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The President will make a short statement on New York
City tonight at 7:30 followed by a Press Conference. He will
state that in the last month New York has taken a number of
important actions to cure their financial situation, including
budget cuts, financing from pension plans, moratorium on New
York City notes, deferral of debt by banks, and new City taxes.
The President believes that these strong actions would not have
taken place without the firm stand he has taken. But these
actions have been determined by New York officials without
direction from the Federal government. As a result of thé work
done in the last month, New York now has a plan which will, if
carried out, put them on a financially sound basis.

The only financing which they lack is the fgnds for short-

 term seasonal borrowings. This type of borrowing is used by

most cities and must be repaid within their fiscal year. New York,
howe&er, is unable to use private markets for such seasonal
financing due to the way they have previously handled their finances.

The President will recommend legislation, narrowly defined

to allow short-term financial help to the City ¥ané-xeguiring éf"’

EE;E_&Q be paid off at the end of each fiscal year. The amount
of such help at its peak during the year will be approximately
$1.3 billion in the first year and $2.2 billion in the second

year. The loans will be made on a month-by-month basis so the

Al v “"‘0"‘~
e o U.S. Government can be sure the City is following its plan or'- <
‘w .

oy no additional loans will be made.
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Based on this help, essential services will be able to be
r—
maintained in New York and the actions of the City will have the

Spb essential effect of default with respect to the!interests of Ehe
various parties involved. 2»4@* L ! o~



The Presidenﬁ will make a short statement on nationwide
television tonight at 7:30 p.m. on New York City. A press
conference will follow. He will say that in the last month New York
has taken a number of important actions to cure their financial
situation, including budget cuts, financing from pension plans,
reform of the union contracts governing employee pension plans,. a
moratorium on New York City notes, deferral of debt by banks, and
new City taxes. These actions would not have occurred without the
firm stand the President has taken. | They were determined
by New York officials without direction from the Federal government.
The actions of the City and the State will have the essential effect
of default with respect to the interests Qf the various parties
involved. As a result of the work done in the last month, New York
now has a plan which will, if carried out, put them on a financially
sound basis.

The only financing which they lack is' the funds for short-term
seasonal borrowingé. This type of borrowing is used by most cities
and must be repaid within their fiscal year. New York, however, is
unable to use private markets for such seasonal financing due to.
the way they have previously handled their finances.

The President will recoﬁmend legislation, narrowly defined, to
allow short-term financial help by the State to the City so that
essential services can be maintained. The loans must be paid off at
the end of each fiscal year. The amount of such help at its peak
during the year will be approximately $1.3 billion in the first
year and $2.2 billion in the second year. The loans will be made

on a month-by-month basis so the U.S. Government can be sure the
-
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City is following its plan or no additional loans will be made. Kf”
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EMBARGOED FOR RELEASE UNTIL EST November 26, 1975

Office of the Press Secretary

THE WHITE HOUSE

NEW YORK CITY'S FISCAL SITUATION

BACKGROUND

/

'festerday the New York State legislature‘put into place the
final piece of a financial package designed to restore New
York City's fiscal inéegrity. This action is the culmina-
tion of a series of efforts, thejmqst,important of which
haﬁe occﬁrred during the last three weegé; by the elected
officials of New York State and New York City, labor unions,
financial institutions and others._ These efforts have set
'the:stage for accomplishing three fundamental objectives:

:v-— Financing the past deficits of New York City .

withbut resort to Federal aid.
-- Financing the anticipated deficits of New York

City during the next two years without resort to

Federal aid.

Y
’,

-- Accelerating the period within which New York

City's budget will be brought into balance.

The accomplishment of these objectives will insure that over
" the course of any New York City fiscal year, the City will
~ have adequate funds to meet all of its financial obligations,

a result many thought impossible a few weeks aéo. Within
4
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any fiscal year, however, New York City will have deficits in
some months and surpluses in others. According to informa-
tion furnished by New York City, for the balance of the cur-
>rent fiscal year, the City will run a deficit of $141 million
in Decenber; $324.million in January; $310 million in February;
and $500 million in March. .In the April through June period,
however, it will run monthly surpluses of $334 million,

$345 million and $596~million, réépectively, leaving receipts

o and'expenditures in balance for the fiscal year.

Historically, the imbalance between the City's réceipts and
expenditures has been financed by bofrowing in the private
marketé? Under current conditions, including the substantiai
existing édﬁmitments of tﬁe private financial sector'in .
respect of NeW'York City and State and the uncertainties which
have pFevailed over the recent past, pfivate market financing

for the City's seasonal imbalance is not available at this

time.

Because seasonal financing is necessary to provide essentiél
services to the peoplé of New York City, tﬁe Presidént will
fplfill his pledge to insure the continuation of such services
'.by‘transmitting to Congress the New York City Seasonal Financing

. Act of 1975.
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The Act authorizes Federal loans to New York City and -
. \ \
guarantees of City obligations solely to assure meetlng

-

Seasonal financing needs. According to New York City,

tzzeranticipated amount of such Federal Seasonal assistance
requlredls $1.3 billion in fiscal 1976 and $2.1 billion in
each of the follow1n;yglscal years. Federal loans or guar-
antees can/be made unless all matured obligations covered
by the Act have been repald. In addition, the Secretary of
the Treasury is authorized to 1mpose such conditions and
obtain such security as he deems appropriate to insure |

repayment by the City of its obligations under the Act

with'respect to any Federal assistance.

—
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ACTIONS BY NEW YORK CITY AND NEW YORK STATE

Governor Carey and Mayor Beame have informed Administration
officials that the actions listed below are being implemented.
New York State and City officials are delivering documentation
verifying such actions for the Administration to review.

Balancing Budget

a,

c.

€.

f.

g.

 Three-year Emergency Financial Control Board (EFCB)

plan to bring expense budget into modest surplus by fiscal
year 1977-78.

Over $200 million of City taxes have been voted by the State
legislature and will be imposed by EFCB. :

A portion of annual City contributions to the pension systems
has been shifted to the employees by legislation. On an
annual basis, the savings to the City would be $85 million
and the impact on the employees is $107 million per annum.

Layoffs of about 22, 000 people since January 1 and increased

‘taxes of over $300 million this past summer., Additional

reduction in personnel in fiscal years 1977-1978 of over
40,000 employees. ’

A partial wage deferral was imposed this fall.
+$32 million reduction in City University subsidy.

Increase in the transit fare from 35¢ to 50¢.

Meeting Financirig Requirernents

a.

Moratorium legislation has been enacted with respect to

© $2. 6 billion of City short-term notes.

b.

C.

An exchange offer has been approved by the MAC Board for
an exchange of 10-year 8% MAC bonds for the $1. 6 billion of
City notes held by the public.

The New York banks and pension systems have agreed to take

10-year 6% City securities as part of the moratorium in ex-

change for $1 billion of City notes. '

\



d. The New York banks and pension systems have agreed to
take 10-year 6% MAC bonds in exchange for $1.7 billion
of MAC bonds bearing higher interest rates and/or shorter
maturities, '

f. MAC has provided about $3.5 billion of financing to the City,
of which $1. 5 billion was refinancing of short-term debt.

Management Changes

‘a. Creation of MAC and EFCB control mechanism,

b. Extensive management changes are being made in the City,

including a new Deputy Mayor for Finance and new Chief of
Planning,

Pension Reform

a. The EFCB has Passed a resolution directing the City to
terminate the practice of using, for budgetary purposes, all
‘income of the pension systems in excess of 4% per annum.
This will result in the first year, beginning July 1, 1976, in
approximately $136 million pber annum of additional income
‘to the pension systems and of additional burden to the City's o

. .budget.. .The. EFCB has also directed the" City manadgement Co

s ni0sdake . ackion and reportback within.30: days with vespect' Vit

" "{o termination of the practices resulting in the abuse of
overtime in the last year of employment, thereby creating

v gxgg;sﬁiyepens_i_on burdens on the City,.. R A S s

b. Governor Carey has directed Mr. Richard Shinn, President
of the Metropolitan Life Insurance Company, to report to the
EFCB by December 31 on the actuarial soundness of the City
pension funds. The EFCB has directed the City to prepare

~and submit to the Control Board such legislative requests T

and other amendments as may be necessary as a result of w7
the Shinn study to put the funds on a sound actuarial basis {,""
and to have those recommendations to the Control Board no
later than January 31, 1976, :
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NEW YORK CITY SEASONAL CASH FLOW NEEDS
New York City.has estimated its seasonal cash flow needs
as follows:

Cumulative Needs
(dollars in millions)

FY1975-76  FY1976-77  FY 1977-78
CJuly L  smoo $1041
August I A 1462 . 1413
September‘ -~ 1197 : 1237
October "--.‘ B N oses 1293
‘November e *> 1614 1325
December $ 141 T 2063 , 1670
Januar;a 465 | . | _ ;?.A-062 - 1697
February s - 2017 | 1645

March | 1275 peak - 2120 peak 1994 peak
.Aé;i; o ”uzé4; | .r . . 1525.. . e

May .- 596 71103 , 996,




SUMMARY OF NEW YORK CITY SEASONAL FINANCING ACT
OF 1975

‘ The Act provides for Federal loans and guar‘antees of
New York City obligations in an aggregate outstanding amount not
to exceed $2. 3 billion. Such loans and gnaranteed obligations will
have a maturity date not later than the last day of the fiscal year
: of the City in which the loan or guarantee was issued.
Loans by the Federal Qovernment will bear interest at
a‘ rate established by the Secretary of the.-'_I'reasury and the Federal
Government may charge a fee of up to 1 percent of the principal
"~ amount of guaranteed obligations. The interest on any guaranteed
obiigations will be taxable under the Internal Revenue Codle of 1954,
--No loan or guarantee will be provided unless all 'rnature_d ~— o
loans and obligations guaranteed 4under the Act have been repaid
by the City in accordance with their terms and the City is in

5

éompliance with the terms of any such outstanding loans and

guaranteed o’th)ligati'ons._ _

. determme‘s that‘there is a reasonable pro.spect of repayrnent by..
4_-:A'-the Clty..: Loans or guarantees w111 have such tea‘ms and condltlons
| a;”rnay be eefabilsned bythe ASeCI;etary of the T;eals.ury to insure
repayment by the City of such obligations-in accordance with
these terms. The Secretary may require such ..security as he e

\ ~
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de‘.e'rns‘ appropriate. bTo offset any claim that the United Sta;:es
may have agair;st New York City under the Act, the Secretary
will be authorized to withhold any payments from the United
States to the City, either directly or through the State, which may
b.e dﬁe under any law. |

The alithority of the Secretary to make new loans or

guarantees will terminate on June 30, 1978,




SECTION BY SECTIO’\I ANALYSIS OF NEW YORK CITY
SEASONAL FINANCING ACT OF 1975

SECTION 1, Definitions. This section defines certain terms
ihat are used in the bill,

SECTION 2. Loans. This section authorizes the; Secretary of the
Treasury to make loans to Ne\;v York City, subject to the
provisions of the Act. ' | Loéns will mature no
later than the last day of the City's fiscal year in which

- they were issued and will bear interes-t' at a rate deter-
mined by the Secretary.. \
' SECTION 3, Guarantees. This sectéon authorizes the Secretary
of t.he Treasury to guar’z;.nté/e the payment of principal
' :'an.'d'intereSt of obli.gations issued by New York City,
subject to the proﬁsions of the Act. Each

guaranteed obligation will mature not later than the last

" day of the ‘fiscal yeaxr’ of the City in which the Bbiigati‘on'

' 'was 1ssued and the Federal Government may collect a

Y e L e e e

‘—,a'guaranteed obhgatmn, the Federal Government ’W,.l
pay to the holder of such obligation the unpaid principal

amount plus interest and will then have a claim against

________

: G
the City for such payment., f’*‘" Gy o
o
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SECTION 4. Security for Loans or Guarantees. In connection

with any loan or guarantee, the Secretary may require
ihe City and, where necessary, the State, to provide
such security for the timely satisfaction of the City's
obligations under the Act as he deems appropriate.
The Secretary may take such action as may vbe
necessary to realize upon any collateral to enforce
any claim the United States may have égainst the City.
Notwithstanding any othe{' provision of law, the
Secretary may withhold any payments owing under
any law from the United Sf;tes to the City, either

-+ directly or through Nevaork Siéate, and offset such
withheld payments against any claim the United States

'

may have under the Act.

SECTION 5. Limitations and Criteria. A loan or guarantee
.may be m,a‘.de_"only“if the_'Seéretar’y_détér_mines' that

g f e a B T e R e g D S e e e JELAEE
is'a reasonable.prospect of repayment by the,

o
, RS AR S
EECR B RIS [ B

insure repayment, At no time
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may the outstanding loans under section 2 plus the
guarantees provided under section 3 exceed in the
aggregate $2. 3 billion, No loan or guarantee will be
provided under the Act unless the City has repaid in
:a.ccordance with their terms all loans made and
obligations guaranteed under the Act which have
matured and unless the City is in compliance with
the terms of any such outstanding loar-x:s and guaranteed
obligations.
SECTION 6. Remedies. This section provides that the remedies
- prescribed in'the Act are cumulative and not limitations_
" of br substitutions for any other remedies available
i to the Secretary or to the United States.
.
SECTION 7. Funding., This éection provides that the Secretary
| v"of:t.‘he Treas{lf.}r_ may usre the }v)'roceedsﬁﬁ"o:rn the ‘s.ale‘ of |

securities under the Second Liberty

-
G I G .

Bond Act to make .

", of a guaTantéed obligation undeér section’3. . . - . L

T

rSECTION

MR TN ; e o e e L . § R L ey e e e
L e R g .

8. G;Jar anteed: lei:g‘aéti‘e'nis" Taxa.bl e,":,.f:-' T hi-'s-"-ls':-é;:_:ﬁ“o_r_;‘f—.‘_-’gga

provides that the interest on any obligations of New

York City guaranteed under the Act will be taxable

under the Internal Revenue Code of 1954, T



SECTION 9. Termination of Authority, The authority of the

Secretary of the Treasury to enter into any new loans

or guarantees under the Act will terminate on June 30,
1978. Such termination does not affect the carrying

out of any loan, guarantee, contract or other obligation
-entered into pursuant to the Act prior to that date or the

taking of any action to preserve or protect the interests

of the United States thereunder.
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QUESTIONS AND ANSWERS

Q: How much will the President's proposal cost the
Federal Government? .

A: If New York City carries out its obligations there will be

no airect outlays ot taxpayers' dollars. Indeed, the
Federal Government will receive interest on any loans

to the City and may charge a guarantee fee for any City
obligations guaranteed. However, it is fair to say that
there may be costs involved. Precisely how much depends
on a variety of factors. Of course, if the City fails

to repay a loan or if the Federal Government is required
to make good on a guaranteed obligation, the cost--at
least until final repayment is made--could be substantial.
So far as any indirect costs are concerned, if the City
does comply with the terms of any loans or loan guarantees,
such costs will depend on the market's reaction to the
expansion of Federal credit involved. Overall Federal
borrowing costs could rise slightly, although such in-
creases, if any, would probably be dwarfed by other
factors such as the money supply, behavior of key

economic indicators and similar factors. Moreover, what-
ever costs may be incurred will be substantially less than
under the bailout legislation now pending in Congress.

L3
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What -do you mean by seasonal financing? Isn't it just
another word for deficit financing?

Absolutely not. Seasonal financing is an accepted

way of life ‘in the business world. For example,

when a toy store purchases its Christmas inventories

in July, management borrows money to finance the purchase
and repays the loan with the proceeds of the later sales.
That is seasonal financing. Virtually every corporation,
large or small, relies on seasonal financing in the form
of a bank line of credit, sale of commercial paper or
short term notes and the 1like.

This is precisely the type of financing contemplated in
the President's bill. Under the proposal, New York City
must pay off this winter's loans by June 30, 1976, the
end of its fiscal year, or it will 1lose all future
rights to assistance under the program.




-15-

Why has the President changed his position and
finally agreed to bail out New York City?

There has\been no change in the President's position.
The President has always believed that the elected of-
ficials in New York City and New York State could not
be relieved of the obligation to make the tough, but
necessary decisions regarding expenditure cuts, revenue
increases and other measures. The President has always
believed that the taxpayers of America should not be
asked to finance the past and future deficits of New
York City. And the President has always believed that
the American people should not provide the funds to insure
that investors who purchased New York City securities
at speculative rates of interest get paid off at matur-
ity, with interest, at 100 cents on the dollar.

In light of the actions which have recently been taken
in New York City and New York State, these demands on
the American people are no longer being made. The funda-
mental problems are being solved as the President hoped
they would be--at the State and local level.

The bridge to fiscal integrity has been built in New
York City. All the President's proposals would do is
pave the roadway--insuring that, in the interim period,
funds to finance essential services.for the citizens
of New York City will be available.

L]
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Explain specifically how assistance would be provided
under the President's bill.

If the proposal is enacted, the Secretary of the Treasury
will establish procedures for the implementation of the
legislation. Such procedures will include specification
of conditions under which assistance will be granted,
application mechanisms and similar formalities to insure
repayment by New York City of its obligations. Whether
assistance will be provided in the form of loans or
loan guarantees will be determined by the Secretary of
the Treasury, taking into account market conditions,
availability of funds in the credit system and similar
factors. While not required by the proposal, it is
likely that assistance will be provided on a monthly,
or even bi-weekly basis, to minimize the adverse impact
of large expansions of Federal credit.
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