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DECISI°ON :MEMORANDUM 

Subject: Submission of Amendment to Bankruptcy Act to 
Facilitate Filing by New York City 

/O- / 

This Memorandum discusses the question whether the 

Administration should support new legislation providing for 

the orderly restructuring of municipal debt in the event 

of a default. Rod Hills and Nino Scalia have drafted such 

legislation. OMB is circulating it to interested agenc~es 

for comment. 

Financial 'status 

On September 29, the New York Court of Appeals held 

unconstitutional the provisions of the new state legislation 

which mandated purchases of MAC bonds by certain state 

employee pension plans. If, on the basis of this decision, 

the remaining pension plans covered by the legislation refuse 

to purchase MAC securities, there is a strong possibility 

that the financial package designed to get New York City 

through December 1 may collapse. In that event, New York 

City may run out of cash as early as October 7 and would 

default on $453 million of notes on October 17. 

Over the longer term, New York City faces a large cash 

shortage during the December - March period. This is not a 

problem of overspending, but rather one of the timing of 

r~eipts. While waiting for April tax payments, the City 

must borrow to pay its expenses for December - March . 
.. 

' ~ 

; .,.,j 

: <O:: 

,~ 

\ ~ -·-· 

.,~~-

Digitized from Box 78 of the L. William Seidman Files at the Gerald R. Ford Presidential Library



- 2 -

Mayor Beame has estimated the short~ge at $1 billion. 

Treasury is trying to obtain data to confirm this estimate 

but, since only city officials have the figures, Treasury 

has been experiencing delay. They do expect to receive it 

shortly. 

Background 

When any large entity is perceived to be in financial 

difficulties, all creditors -- security holders, other lenders, 

vendors, employees -- strive to maximize their opportunities 

for payment. When· the difficulties re~ch the point of giving 

rise to legal causes of action i.e. default -- creditors --
pursue their claims in court. In addition to demanding payment 

in cash, such lawsuits would also seek an injunction pending 

the outcome of the litigation against the payment by the debtor 

of other claims. Since more than one court will normally have 

jurisdiction to hear such claims, the debtor is likely to 

• be faced with conflicting injunctions and in effect be prohibited 

from paying anyone. This quandary is particularly serious 

in the case of a municipal default, where such an injunction 

could well prohibit payments for. essen.tial ~se'.rvice's·:· · police, 

fire protection, and the like. 
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Under our legal system, protection for the debtor is provided 

by the bankruptcy laws. The Constitution gives the Federal 

~overnment th~ sole power to provide for bankruptcy and 

Congress has exercised that power by enacting a comprehensive 

set of laws, each of which, in the final analysis, confer upon 

a single Federal judge the authority to 4etermine how the 

debtor's resources will be apportioned among creditors. Through 

this mechanism, all creditors can be treated fairly and the 

essential needs of the debtor preserved. 

Existing Municipal Bankruptcy Law 

Existing law governing municipal bankruptcies is, as a 

practical matter, of no value to any but the smallest mu~icipal 

governments. The fundamental flaw in the law is that - -

it in effect requires that the debtor -- the city--- and its 

creditors -- the security holders -- resolve the ultimate 

issue before coming to court.. It does so by requiring as a 

condition to the filing of a petition in bankruptcy (the event 

which establishes Federal court jurisdiction), the concurrent 

filing of a plan of debt reorganization and assents to such a plan 

by a majority in interest of the creditors. In short, existing 

law fails to provide a mechanism for re-ordering the relatiorr

~hips between the city and its creditors. 
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These infirmities have been widely recognized. The 

Commission on the Reform of the Bankruptcy Laws of the 

United States, created in 1970, recommended elimination 

of the prior assent requirement and other improvements. 

These recommendations are embodied in S. 235 and H.R. 32, 

now pending in Congress. 

The Hills/Scalia Proposal 

The Hills/Scalia proposal is substantively the same as 

this pending legislation. It was prepared as a separate bill 

because the pending bills effect a comprehensive reform of 

all bankruptcy laws and will undoubtedly be the subject of 

extended consideration. Further to minimize interference with 

Congress' comprehensive review, the proposal leaves the 

existing municipal bankruptcy provisions intact, instead 

taking the form of a separate chap~er of the laws, applicable 

only to cities with population in excess of 1,000,000. 

Functionally, the proposal has three operative provisions: 

1. A municipal government (of the appropriate 

size) could enter bankruptcy by filing a 

petition alleging that it was unable to 

meet its obligations as they mature; 

2. The filing of such a petition would 

confer plenary jurisdiction on the 

court in ~hich it was filed and effect 

an automatic stay of all lawsuits brought 
. ' 

_·:·_,. ~ 

by creditors against the city; ,_y ,,,, 
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3. During the proceeding, with the approval 

of the court for good cause, the city would 

be authorized to borrow additional funds 

and assign a first priority of payment to 

the notes issues in consideration. (This 

provision is important with respect to the 

New York City cash shortage problem 

discussed above.) 

Pros and Cons 

Pros 

Would provide Federal.assistance in dealing with 

New York City's problems with no current or 

future financial commitment. 

Would avoid conflicting litigation, thus assuring 

the flow of revenues for essential services. 

Would allow for an orderly restructuring of the ~~ 

City's short term debt. 

Would provide a vehicle for temporary borrowing 

to smooth out cash flow imbalances. 

Would reflect Administration concern with the 

problem and a willingness to take action in _ 

appropriate areas. 

Cons 

Could be interpreted as favoring default. 

Could be interpreted as callous in that it 

reinforces USG unwillingness to provide 

financial assistance. ' .. 
\ '~.:. . ;~· l 
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Questions Presented 

Two questions are presented: 

1. Whether the Administration should support such 

legislation, and 

2. If so, whether the Administration should take 

the lead in introducing the legislation and seeking 

its immediate enactment. 

The Yeo/Dunham/Hills/Scalia/Collier group believes that 

such legislation is neeessary and recommends Administration 

support. They have no recommendation on the degree of Admini

stration leadership. 

Decision 

1. Whether to support legislation. 

j Support_·---~---~ 

Do Not Support -----
Other 

2. Whether to take lead on pressing legislation. 

Take Lead 
--~~~~~~-

Do Not Take Lead ----
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EXECUT IVE OFFICE C '- T HE PRESIDENT 

' .. OFFICE OF MANAG1:.M£NT A N D OU DGE:.T 

WASHINGTON. O.C. 2.1)';01 

October 3, 1975 

ME1iORANDUM FOR WILLIAM SEID~ _#-~-tf(,l/tl 
FROM : CALVIN J . COL~"R. 

SUBJECT: Provis ionp of Federal Bankruptcy Law for 
Municipalities: New York City 

In his September 24th prepared testimony before the Joint 
Economic Committee , Secretary Simon s aid , "We ha.e pre
pared , and will shortly s ubmit to the Congress, legislation~
amending Chapter 9 o f the Federal Bankruptcy Act to 
facilitate u s e of the protections of that Act by New York 
City. In addition , we a re also studying the feasibility. 
of a Chapter 11 type reorganization procedure as an 
alternative mechanism . " 

The House Judiciary Committee, having noticed this s tate
ment, has called hearings for Monday, October 6, and has 
invited the Justice Department to testify. Du:n.ng the last 
week, OMB has coordinated the clearance of draf t l egislation 
prepared by Justice. Over this weekend, the legi slation 
will be finalized . 

Justice now seeks guidance with respect to the proper approach 
for its testimony. There are two options: 

Option 1. Submit a cleared bill and explain its 
provisions in prepared testimony. This option de
livers on Secretary Simon's commitment a nd prpbabl y 
would be most helpful to the Committee in their 
d eliberations. Its primary disadvantag e i s that it 
might heighten criticism of the Administra t i on for 
neglecting the problems of New York Cit y. 

Option 2. Testify about the specific shortcomings 
of existing law,. indicate a willingness to work at 
the staff level with the Committee, share with 
the Committee our current "draft" of a bill, but 

(i :; 0 
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do not formally transmit the legislative proposal . 
This approach would be helpful to the Committee, 
but woul d probably g enerat e r e s entment that the 
Administration i s v ac i l latory . Moreover , t he 
Justice witness would untloubtetl l y be f acec with the 
question of when the Administrati on -.:·10ulc1 ac tually 
transmit a proposal. 

Since the Justi.ce Department (A-ssistant Attorney General 
Antonin Scalia) must prepare testimony t,ornorrow for delivery 
on Monday, prompt g~idance is necessary. 

cc: James T. Lynn 

• • .... IJ 
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T:--i2:: WHITE HOUSE. 

Octobe:- c, 1975 

ADMINISTRATIVELY CONFIDENTL,c\L 

MEt....IORANDUM FOR: 

FROM: 

SUBJECT: 

JAMES E. CONNO.o..,~.,...,._ 

. 1· 
Provision of Federal Bankruptc Law for'-'· 

Municipalities: New York City 

Confirming phone call to your office today, the President reviewed 
your memorandum of October 4 on the above subject and approved 
the following option: 

Ontion 2 - Testify about the specific shortcomings of 
existing law, indicate a willingness to work 

at the staff level "\Vith the Committee, share 
with the Committee our current 11 draft! 1of a bill, 
but do not formally transmit the legislative 
proposal. 

Please follow-up with appropriate action. 

cc: Do11. Rumsfeld 
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The City of New York was unable to raise sufficient 

funds to meet $449 million in obligations due today. The 

City, after a number of valiant efforts to avoid it, is 

now in technical default of some of its obligations. 

It's apparent that payments by the City on its debt 

obligations will have to be deferred, as the fiscal belt-

tightening now underway leads to the eventua-1 restoration 

of the.credit of the City of New York. 

I will submit to Congress on Monda~ the day they 

reconvene, proposed legislation that will provide for a 

voluntary petition of bankruptcy for the City to be 

-accepted in the appropriate Federal Court. This legislation 

will provide a means for the reconstitution of the 

outstanding debt of New York City. 

It is important to recognize what today's default means, 

but most importantly, what it does not mean. 

It means that if my proposals are accepted a 

number of investors in New York City securities will not be 

paid immediately, but as financial reforms proceed, will 

be paid eventually.---

It means that the deficit spending of the City must, 

as quickly as possib~e, be eliminated. This will call for 

~ sacrifi~es and some pain by many city residents and 

employees as well as the investors in City securiti~&~-
1· '. 1; ; •• 
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The default does not mean that the City of New York, 

our greatest city, our center of finance and trade will, 

as some have irresponsibly stated, go down the drain. The 

life of the City will go on. Its talented citizens will 

continue to make their great contributions to our country 

·and to the rest of the world and the throbbing urban life 

of the metropolis will continue undaunted. 

I expect New Yorkers to pull together to get over 

this time of difficulty. I have heard many doomsayers cla·im 

that the "special interests'i\within the City will each push 

for their own selfish ends. There are some who believe 

that some of the municipal unions will tie up the City with 

strikes if any attempts are made to curtail the City's 

payrolls or reduce some less than urgent City services. 

This, in my view, does a discredit to the citizens of 

New York City. They have shown great creativeness and 

ingenuity in the past and I firmly believe that as we all 

look back at this unfortunate period in New York City's 

brilliant history that the citizens of New York and those 

of the Nation as a whole will be proud of the way New York 

handled its problems'. 

:: i 



2nd Draft 

The City of New York was unable to raise sufficient funds 

to meet $449 million in obligations due today. The Citv, after 

a number of repeated efforts to avoid it, is now in technical 

default of some of its obligations. 

It is apparent that payments by the City on its debt obliga-

tions will have to be deferred, as the fiscal belt-tightening 

now underway leads to the eventual restoration of the credit 

of the City of.New York. 

The Justice Dapar-tment. nas been working with the staff of the 

House Judiciary Co~mittee in preparing for prompt introduction of 

legisl.ation to provide for a voluntary petition of bank-

ruptcy for the City to be filed in the appropriate Federal 

Court. This legislation will provide a means for the reconsti-

tution of the outstanding debt of New York City -- a means need-

ed in addition to the State legislation which has already been 

passed. This new legislation should be passed promptly by the 

Congress. 

It is important to recognize what today's default means, 

and perhaps more importantly, what it does not mean. 

--- It means that, if the legislation I have described is 

promptly enacted, a number of investors in New York City secur-

·ities will not be paid immediately, but as financial reforms 

rifices and some inconveniences by many city residents and 
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employees. 

-- With appropriate bankruptcy legislation, it need not 

mean that the flow of essential governmental services will be 

interrupted. 

The default does not mean that the City of New York, as 

some have feared, will go down the drain. The life of the City 

will go on. Its talented citizens will continue to make their 

great contributions to our country and to the rest of the world 

and the throbbing urban life of the metropolis will continue 

unabated. 

We continue to believe that the financial effects of this 

default can be contained and limited to those who hold New York 

City securities. 

I expect New Yorkers to pull together to get through this 

time of difficulty. I have heard many doomsayers claim that 

the "special interests" within the City will each push for their 

own selfish ends. There are some who believe that some of the 

municipal unions will tie up the City with strikes if any at-

tempts are made to curtail the City's payrolls or reduce some 

less than urgent City services. 

This, in my view, does a discredit to the citizens of New 

York City. They have shown great creativeness and ingenuity in 
.. 

the past and I firmly believe that, as we all look back at this 

"' un tunat 
. , 

p2rioc1 Ci 's brilliant his , that 

be proud of the way New York handled its problems. 
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U.S. Ho- af Representati-
w.-.sH 1 Nc,.o". r. .c, ::o:'-1~ 

PUJH.:tC DO(:U~(."''7 

Mr. Seidman, per your request. Sorry 
it took so long to get a copy. 

Jan Ireland 
Personal Secy. 

ARKAi~SAS. 

lST 81:..'SSIOX . · 94Tu CONGRESS H R 10221 • • • •• 

IN THE HOUSE OF REPRESEXrrATIVES 

OcTOBI:R 20,1915 

l\fr. l\I1LLs introduced the following bill; which was referrt-d to rhe Com
mittee on Go,·ernment Opemtio11s 

A BILL 
To provide additional fi:;:eal assistmwe to local g0Yernrnc11t;.:: ::md 

to extend reYenue sharing for loeal governmental units for 

fnnr additional years. 

1 Be it enacted 1,y the Senate and House of Rcpr·csrnta-

2 
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IN THE HOUSE OF REPRESEKTATIVIDS 

OCTOBER 20,1975 

1.Ir. MILLS introduced the following bill; which was referred to the Com
mitt€e on Government Operfttio11s 

A BILL 
To prol'ide additional fiscal assistance to local governments nnd 

to extend revenue sbaring for local govnmnental units for 

fonr additionnl years. 

1 Be it enacted b.tJ the Senate and House of Representa-

2 tfoes of the United States of Arnerica in Cong1·ess assembled, 

:1 Tfo1t ( n) so mneh of the State and Locnl Fi seal Assi::.:lnnee 
,;·) ,/ 
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1 Act of 1972 as precedes section 103 thereof is amended to 

2 read as follows: 

s "rfITLE I- FISCAL ASSISTANCE 
4 TO LOCAL GOVERNMENTS 
5 "Subtitle A- Allocation and Payment 
6 of Funds 
7 "SEC. 101. SHORT TITLE. 

8 "This title maY lJe cited as the 'Local Fiscal Assistance 
"' 

9 Actof1975'". 

10 "SEC. 102. PAYMENTS TO LOCAL GOVERNMENTS. 

11 "Ex~ept as otherwise prov~ded in this title, the Secre-

12 tary shall, for each entitlement period, pay out of the Trust 

13 Fund to each unit of local goYernment a total amount equal 

14 to the entitlement of such unit determined under section 108 

15 for such period. Such payments shall be made in install

lG ments, but not less often than once for each quarter, and 

17 shall be paid not later than 5 days after the close of each 

18 quarter. Such payments for any entitlement period may be 

19 initially made on the basis of estimates. Proper adjustment 

20 shall be made in the amount of any payment to a unit of 

21 focal goYernment to the extent that the payments previously 

22 made to such goYernment under this subtitle were in excess 

23 of or less than the amounts required to he paid.". 

24 (b) Sections 10-1 and 105 of such Act are amended to 

25 read a follo'w.:: 
~f'JRt> 

U
,~q.· <,,... 

di 
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:; 
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1 "SEC. 104. PROHIBITIO!\ ON USE AS MATCHING FUNDS BY 

2 LOCAL GO\-ERKMENTS. 

3 "(a) IN GEKER..!.L.-Xo lll~t of local government mny 

4 use, directly or indirectly, any part of the funds it receives 

5 under this subtitle as a contribution for the purpose of ob-

6 t.aining Federal funds under any law of the United States 

7 which requires such go,ernment to make a contribution in 

8 ordei· to receive Federal funds. 

9 " {h) DETERl\IIXA..TIOSS BY SECRET.A.RY OF THE 

10 TREASu'"RY.-If the Secretary has reason to believe that a 

11 unit of local government has used funds received Ul1der this 

12 subtitle in violation of subsection (a) , he shall give reason-

13 able notice and opportunity for hearing to such government. 

14 If, thereafter, the Secretary of the Treasury determines that 

15 such government has used funds in violation of subsection 

16 (a) , he shall notify such government of his determination 

17 and shall request repayment to the United States of an 

18 amorint equal to the funds so used. To the extent that such 

19 government fails to repay such amount, the Secretary shall 

20l withhold from subsequent payments to such government 

21 under this subtitle an amount equal to the funds so used. 

22 " ( c) INCREASED Loc..u GoYERNl\IENT REVENUES.-

23 No unit of local goYernmeut shall be determined to have 

24 used funds in violation of subsection (a) with respect to auy 

23 funds receiYed for any entitlement period to the exte11t that 

. . 

'. 
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i the net revenues received by it from its own sources during 

2 such period exceed the net re.venues received by it from ir.s· 

3 own sourc.es during the one-year period beginniug July 1, 

4 HH 1 (or one-half of such net revenues, in the case of an 

5 entitlement period of 6 months). 

6 " ( d) DEPOSITS AND TRANSFER.S TO G"EN"ERAL 

7 :FuND.-Any amount repaid by a unit of local gov-ernment 

8 under subsection (b) shall he deposited in the general fund of 

9 the Treasury. An amount equal to the reduction in payments 

10 to any State goYernment or unit of local government which 

11 results from the application of this section {after any ju-

12 dicial review under section 143) shall be transferred from 

13 the Trust Fund to the general fund of the Treasury on the 

14 day on which such reduCtion becomes final. 

15 " ( e) CERTIFICATES BY Loe AL GOVERNMENTS.-The 

16 Seeretary is authorized to accept a certification by the chief 

17 executife officer of a unit of local goverment that the State 

18 gove1"Ilment or unit of local goyernment has not used any 

19 funds reeeiYed by it und~r this -'Stlbtitle for an entitlement 

20 period in violation 'Of subsection {a), unless he determines 

21 that such certification is not sufficiently reliable to enahle him 

22 to -carry out his duties under this title. 

23 "SEC. 105. CREATION OF TRUST FUND; APPROPRIATIONS. 

24 " (a) TRUST FUND.-

25 " ( 1) IN GEXERA..L.-There is herehy established 

.. 

l I 

I 
t 
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1 on the books of the Treasury of the United States u 

2 trust fund to ue known as the 'Local Government Fis-.ca l . 

3 Assistance Trust Fund' (referred to in this subtitle as the 

4 'Trust Fund'). The Trust Fwd shall remain available 

5 without fiscal year limitation and shall consist of such 

G amounts as may be appropriated to it and deposited in 

7 it as provided in subsection (h). Except as provided in 

8 this title, amounts in the Trust Fund may be used only 

g for the payments t-0 local governn1ents provided hy this 

10 suhtitle. 

11 "(2) TRUSTEE.-The Secrerory of the ~'remmry 

12 shall he the trustee of the Trust Fw1d and shnll rnport 

13 t-0 t.he Congress not lat.er than March 1 of each year on 

14: the operation and status of the Trust Fund during the 

15 preceding fiscal year. 

16 " (b) APPROPRIA.TIONS.-

17 " ( 1) IN GENER.A.L.-Th~re is a.ppropria ted to the 

18 Trust Fund, out of am<mnts in the general fuud <>I the 

19 Treasury attributable to the collections of the Federal 

20 individual income roxeS not otherwise appropriated-

21 " (A) for the fiscal year beginning July 1, 

22 1976, $6,500,000,000; 

"' 23 "(B) for the fiscal year beginning July 1, 

24 1977, $6,650.000,000; 

. . 
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10 
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15 

16 

17 

18 

19 

20 

21 

22 

23 

6 

" { C) for tL e fi.;;cal Year heginnin~ ~T uly 1, 

Hfi8, $6,800,0' 10.000; 

"(D) for the fi~cal year beginning July 1, 

1979, $6,950,000,000; and 

"(E) for the period beginning July 1, 1980, 

and ending December 31, 1980, $3,550,000,000. 

" ( 2) N OXCOXTIGUOUS STATES .ADJ'"USTMEKT 

AMOUNTS.-There is appropriated t-0 the Trust Fund, 

out of amounts in the general fund of the Treasury 

attributable to the collections of the Federal individual 

income taxes not otherwise appropriated-

" (A) for each of the fiscal years lH'ginning 

July 1, 1976, July 1, 1977, July 1, 1978, and 

July 1, 1979, $4,780,000; and 

" (B) for the period beginning July 1, 1980, 

and ending Dec:eml1er 31, 1980, $2,390,000. 

"(3) DEPOSITS.-Amounts appropriated by para

graph ( 1) or ( 2) for any fiscal year or other period 

shall he deposited in the Trust Fund on the later of (A) 

the first day of such year or period, or (B) the day after 

the date of enactment of this Act. 

" ( c) TRAXSFERS Fno:'.\1 TRUST FrND To GE~ERA.L 

lfUND.-Thc Secretary slrn11 from time t-0 time trnn-.fer from 

.. 
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1 the Trust Fund to the general fund of the Treasury any 

. 2 · moneys in the Trust. F uud which he det.ermine5 ''ill not lie 

3 needed to make payments to State goYernments aml uuits of 

4 local government under this subtitle. 

5 " ( d) .AMOUNTS To CoVER DR.A WING RIGHTS oF 

6 LOCAL GoVERN"MENTAL U J\"'"ITS.-There is authorized to be 

7 appropriated from time to time to the Trust Fund, out of 

8 amounts in the general fund of the Treasury attrihutahle to 

9 the collections of the Federal individual income taxes not 

10 otherwise appropriated, such amounts as may he necessary 

11 to carry out the provisions of section 110.". 

12 ( c) Section 107 of such .Act is amended to read as 

13 follows: 

14 "SEC. 107. STATE'S ALLOCATION TO BE ALLOCATED 

15 AMONG LOCAL UNITS. 

16 "Each St.ate's allocation shall be allocated among the 

17 units of local goYernment of that State as proYi<led in sec-

18 ti on 108. ". 

19 ( d) Section 108 { c) { 1) ( C) of such A.ct is ~meuded by 

20 striking out "1976" and inserting in lieu thereof "1980''. 

21 ( e) Subtitle .A of such Act is amended by adding at the 

22 end thereof the following new section: 

. . 
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1 "SEC. 110. AUTHORITY FOR LOCAL GOVERNMENTAL UNITS 

TO ISSUE 'SPECIAL REVENUE SHARIJ\ 

3 BONDS' GUARANTEED BY THE UNITED 

4 ..STATES GOVERNMENT IN CASE OF CRITICAL 

5 NEED. 

6 "(a) APPLICATIOX.-The chief executiYe officer of any 

7 unit of local goYernme.nt may apply under this section for 

8 delJt ohliga tiou guarantees from the United States in amounts 

9 and upon conditions set forth in this section, such guaranteed 

10 obligations to be known as Special ReYenue Sharing Bonds. 

11 "(b) SECRETARY TO APPROVE APPLIC.ATION.-If the 

12 Secretary of the Treasury determines that the unit of local 

13 goYerlllllent has a critical need for immediate fmids, he shall 

14 approve the application of such unit upon the meeting of the 

15 following conditions : 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

" ( 1) D~bt obligations qualifying for guarantees 

under this section shall he obligations of the unit of local 

government the interest on which qualifies for exemption 

from taxation under section 103 of the Internal Revenue 

Code of 1954 as amended; and 

" ( 2) Debt obligations guaranteed under this section 

shall not exceed in total amom1t outstanding at any time 

the total amount to which such issuing unit of local 

goYernment shall become entitled under the provisions 

of this Act; and 
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l " ( 3) Such debt obligations qualifying for guaran-

2 tees Ulider this sectiou ~hall nrnture il1 accorda1we wi11. 

3 the schedule of payrnents under the provisions of this 

4 Act in such manner that at no time shall amounts of 

5 obligations guaranteed under this section exceed am0Ul1ts 

6 which shall become due Ullder this Act but which have 

7 not at such time become due and payahle; aud 

8 "(-±) Provwed, however, That no such dehi obliga-

9 tions shall be guaranteed under this section unless the 

10 State goYermuent of which the focal goverlllllent is a unit 

11 thereof shall guarantee the interest to become due 1111d 

12 payable thereon. Guarantees of interest by an ngeucy, 

13 corporation, or instrumentality of the State government 

14 shall be accepted in lieu of the State's guarantee where 

15 the Secretary certifies that such agency, corporatio11, or 

16 instrumentality has legal authority to provide such guar-

17 antee and would insure payment of such interest should 

18 the unit of local government issuing such bonds default 

19 on such interest payments. 

20 "(c) SPECIAL REVE~'UE SHARING BoNos.-Debt 

21 obligations guaranteed by the Federal Government under the 

22 provisions of this section shall bear on their face the endorse-

23 rnent 'Special Revenue Sharing Bonds'; and further 'The 

24 Principal Amount of This Ohligati-0n Guaranteed by the 

25 United States'. 

H.R.10221-2 

.. 
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1 " ( d) Bo:!\DS To CoKT.A.IK .SECR.ETAirr·s ENuor.. l.' 

MEXT.-Bonds issued under the provisions of this section 2 

3· shall upon certification by the Secretary that all provisions 

4 of this section haYe been met be endorsed by the Secretary 

5 of the Treasury. 

6 " ( 1) Such certification shall he made only upon a 

7 showing by the unit of local government that the gov-

8 ermnent has a critical need for such funds; and 

9 

10 

" ( 2) Only upon a showing that such lJonds am 

endorsed on their face with language insuring the State 

11 goYernment's guarantee of the int.erest to become due 

12 and payable on such obligations; and 

13 "(3) OnlJ upon a showing that a trust fund for the 

14 deposit of the proceeds of such obligations has been 

15 crea t.ed as required under section 123 (a) ( 1) of this 

16 Act and that the additional requirements of that section 

17 haYe been met to the satisfaction of the Secretaiy. 

18 "(e) AUTHORITY OF THE SECRETAR.Y To WITIIlIOLD 

19 P AY~IEXTS .ASD To REDEEM SPECIAL REVENUE Sn.ARIKG 

20 Boxns.-The Secretary or his delegate shall promulgate 

21 regulations under this section providing for sufficient assur-

22 ance that the provi:-ions of this section relating to amounts 

23 of guaranteed obligations under this section do not exceed 

24 allowable amounts and to insure that no rntith.'rnent nuder 

25 thi~ Act ~hall be paid unless and u11til uhligatious maturiug 

. . 

I 
t 

I 
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w 

11 

12 

13 

14 

13 

16 

17 

JS 

19 

20 

21 

22 

11 

nt the date of sucli entitlement have been discharged indusin: 

of i11tere::;t dut:• aud payable. ln prumulgatiug t1e regulations 

under this subparagraph, the Secreta.ry shall-

" ( 1) provide for withholding of payments to sud1 

issuiug milt ·of local g-0ven1ment until such time as 

sueh govenuneut has ·estalJlished tLnt maturiug obli

gations and interest payments due ai1d pay!(thie lrnn.l 

been discharged in full; and 

" ( 2) provide that at no time shall such O'Uiff
b 

anteed Dhligations e:s.ceed the total amount of funds 

tmder this Act which have not been disperst'd to the 

issuing w1it ·of local !2.'overnment: and 
'- >..; ' 

" ( 3) provide that when it appears to the See re-

tary -0r his delegate that such payment~ ()ll urnturing 

obligations are in default or likely to be in defo.ult, 

the Secret:ary, on his -0\\'11 initi.a.tiYe, 'Or at the request 

of the chief executiYe -0fficer of the unit of local gon:ru

ment shall pay dire-ctly to the holder.s of snch guaran

teed ohligafions :an1-01mts then due and payable in dis-

charge of the Federal guarantee, such amounts beiug 

drawn fr.om the then current entitlement of the default-

i11g unit of local g·oyermnent.". 

23 (f) Settions 121, 122, aud 123 of snch Act are nmcrn1en 

24 to read a;; follmYs: 

i 
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1 "SEC. 121. REPORTS ON USE OF FUNDS; PUBLICATION. 

3 goverrnneut whid1 receives fuuds under sulJtitlc A shalL after 

4 the close of each entitlemeut period, submit a report to the 

5 Secretary setting forth the amounts and purposes for ·which 

6 funds receiYed duriug :'uch period have been spent or obli-

7 gated. Such reports shall 1..1e iu such form and dci11il and 

8 shall be submitted at such time as the Secretary nwy pre-

9 scribe. 

10 "(b) REPORTS ox PLAX:!\ED USE OF :Fuxns.-Each 

11 unit of local government which expects to receiYc funds 

12 under subtitle A for any entitlement period shall sulnnit a 

13 report to the Secretary setting forth the amounts and pur-

14 poses for which it plans to spellCl or ohlig<ltc the funds \vhich 

15 it expects to receive during such period. Such reports shall 

16 be in such form and detail as the Secretary may prescribe 

17 and shall be submitted at such time before the beginning of 

18 the entitlement peri<Jd a;; the Secretary may prescribe. 

19 "(c) PunLIC.A.Trox AXD 11UBLICITY OF REPORTS.-

20 Each unit of local gon"nmH:·nt shall have a copy of each re-

21 port submitted by it under subsection (a) or (b) pnblished 

22 in a newspaper ·vd1id1 i-: published within the State ;mcl has 

23 general circulation \\-i1hin tbc geographic area of tliat goY-

24 ernment. Eac:li nnit of lnc;il go,·ermucnt slin11 fl(h-ise the 11<:'\VS 

\, '\ .-¢; i \:z ____ )i 
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1 media of the pul>lication of its reports pursuant t-0 this suh-

'l sec ti 011. 

3 "SEC. 122. NONDISCRIMINATION PROVISION. 

4 "(a) IN GENERAL.-No person. in the United States 

5 shall on the ground of race, color, national origin, or sex 

6 he excluded from participation in, he denied the benefits of, 

7 or he suhjected to discrimination under any program or 

8 actiYity funded in \Yhole or in part with fuuds mn<le avail-

9 able nuder rnbtitle A. 

12 

13 

10 " {b) AUTHORITY OF SECHET.Alff.-\Yhenen~r the 

11 Secretary determines that a unit of local government has 

failed to comply with subsection (a) or an applicahle regu

lation. he shall notifv the Governor of the· State in which 
' " 

14 

15 

16 

17 

18 

19 

20 

21 

22 

<)•• 
..:;.,..t.) 

24 

the unit of local government is located of the noncom11liancc 

and shall request the Governor to secure compliance. If 

within a reasonable period of time the Governor foils or 

refuses to secure compliance, the Secretary is authorized ( 1) 

to refer the matter to the Attorney General with a recom

mendation that an appropriate civil acti-011 be instituted; ( 2) 

to exercise the povrnrs and functions provided by title VI 

of the Ci,·il Rights Act of 1964 ( 42 U.S.C. 2000d) ; or (3) 

to take such other action as may he proYided hy law. 

" ( c) ATTIIORITY OF ATTOHXEY GE~ERA.T,.-,Yhen a 

matter is referred to the ..Attorney General pursuant to snb-

: f. 

'<~" ~?;; ·,......__/ 
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1 section (b), or wheneYer he has reason to belieYe that a 

2 uuit of local goYernment is engaged in a pattern or practiC'e 

3 in ·dolation of the prO\·isions of this section, the Attornry 

4- General may bring a civil action in any appropriate United 

5 St.ates district court for such relief as may be appropriate, 

6 including injuncti\e relief. 

7 "SEC. 123. MISCELLANEOUS PROVISIONS. 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

21 

?,!) 

"(a) ASSURANCES TO THE SECRETAiff.-In order 

to qualify for any payment under subtitle A for any entitle

ment period, a unit of local government must esta Llish (in 

accordance with regulations prescribed by the Secretary, and, 

after an opportunity for review and comment by the Go\

emor of the State in which the unit of local go-rernment is 

located, to the satisfaction ()f the Secrcetary that-

" ( 1) it will establish a trust fund in which it will 

deposit all payments it receives under sulJtitle A; 

~' (2) it will use amounts in such trust fund (in

cluding any interest earned thereon while in such trust 

fund} during such reasona hle period or periods as may 

be provided in such regulations; 

" ( 3) it will use amounts in such trust fund (includ-

ing any interest earned thereon while in such tn1st fund) 

on1y for priori· T expenditures (as defined in section 

l OB (a) ) , and "·ill pay over to t1rn Secrct:iry (for de-

posit in tl1P grner.11 fund of the Treasnry) an mnonnt 

.. 
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1 equal to l lO percent of any amount expemled out of such 

2 trust fund in violation of this paragraph, uulcss such 

3 · amount is promptly repaid to -such trust fund (or the vio-

4 lation is otherwise corrected) after notice and oppor-

5 tunity for correcth·e action; 

6 " ( 4) it will provide for the expenditure of amounts 

7 received under subtitle A only in accordance with the 

8 laws and procedures applicable to the expenditure of 

9 its ffITTl revenues; 

10 "(5) it will-

11 "(A) use fiscal, accounting, and audit pro-

12 cedures which conform to guidelines estaLlished 

13 therefor ~y the Secret.ary (after oonsultation with 

14 the Comptroller General of the United States) ; 

15 "(B) provide oo the Secretary (and to the 

16 Comptroller General of the United States), on 

17 reasonable notice, a.ccess to, and the right to ex-

18 amine, such books, documents, papers, (>r reeords 

19 as the Secretary may reasonably require for pur-

20 poses of reviewing oompliance with this title (or, 

21 in the case of the C<>mptr-0ller General, as the Comp-

22 troller General may reasonably require for purposes 

23 of reviewing compliance and -operations under sub-

2± section ( c) ·( 2) ; an cl 

"(C) make sntl1 n1111nnl and interim reports 
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1 (-0ther than reports required by section 121) 

~ to the Secretqry t: he may reas-0n;ti· ..... requir<: · 

3 "(6) all laborers and mechanics employed by c-0n-

4 traet-0rs or suhoontract-0rs in the performance of work on 

5 any oonstn1cti{ln pr-0ject, 25 percent or more of the costs 

6 of which project are paid out of its trust fund e:sta1Jlished 

7 under paragraph ( 1), ";n he paid wages at rates not 

s less than those preYailing on similar c-0nstrudion ju the 

g locality as determined hy the Secretary Qf La ho~ iu ac-

10 oordance with the Davis-Bac-011 ActJ as amended ( 40 

11 U.S.C. 276a-276a-5), and that wjth re~pert to the la-

12 bor standards specified in this paragraph the Secretary 

13 of Labor shall act in accordance "·ith Reorgm1ization 

1± Plan Numbered 1-1 of 1950 ( 15 F.R. 3176; G-1 Stat. 

15 1267) and section 2 of the Act of June 13, 1934, as 

16 amended (40 U.S.C. 276c); 

17 "(7) incfrriduals employed by it whose wages arc 

18 paid in whole or in part out of its ti11st fund estahlished 

19 under paragraph ( 1) will be paid wages which are n-0t 

20 lower than the prevailing rates of pay for persons em-

21 ployed in similar puhlic occupations by the same em-

22 ployer; and 

23 " ( 8) in the ease of a unit of local goYernmer t as de-

24 fined in the second sentence of section 108 ( d) ( 1) (re-

25 fating to goYernmcnts of I1 di:m trilJ( · nnd Alu~J,an na-

.. 
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1 tive villages) , it will expend funds received by it under 

2 subtitle A for the benefit of members of t1e tribe or 

3 village residing in the county area from the allocation 
. 

4 of which funds are filfocated to it under section 108 

5 (b) (4). 

6 Paragraph ( 7) shall apply with respect to employees in any 

7 category only if 25 percent or more of the wag€s of all em-

8 p]oyees of the unit of local government in .such caregory are 

9 pa.id from the trust fund estahllilhed by it under paragra.ph 

10 (1). 

11 " (L) WITHHOLDING OF p .AYMENTS.-If the Secretary 

12 determines that a unit of focal government has failed to 

13 comply substantially with any provision of subsection (a) Qr 

14 any regulations prescribed thereunder, after giviug reason-

15 able notice and opportunity for a hearing to the chief execu-

16 tive officer of the unit of local government, he shall n-0tify the 

17 unit of local goycmment that if it fails to take corrective ac-

18 tion within 60 days from the date of r~ceipt of such notifica-

19 tion further payments to it will be withheld for the remainder 

20 of th~ entitlement period and for any subsequent entitlement 

21 period until such time as the Secretary is satisfied that ap-

22 propriate corrective action has been taken and that there 

23 will no longer be any failure to comply. Until he is satisfied, ~· 
fORo'A 

24 the Secretary shall make no further payments of suc~_'J q.· ,..~:) 
~ .:.... 

2;:; ts --'... .:1 u amoun . ... / 

.. 



18 

1 "(c) AccoUNTIN"G, ~l\.UDITING, AND EvALUATION.-

2 ': ( 1) IN GEKERAL.- The Secretary shaa provide 

3 for such accounting and auditing procedures, evaluations, 

4 and reviews as may be necessary to insure that the ex-

5 penditures of funds received under subtitle A by units 

6 -0f local government comply fully with the requirements 

7 of this title. The Secretary is authorized t-0 accept an 

8 audit by a State of such expenditures of a unit of local 

9 government if he determines that such audit and the 

10 audit procedures of that State are sufficiently reliable to 

11 enable him oo carry out his duties under this title. 

12 " ( 2) COMPTROLLER GENERAL SHALL REVIEW 

13 COMPLI.A.NCE.-The Comptroller General of the United 

14 States shall make such re\iews of the work as done by 

15 the Secretary, the State goyernments, and the units of 

16 local government as may be necessary for the Congress 

17 to evaluate compliance and operations under this title.". 

18 (g) Subsection (b) of section 141 of such Act is 

19 amended oo read as follows: 

20 "(b) ENTITLE:llEXT PERIOD.-For purposes of this 

21 title, the tem1 'entitlement period' means-

22 

23 

" ( 1) The one-year periods beginning on July 1 of 

1976, 1977, 1978: and 1979. 

"(2) The period beginni11g July 1, 1980, and end- ,......t HIJ 

~ 
.(_... 

24 

25 ing December 31, 1980.". ~ 
~~ ¢/ 
'-...__..../' 



" 

. 
r 

19 

1 (h) Subsection (a) of section 143 of such Act is 

2 amended-

3 

4 

5 

6 

7 

(I) by striking out "State which re0eiYes a notice 

of reduction in entitlement.under section 107 (h), and 

any State or"; and 

{ 2) by striking out "State or". 

(i) Section 145 of such Act is amended by striking 

8 out "State government or" each place it appears. 

9 
SEC. 2. The amendments made by this Act shall apply 

lO to entitlement periods {within the meaning of section 141 

11 (b) of the Local Fiscal Assistance Act of 1974) beginning 

12 on or after January 1, 1976 . 

. . 
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October 20, 1975 

l~:EREAS, the City of New York has -- pursuant to Section 8 o~ the 

New York State Financial Emergency Act for the City of New York 

submitted on October 15, 1975 to the Emergency Financial Control 

Board a Financial Plan for the City an~ cove=ed organizations 

for the fiscal years of the City ending June 30, 1976, June 30 , 

1977, and June 30~ 1978; and 

l·mEREAS, the members of the Board and -- at their direction -- the 

Special Deputy Comptroller for the City of New York and the 

State Budget Director have reviewed the Financial Plan submitted 

by the City; and 

WHEREAS, µpan request of the Board the City has modified its 

Financial Plan with respect to capital expenditures; and 

l~EREAS, the City has modified its Financial Plan as orig inally 

submitted, in accordance with the asswnotions in the attached 

Stateraent; ~ 

-NOW THEREFORE, the Board hereby • 

RESOLVES, that pursuant to Section 8 of .the New York State 

Financial Em~tgency Act for the City of New York, the 

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

as subse~uently modified , is approved to be effect ive 

Oc'&ober 20, 1975. ~ 

. . 
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Introduction 

Th:!.s document presents a surrlJ-nary of the "joint City
E:11ergency Fi::Jancial Control Bcar·a three-year financial 
plan developed pursuant to the.require~ents of Chapte~ 868 
of the Laws of 1975, a~ amended. The plan demonstrates 
a feasible path from ~he City's present state of fiscal 
imbalance to a balanced budget for the fiscal year com
mencing on July 1, 1977, and relies on several essential 
2ssurnptions as outlined below. In particular, it assumes 
that there will be available a Federal guarante~ for 
taxable ~otes at an interest rate of eight and one-half 
percent i~ a principal amount of ~pproxiraately $6 billion. 

A key feature of the financial plan is that it prescribes 
a system of reports and milestones to assist the City, the 
EFCB, and other interested parties to monitor the execution 
of the plan, the complete details of ~hich, respecting the 
expenditure plan and the capital plan, will be provided 
within fifteen days. More details on the expenditure 
programs of covered organizations over which the City has 
no control and their impact on the Financial Plan will also 
be required. 

On the basis of the Board's review to date, cash 
reductions in the City's capital budget by approximately 
$390 million over the period to June 30, 1978, have already 
been incl~ded in the plan. As part of an ongoing review, 
all capital projects will be reevaluated to determine the 
extent to which they should be discontinued or stretched 
out in view of the urgent cash shortage. 

The raonitcriog system will provide guidance regarding 
possible modifications which may be required in light of 
experience over the period of the plan. This monitoring 
system will be supported by the cbriversion of the City's 
financial reporting system to the· State Comptroller 1 s ,/""" OR 

uniform system of accounts for mun~cipalities , as modifie<f, lJ~ 
"' l' ... y -· c - .J._ ~ ,,. 
.1. or ,"11e1~ or·K 1 L-Y. _, 

Ther·e have been many recommendations from public and 
private groups regarding areas and functions which may 

cc 
ce. 
~6> 

be particularly susceptible to cost reductions or elimina
tions. At the request of the Board, the City will be asked 
to co::.i!nerit on these suggestions and implement them when 
p:'actical . 

. . 

• ' 

. . 
• 
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P.::::su!ilptions L 

1 .. Rev~nues: a. City revenues are estimated in acco~dan~e • 
with these delivered by the EFCB as of 
September 30, 1975!) with some modifica-
tions concerning real property tax changes 
required by alternative-debt service 
assur::ptions. 

b. On a cash basis, it is assumed that the 
State will repeat its advances of 
various S~ate aid funds in the final 
quarter 9f the City fiscal year. In 
City fiscal year 197~-75, such ad~anc es 
totaled $785 million. 

2. Expenses: a. It is assumed that there will be no wage 
increases for municipal employees for 
the duration of the plan above the 1975-
76 levels as described in the City's 
submission, Schedule A. 

b. It is assumed that the City's cost for 
welfare and medicaid programs will remain 
constant throughout the plan period. 

c. The plan does not address the questions 
concerning accrual and funding of the 
City's pension plans, pending recorr~en
dations from the Mayor's Management 
Advisory Board headed by Richard Shinn. 
Pension_surplus reversion to the City 
and certain covered organizations is 
assumed at ~10~.6 million for City fiscal 
year 1975-76, and approximately $135· 
rn~ll1on for fiscal year 1976-77 and 
$165 million for 1977-78. 

. . 

r 

r 
~· 

. .. 
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3. .:=:eductions: a. Some of trie cos"c reduct:0ns prc;,cssd 
by the City in practice may not c~ 
implem2nted in the exac~ manner ccn 
templated in the.City plan. In scme 
cases, the City will have ·to be 

. 4. Financ 

prepared ·to i:mplE:ment' these reductjons 
to the dollar amount through 
clternative means. 

b. Covered or nizations 1 .. ·ill be :required 
to c ly with expendi e limitations 

as contained in the City's submission 
or as subsequently modified by the 
City with the approval of e EFCB. 
The City will be asked to bear primary 
responsibility I'or monitoring compli
ance with the plan on behalf of the 
Board, and the Board wi use its 
authority. to assure such c:ompl is;;ce. 

c. The Board notes that the City 1 s 
Financial an provides that operating 
items in the capital budg will be 
reduced by $30 million on a cash b2sis 
in the current City fiscal year and by 
$50 million in each of the succeeding 
years resulting in a cumu t e total 
of $80 mi ion in 1976-77 and $130 
million 1977-78. 

a. The success of the Plan rests on the 
assumotion that over the life of the 
Plan~here will be available a rcxi
mately $6 billion in principal amount • 
of Federal guaranteed, taxable nctes, 
bearing 8 1/2% annual interest. It is 
assumed that an entity authoriz. by 
law to issue such notes will be issuer 
thereof. 

r 
f 
I .. 



SE ION II 

FI?\ANCIAL PLA:i 

The revenues and expenses in the attached schedules 
agree with the City's financial plan except that the adopted 
new capital budget levels, and adopted fina~cing option. 
assumptions have affected debt service charges and real 
property tax revenues. 

r 

" 
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A 1. 
2. 

3. 
4. 
5. 

5. 

B 7. 

8. 
9. 

10. 

11. 

c 12. 

D 13 .. 

1:' 14. ..... 

'! /: .. :: ~ :·- .. 

SU-·i~J.A!<Y OF Fru~::cI.l\L PLAN 
{1n ~illicns of Dollars) 

Citv Fi~cal Y~ar 
1975-76(a ) 1976-77 1 977-78 

REVENUES 
Real Estate Taxes 2,081 _3,265 3,234 

General 1·una ~-) 
State and Feaeral Aid 
Other Revenues 

3,~71 lJ,19~ ~,~22 
2,606 lj '25 ~,369 

.2314 272- 260 . . 
Total Revenues 8.392. ·11.9q2 12 20~ 

EXPENSES (excluding c1ebt 
service) 

Expense Budget 7,479 10,634 10 , 691 
for Ove:i:-run - 100 . -. 00 R~serve 

7,479 10,734 10 ,797 
~:I'·J 1 

.. 
1 S Rechjctions - .92 - 462 - 7?J.J 

Total Ex9enses _]_, 3~ 10~212 10107~ 

NET su:~PLUS BEFORE DEBT 
SERVICE t ~i·i.f,,--( .k-<t~c..:..fu:.UA- 1,005 1,720 2, 221 

(line 6 min s li~e 11) 
lf ~o tAt-h-fl .Ui ~~ __ . IJ_iJ ( I oo 

NEEDED FOR DEBT SERVICE --
(See Table B) • 

1,669 2 ,190 2,191 

SURPLUS OR (DEFICIT) 
(l ine 12 minus li::ie 13) ( 66 lJ) (470) 3 0 

(a) October - June only . , 
(b) City su~mission shews M.AC <lebt servjce deducted from Genera l Fund. 

*Assurnptions contairied in Section I, Introduction. 
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Ci~y Fisca! Ysar 

:-:pe;;se l t eIBS 
Persor.al Service 
Other than Personal Service 
frinse Benefits 
Lease of Facilities 
Vocational Eoucation 
~anpcwer Training 

Total. 

~itc!>ell-Larna Housing 

or.struction 
Transit Authority 
Environmenta·1 Protect.ion 
Municipal Services 
.Eoucation 
Other 

Total 

AP ITAL BLlDGET TOTAL 

ff ects of Reduction 
Expense Items 

Construction Items 

Plus Reserve 

EVIS=D CAPITAL BUDGET TOTAL 

1975-76 1976-77 

s 2:!7.1 
111.l 
. ~ 2 ~ 6 
92.7 

17 4 . ·9 
38.6 

s 697.0 

s 209.9 

18l.l 
l.S 2. 9 
86.2 

165.4 
267.8 

$ 853.4 

Sl,7f.0.3 

677.0 

875.8 

46.3 

..$1,600.0. 

.. 

$ 217.5 
101.9 
39.l 
92. 7 

160.4 
35_4 

$ 647.0 

-0-

169.2 
151.9 

35.7 
7 5. l 

1.56. 3 

.$ ·5 8 8. 2 

$1,235.2 

605.2 

4 81 . . 2 

13.6 

$1,100.·0 

1 977-78 

$ 197_9. 
92.7 
35.6 
92.7 

145.9 
32.2 

$ 597.0 

-c-

138.l 
126.4 

18'. 8 
37.9 

1 06.6 

$ 427 .8 

$1,024.8 

555.2 

339 .3 

31J • 5 

$ 930.0 



£:-:pense l t ems 

2 • 
3. 

Pc=sonal Service 
Other than Personal Service 
Fr inse Benefits 
Le2se of Facilities 
Voca tior.al Eaucation 

:i. !<anpcwer •rra in ing 

Total 

~ itc~ell-La~a Housing 

~or.struction 

I • 

• .. t • 

Transit Al,thori ty 
Environmenta l Protection 
~unicipal Services 
Educat Lon 

'· -- Other 

Total 

APITAL BUDGET TOTAL 

f fects of Reduction 
Expe:nse Items 

!. Cons truction Items 

Plus Reserve 

' ..... EVIS~D CAPITAL BUDGET TOTAL 

It• 

- ,. 

-:-....,;;--s) ...,) ___ ;:_ 

1975-76 1976-77 

$ 2 "3.7 .1 
111.l 
. 4 2. 6 
92.7 

17 4 .·9 
38.6 

s 697.0 

s 209.9 

18 i.. 1 
1-5 2. 9 

86.2 
165.4 
267.8 

$ 853.4 

Sl,7f.0.3 

677.0 

875.8 

46.3 

..$1, 600. 0-

. . 

$ 217.5 
101.9 
39.1 
92.7 

160.4 
35.4 

$ 647.0 

-0-

169 .2 
151.9 
35.7 
75 .l 

1_56. 3 

s ·588. 2 

$1,235.2 

605.2 

4 81. _2 

13.6 

$1,100.0 

1977-78 

s 197.9. 
92.7 
35.6 
92.7 

145.9 
32.2 

$ 597.0 

-0-

138.1 
126 .4 
ia·. a 
37.9 

106.6 

$ 427.8 

$1,024.8 

555.2 

339.3 

34.5 

$ 930.0 

. /) 
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October 22, lt75 

L. WILLIAM SBIDMM 

•- York •1aanoia1 aiaaUon 

Ia acaordanae with your recz-et:, I baftt talk.S to Charl• 
walker about hi• ri.ava. 

11111 def lni.M riw 1• tkat the rin of the oo~ of 
4efnlt are t:oo hip to allow the Cit.y to 90 adu. Bi• 
aoncern now 1• tmat a 9oocl bill oome t:o your <leak. Hi• 
PlfOllOMl la an RPC type len41a9 OrCJuisaUoa vi~ a 
ll~y-.,..S banker in cors••n4 (Ed Yeo, poaaibly). 

lie th1Dk• ~t. •• aooa •• Lo4 bhl•Y'• oornit.~ baa 
0011Pl•ted it• hearincJ8 we abould -•t with hi• to UJ' to 
oonauuot a eoUD4 bl11. Re offered to work on our behalf 
if •o req-u.s. u. doe• not think that. aay bill will pau 
\Ulleaa the Nainlauat.ioa aupporta nob aotion. 

bee: Mr. Rulllafeld 

LWS:rmk 
rbp1tto1chroa 

DB!. OllL'f/COllPIDIQl'fW. 

. -d to be Administrative M~rking Ddermtn.,; 
Date ~(tJ..'i 1~3 By _:Ql::a:-----



I 

OUTLINE OF HOW A PROCEEDING FOR THE ADJUSTMENT 

OF DEBTS OF A MAJOR MUNICIPALITY 

WOULD PROGRESS 

The city would file a petition under a proposed new Chapter XVI 

of the Bankruptcy Act. The petition would state that the petitioner is 

insolvent or unable to pay its debts as they mature and that the city 

desires to work out an adjustment of its debts with its creditors. 

With the filing of the petition, the statute would provide for an 

automatic stay of suits by creditors so that the essential functions of 

the city would not be disrupted. This stay, essentially an injunction, 

would continue until the proceeding is terminated unless the United 

States district court for good cause altered or amended the stay as to 

certain creditors. 

All creditors identified by the petitioner would be given notice 

of the initiation of the proceeding. The petitioner would file lists 

of its debts and the creditors. Unless a particular creditor's claim 

is disputed, the listing would serve to establish the claim so the court 

would not be burdened with the filing by creditors of countless proofs 

of claim. The creditor whose claim is disputed would file a proof of 

claim and would have to establish it to the court's satisfaction. 

The petitioning city would endeavor to work out a compromise with 

creditors. This might take the form of payment in full but over a longer 

\ 
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period of time, or it might involve compromise for less than the full 

amount due the creditors, or a combination. 

While the city is negotiating with its creditors and trying to work 

out a compromise with them essential governmental functions would continue. 

The statute would provide authority for the city to borrow money. Because 

the city might have trouble borrowing, the legislation would authorize 

the court to provide that such loans to the city would be paid ahead of 

other creditors. While the court could not, under the Constitution as 

interpreted by the Supreme Court, interfere with essential Governmental 

or poli~ical functions of the city, it could withhold approval of borrow-

ings which are for nonessentials. 

As soon as the city comes up with a plan of compromise the terms of 

the compromise proposal would be sent to all creditors and they could vote 

to approve or disapprove the compromise. Votes would be counted by classes 

of creditors and any class of creditors disapproving the plan could be 

dealt with by the court by providing for payment of the value of their 

claims in another way. Thus the court would provide for some method of 

payment which would give these particular creditors the true value of 

their claims and this would not necessarily be the face value of the 

claims. 

There would be opportunity for contest before the court as to whether 

a particular plan of compromise should be finally approved by the court. 

H&wever, the plan, if approved, would be binding on all persons and ere-

<litors and all debts of the city dealt with by the plan would be wiped 
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out except to the extent saved by the plan. The city would be obligated 

to abide by the plan and deposit new bonds, cash or property in accordance 

with the court-approved proposal and see that its terms are carried out. 

The court would retain jurisdiction until it was satisfied that the terms 

of the plan were being met satisfactorily by the city and that further 

court supervision was not required. 



OUTLillE OF JOI A Pll>CBEDDIG POR ftE ADIVIW 

OF ll:BTI OF A tM.JOR lftlllCIPALITY 

tlOVLD nDCUll 

The d.tJ wuld fJ.la • ,.Utt• ..-r • tr••··· naw Clmpter m 
of the llllkllllptq Act. ft• ,.Utl• ..U state that 1:M ,.Uttoaer :la 

ineGlwnt er mlllble to,., ita debta .. a., •tllre ad ti.t tile cit, 

dedna to wdt mat an •CVU•twt of lta Gebta v.ltla 11:8 en4t.'bml. 

With the f1lilll of the pftlt:t., the atatute -1.d p.1991 .. fer an 

ntamtlc nay .t •it:a "1 endltmw eo tlaat tile --tial. ~ of 

the cd.'7 -.aU no~ be cltanftH. ltd• eta)', ..... t:l.al.17 an 1~-.et1•1 

would cmtt1nue 1111til the preaulllnt· l• tentnated unlee• the Vnitecl 

ltate8 tlatr:lct eourt for IOo4 cau• altaed or -ded the ata7 •• bJ 

oertaf.n encl! ton. 

All andlton 1dmttfted.., the pettti__. vaald 'be pwn 90t1ce 

of the taitlatian of the ...-••line. The ,.tt. tiOHr wml.4 file liau 

•f It. debta and the credlton. Unl .. a paltttcalar cred:ltar' • clata 

i• .U..tect, the llatlq Wllld fflW to .uw.aa the e1aia ., tile court 

--14 not be ~ v.lth the ftlfnl W., cnc1lto:n of ooatl- pnofe 

of cla:la. tba Cftclitor -... cla1a ta ti.,.t.t wmlcl file a fZ90f of 

clata a4 1al1d llaw to eetablieb it to tile 0111rt'• atlmfacttma. 
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•t ...,t to t11e .mat awct "1 t11e ,:a.. ne ett:, -.i• " •u .. tecJ 

to •bide "'1 the plan •d d•Mit na1 .._.., _...or pr .. •rtJ ln aacordlaaee 

ldtll the ~ pza11111l. _. - ttlat ltll tezm an OU'l'ied •t. 
1h• C31mrt Wllld reta1a ~ mtil lt -· •tl•ftecl that tbe ~ 

of the ,i. wen Wac Mt •tlefaetmr:l)J "1 the city•• t:Mt 6mtlw 
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