shall
take all actions necessary to carrxry out the plan

(b) Subject to the provisions of Subsection (c), distribution
shall be made in éccordance with the provisions of the plan to
creditors (1) whose proofs of claim have been filed and allowed or
(2) w.hose claims have been listed and are not disputed. Distribu-
tion to creditors holding securities of record shall be made to the
record holders as of the date the order confirming the plan becames
final. '

(c) When a plan requires presentment or surrender of securities
or the perfommance of any other act as a condition to participation
1der the plan, such action must be taken not latér than five years /0
after *he entxy of the orcder of confirmation. Persons who have not

within such time presented or surrendered their securities or taken
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such other action shall not participate in the distribution under
the plan. Any sccurities, monies, or other property remaining
unclaimed at the expiration of the time allowed for presentment or
surrender of securities or the performance of any other act as a
condition to participation in the distribution uﬁder a confirmed
plan shall became the property of the petitioner.

(@) The court may direct the petitioner and other necessary
parties to execute and deliver or to join in the execution and
delivery of any instruments required to effect a transfer of property
purstant to the confirmed plan and to perform such éther acts,
including the satisfaction of liens, as the court may determine to be

necessary for the consummation of the plan.

RETENTION OF JURISDICTION
SEC. 819. The court may retain jurisdiction of a proceeding
under this chapter for such period as it determines is necessary to

assure execution of the plan.

REFERENCE OF ISSUES AND CCMPENSATION
SEC. 820. (a) The judge may refer any special issues of fact
to a referee. in bankruptcy, magistrate or another special master
for consideration, the taking of testimony, 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 testimony-without unéuly de-

laving the dispatch of other business pending in his court, and iZ



18
it appears that such special issues are necessary to the determina-
tion of the case. Only under special circumstances shall reference
be made to a special master who is not a referee in bankruptcy or
a magistrate., A general reference of the case to a master shall
not be made, but the reference, if any, shall be only in the form
of requests for findings of specific facts.

(b) The court may allow reasonable compensation for the
services performed by any such special master who is not a salaried
Federal employee, and the actual and neceséaxy expenses incurred in
oonnéction with the proceeding, inciuding campensation for senrices.
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 cammittees or other i'epresentatives of credi-
tors, and may allow reasonable camensation for the attorneys or

agents of any of ‘the foregoing: Provided, however, That no fees,

corpensation, reimbursement, or other allowances for attorneys,
agenfs, committees, or other representatives of creditors shall be
assessed against the petitioner or paid fmm any revenues, property,
or funds of the petitioner except in the manner and in such suns, if
any, as may be provided for in the plan of adjustment. An appeal
may be taken from any order making such determination or award to
the United States Court of Appeals for the circuit in which the
proceeding under this chapter is pending, independently of other
arceals which mav te taken in the proceeding, and such appeal shall

be heard sumarily.

LI
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SEPARABILITY
SEC. 821. If any provisiocn of this chapter, or the application
thereof to any agency, instrumentality, or subdivision is held invalid,
the remainﬁe.r of the chapter, or the application.of such provision to

any other agency or instrumentality or political subdivision shall not

be affected by such holding.



THE WHITE HOUSE

WASHINGTON

September 2, 1975

MEMORANDUM FOR: MAX L. FRIEDERSDO?

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 /e forming a citizens group in order

to help solve New York City'# financial 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."















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.



o |


















TAB B

























































































































W 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:

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

2. $250 million bank purchase or underwriting 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. '

RIS | 4. $156 million rollover of City securities by commer-
X cial banks.
/ 5. $150 million in prepayment of City real estar= 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 the 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
experditure ceiling of a 2% growth on controllable items.

s New York State has now extended itself to the limits of its fiscal
capabilities. According to Standard arn:! Poor'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 attemnpts"” to stave off
default, which "should be well appreciated by all. "



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 $l billion cut in services in thls 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 Clty
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.

YA



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.

11. 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.

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

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

additio\nal 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-

ment would be faced with the same decision after a default, as

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

default by the City and State will have an adverse economic



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 this time. Waiting until after a default by

the City and possibly the State, would compound the overall
problém 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 M solve their
problems but required federal loan guarantees several months
later. In additicn, 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
cannot obtam credit from the private sector, or from a higher level of

/ 0
government.

/ Lo

S

OUTLINE OF PROPOSED LOAN GUARANTEE |
LEGISLATION _ W =

.~ -

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. Itwould also close a significant tax shelter, 1.e. MAC
bonds at 119 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
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EAS ~ Such an RFC bill should include the following points:

v
.--not limited just to assist New York City.

- activities of the RFC and individual loans subject to the Congressional appropri'zr

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
Department 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 such guarantees.

i

OUTLINE OF PROPOSED RECONSTRUCTION FINANCE CORPORATION (RFC

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 Depression Era with more than $50 billion in loans and loan guarantees
has received much support during the past eighteen months. :
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1. The program should be for all eligible cities and businesses and

2. Such assistance should preferably be in the form of direct cash
loans, at a favorable rate of interest, to the applicant. The Treasury Depart-
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 penod 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

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. Althoughthe 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.

.u\....‘-r?‘ -



THE WHITE HousE
wAsHlNGTON











