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November
14, 1975

MEMORANDUM FOR THE PRESIDENT
Subject:

New York Plan

Governor Carey; Felix Rohatyn, Chairman of MAC; Stanley
Steingut, Speaker of the State Assembly; Warren Anderson,
Majority Leader of the State Senate; and otl1er New York officials
presented the outlines of a plan designed to meet the financial
needs of New York City, New York State, and the New York State
.agencies.
(1)

Summary of the Plan
The plan involves measures to:
(a)

Force a restruc.turing of New York City's short-term
debt.

(b)

Generate $200 million of new city tax revenues.

(c)

Provide $2.5 billion in new loans to the City from the
city pension funds.

(<l)

Reduce City contributions to employee pens ion funds b;.·
requiring contributions from the employees, thus reduc
by $85 million City expenditures; and restructure the
employee pension plans.

(e)

Generate sufficient State tax revenues (estimated by
Governor Cnrey at $600-700 million) to balance the
State's budget.

(f)

Provide State funding for the Ho~sing Finance Agency
to strengthen· its financial condition.

(g)

Force a balancing of New York City's budget by fiscal
year 1978.

'\ (11)

Ile <l ucc wcl f-are an d social
.
service costs.

2

_(2)

Propose<l Fec1~ral~J~

The Federal Government has been asked to provide seaso11al
fin:incing on a short-terrn, self-liquidating basis. ForJ':y--flr'i6,
a 11p1:oxi n!a t e 1y S1 . 3 b i 11 ion wo u 1 d be re qui r c d cl u r :i n g the pc r i o d
December 1975 - March El76, to be repaid by June 30, 1976. for
FY l~l77 and FY 1978 the need in the July-March period \':ould peak
at $2. 3 bilJ ion in March.
In each of these fiscal years, the
entire amount would be repaid by June ~O.
(3)

Discussion of the Plan
(a)

New York City

The key elements of the plan are p restructuring of New York
City's short-term debt and substantial commitments of new cash from
the union pension funds. The debt restructuring is in two parts.
·First, the banks and other institutional investors have agreed
to exchange their short-term New York City notes for ten-year
City bonds carrying an interest rate of six percent. Secondly,
they have agreed to refinance their holdings of MAC bonds to
reduce the cash flow drain on the City. These understandings
are contained in letters to MAC from the major New York banks
and certain union leaders.
Individual holders of short-term City notes (who h~ld
$1.6 billion) will be offered a long-term (10-15 year) MAC
bond, carrying an 8~9 percent interest rate. Holders who do not
accept the exchange will be subject, pursuant to new legislation
·the Governor is introducing, ~o a three-year moratorium on their
right to enforce the terms of notes: that is, their ability to
collect principal and interest at maturity. This approach is
modeled on t11e anti-mortgage foreclosure legislation used by
New York and other States during the depression.
New loans of $2.5 billion through FY 1978 will be provided
from the city employee pension funds. This commitment, as well
as a commitment to restructure their existing holdings of ~!AC
securities and City notes, is reflected in a letter to ~!AC signed
by the heads of the Teachers, i'vlunicipal Employee, and Sanitationmen' s unions.
The plan also includes legislation for new-City taxes of $200
million and changes in certain pension fund arrangentents relieving
the City of $85 million in contribution obligations.
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Ne 1·1 York S t

;i

t e

The key [lspcct of the State plan is new state taxes to
elimjnate the $700 million deficit estimated for the fiscal year
ending March 31, 1976. At our meeting, Governor Carey was not
specific as to \vlia t types of tax measures might be t~ ken.
Moreover -- and perhaps more jmportantly --- Senate :--lajority
Lea<ler Anderson refused to accept the $700 n1illion figure and
was extremely vague as to whether he would support new taxes as
opposed to expenditure cuts.· The j1roblcm with the expenditure
cut approach over the short term is that it easily lends itself
to gimmickry, such as merely deferring certain outlays into the
following fiscal year.
The Governor also indicated that he will seek to achieve
reductions in the welfare and social services area. He was vague
as to whether tl1ese reductions would come through legislation,
administrative actions or both.
The State has no concrete plans for meeting the $4 billion
seasonal borrowing requirement it faces in April-June 1976.
However, if the overall plan were ~ut in place, it would appear
likely that the State would have access to the market to meet
this need. And as a fallback, the $11-plus billion in State
employee· pension plans could be tapped.
(c)

State Agencies

Two major step~ are being taken with respect to the agencies.
First, no new projects will be undertaken. Second, the Governor
is·proposing legislation of fhe type requested by the banking
community to bolster the finances of the Housing Finance Agency.
Even if the legislation is adopted, howev-er, the banks have not
agreed to meet the agencies' financing needs, which amount to
approximately $2.S billion over the next two years. The state has
tentatively identified sources (pension funds, etc.) for approximately $1.8 billion; it hopes to persuade the banks to take the
rest.
·
Evaluation of Plan
With respect to the City portion, the-plan is basically
the Administration's bankruptcy proposal by anotl1er name. Like
_our proposal, short-term notcholders will not be paid in cash,
but will get long-term bonds (or the equivalent) instead. As
would have been the case under our plan, the Emergency financial
Control Board will run the City.
'\

- 4 Whether the plan succeeds iargcly depends on hrn factors .

. First, if any clement of the legislation is whitt).ed back by the
Lcgjs]aturc -- c . . , fudging on the amount of the State's deficit
or the amount o new taxes -- the cxist]ng commitments may not be
kept and, more important] y, the market - - essential for the Sta tc
in April -- may not be persuaded that the State has in fact done
what is necessary.
Equally important is the public's perception -- over the
next six months -- of how the State an<l City are being manag.::cl.
If reforms continue at their current pace, the problem may be
solved. If not, the problem may be as great by April or May as
fears return that the State will have to commit more of its
credit toward helping the City.

..

Timetable

We were asked for an answer by Monday but they have been
advised that we will give th~m an answer as soon as possible.
As a practical matter, time is of the essence:
(1) The U.S.
Congress, which may need to act on this matter is planning to
recess November 21; and, (2) The restructuring of the shorttcrm debt must be accomplished by December 10. Because of the
complexity of the restructuring nrrangment, at least two weeks
will be ~equired for this to take place.
We have made a summary of the plan without any policy comment
and distributed it to Congressional leaders for their review over
the weekend. We would secure their reaction on Monday while you
are in Europe. When you ret~rn, you would then have the opportunity to consult with the Congress on Tuesday and could then
announce a decision if you wish.
Options
Option One.

To turn down the request for federal assistance
aqd recommend that actions be taken at the state
or local level.

Option Two.

Agree to support legislation (copy attached)
authorizing federal assistance to meet seasonal
borrowing needs with any or all of the followin~
conditions ~nd any others to be determined:
(a)

That it is limited to $1.S billion with
broad authority to revoke assistance if
state and city action fails to meet
spccifjcd conditions.
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Option Three.

(b)

That the Governor of New York provides us
with written assurance that no further
requests for assistance for the City, State,
or for any of its agencies will be forthcoming.

(c)

That the substance of such a letter be
embodied in a resolution of the state
legislature.

Seek agreement from private financial institutions
to provide financing for City's seasonal needs
and support legislation (copy attached) enabling
us to secure such financing with future Federal
payments otherwise due the State and City.

These are three basic options available to you. If you are
considering Option Two, you have various alternatives with respect
to timing. You could:
(a)

Indicate that you will not consider any form of assistance
until the State Legislature has acted.

(b)

Describe the kind of Federal assistance you will consider,
but state that you will not reach a decision until after
the State Legislature has acted.

(c)

Announce you have decided to provide assistance as
described above if the Legislature acts in accordance
with the plan.

Attached are the following background material:
Tab A.

Letters from the Governor, MAC, Union Leaders and
Financial Institutions.

Tab B.

Draft legislation to provide direct federal assistance.

Tab C.

Draft legislation to secure loans by private institution

Tab D.

Additional cash flow requirements, subject to further
refinement.
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MEMORANDUM FOR MAX FRIEDERSDORF
FROM:

STEPHEN S. GARDNER~

SUBJECT:

New York Plan

Governor Carey, Felix Rohatyn, Chairman of MAC, Stanely Steingut, Speaker of the State Assembly, Warren Anderson, Majority
Leader of the State Senate, and other New York officials presented the outlines of a plan designed to meet the financial
needs of New York City, New York State, and the New York State
agencies.
l.

Summary of the Plan

The plan involves measures to:
A.

Force a restructuring of New York City's short term
debt.

B.

Generate $200 million of new city tax revenues.

c.

Provide $2.5 billion in new loans
the city pension funds.

D.

Reduce City contributions to employee pension funds
by requiring contributions from the employees thus
reducing by $85 million City expenditures and restruc- ·~
turing the employee pension plans.

E.

Generate sufficient State tax revenues (estimated by
Governor Carey at $600-700 million) to balance the
State's budget.

F.

Provide State funding for the Housing Finance Agency
to strengthen its financial condition.

'\ G.

H.

to

the City from

Force a balancing of New York City's budget in the
fiscal year 1977-78 ••
':_.

Reduce welfare and social service costs.
~ ·-~'

l
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2.

Pro

sed Federal Role

The Federal Government has been asked to
seasonal
financing on a short term, s
£-liquidatihg,
sis. For
FY 1976, approximately $1.3 billion would
required
during
iod December 197 5-ivlarch 197 6,, to be repaid
by June 30, 1976. For FY 1977 and FY 1978
July-March
need would peak at $2.3 billion in March, and the entire
amount to be repaid by June 30 of each of these tiscal years.

3.

Deta
A.

of the.Plan
New York City

The key elements of the plan are a restructuring of
New York City's short term debt and substantial commitments
of new cash from the union pension funds.
The debt restructuring is in two parts.
First, the banks and other institutional investors have agreed to exchange their short term
New York City notes for ten year City bonds carrying an
interest rate of six percent.
Secondly, they have agreed
to refinance their holdings of MAC bonds to reduce the cash
flow drain on the City.
These understandings are contained
in letters to MAC from the major New York banks and certain
union leaders.
Individual short term City noteholders (who hold $1.6 billion)
will be offered a long term (10-15 year) MAC bond, carrying
an 8-9 percent interest rate.
Holders who do not accept the
exchange will be subject, pursuant to new legislation the
Governor is introducing, to a three year moratorium on their
right to enforce the terms of notes:
that is, their ability
to collect principal and interest at maturity. This approach
is modeled on the anti-mortgage foreclosure legislation used
by New York and other States during the depression.
New loans of $2.5 billion through FY 1978 will be provided
from the city employee pension funds.
This commitment, as
well as a commitment to restructure their existing holdings
of MAC securities and City notes is reflected in a letter to
MAC signed by the heads of the Teachers, Municipal Employee,
and Sanitationmen's unions.

vft

The plan also includes legislation for new City taxes of $200
million and changes in certain persion fund arrangement re1 ieving the City of $85 million in contribution obligations.

t.

New York State

The key element of the State plan is new state taxes and\~:..,
-~~
expenditure reductions to eliminate the $700 million deficit ~,,/
estimated for the fiscal year ending March 31, 1976.

3

The Governor indicated that he will seek to achieve reductions in the welfare and social service expenditures.
C.

State Agencies

Two major steps are prepared for State agencies. First,
no new projects will be undertaken. Second, the Governor is
proposing legislation of the type requested by the banking
cormnunity to bolster the finances of the Housing Finance
Agency.

STATE OF' NEW YORK

EXECUTIVE CHAMBER
ALBANY 12224

iUGH L. CAREY
Gov£RHOR

November 14, 1975

Dear Hr. Secretary:
I am writing in keeping with our recent conversations
concerning the financial program presented by the New York
State IJ.unicipal Assistance Corporation to neet the severe
fiscal crisis facing New York City, as well as the proposals
put forth by State officials to meet the needs of the agencies
and underlying credit of New York State itself.
Today, you will receive from the Chairman of the Hunicipal
Assistance Corporation the documents prepared by the various
commercial banks and representatives of organized labor in
New York City.
These docun1ents should serve to fulfill the
stated Federal requirement that these elements of the HAC plan
have been brought to the level of a conu.~itment to the extent
consistant with the legal and moral responsibilities of the
signatories.
For my part, as Governor of the State of New York, I have
sought to meet the Federal requirements as understood in our
conversations. Yesterday I called the State Legislature into
an Extraordinary Session to meet the fiscal problems of both
the State and City of New York.
In meeting with the Legislative Leaders I presented them
with a legislative package to accomplish for the State the
following:
~
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First, every step necessary will be taken to close the
gap in the State's budget. The Comptroller of the State has
informed me and the Legislative Leaders that in his opinion,
and that of his staff, the State's current deficit will fall
between $600 and $700 million this fiscal year. Accordingly,
I am sending to the legislature a tax package that will raise
revenues sufficient to close that gap.
Secondly, I have informed the Legislative Leaders that
I shall seek the authority necessary to introduce further
economies in State expenditures. At the outset, I shall seek
a series of measures that the State and its' localities can
undertake in order to reduce social service, i.e. welfare,
and aedicaid expenditures in the coming year. By a series of
reductions in the scope and level of funding of our programs
I hope to achieve a Statewide savings of over $500 million.
Third, for the State 0 moral obligation" agencies, I will
present legislation to both stregthen their reserves as well
as to remove those few programs whose adequacy as to underlying
security and revenues might be questioned only under the most
rigorous review. This legislation will require an appropriation
of $130 million. For .the moment, I am pleased that we have
succeeded in keeping the Housing Finance Agency from default for
another 30 day period, mainly through the investment of certain
funds under the custody of the State Comptroller.
Fourth, I shall introduce legislation that will have the
effect of freezing salary schedules for the period of one year
cf all employees of New York State and its agencies.
To meet the fiscal problems facing the City of New York,
I shall do the following:
·
First, to accomplish the exchange of short-term City notes
in the hands of individual investors into long-term 1.JAC bonds,
I shall introduce legislation that would place a 3-year moratorium on the claims of those who do not participate in the
exchange.
·
Secondly, I have informed the Legislative Leaders that
legislation will be introduced to increase the revenues raised
in, and available to, the C~ty by $200 million.

"'
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Third, I shall introduce legislation necessary to accomplisl1
the increase in city employee contributions to the pension system
in the amount of $85 million -- an amount agreed to in documents
you have received today.
This is a program that has my full corru~itment as Governor.
We in New York State have, I believe, brought to bear every
resource at our conuaand to find a solution in the face of an
extraordinary and historic financial crisis. There is still a
need, however, which can only be rnet by Federal assistance.
Sincerely,

~/~
Honorable William E. Simon
Secretary of the Treasury
Department of the Treasury
15th Street and Pennsylvania Avenue, N.W.
Washington, D. c. 20220

MUNICIPAL ASSISTANCE CORPORATION
FOR THE CITY OF NEW YORK
2 World Trade Center
New York, New York 10047
November 13, 1975

The Honorable William E. Simon
Secretary of the Treasury
Washington, D.C.
Dear Mr. Secretary:
Pursuant to your request to the Governor on November 12th,
I am pleased to enclose copies of conditional commitments
received to date from the various New York City banks, and
from the leadership of the various City.unions, who have
been asked to participate substantially in the Three-Year
Financial Plan For New York City.
We are submitting the enclosed letters pursuant to your
request that, to the extent and as rapidly as possible, we
reduce to writing the conunitments required from the various
participants in the Three-Year Financial Plan. As these
letters are reduced to final agreements, the legalities
may require changes in the form, but we hope not the substance, of the outlined transactions.
In view of the time constraints involved, these letters
are in the form of letters of intent rather than formal
legal conunitments. They relate to the new cash investments
in the City, and the interest reductions and maturity
adjustments on oustanding City and MAC obligations, referred
to in the City financial section of the Three-Year Plan,
a copy of which is enclosed for your convenience.
We understand that the Governor will communicate with you
separately with respect to the fiscal and State Agency
portions of the Plan.
\.

Page Two

The Governor has called the New York State Legislature
back into its continuing extraordinary session to~ay in
order to consider and adopt the moritorium legislation
which we have discussed with you.
Pursuant to the proposed moritorium legislation, the
Municipal Assistance Corporation is currently readying
an Official Statement by which it plans to offer to
exchange its bonds for maturing notes of The City of
New York. The first of these exchange offers is scheduled
to commence on or about Tuesday, November 18th. A
preliminary Official Statement is enclosed.
As you will understand, the program referred to in the
enclosed materials is conditional upon the availability
of Federal governmental assistance and upon the completion
of the November financings. In this connection, you
should know that we have not yet received any cor:trnitment
with respect to the availability of $150,000,000 of the
State appropriation scheduled to be paid on November 21, 1975.
Thank you for your courtesy and helpfulness.

/

/ispe';ru1.1~rf

ubmitted,

)~tVAM~L/'~elix
~~,:i j
G. Rohatyn
Chairman of the Board
I
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November 13, 1975

Mro Felix Go Rohatyn
Chairman
Municipal Assistance Corporation
2 World Trade Center
New York, Ne_w York 10047 ·
Dear Mro Rohatyn:
The undersigned are aware that the Trustees of the 'Municipal
Employees Retirement Systems are presently considering the
investment of $205 billion in new securities as part of an
overall program to meet the needs of the City of New York
between now and the end of fiscal year 1977-78 and are
considering agreeing to a conversion of 1'fAC securities
presently held by these systems to a new MAC issue of
6%, 10 year bonds and to a conversion of city notes held hy.
the systems for a new city issue of 6%, 10 year bondso
The aggregate amount of securities to be converted is
$1.2 billion.
'

The undersigned agree to use their best efforts to cause
the Trustees to approve, in the exercise of their discretion,
the items referred to aboveo
The undersigned understand that the Federal and State
governments require that the ITHP portion of the City's
contribution to the systems be reduced by 50%0 This will
increase the employees' annual contributions by $107 milliono
The above commitments are subject to the completion of a
financial package assuring funding of the City government
through Fiscal Year 1977 ... 78, including the Federal
guarantees of securities, or other Federal funding, required
to complete the financial packageo
Sincei:_eJy '~I,..,//

('
,t ,·,., t t{·'·
\ . ... t.,..<,,"v'

v~r~

I

Victor Gofb um
Executive'-nir7c;;or~District Council

~ea I IJt-},
Alb~rt Shan~er, Presidcn~
~

aL{.e/J;t:

0.tf3 •

37

Local 2, United Federation of Teachers

.

•

John Jo' Delury
President, Uniformed
Sanitationmen's
Association, Local 831
IoBoT.

MORGA:\ GC.\RA:\TY TRCST CO'.\IP.l:\Y
OF NEW YORK

23

WALL STREET, NEW YORK, N.Y. 10015

November 13, 1975
ELL~IORE

C. PATTERSOC'

Chairman of the Board

Mr. Felix Rohatyn, Chairman
Municipal Assistance Corporation
for the City of New York
c/o Lazard Freres & Co.
1 Rockefeller Plaza
New York, N. Y.
Dear Mr. Rohatyn:
You asked for a response from this bank and the other
New York City Clearing House banks with respect to certain aspects of the Three-Year Financial Plan for New York City, New York
State Agencies and New York State dated November 10, 1975 (the
"Plan"), a copy of which was given to an officer of this bank last
evening. We have had the benefit of a meeting this morning with
you and the other Clearing House banks at which the Plan was discussed and specific requests were made of us.
In response to the specific requests, and subject to the

conditions listed below, I can advise you that this bank would be
prepared to convert its present holdings of MAC securities to. 6 percent MAC bonds maturing in 10 years, to extend our present holdings
of New York City notes to 10 years at 6 percent, and to participate in up
to $2. 5 billion "seasonal" financing for the City of New York that
necessarily must be Federally guaranteed.
The following conditions are integral to this response:
1. Any securities of either MAC or New York City must,
satisfactorily to us, be approved as to legality and documentation.

I .•.
1 ''"
\ , ~)

2. We must reserve our right to reconsider our response if
at any time prior to or during the implementation of the Plan there
is any default on securities issued by the State, the City or a State
agency. We would not consider a moratorium on payment of principal on City notes, so long as MAC bonds are offered in exchange,
as a default for this purpose.

l\lOllGA.'\ GL\11\'l.TY TllL-.T CO'il'A'\Y

Mr. Felix Rohatyn, Chairman
Municipal Assistance Corporation
for the City of New York
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3. All other members of the Clearing House respond affirmatively and participate in the Plan on substantially the same basis.
4. All parts of the Plan are committed to by the appropriate
parties, including the State executive and legislative leaders, the
City executive and legislative leaders, City union officials, and the
officials of MAC and the City Control Board. Federal executive and
legislative leaders indicate support of Federal guarantee of the financing of the City's 11 seasonal 11 borrowing needs. Appropriate concrete
actions at the appropriate City, State and Federal levels should accompany any actual steps taken by this bank.
We understand that an essential part of the program is the
successful exchange of MAC securities for notes held by holders other than
Clearing House banks and City pension funds. We do think it preferable
that the banks and pension funds receive MAC bonds for City notes on the
same basis as other note holders and urge that serious consideration be
given to that possibility.
We would also like to express our concern about the need to
finance the estimated $2. 5 billion State agency requirements in full, and
this bank's unwillingness to participate in any such financing except with
Federal guarantees or assistance. We also have concern about the approximately $4 billion short-term financing requirements of the State itself in
the Spring and the desirability of prearranging the availability of that amount
of credit. It is our present belief that Federal assistance may well be
necessary for that purpose.
Very truly yours,

!
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MANUFACTURERS HANOVER TRUST COMPANY
350 PARK AVENUE. NEW YORK, N. Y. 10022

GABRIEL HAUGE

November 13, 1975

Mr. Felix G. Rohatyn
Chairman of the Board
Municipal Assistance Corporation
c/o Lazard Freres & Co.
One Rockefeller Plaza
New York, New York
Dear Sir:
We have reviewed the document dated November 10,
1975 and entitled "Surr:mary of Three-Year Financial Plan

for New York City, New York State Agencies and New York
State" prepared by you and delivered to us today.

In

connection with the Financial Plan, we understand that
the member banks of the New York Clearing House Association are being requested to agree in principle to the
following:

1.

Conversion of present holdings of approx-

imately $1,050,000,000 MAC securities to 6% Bonds maturing
in 10 years.
2.

Extension of approximately $550,000,000 of

New York City Notes to 10 years at 6%.
3.

Providing New York City with up to $2,500,000,000

of "seasonal" financing.
This letter is to advise you that we are agreeable
in principle to the provisions of paragraphsl and 2 above
on the following conditions:

lv:r. Felix G. Rohatyn

(a)

November 13, 1975

New York State, New York State 1'.gencies

and New York City shall not be in default on any of their
respective obligations at the time these provisions of
the Financial Plan are implemented.
{b)

State Agency financial needs referred to

in Paragraph B of Section II of the Financial Plan will be
provided without the assistance of this institution.
(c)

This institution shall be satisfied as to

all legal, documentary and similar facets of the Financial
Plan prior to its implementation.
(d)

The portions of the Financial Plan which

contemplate direct or indirect funding by organizations
other than the member banks of the new York Clearing House
Association are agreed to by such organizations and all
other steps relating to the improvement

of the financial

and fiscal condition of New York State and New York City
referred to in the Financial Plan have been adopted by
the New York State Legislature.
(e)

All member banks of the New York Clearing

House Association agree to participate in these portions of
the Financial Plan subject to conditions acceptable to such
banks.
With respect to paragraph 3 above, this is to
advis'\ you that this institution would be willing to participate in a syndicate consisting at a minimum of all

\ ;~ ,'" .::•.-> . .
;"'r

•.:·
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Mr. Felix G. Rohatyn
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member banks of the New York Clearing House Association
organized for the purpose of providing New York City with
up to $2,500,000,000 of "seasonal" financing subject to
the condition that such financing be guaranteed by the
Federal Government.
Finally, we note that Paragraph B of Section III
of the Financial Plan entitled

11

Short-Terrn Financing Re-

quirernents - State Fiscal Year 1976-77" indicates that
"it is only realistic to anticipate the need for some
Federal sponsorship for the New York State seasonal borrowings early in 1976."

We concur in this conclusion.
Sincerely yours,

UNITED STATES TRUST COMPANY
OF J'\Lw YORK

45 WALL STREET !'EW YORK, :'>i. Y. 10005

212••1lS·4500

CHARLF.s W. Bl'EK
Chairman

~( the B;ard
and

November 13, 1975

P"sident

Dear Mr. Rohatyn:
Re: Financial Plan Dated 11/13/75 Submitted to the
Member Banks of the Ne'\v York Clearing House

In response to your request this rnorning for advice as to our
position on the above proposal, I am glad to give you our advice as to
the four principal requests as summarized on the first page of the
Financial Plan.
We point out that we believe it undesirable to consider making
plans for The City of New York alone as proposed in the first three
requests without making some provision for the New York State Housing
Finance Agency and other State agencies referred to in request four of
the Financial Plan, and we shall not participate in such request.

·The Trust Company, as a member of the New York Clearing House,
agrees to participate in the first three requests set forth, subject to the
following con di ti.ans:
a.

Neither the State of New York, any of its agencies, nor the
City is in default on any of its obligations at the time the
Financial Plan is implemented.

b.

The proposal for financing New York State Agencies,
including item four of the Financial Plan, must be
provided by sources other than the New York Clearing
House Banks.

c.

We shall participate in the loans to meet the City's needs
for 11 seasonal 11 financing (currently estimated at two and
one-half billion dollars), but only if the Federal Government
guarantees all of such loans.

~

•.
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Mr. Felix G. Rohatyn

November 13, 1975

d.

The legality and documentation of all aspects of the
Financial Plan must be satisfactory to us and our
counsel.

e.

All the parties involved in the package constituting the
first three requests must agree to such package.

f.

Each other member bank of the New York Clearing House
shall have accepted the foregoing conditions.

Sincerely,

"-·--·

Chairman
United States Trust Company
of New York

Mr. Felix G. Rohatyn
Chairman
Municipal Assistance Corporation
for .the City of New York
Lazard, Freres & Company
One Rockefeller Plaza
New York, New York
10020
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November 13, 1975

Mr. Felix G. Rohatyn, Chairman
Municipal Assistance Corporation
World Trade Center
New York, New York

Dear Mr. Rohatyn:
We are pleased to respond to the proposals
made by you in furtherance of the plans set forth in
the "Summary of Three Year Financial Plan for New
York City, New York State Agencies, and New York
State" dated November 10, 1975.
National Bank of North America would be
willing to convert its present holdings of Municipal
Assistance Corporation securities, amounting to
approximately $21,000,000, to 6% bonds of the Municipal
Assistance Corporation payable over a period of ten
years, and to extend the maturities of its present
holdings of New York City notes, amounting to approximately $8,000,000, to maturities of ten years, bearing
interest at 6% per annum. In addition, National Bank
of North America would be willing to assist in the
underwriting, during the next three years, of up to
$2,500,000,000 of short term New York City obligations,
provided such obligations are guaranteed by the federal
government.
Our willingness to move forward with the
proposals made by you, as outlined above, is subject
to the following condi~ions:
1.

All of the other elements of the Summary

Ji:cll Str<·et Office
44 Wall Stn·et, New fork, New York 10005 . (::!:.!) 6:!./-400!1

,,,,.~,,
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Mr. Felix G. Rohatyn, Chairman
Municipal Assistance Corporation
2.

November 13, 1975

will be implemented prior to the time we are expected
to take the actions described above.
2. All of the other meITber banks of the
New York City Clearing House will join in the actions
we are to take.
3. Neither the State nor the City nor any
agency of the State will be in default in any of its
obligations at the time the plan is ireplemented.
4. The financial needs of State Agencies
described in the Su~..mary will be provided for, including
the amount described as "Remainder to be Financed. 11
5. The Federal Government will agree to
guarantee financing for the seasonal needs of New
York City, up to $2,500,000,000, for the next three
years.
6. We and our counsel shall be satisfied
with the legality of, and docunentation for, all of
the actions required for the plans described in the
Sum.rnary.

Very truly yours,
//1//

,./·,' . ~'/i;r//f
f!t; . 't.{.

.
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./~· .£;<
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./

Walter E. Van der Waag
Vice Chairman of the Board

IRvrr,rG TRUST Col'rtP/\.NY
ONE WALL STREET

NEwYoRK, N.Y. wow
JOSEPH,\. Hlt:E

November 13, 1975

Mr. Felix Rohatyn
Lazard Freres & Co.
One Rockefeller Plaza
New York, New York 10020
Dear Mr. Rohatyn:
This letter responds to a proposal for participation
by the New York Clearing House Banks and others in t..~e financial
·plan set forth in a memorandtun entitled "Summary of Three Year
Financial Plan for New York City / New York State Jl.gencies,
and New York State" dated November 10, 1975.
We are prepared to:
(a) convert our present holdings of securities of
· the Municipal Assistance Corporation to 6% bonds maturing in
ten years;
(b) extend to ten years the maturities of New York
City notes which we now hold, such extended notes (or equivalent
obligations} to bear interest at the annual rate of 6%; and
(c) consider participating in up to $2.5 billion of
"seasonal" financing to the City to bridge the gap between
incoming City revenues and payouts of salaries and other
obligations, but only if the City's obligations are guaranteed
as to principal and interest by the Federal government.
The foregoing is subject to the following conditions:
(a) neither the State, any State agency or the City
is in default at the time of any such conversion, extension
or participation in a seasonal financing;

, '

,
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(b) all parts of the financial plan set forth in the
memorandum re rred to above must be agreed to by u1e various
interested parties;
(c) all of t..li.e other New York 'clearing House !:>anks
shall have agreed to conversions, extensions and participations
similar to those referred to above; and
(d} the conversions, extensions and participations
referred to above shall be legally satisfactory to us.
I wish to make clear that our agreern2nt is limited
as set forth above and we are not undertaking to participate in
making loans to or purchasing securities of New York State or
any of its agencies.
Yours very truly,

Co:-.11>,\:--:Y

Donald C. Platten

P:,..~ S:re-::t
New Yvk. NY 10005

20

Chairman

November 13, 1975

Felix Rohatyn, Esq.
Lazard Freres & Co.
1 Rock cf ell er Plaza
New York, N. Y. 10020
Dear l\lr. Rohatyn:
Reference is made to the presentation made by you and your associates
today at the New York Clearing House, and specifically to the material presented
at that meeting entitled "Summary of Three-Year Financial Plan for New York
City, New York State Agencies and New York State 1 t.
On behalf of Chemical Bank, I wish to advise you as follows:
(l) Chemical Bank would be willing to convert its present holdings of
Municipal Assistance Corporation securities to 6';b bonds maturing in level
payments over ten years.
(2) Chemical Bank would be agreeable to substitute for its existing
holdings of New York City Notes new New York City notes with a maturity of 10
years bearing an annual interest of 6%, with amortization commencing after
expiration of the so-called moratorium period.
(3) Chemical Bank would be willing to participate in a syndicate for

seasonal financing needs of the Ciiy of New York up to an aggregate amount not
in excess of $2-1/2 billion if, and only if, such borrowings by the State of New York
are guaranteed by the full faith and credit of the United States.

Chemical Bank's willingness to do the foregoing is conditioned as
follows:
(a) At the time of the implementation of such Financial Plan, there shall
exist no default in any obligations of the City of New York, any agency of the
City of New York, the State of New York or any agency of the State of New York.
(b) Recognition by all appropriate fiscal authorities that the refinancing
of matu4f.ing New York State agency obligations must be effected through sources
other than the New York Clearing House banks.

To: Felix Tiohatyn, Esq.
Lazard Freres & Co.

November 13, 1974

#2

(c) Our satisfaction as to all legal matters incident to the implementation
of such Financial Plan (including, but not by way of limitation, the authority of
the City of New York to issue a 10-year note) and our satisfaction as to the documentation to be executed and delivered in connection therewith.
(d) All other participants in such Financial Plan shall have agreed to the
matters being requested of them, as more fully set forth in such Financial Plan.

(e) Your receipt of substantially similar letters from each of the other
New York Clearing House banks.
Finally, we can not overemphasize our sincere belief and concurrence
in the statement contained in such Financial Plan that it is only realistic to
anticipate the need for Federal sponsorship for New York State's seasonal borrowings during 1976. We believe that any contrary assumption would be unrealistic
at this time and that it is in the best interests of the capital markets and the
commercial banking system that provision should be made therefor at this time.

Very truly yours,
CHEMICAL BANK
.

By -

.
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<

------

D. C. P.

Rush delivery.

·: ...

NC:W

YORK-S

FIRST

BANl( .. FOUNOE:O

1784

GY

AL£XAN:Ot:R

HAMILTON

48 WALL !"THEET. :XEW YOHTt, :X. Y. 10015
ELLIOTT AVERETT

November 13, 1975

Mr. Felix Rohatyn, Chairman
The Municipal Assistance Corporation
for The City of Mev1 York,
Lazard Freres &Cc.,
One Rockefeller Plaza
New York, New York 10020
Dear l'ir. Roh a tyn:

The Bank of New York is pleased to respond to the proposal that you
presented today to the member banks of The New York Clearing House Association.
This proposal is summarized in a document entitled nsummary of Three-Year
Financial Plan for New York City, New York State Agencies, and Ne1·1 York State
dated November 10, 1975.
11

,

The Bank of New York would be willing to take the following three
actions, if the conditions hereinafter described are met to its satisfaction.
The Bank of New York would:

1.

Convert the securities issued by the Municipal Assistance Corporation
for The City of New York CMAC1 which we presently hold as principal
into new securities issued by MAC, bearing an interest rate of 6% per
annum, maturing in equal annual installments over a ten year period and
ranking pari passu with all other securities issued by MAC.
1

1

)

2.

Extend the maturity of the New York City notes which we presently hold
as principal to a term of ten years and reduce the interest rate thereon
to 6% per annum, provided the long term notes contain an appropriate
cross default clause.

3.

Participate proportionately with the other member banks of The New
York Clearing House Association and other commercial banks in providing
New York City with up to 2 1/2 billion dollars of seasonal financing,
if, but only if, all obligations in respect of this financing are
unconditionally guaranteed by the United States Government.
11

11

~The conditions which we have in mind are the following:

A.

At the time of our taking of any of such actions, none of the State
of New York, any agency of the State of New York, New York City or any
municipality with a population in excess of 100,000 shall be in default
in the payment of any of its obligations.

TII E

B~\Xl(

OF XEW YOHl\:

Page 2

November 13, 1975

B. · In the description of the Financing Pequirements for State Agencies
{Part II, B of the Summary), there is a reference to $650,000,000
as the "Remainder to the Financed
These funds must be furnished
from sources other than this Bank.
11

11

•

C.

All the actions outlined .in the Plan of "Fiscal Correction for New
York City (Part I, A of the Summary) shall have been taken or
effectively committed to by all parties concerned, and each of the
other member banks of The New York Clearing House Association shall
have agreed to participate on terms substantially similar to those
contained in this letter.

D.

The legality of each of this Bank's proposed actions shall be
established to the satisfaction of our counsel, and all necessary
documents shall have been prepared to our satisfaction, prior to.our
taking any such action.

11

Very truly yours,

Chairman
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November 13, 1975
Mr. Felix G. Rohatyn, Chairman of the Board
Municipal Assistance Coq:oration for the City of New York
c/ o Lazard Freres & Co.
1 Rockefeller Plaza
New York, N. Y. 10020
Dear Mr. Rohatyn:
This morning you outlined to the Clearing House banks, including
ourselves, a financial plan for New York City, New York State agencies
and New York State itself, and asked us to comment to you today on
certain aspects of that plan which directly involved the Clearing House
banks.
Subject to the conditions outlined below, we would be willing to
do the following as our part of the overall plan:

1. Convert our own present holdings of Municipal Assistance
Corporation for the City of New York ( 11 MAC 1 ) securities to 6% serial
bonds of MAC, with a final maturity of 10 years and an average life of
approximately 6 years;
2. Extend our own present holdings of New York City notes to
maturities not in excess of 10 years at 6%; and

3. Use our best efforts to put together the necessary syndicates
of banks and other financial institutions to meet the "seasonal" financing
needs of New York City over the next 3 years, provided that such needs
never exceed $2-1I2 billion and, most importantly, that such financings
be guaranteed by the Federal Government. It is our opinion that without
such federal guarantee the "seasonal" financing needs could not be met.
Our willingness to participate in the proposal outlined to us this
morning is subject to the following conditions:
I

1. That at the time of any conversion or extension there is no \ · : ·
~<>:')
~~
default by New York State, any of the New York State aJcncies, or
,,
..
New York City;
.....___./
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2. That the State agencies' needs outlined this morning in your
proposed financial plan are to be taken care of from sources other than
the Clearing House banks;

3. That the Federal Government guarantee any New York City
''seasonal 11 financing;

4, That the transactions contemplated by the financial plan
outlined to us and by this letter are legal and proper for all of the
persons (including governmental units and other entities) involved or
contemplated to be involved, including ourselves, and that all governmental,
corporate or other authorizations necessary or appropriate be obtained,
and that all legal proceedings, including all documentation, in connection
with such transactions shall be satisfactory in form and substance to this
bank and our counsel;
5. That all of the persons and entities connected with the financial
plan outlined to us this morning both execute the necessary or appropriate
documents to indicate that they will perform as contemplated in accordance
with the plan outlined to us and that such performance is forthcoming at
the appropriate time, including financings from other sources and such
governmental and other acts as are necessary or appropriate under the
plan; and

6. That our willingness to convert all of our own holdings of MAC
securities, extend our own holdings of New York City notes and use our
best efforts to provide "seasonal" financing for 1\i.ew York City, as outlined
above, be matched by a willingness on the part of all of the other
Clearing House banks to do the same with their holdings and to use their
best efforts in connection with the "seasonal" financing for New York City.
As part of the proposed financial plan we understand you will
consider and use your best efforts to restructure the plan as outlined to us
to allow us to convert our New York City mies into MAC securities with
the same maturity and interest rate as proposed for the extended New York
City notes.

MARINE MICLAND BANK
140 BROADWAY• NEW YORK, N

Y . 10015

12121 797 -4000

November 13, 1975

Hr. Felix Rohatyn, Chair!':".an
Municipal Assistance Co!'poration
One Rockefeller Plaza
New York, Hew York 1002u
Dear Mr. Rohatyn:

In accordance with your requer.t today to the representatives of the
New York

Clc~aring Ho:rne banks for an indication of 'ld.llinqness by ee.ch of
f\Uch banks to participate in A. p:ropoi:;cd Fina:.cial Plan for New York City,
New York State and New York St.ate .r.0P.n-:ies (!"lerein celled the 11 ?la.n", a
copy of which is annexed hereto), this is to advise you that, subject to
the conditio:ls set forth below, Earine Mi.dler.d Bank-New York will, upon
consu.rn.."l.ation of the Plan:

1. Convert J.iunicipal Assistance Corporation ( 11 11.:'.\.C 11 )
securities held in this Bank's o~m portfolio to
NAC bonds, amortized over ten years, bearing interest at 6% per annt~~, and ranking pari passu
with all other MAC obligations;
2.

Extend the maturity of New York City notes held
by this Bank in its O'\.lrl portfolio to ten years
and agree to a reduction in the interest rate on
such notes to 6% per annum;

J. Assist in the underwriting or syndication of a
portion of an issue of Ne\.I York City securities
of- up to $2. 5 billion "for "seasonal" financing
needs, provided that such securities are guaranteed by the full faith and credit of the United
States of America.
Our agreement to the foregoing and our continued participation in the
Plan a"'3 subject to the follo\.ling:

1.

Neither New York City, New York State nor any
New York State Aeency shall be in default in
any respect on any of their respective securities
issues;

..

.
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With respect to the C65u million addit.ional
financine (er any other additional financ:i.ng)
set forth in the Plan as required for New York
State Agencies, sources other than this bank
will provide sucn fu..~ds .

J. The dP.finitive

t~:rms

and the legality of the

varlous r.e...,. or extc:!'d.ed secu.ri ti P- s to be i P. su"d
in accordance. with the Plan, as 1•.rell as the doc-

umentation in conr.ection therewith , shall be
satisfactory to us and our cotmsel. All legal
matters shall be satisi'actory to us and our counsel.

4. All parts of the proposed Plan shall be

consw~~ated,

each of the institutions and purchasers of securities
as set forth ther~in shall arree to and pPrform their
respective oblications as cont~mplated by the Plan
and ea~h of the me.:nl)P.r banks of the lfow York Cl~aring

House Association shall particips.te in the Plan.
Very truly yours,
MARINE MIDLAND BaNK-NEw YORK

-- 1~N ~;.~
By:

Russell H. Kni sel
Vice Chairman of
the Board

. .
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NATIOf~AL

WILLIAM I. SPENCER
PRESIDENT

Cl·TY BAl\JZ{
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November 13 .. 1975

Mr. Felix G. Rohatyn, Chairman
Municipal Assistance Corporation
for the City of New York
c/ o Lazard Freres
Rockefeller Center
New York, New York
Dear Mr. Rohatyn:
\Ve are writing to respond to your request that we participate in certain
transactions forming part of the three-year Financial Plan proposed for New
York City, New York State Agencies and New York State (the "Plan"). We have
been furnished with a memorandum dated today outlining such transactions
together with a summary of the Plan dated November 10, 1975.
Prior to receipt of the Plan we discussed with you our conviction that
the financial and other problems confronting New York City are closely
related to similar problems affecting New York State and its Agencies and that
a piecemeal approach which seeks only to prevent a City default is not an
adequate response to the total situation. \Vhile we believe the general approach
of the Plan is appropriate .. we wish to record our view that it does not meet the
financing requirements of the State Agencies and political subdivisions other than
New York City. For example, we do not believe that the indicated remainder
of Agency neeqs to be financed of $650 million can be obtained from sources
within the banking system. In our view the success of the Plan will depend on
the identification of additional financial support for Agencies and other
subdivisions.
You have asked us to consider: (1) Converting our holdings of MAC bonds
of various series into MAC bonds of a new series under the existing bond
resolution bearing interest at 6% per annum and maturing in 10 years.
Such new
bonds would be amortized on a level debt basis.
-\

(2) Extending the maturity of our holdings of New York City notes to 10
years. Such extended notes would bear interest at 6% per annum.
(3) Participating in the provision of" seasonaln fin3ncing for New York
City during the three year period of the Plan in an amount not to exceed $2 l /2
billion at any one time outstanding.

- ·~
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We are willing to negotiate our participation in the above described
transactions on the following basis:
a) At the time of our participation there shall be no default in the
payment of debt for borrowed money on the part of New York City. New York
State or any Agency or political subdivision of the State.
b) All New York Clearing House member banks and all pension funds
for City employees shall be participating in (1) and (2) above on the same
basis as we.
c) Prior to our participation we shall be satisfied that there is a
reasonable prospect of obtaining commitments for $650 million to fund the
unfinanced requirements of the State Agencies. If any of the sources of
funding for Agencies outlined in the Plan prove to be unavailable in the
required amounts, such amounts will be added to the $6 50 million
commitments.
·d) Commitments shall have been obtained for the aggregate amount of
the "seasonal" financing at the time required by the City and borrowings under
such commitments shall be unconditionally guaranteed by the United States.
e) All other aspects of the Plan shall have been implemented, or shall
be the subject of satisfactory commitments, substantially as outlined in the
Plan.
f) We shall be satisfied with all legal aspects of the transactions and

agreements involved in carrying out the Plan and with the form and substance
of the documents involved.
We recognize that under certain circumstances the City securities to
be issued under (2) above may not be available. We would be willing to
negotiate our participation in (2) on the basis of substituting MAC bonds in
place of such City securities.
In accordance \Vith our discussions today, we expect to communicate
separately with representatives of the State concerning proposals for financing
the requirements of the New York State Housing Finance Agency on
November 14.
Very truly yours,

r:· "
/ l . ., .. ,..

THE CHASE MANHATTAN BANK

.....

1 Chase Manhattan Plaza, New York, New York

DAVID ROCKEFELLER

10015

Chairman of tht! Board

November 13, 1975
Mr. Felix
Municipal
the City
New York,

G. Rohatyn, Chairman
Assistance Corporation for
of New York
New York

Dear Felix:
At the meeting of the New York Clearing House banks with
you this morning, you asked that each of the banks
indicate whether it would agree to participate in the
financial plan for New York City, New York State agencies
and New York State which you and Mr. Gould described.
The anticipated participation by the New York Clearing
House banks is described in Items 3 and 4 of Part I. of
the "Summary of Three-Year Financial Plan for New York
City, New York State Agencies and New York State", dated
November 10, 1975 (the "Summary"), a copy of which was
distributed.

Before responding to your inquiry, I should set forth
certain assumptions and comments upon which our response
is based:
1. New York State, New York State agencies and
New York City will not be in default in the
payment of their obligations at the time the
plan is implemented.

·'\

'

-'-

-

~-

National Association

2. Part II. of the Summary relating to State
agencies will be implemented using sources of
funds other than commercial banks. We believe
that it is of vital importance to the reopening
of the securities markets to New York State,
its agencies and the City that the credit of
the State agencies be strengthened and that
default in the payment of their obligations be
avoided.

,
/

,)

Tl-'E CHASE MANHATTAN BANK. N.A.

To

Mr. Felix G. Rohatyn, Chairman
Municipal. l-1.Ssistance Corporation
for the City of New York

3. Seasonal financing for New York City, estimated
in the amount of $2.3 billion per fiscal year ($1.S
billion for the balance of the fiscal year ending
June 30, 1976), will be provided. We will be
willing to participate in an underwriting syndicate
of New York Clearing House banks to underwrite such
seasonal financing but only if the City's obligations
are appropriately guaranteed by the Federal
Government.
4. Seasonal borrowing requirements of New York
State will be satisfied, it being our view that
Federal guaranty assistance will be necessary.
5. All legal and documentary requirements relative
to the conversion of the New York City short-term
notes (including, particularly, TANs and RANs) held
by the Clearing House banks into long-term obligations
will be satisfied.
In this connection, as you know,
bank counsel have expressed concern as to the availability of bonding authorization and as to the use
of bond proceeds to retire TANs and RANs.
6. The total legislative, budgetary and financial
plan (certain elements of which are described in the
Summary) will be implemented concurrently with the
requested participation by the Clearing House banks.
7. All Clearing House banks will participate in the
plan as contemplated by Items 3 and 4 of Part I.A.
of the Summary.
Subject to these assumptions, we intend to participate in
the plan by accepting the contemplated interest reduction
and lengthening of maturities on the New York City notes
held by us for our own account as described in the Summary
and as discussed by you at _the Clearing House this morning.
In this co~nection, since it is contemplated that the New
York City short-term notes will be exchanged for New York
City obligations with a ten-year maturity, we suggest that
it is appropriate that the ten-year obligations contain
provision for acceleration in the event of any default by
the City in the payment of its obligations. On the same
b4sis, we, also, intend to accept extension of the mat~~! t~y/

\·,
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THE CHASE MANHATTAN BANK.N.A.

To

Mr. Felix G. Rohatyn, Chairman
Municipal Assistance Corporation
for the City of New York

of the MAC obligations held by us for our own account and
the interest reduction as contemplated by Part I.A. of
the Summary and our discussion this morning.
Very truly yours,
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Interest on Advan ces.
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secti~n

adva n ce pursu2nt to

2 shall bear interest from the date of the e;dvc.nce to the Du::::
Date at
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annual rate equal to
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C~iposite

Treasury Bill

at the time the acJ·,;c-nce is paid plus an

additional one per centum per annum.
able on the Due Date with respe ct to

Interest shall
~ach

~e

pay-

FE:dt-.c<:ll 'Fa)'iTlent

aclv2nced .
4.

Adjustments .

( a)

In the event the aggregate 2dv2nces

e~ceed

.....
the amount of Federal P2yments ultimately determined to be due
to the Ci ty of New York, the Secretary sh2ll withhold s·L!ch
a;noun t. s from future pay::ient s due the City of New York fro:n
the United States and offset such withheld c:.=-nounts 2.gainst
any such excess 2dv2nces, iTJcluding any unp2id interest t:bereon .

(b)

In the event the
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&dv2nces are less

than the amount of Federal P2y7ilents ultitnately deteTir,ined to
be- due- to the --City- of ·New :\'ork from ·i:ne· ·unite-d States , the -

Secretary shall rerni t to the City of New York the 2Jncu.nt by ·
which such Federal Pay ... ents exceed the 2ggreg2te achtcl!ces and

any unpa : d interest thereon .

.·
2

. .

,
'c

1.
Act

Definitions .

hav~

The ·words 2nd phrasc.~s use<l in t11is

the following meanings :
(a)

The term "Federal Payments" means those

amounts authorized and appropriated for the Fiscal Year
beginning July 1, 1975 ·which

th~

City of New York is or

r- - ------·-- . . . - -·

..>

will become entitled to receivej but t.vhich have not been

-------·~·-- ·----~---_/
~
( renl'itted to the City prior ~;~--5~-~-~~~~ua:n ce~.!-~.....N~~J
- - - - ··

· 0 ecured by Federal Payme~, assuming compliance with the
I

--~ ---..:..------------

j re 1 ev ant statutory

I

crite~ia, from the United States prior

to Sept ember 30, 1976 pursuant

\___:/

o the following statutes:

....

(b)

The term "Notes Secured by Federal Payments 11

means debt obligations of the City of New York:

(i) authorized

and approved by the Secretary pursuant to sec t ion 3 of this
Act; (ii) due and payable in full no

late~

than June 30, ' 1976;

( iii) the int erest on which qualifies for exemption from
taxation under section 103 of the Internal Revenue Code of

1954 . as

a~ended;

(iv) which are valid and binding general
.

obligations of the City of New York, and (v) which state on
their face a day certain when the interest on and the
principal amount of such Notes is payable.
(c)

The term

11

Secretary 1' means the Secretary of

the Treasury.

..

(c1)
cl1~·!.."-'d

l·~e:w

Tht" tenn

11

cl cL1u lt 11 Hith respect to lfot2s Sc::- ·

by Fcd'-'ral Payments 111eans the failure of the City of

York to rnake timely paym~nt of any instal~ment of in-

terest on or of the principal amount of such Notes on the

date or dates specified on the face of such Notes.

2.

Application.

The City o:E

~ew

York, if first

sp2cifically authorized by the Stnte of New York to issue
l~otes

Secured by Federal Payments, may apply to the Secretary

for authority to issue Notes 5£.cured by Federal Payment's ·_in
an aggregate amount not to exceed $1,500,000,000.
application shall include :

(a)

Such

a proposed schedule of

bo:crowing showing the p oposed dates of issuance and maturity
of such Notes; (b)

a statement that the funds to be obtained

thYough the issuance of Notes Secured by Federal Payments
cannot otherwise be raised by the City of New York; (c)

.

a

projectrd statement of J;"eceipts and disburse.ments by the City
of New York demonstrating the City 's ability to pay the principal and interest on the Notes Secured by Federal Payments
as such pay'1Tlents become due; and ( d) an agreement that the
City agrees to be bound by the provision of this Act .
3.

Secretary to Approve Application .

The Secretary

shclll ripprove the application of the City of New York and
·authorize the City to issue Notes Secured by Federal Payments if he determines that ( a) the funds to be obtained
thrml\h the issuance of Notes Secured by Fe<le"J;"al Payment s

- 2

..

c

1:-:ot

othenlise be r;:iisc·d by th2 Ci ty of Hew York;

(b) t 1~

is a r e asonable probability that the City of New York will Le
able to pay the principal and interP.st on the Notes Secu·,·ed

by Federal Payments as such Notes mature and (c) the estim3t·ed amount of Feden:il pa.yments is suf fj cient to provide for
re l.r [r· ._:;.f, ;')r"l
the :t. c:te.1t: 'ion of the Notes (includi1:1g all accru.=d interest)
CJl

ma.Lurity.
_E_n_<l_~ rs t-·· · _1e_n_t_-_o_f_A..._p.J,.p_r_o_\i_1_e_:.d--=.?~-=:o=-•.:....-e~s .

Notes Secured -by

Federal Payments which have been approved and authorized by
the Secretary shall bear on their face a conspicuous legend
that "The Payment of the Principal .&-nount of and Interest on
this Obligation is Secured by a Lien on Certain Funds to

heco;ne Due to the. City of New York from the United Stat es,"
and shall be endorsed by the Sec ,·etary .
5.

DJty of Secretary to Redeem Notes .

(a)

n the event that

(i) the City of New York defaults, or
(ii) the Secretary determines that it is
likely that the· City o f New York will default,

with respect t o any Notes Secured by Federal Payments, the
Secretarj shall withhold payment to the City of New York of

an Biliount of Federal Payments equ2l to the principal asount
and unpaid interest (determined as of the date of

~~turity)

of all outstanding Notes Secured by Federal Payraents .and

- 3 -
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- --

..

~

..

..
?l

L;-:
:

l

s, t

• , ch

s ~ ;:n

th~ P'l!.. .i)ose of

~·nts

(

nclu~ing

.-=.

s i dc

1

h m d ( he

n a s p r~ c i:.: l

11

Sn~ci
~1
J.
---

f-·l'.... 1 ,~,,).
...

redeeming Notes Secured by FcdC::rnl Pay-

all unpaid interest due thereon) as such

I::otes mature.
..
In the event that the City of New York defaults

(b)

Hith respect to any Notes

s ~cure d ~y

Federal Payments, the

holders 0£ such Notes shall have the right to demand payment

by the Sec retary f1om the Special Fund of the unpa id princ].pal
mnounts of such
of maturity .

Not.=~s

and the interest thereon to the date

No person oth2r than the United

Sta~es,

of a Note Secured by Federal Payments (but only to the

a holder
e}~tent

of the unpaid principal amount and interest due on such Note),
or the City of New Jork (but only in the absence of a default
with respect to Notes Secured by Federal Pay-ments) shall have
any right or interest in the Special Fund or shall have the
right to attach, garnish, levy upon or

othe:n~ise

seek any

payment from the Special Fund or seek to prohibit or interfere with payments by the Secretary from the Special Fund..
No payment from the Special Fund pursuant to this Act shall

be d eemed a voidable preference under the Bankruptcy Laws or
under any state or local law.

(c)

,

If the Secretary nas established a Special

~und pursuant to section S(a)(ii) of this Act and it sub-

sequently appears to the satisfaction of the Secretary that
~

- 4 -

..

..

..
t1.(: Ci t y \·: ill not cl e [ a ult \d.L~1 r(!sp::.c.; t

t o tl"?e

~fot c s

S e cur(• d

b y F C::dE::cal I'ayments, the S c ·.cetarj s hall ro:i:- thwith r emit

th e b alance in the Special Fund t o the Ci ty of New York . ·
(d)

In the event of d efault \·Jith respect to the

Notes Secured by Feder al PaymC?nt s, i f th e Secre ta:::-y of the
Treasury determines that the Special Fund will be ..inad~quate

for the pu:i..-pose o.f making t iil lely redemption upon maturity·
of all No t es Secured by Federal Payments he shall cause
such Special Fund to issue to the Department of the Treasury
ob ligations in an amount necessary to enable the Special Fund

to

redeem upon maturity all_ Notes S e cured by Federal Payraents

.and the Department of the Treasury shall purchase such obli-

gations .

Such obli°gati ons shall bear interest at a rate .

determined by the S ecretary of the Treasury taking into con si<.leration the current average yield on outstanding marketable obligations of the.United Sta t es of comparable maturity .

For the purpose of purchasing the obligations of the Special
Fund-de ~ cribed

I:-erein, the Secretary of the Treasury is

authorized to use a s a public debt transaction the

pro ~ eed s

from the sale o f any securities here after issued under the
Second Liberty Bond Act , and the purposes for 'vhich securities
may be issued under the Second Liberty Bond Act are extended
t o include such purchases .

In such case , the S ecretary s hall
- 5 -
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Payments but for the time limitations in section (l)(a ) of
this Act) until the Speci3l Fund shall have sufficient 2ssets
to redeem all Notes Secured by Federal Payments and all
obliga ti ons of the Special Fund held by the Den3 rbnen t of

the Treasury, including all interest thcr20:1 .
( e)

Notwithstanding any contrar-Jr provision of ""

law, payments made by the Secretary

pursu2r~1:

\b) shn.1-;. 'be deemed in full satisfactior"!. :.1.:_

"":o subsection
.c~v.r (:-~::.:~rn

by

':.h,:! City of New York to the Federal Pa:ym.e:1:::::.; .sJ..l.oc<:1.ted to

redeem such Notes or
pursuan~ c~

issued

subsection ( d) of this section .

c, r t'i'

,.
-

..

ll
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NEW YORK CITY CASH FLOW NEEDS
(dollars in millions)

Cuinulative Needs
FY 1977-78
FY 1976-77
June

1100

1041

August

1462

1413

September

1197

1237

October

1585

1293

November

1614

1325

December

2063

1670

January

2062

1697

February

2017

1645

March

2120 peak

1994 peak

April

1528

1369

May

1103

996

0

0

June

Per Peter Goldmark
cc upon Mr. Goldmark's request to Bob Gerrard, Treasury.
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New York State Em~r9ency Moratorium Act for New York City
Chapter 874 of the Laws of 1975
(as amended by Chapte'r 875)
Approved Novernber 14, 1975

Section 1. Legislative findings and statement of purposes.
It is hereby found and declared that the grave public emergency
found and declared to exist by the legislature in adopting the
New York State Financial Emergency Act for the City of New York
has dramatically ~orsened in the last two months. Today, not only
is the City of New York threatened with default on its outstanding
obligations, but financially sound agencies of the state itself
are similarly threatened because of public· fears about th~ effects
of default by the city.
/
Significant and drastic steps have been and continue to be
taken by the city and the state pursuant to the New York Municipal·
Assistance Corporation Act and the New York State Financial
Emergency Act of the City of New York to eliminate the causes of
this crisis and to restore the city\ to financial health. It is
now apparent, however, that there is not enough time for the
effects of these steps to be demonstrated before all funds now
available to the city will be exhausted.
There is therefore an imminent danger that the city of
New York will be unable to pay its outstanding short-term indebtedness· and even to provide those basic services essential to the
health, safety and welf~re of its inhabitants and the continuation
of orderly government in the city. The legislature recognizes and
insists that the pledge of the "faith and credit" of the city to
the payment of its obligations must be respected. 'l'he legislature
further recognizes that in the current financial crisis, this
pledge can be honored only if the viability and resources of the
.city are preserved and that the continuation of essential services
is vital to such preservation. The preservation of the city, the
honoring of its obligations and the restoration of public confidence
in the agencies of the state and of the state itself are all matters
of imperative state concern and require the extraordinary exercise
of the state's essential reserve and emergency powers set out in
·this Act to protect the vital interests of the people by sustaining
<~~he public credit and. maintaining local government •
. _, ·

\.'.~

.:,.~)
This act establishes a "conditional three-year moratorium on
/enforcement of outstanding short-term obligations of the city, so
-as to avoid destructive actions during the time the city requires
t(\.regain its financial health. The moratorium will- be effective
only as to those holders of city note.s who are first offered an
opportunity to exchange their short~term obligations for long-term
bonds of the Municipal A.ssistance Corporation for the city of
New York, and who, in the event of refusal, receive continuing
interest payments on their short-term obligations as specified in
this Act.
·

- 2 The purpose of. the moratorium is to ameliorate the disastrous
consequences, to taxpayers, to holders qf short-term obligations
and to city residents, of an inability by the city to meet its
financial and gover.:unental responsibilities in full.
The limited
and conditional moratorium established by this act is intended to
avoid undue disruption of the process of financial recovery already
underway, so as to facilitate restoration of the city's financial
integrity and the payment of all its obligations.
§2. The New York state emergency moratorium act for the city
of New York is hereby enacted to read as follows:
NEW YORK STATE EMERGENCY MORATORIUM ACT
FOR THE CITY OF NEW YORK
Section 1,

Short title.

2.

Definitions.

3.

Enforcement of judgments and liens on account of
short-term obligations ·suspended.

4.

Actions upon short-term, obligations suspended.

5.

Conditions of suspens~on~

6.

Issuance by city of evidence of indebtedness not
prohibit~d.

7.

Statute of limitations not to run during moratorium.

section 1. Short title. This act shall be known and may be
cited as the "New York State Emergency Moratorium Act f~r the City
of New York."
§2. Definitions. As used in this act, the following words
and terms shall have the following meanings unless the context
shall indicate another or different meaning or intent.
"
.
' ·•.
1. "City" means the city· of New York.
/ \
/

<;!'
1'I) \

>

:

2. · ff Short-term obligations" means tax anticipation notes,
ond anticipation notes, revenue anticipation notes, budget notes
and urban renewal notes of the city which are outstanding on the
effective date of this act.
3. "Moratorium period" means the period expiri·ng three years
fr"m the effective date of this act.unless shortened by act of the
legislature.
4. "Replacement obligation" means a bond, note or other
evidence of indebtedness of the municipal assistance corporation
for the city of New York created by section three thousand thirtythree of the public ~uthorities law.

--

J

-

.•

s. "Offer" means an opportunity to exchange a short-term
obligation for a replacement obligation which is disseminated by
publication at least once in each of twd consecutive weeks in a
financial newspaper and in a newspaper of general circulation,
customarily published at least once a day for at least five days
(other than legal holidays) in each calendar week, printed in the
English language and circulated in the city.
§3. Enforcement of judgments and liens on account. of shortterm obligations suspended. During the moratorium period, and
notwithstanding any inconsistent provisions of any law, general,
special or local, or of any agreement or short-term obligation,
no act shall be done, and no action or special proceeding shall
be commenced or continued in any court in any jurisdiction,
seeking to apply or enforce against the city, or any political
subdivision, agency, instrumentality or officer thereof, or their
funds, property, receivables or revenues, any order, judgment,
lien, set-off or counterclaim on account of any short-term obligation, or· the indebtedness or liability evidenced thereby, or
seeking the assessment, levy or collection of taxes by or for the
city 9r the application of any funds, property, receivables or
revenues of the city on account of any such short-term obligation,
or the indebtedness or liability evidenced thereby, although the
payment of such short-term obligation may be due by the terms
thereof or any general or special or-, local law or agreement.·
/

.
§4. Actions upon short-term'obligations suspended. During
the moratorium period, and notwithstanding any inconsistent
provisions of any law, general, special or local, or of any
agreement or short-term obligation, no action or special proceeding shall be commenced or continued upon· any short-term obligation,
or the indebtedness or liability evidenced thereby, although the
payment of such short-term obligation may be due by the terms
thereof or any general or special or local law or agreement.
§5. Conditions of suspension. Notwithstanding the foregoing.
provisions, any person who would otherwise have the right to do
the acts or commence or continue the actions or special proceedings
suspended by such provisions, shall have the right, unless waived
in writing by such person, to make an application to any court in
which such an action or specia+ proceeding might be brought, upon
thirty days' notice to the city pursuant to subdivision two of
section three hundred .eleven, of the civil practice law and rules,
and if upon s~ch application it shall appear to the satisfaction
of the court that either of the following conditions shall not
have been met, then, the court shall order the termination of the
suspension provided by sections three and four of this act as
applied to such person:
· (A) That, either before the date of maturity of the
short-term obligation held by such person or not later than sixty
days after such date of maturity, an offer shall have been made
to exchange such short-term obligation for a replacement.
. 0 ,:'....,
i·;···:··· , .

:,,~~)

:

\~(_}!

obligation having a date of maturity no more than twenty years
after the date of maturity of such short-term obligation and
bearing interest, payable at least annua'lly I at a rate Of not
less than six per,centum per annum; and

~s
am~nded

by
ch. 875

(B} That interest on the short-term obligation held
by such person, who does not accept the offer, shall have been
paid to such person at the rate stated in such short-term obligation
to the date· of its maturity and, thereafter, at least annually, at
a rate of not less than six per centum per annum and not less than
the interest rate payable to any holder of such short-term obligations who has entered into an agreement with the city pursuant to
section six or which erovides for the extension of the maturity of
the short-term obligations held by such holder until the principal
of such short-term obligation is paid or otherwise discha~ged, and
at such time shall have paid such additional interest, if any, as
may be held to be mandated by the constitution of the state of
New York or the United States.
§6. Issuance by city· of evidence of indebtedness not
prohibited. Nothing contained in this act shall be construed to
prohibit or prevent the city from issuing to consenting holders
of short-term obligations certificates or other evidence of
indebtedness in payment, renewal or refunding of such short-term obligations.
.
§7. Statute of limitations not to run during moratorium.
Any act or special proceeding within the scope of this act, which
would have been maintainable at any time during the moratorium
period/ ·Shall not be.barred by any provision of article two of
·the civil practice law and rules, nor by'any defense of laches,
during a period of one year after the expiration of the moratorium
period. This section shall not be construed to shorten the period
within which any such action or special proceeding may be conunenced.
§3. ·If any section, part or provision of this act shall be
·declared unconstitutional or invalid or ineffective by any court
of competent jurisdiction, such declaration shall be limited to
the section, part or provision ~irectly involved in the controversy
in which such ·aeclaration was made and shall not affect any other
section, provision or part thereof •
. §4.

This act shall take effect immediately.

,'

,,. ~
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NE\'1 yo;~K CITY:

Fo~

Draft of Possible l\nnour:cem2nt

the past eight montl1s, this Administration has been

working with officials of New York to find ways that they

could overcome the financial difficulties of New York City.

Our position from the beginning has been that American
taxpayers should not be saddled with responsibility for
payi~g

any of New York City's bills so long as they were unwillino

to take tough, decisive actions on their own -- the kind of
actions that have been sadly lacking in previous years.

I

have said repeatedly that the Federal Government will

not bail out the City of New

York~

Neither New York City

. nor any other city should ever become a
the Federal Government.

perw~nent

ward of

~
'

I have been steadfastly opposed to

a bailout, and I remain opposed to it today.

In the early stages of our discussions, the New York

•

representatives who met with me and with my advisers insisted

2

that the Federal Government should intervene quickly a.n<l
way because .they had exhausted most of their own

a mass

resources.

To be specific:

-- They thought there was no possibility for them to
raise taxes to cover their own expenses;
-- They thought there was no possibility of renegotiating
city contracts which were plainly excessive;
They thought that State .and local pension funds
could not be used as a source of credit;
-- They thought that their payment obligations to
holders of New York City notes and bonds could not be
renegotiated;
-- And they thought that every possible cut had been
made in the New York City budget.

The only option, they said, was for Washington to step

..
in with a huge assistance program -- a program that inevitably

-

would have continued for

3 -

year~

to come .

I could not agree to those terms .

I could see no

reason why the work ing people in cotnmuni ties across the
country should be forced to pay for a level o f extravagence
that they could not afford i n their home towns.
not want to be party to any plan.

th~t.

I

also did

would erode the basic

idea that cities should govern themselves -- that Washington
should not make all the decisions and pay all the bills.

Many said it was right for me to stand tough.

Others

said it was wrong because I

supposedly betrayed a lack of

compassion and sympathy.

will leave i t to the American

I

peop le to decide whether it was right or wrong.
then· and what matters now are the results:
is willing-

to

take the lead in solving

~ts

What

matte~

whether New York
own problems.

And today, I believe, we are seeing results •
•
In the last few weeks, we have seen a new

spi~·
dev-elo:•

/~· fORo .
~
<~

U

::>:>

:a..

-'I>

..

- 4 in New York -- a "can do" spirit that was once the pride o f
the city and is now resurf ac ing .
to realities.

They are finalLy facing up

They have rediscovered the backbone upon

which so much of this country's greatness

w~ s

built.

In September, the New York State Legisl_ature passed a
plan that would tide the city over through µecember. Pension
funds were tapped.

Municipal services were cut

somewha~.

The financial books that had be.en juggled for so many years
were brought into line.

The unions, · the banks, the political

leaders --all began to work together in a more cooperative
and earnest way.

Yet even that was not enough.

It was only a temporary
vjiJ

band~id,

and everyone knew it.

Thus I continued to receive

urgent pleas for a Federal bailout, and we saw the beginnings
of a campaign to stampede the Government and the people of
~ this country into submission •

..

-
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Such scare tactics were intol0rable, and I said so.

We

were not about to be frightened into a bailout .

Now, in the eleventh hour when the temporary program is
about to expire, the

of~icials

of New York have come together

in a concerted, all-out effort to put the city's finances on
a sound basis -- exactly what we have been asking them to do

..

_...,

all along.

The outlines of their p·lan were f :j.rst presented to my
Administration last week.
details have been

hamme~ed

Since then, many additional
out so that all of us have a

better understanding of exactly what New York is willing to
do for itself.

Let me outline the essence of their self-help program:

One, they will raise nearly $1 billion -in new city and
state taxes.

•

'l'<vo , they will postpone payments on many of their debts

..

-

6 -

and they will reduce their in.tcrest payments.

In more

technical language, this amounts to a rescheduling of their
debt .

Three, they will for the first time

r~quire

municipal

employees to bear part of the costs of their pensions and
they will make other fundamental changes in their
expensive pension plans.

extraordinaril~

..

.Four , they will.make further and significant cuts in
the costs of running the city through personnel reductions
and other economies.

And five, the city pension system will provide additional
loans of up to

~2.5

billion to the city.

All of these steps are

par~

of a broader effort to

bring New York City's budget into actual barance within
three years, as now required by the law of that State .

•
A~l

of these steps, I might add, are precisely what was

..

- 7 -

thought t

.

out of the question only a few months ago.

This is a tough, cons tructive program, and the leaders
of New York , including the Governor , the Mayor, and the
public-spiriting citizens who have served so ably on the
Municipal Emergency Financial Control Board and in other
capacities, deserve the heartfelt thanks of all Americans
who wanted to see New York survive this ordeal with its
pride intact.

Having traveled this far

perhaps 90% down the road -- the

officials of New York have come to me and said, in effect:
will you help us complete this journey?

New York, they are saying, has dorie everything yoG
asked us to do originally.

New York

~ill

'Yffi'

take care of all

of .its old debts without a Federal bailout.

What we are

asking you, the Federal Government, to do now is to assist

•
us only in a single, narrow area -- to help us on a short-term
fO

..

-

8 -

basis in p o iding essential pervices to the eight million
Americans who live in the nation's largest city.

My fellow Americans, I believe the

ti~e

has come for

al l of us now to join with the people of New York in resolving
this issue .

They have built almost all of the bridge back

to safe ground .
right.

They have done what is fair and what is

Now we can -- and should -- put the last span in

place on their bridge.

,.
To that end, I will submit legislation to the Congress
asking for authority to provide up to $1.5 billion in temporary
Federal assistance to New York City.
in the form of
one purpose:

and will be used for only
to help them pay the cost of future services

for the people of that city.
a seasonal basis:
~

' This assistance will

The loans· will also be made on

money will be lent out during the first

three months of the year and will be repaid to the Federal
•

..

Government during the next thtee months.

The Lotal priccta.g

on Federal involveme.nt is less than half of what New York
officials first requested; indeed, because the city and State
are acting so affirmatively, I beLieve we can say with
reasonable confidence that this plan will not cost the
American taxpayer a single dime.

The officials of New York - - including the governor,
the mayor, the banks, and others -- have already provided me
with written assurances that they will carry out their part
of this program.

To guarantee that performance, the legislation I am
proposing will require that the assistance pro_vided by the
Federal Government be continually reviewed and then swiftly
;;ii

terminated upon a failure by any party to live up to its
obligations .

The actions that New York is taking are those which

- 10 ordinarily occur during a bankruptcy proceeding .

Thus, as

the New York Times said last week , this action on the part
of New York City amounts to a technical default.

Yet some

will argue that this is not really a default since no formaL
bankruptcy has taken place.

I don't really think it makes
call it.

any

difference what we

What is important is that New York is acting

decisively to overcome its own problems and will not surrender
its soveignty to Washington.

It is upon that basis that I

believe the Federal Government should now join in.

Two weeks ago, in an address here in Washington, I
said that to be acceptable, the solution to New York City's
I

problems had to meet three basic tests .

This plan meets

those tests .

First, it maintains
people of New York City.

~ssential

Everyone has agreed that they

;'

. .

public services for the
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should not become innocent victims in this ordeal.

Second, the sol u tion assures that New York City wiii
achieve and maintain a balanced budget in

tl\e years ahead.

New York is demonstrating that it can take care of its
problems through its own initiative.

And third, this solution guarantees that New York City
will not become a ward of the Federal Government.
will be stringently limited.

Our aid

Bureaµcrats- here in Washington

will not take over New York City,. and the American taxpayers
will not be compelled to pay New York

Ci~y's

bills for years

to come.

I believe

~hat

this is a sound and wise solution -- one

that all Americans can support.

(Conclusion to be added)

•

. .

THE WHITE HOUSE
WASHINGTON

November 14, 1975

Dear Congressman Patman:
I want to thank you for your letter of October 29, commenting
on my remarks before the National Press Club regarding the
New York City financial crisis. I surely did not wish to give
the impression that I favor unequal or inequitable treatment
of the various participants in the crisis, and so I welcome
this opportunity to clarify the record. In my view all investors in New York City securities should be subject on an
equal basis to any delays or reductions that may occur in the
payment of interest or principal of their securities.
I am sure you will agree that our national financial system
should not be permitted to become disrupted because of the
New York City problem. This may well mean that some banks
will require access to a temporary source of liquidity, which
I am informed the Federal Reserve is prepared to provide, in
order to meet their obligations to depositors and other customers. It may even mean, in a few cases, that additional capital
will be needed from market sources or perhaps from the FDIC.
But I can assure you that, if need be, the bankers would have
to take their losses, in both income and principal, just as would
any other investor in the City's securities.
Sincerely,

The Honorable Wright Patman
"House of Representatives
Washington, D. C. 20515
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October 29, 1975

The President
The White House
Washington, D. C.
My Dear Mr. President:
As I understand your speech before the National Press Club
concerning the financial problems of New York City, you are suggesting
that there be no assistance until the city enters default and goes
through bankruptcy proceedings in the Federal courts. You indicated
that there would be two major beneficiaries of any pre-default
assistance -- the present officials of New York City and the commercial
banks or other large investors who purchased the city's securities.
You made it clear that you opposed a ''bail out" of either group.
It is well-known that the Federal banking agencies, particularly
the Federal Reserve, have often provided direct and indirect bail-out
mechanisms for commercial banks when they have been caught with bad
investments. As you know, there has been Congressional testimony
and news reports about such assistance in relationship to the
troubled Real Estate Investment Trusts, to feed lot operators, and
of course, it is a matter of public record that the now-defunct
Franklin National Bank was provided about $1.7 billion in bail-out
assistance from the Federal Reserve.
Judging from the tone of your speech, which is clearly
("anti bail-out", I assume that such mechanisms would not be employed
in this instance and that the commercial banks and other investors
would, like the city, be required to seek relief in the courts. I
assume that you have discussed this with Federal Reserve Board Chairman
Arthur Burns and other bank regulatory officials and that you have
instructed them that there will be no behind-the-scenes bail-outs
employed by these agencies.

The Presjdent -
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October 29, 1975

In conclusion, Mr. President, your speech very clearly indicated
to the American public and the Congress that it is your policy that
the municipality and those who have invested in its securities are to
be treated alike and that their basic remedies lie in bankruptcy
proceedings. This would represent a significant change in policy
toward the commercial banking industry and other investors who make
bad judgments. I am most interested in learning how you plan to
implement this policy at the Federal Reserve and the other regulatory
agencies and what steps will be taken to monitor their continuing
relationships with the institutions which hold the New York City
paper in question.
Respectfully,
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E fbARD

CF" GOVERNORS

CF" THE

FEDERAL RESERVE SYSTEM

November 14, 1975

TO:

Mr. Seidman

FROM: Arthur F. Burns

Attached is a draft letter for the
President's signature that you requested.

Attachment.
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The Honorable Wright Patman
House of Representatives
Washington, D. C. 20515
Dear Mr. Patman:
I want to thank you for your letter of October 29, commenting
on my remarks before the National Press Club regarding the New York
City financial crisis.

I surely did not wish to give the impression that

I favor unequal or inequitable treatment of the various participants in
the crisis, and so I welcome this opportunity to clarify the record.

In

my view all investors in New York City securities should be subject on
an equal basis to any delays or reductions that may occur in the payment
of interest or principal or their securities.
I am sure you will agree that our national financial system
should not be permitted to become disrupted because of the New York
City problem.

This may well mean that some banks will require

'IA.. , ,. _,~ J

access to a temporary source of liquidity, which the Federal Reserve

"

is prepared to provide, in order to meet their obligations to depositors
and other customers.

It may even mean, in a few cases, that additional

capital will be needed from. market sources or perhaps from the FDIC.
But I can assure you that, if need be, the bankers would have to take
their losses, in both income and principal, just as would any other
investor in the City's securities.
Sincerely,
:;i:;.
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