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@ IMPAT AN BANICS

i event
¥. How many banks will be placed in difficulty in the éffektsé of a
New York City default? What are the names of the banks?

The federal bank regulatory agencies have conducted an exhaustive
review of holdings of New York City securities inﬁur banking system. QVJ hl.-
ﬁ)tential impact on that system of default by New York City.
They have concluded that no major bank would be materially

affected Ks a direct consequence of a e j)y ew York City.
o hand Cdeprasi~

While the impact Q{a\v of smaller banks could be
more serious, the Federal Reserve and the FDIC have adequate
mechanisms to protect bank. depositors amthe banking system.

In view of the protections which do exisy, it would not be appropriate
to create unnecessary concern by idepfifying individual banks.
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RIPPLE EFFECT

What ripple effect do vou expect on the financial
community from a New York City default?

There are two risks in any major financial reversal:
the financial and psychological.

We have carefully assessed the financial risk--the
impact on the markets, and the impact on the banking
system~-and we believe these risks are manageable.
Markets tend to discount future events and to some
significant degree a potential default by New York
City has been discounted. These conclusions have _been
confirmed by many disinterested observers of the
market. ‘

The psychological risks cannot be measured. However,
it is clear that the dire predictions and vigorous
rhetoric employed by those who seek to force a Federal

bail out for New York City have enhanced the psychological

risks. It remains of utmost importance that all who
concern themselves with the affairs of New York City
view the situation objectively.

m shalt 1l el fuste
cShCarnwed Gt FC«S—P—GV\S—;
e The gvx‘h‘vfl’m Opp«if:’

10/28/75 2 5



FUNDS FOR ESSENTIAL SERVICES

Q. Under your proposal, how would New York City get the funds
to meet essential services?

et

A. According to New York City's figures, the City's cash needs for
operations and capital projects (not including any payments of
principal and interest on outstanding debt) will exceed revenues
by approximately $700 million during the period December 1, 1975
- June 30, 1976. There are at least four ways this gap could be
made up.

First, New York State could impose a tamporary and emergency
tax -- perhaps a package involving the income and sales

taxes -- to generate the necessary cash. ( M S

Second, the assets of the pension funds could be used tp collateralize
borrowing by MAC or the City. State and City pension}k hold well in

excess of $10 billion of assets which could be used for
this purpose.

Third, in the context of an orderly debt restructuring prpceeding,

the court could authorize the City to issue certificates of indebtedness,
to be payable, on a prior claim basis, out of revenues i\ years, after
the budget balancing process is complete. /

Fourth, the gap could also be reduced by immediate expenditure
cuts in the City budget.

Background

There are really two problems: the net cash flow shortfall referred to
in the answer and the so-called seasonal problem. The remaining

seven months of the fiscal year can be broken down into two periods:
December-March in which the City runs a $1.3 billion cash deficit

(net of debt service) and April-June in which it runs a $600 million
surplus. On a direct revenue anticipation basis, the City should be

able to borrow $600 million during December-March, but it needs

one of the mechanisms described in the answer to borrow the remainder.

A
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ISION OF ESSENTIA VICES

M
the-nropasal.assure for the provision of
essential services?

Jmnimiiie, bFhe proposals provides an orderly mechanism™
for the restructuring of New York City's debt,
allowing deferral of the massive debt service burden

while the budget is being balanced.

copd, we have ovided rocedure for borrowin
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FUNDS FOR ESSENTIAL SERVICES

Under your proposal, how would New York City g2t the
funds to meet essential services?

The proposal provides an orderly mechanism for the
restructuring of New York City's debt, allowing defexr-
ral of the massive debt service burden while the budget
is being balanced.

According to New York City's figures, the City's cash
needs for operations and capital projects (not including
any payments of principal and interest on outstanding
debt) will exceed revenues by approximately $700 mil-
lion during the period December 1, 1975 through June 30,
1976¢. There are at least four ways this gap could be
made up.

First, New York State could impose a temporary and emer-
gency tax--perhaps a package involving the income and
sales taxes--to generate the necessary cash.

Second, the assets of the pension funds could be used
to collateralize borrowing by MAC or the City. State
and City pension funds hold well in excess of $10 bil~
lion of assets which could be used for this purpose.

Third, in the context of an orderly debt restructuring
proceeding, the court could authorize the City to issue
certificates of indebtedness, to be payable, on a prior
claim basis, out of revenues, in later years, after

the budget balancing process is complete.

Fourth, the gap could also be reduced by immediate expendi-
ture cuts in the City budget. ‘

Background

There are really two problems: the net cash flow shortfall
referred to in the answer and the so-called seasonal
vroblem. The remaining seven months of the fiscal vear
can be broken down into two periods: December-March in
which the City runs a $1.3 billion cash deficit {(net

of debt service) and April-June in which it runs a $600
million surplus. On a direct revenue anticipation basis,
the City should be able to borrow $600 million during
December—-March, but it needs one of the mechanisms de~
scribed in the answer to borrow the reamainder.
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WHO WILL BE IN CONTROL?

If New York City goes into default, under your proposed
amendment to the federal bankruptcy act, who will be in
control of the City?

Under the legislation the federal government would not control
the City's affairs -~ control would remain with the Mayor and
the State Emergency Financial Control Board.

However, under the proposal the Court could authorize the
City to issue new debt. The Court could condition the
issuance of such debt on specific actions to be taken by the
City. Such conditions are no more onerous than those that
would be required by a prudent investor.

RP/10-28-75



COURT AUTHORIZED DEBT CERTIFICATES

Will the court authorized debt certificates be
marketable?

If New York City submits, as the proposed statute
requires, a budget which places its financial affairs
upon a sound footing, the certificates ought to be
marketable.

10/28/75



FRAUD PROSECUTION

Do you expect there to be prosecutions for fraud
resulting from a default of New York City?

I am confident that the responsible agencies will
whatever action may be appropriate.

10/28/75
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FEDERAL FINANCIAL ASSISTANCE

Would you consider any form of financial assistance
to New York for financing its short term needs?

Under our proposal, one of the ways in which the
City can finance short term needs is by the
issuance of certificates authorized by the Court.
It must be remembered that in order to begin the
judicial process, the City must submit a plan for
balancing its budget. If that is done they should
be able to raise necessary funds.

10/28/75



STATE DEFAULT

Will the State of New York default in the wake of
the New York City default?

There is no reason for New York State to default
because they are in sound financial condition. Once
appropriate action has been taken with respect to

New York City, New York State should not have financial
problems if officials act in a fiscally responsible way

10/28/75
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REUSS PROPOSAL

What is your view of Henry Reuss' proposal to extend
loan guarantees to the State of New York for the

benefit of the City subject to the City's bringing

its budget into balance, the GAO being empowered to
audit the City to ensure a balanced budget, securing

any Federal exposure by a first lien on all payments
which the Federal Government may in the future owe

the City or State, and acceptance by the large creditors
of New York City of a stretch-out of their debt.

However clothed, the proposal basically involves the
taxpayers of American financing the cumulative deficit
of New York City. Moreover, the proposal involves

a tremendous expansion of direct Federal control over
fiscal and financial affairs of State and local govern-
ment.

10/28/75




FUNDS FOR SERVICES

What happens if New York City does not have funds
to pay for police, etc.

There are vast financial resources availabe in New
York State. However, if the State of New York fails
to provide the funds, we will work with the appro-
priate authorities to see that services essential
for the protection of life and property are provided.

10/28/75




IMPACT ON BANKS

How many banks will be placed in difficulty in the
event of a New York City default? What are the names
of the banks?

The federal bank regulatory agencies have conducted
an exhaustive review of holdings of New York City
securities in our banking system and the potential
impact on that system of a default by New York City.
They have concluded that no major bank would be
materially affected, as a direct consequence of a
default by New York City.

While the impact on a handful of smaller banks could
be more serious, the Federal Reserve and the FDIC
have adequate mechanisms to protect bank depositors
and the banking system. In view of the protections
which do exist, it would not be appropriate to
create unnecessary concern by identifying individual
banks.
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OTHER CITIES USE THE LEGISLATION?

Do you expect cities other than New York to utilize
the legislation you are proposing?

Absolutely not. No other major city in the United
States has engaged in consistent deficit spending
and, therefore, no city has a cumulative deficit
of any size, much less the size of New York's.

10/28/75



Q.

A.

IS DEFAULT DEFINITE?
In your estimation is the New York City default a foregone conclusion?

City and State officials in recent Congressional testimony stated
that the financial resources of the Ctiy and State will have been

exhausted by December.

Accordingly, if the City and State continue to be unwilling to take
the measures necessary to avoid a default, it seems likely that a

New York City default will occur,

RP/10-28-75



Q.

CURRENT DEBT SITUATION

What is the current debt situation in New York and how much
additional financing does the City need in order to avoid a default?

According to the City's financial plan, the City will require $4. 055
billion between December 1, 1975 and June 30, 1976 to retire
maturing short-term debt, to meet debt service obligations on long-
term bonds, and to pay operating and capital expenses.

Due to seasona] cash flow patterns, the City wi 11 need close to
$1 billion to meet its obligations in December.
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SAFETY OF INVESTMENTS

Are the creditors going to lose their investments?

Major states and cities have defaulted before--
for example Arkansas and Detroit--and in all these
cases the creditors have received 100 cents

on their dollar.

Accordingly, -if New York City acts

responsibly, eventually all creditors should be

paid.

10/28/75 /o




RIPPLE EFFECT

What ripple effect do you expect on the financial
community from a New York City default?

There are two risks in any major financial reversal:
the financial and psychological.

We have carefully assessed the financial risk--the
impact on the markets, and the impact on the banking
system--and we believe these risks are manageable.
Markets tend to discount future events and to some
significant degree a potential default by New York
City has been discounted. These conclusions have been
confirmed by many disinterested observers of the
market. :

The psychological risks cannot be measured. However,

it is clear that the dire predictions and vigorous
rhetoric employed by those who seek to force a Federal
bail out for New York City have enhanced the psychological
risks. It remains of utmost importance that all who
concern themselves with the affairs of New York City

view the situation objectively.

In short, if all those concerned act responsibly in
the future, the ripple effect would be minimal.
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SPECIFIC CUTS
What specific cuts do you propose?

As I mentioned, New York City expenditures appear out
of line by comparision to expenditures of other cities.
It is up to the appropriate New York State and City
authorities to make specific decisions regarding cuts.

10/28/75
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SAFETY OF INVESTMENTS

-

Are the creditors going to lose their

investments?

Major states and cities have defaulted before--

for example Arkansas and Detroit--and
cases the creditors have received 100
on their dollar. Accordingly, if New
responsibly, eventually all creditors
paid.
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SPECIFIC CUTS

What specific cuts do you propose?

As I mentioned, New York City expenditures appear out
of line by comparision to expenditures of other cities.
It is up to the appropriate New York State and City
authorities to make specific decisions regarding cuts.

10/28/75



CURRENT DEBT SITUATION

What is the current debt situation in New York and how much
additional financing does the City need in order to avoid a default?

According to the City's financial plan, the City will require $4.055
billion between December 1, 1975 and June 30, 1976 to retire
maturing short-term debt, to meet debt service obligations on long-
term bonds, and to pay operating and capital expenses.

Due to seasonal cash flow patterns, the City wi 11 need close to
$1 billion to meet its obligations in December.

RP/10-28-75




1S DEFAULT DEFINITE?

In your estimation is the New York City default a foregone conclusion?

City and State officials in recent Congressional testimony stated

that the financial resources of the Ctiy and State will have been
exhausted by December.

Accordingly, if the City and State continue to be unwilling to take
the measures necessary to avoid a default, it seems likely that a
New York City default will occur.
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OTHER CITIES USE THE LEGISLATION?

Do you expect cities other than New York to utilize
the legislation you are proposing?

Absolutely not. No other major city in the United
States has engaged in consistent deficit spending
and, therefore, no city has a cumulative deficit
of any size, much less the size of New York's.

10/28/75
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RIFPLE EYrFECT

What ripple effect do you expect on the financial
community from a New York City default?

There are two risks in any major financial reversal:
the financial and psychological. :

We have carefully assessed the financial risk--the
impact on the markets, and the impact on the banking
system--and we believe these risks are manageable.
Markets tend to discount future events and to some
significant degree a potential default by New York
City has been discounted. These conclusions have _been
confirmed by many disinterested observers of the
market.

The psychological risks cannot be measured. However,

it is clear that the dire predictions and vigorous
rhetoric employed by those who seek to force a Federal
bail out for New York City have enhanced the psychological
risks. It remains of utmost importance that all who
concern themselves with the affairs of New York City

view the situation objectively.

In short, if all those concerned act responsibly in
the future, the ripple effect would be minimal.
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IMPACT ON BANKS

How many banks will be placed in difficulty in the
event of a New York City default? What are the names
of the banks?

The federal bank regulatory agencies have conducted
an exhaustive review of holdings of New York City
securities in our banking system and the potential
impact on that system of a default by New York City.
They have concluded that no major bank would be
materially affected, as a direct consequence of a
default by New York City.

While the impact on a handful of smaller banks could
be more serious, the Federal Reserve and the FDIC
have adequate mechanisms to protect bank depositors
and the banking system. In view of the protections
which do exist, it would not be appropriate to
create unnecessary concern by identifying individual
banks.

10/28/75



REUSS PROPOSAL

What is your view of Henry Reuss' proposal to extend
loan guarantees to the State of New York for the

benefit of the City subject to the City's bringing

its budget into balance, the GAO being empowered to
audit the City to ensure a balanced budget, securing

any Federal exposure by a first lien on all payments
which the Federal Government may in the future owe

the City or State, and acceptance by the large creditors
of New York City of a stretch-out of their debt.

However clothed, the proposal basically involves the
taxpayers of American financing the cumulative deficit
of New York City. Moreover, the proposal involves

a tremendous expansion of direct Federal control over
fiscal and financial affairs of State and local govern-
ment.

10/28/75
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STATE DEFAULT

Will the State of New York default if New York City defaults?

There is no reason for New York State to default because they
are in sound financial position. Once appropriate action has been
taken with respect to New York City, New York State should have
n o problems if officials act in a responsible way.

~ 10/29/75



SPECIFIC CUTS

What specific expenditure cuts do you propose that New York
City make?

As I mentioned, New York City expenditures appear out of
line by comparison to expenditures of other cities. It is up

to the appropriate New York State and City authorities to make
specific decisions regarding cuts.
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IMPACT ON BANKS

How many banks will be placed in difficulty in the event
of a New York City default? What are the names of the
banks? '

The federal bank regulatory agencies have conducted an
exhaustive review of holdings of New York City securities
in our banking system and the potential impact on that
system of a default by New York City. They have concluded

‘that no major bank would be materially affected, as a

direct consequence of a default by New York City.

While the ithpact on a handful of smaller banks could be
more serious, the Federal Reserve and the FDIC have
adequate mechanisms to protect bank depositors and

"the banking system.

10/29/75
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RIPPLE EFFECT

What ripple effect do you expect on the financial cornmunity
from a New York City default?

There are two risks in any major financial reversal: financial
and psychological.

We have carefully assessed the financial risk--the impact on

the markets, and the impact on the banking system--and we ‘
believe these risks are manageable. Markets tend to discount
future events and to some significant degree a potential default

by New York City has already been discounted. These conclusions
have been confirmed by many disinterested observers.

The psychological risks cannot be measured. However, it is
clear that the dire predictions and alarmist rhetoric employed
by those who seek to force a Federal bail out for New York

City have enhanced the psychological risks. It remains of utmost
importance that all who concern themselves with the affairs of
New York City view the situation objectively.

In short, if all those concerned act responsibly, the ripple
effect .would be minimal.
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LOAN GUARANTEES?

Would you consider any form of financial assistance to assist
New York in financing its short term financial needs?

Under our proposal, one of the ways in which the City can
finance short term needs is by the issuance of certificates
authorized by the Court. It must be remembered that in order to
begin the judicial process, the City must submit a plan for v
balancing its budget. If that is done they should be able to

raise necessary funds.




FRAUD PROSECUTION

Do you expect there to be prosecutions in fraud resulting from
a default of New York City?

I am confident that the respm sible agencies will take whatever
action may be appropriate.

10/29/75
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IF NEW YORK CITY CAN'T SELL SECURITIES?

Q: Supposing they cannot sell securities or otherwise raise
funds to pay for essential services?

A: We have said we will work with the Court to assure essential
police, fire and other services are maintained -- whatever it
takes :ito- provide these will be done.

10/29/75 T




OTHER CITIES USE THE LEGISLATION?

Q. Do you expect cities other than New York to utilize the legis-
lation you are proposing? '

A. Absolutely not. No other major dty in the United States has
engaged in consistent deficit spending and, therefore, no city
has a cumulative deficit of any size, much less the size of
New York's. '

However, the statute applies to all cities over 1, 000‘, 000
population not just to New York.

10/29/75




IS DEFAULT DEFINITE?

In your estimation is the New York City default a foregone
conclusion?

City and State officials in recent Congressional testimony
stated that the financial resources of the City and State will
have been exhausted by December.

Accordingly, if the City and State continue to be unwilling

to take the measures necessary to avoid a default, it seems
likely that a New York City default will occur.

10/29/75



REUSS PROPOSAL

What is your view of Henry Reuss' proposal to extend loan
guarantees to the State of New York for the benefit of the City
subject to the City's bringing its budget into balance, the GAO
being empowered to audit the City to ensure a balanced budget,
securing any Federal exposure by a first lien on all payments
which the Federal Government may in the future owe the City
or State, and acceptance by the large creditors of New York
City of a stretch-out of their debt.

However clothed, the proposal basically involves the taxpayers
of American financing the cumulative deficit of New York City
which I oppose. Moreover, the proposal involves a tremendous
expansion of direct Federal control over the fiscal and financial
affairs of State and local government.

Further, the practicality of handling the situation in this way is

doubtful. Particularly, in dealing with small creditors, union
contracts, and other obligations.

10/29/75



TIMING OF SPEECH
Why did you give this speech now?

It was becoming increasingly likely that New York City
might default because actions to prevent default were

not forthcoming. Thus, I think it was important to provide
for an orderly system: for handling the situation should this
occur,

10/29/75 \W’;/



CURRENT DEBT SITUATION

Q: What is the current debt situation in New York and how

much additional financing does the City need in order to avoid
default?

A: According to the City's financial plan, the City will require
$4.055 billion between December 1, 1975 and June 30, 1976
to retire maturing short-term debt, to meet debt service
obligations on long-term bonds, and to pay operating and
capital expenses. '

Due to seasonal cash flow patterns, the City will need close to
$1 billion to meet its obligations in December.

. a\ .
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CREDIT INVESTMENTS
Are the creditors going to lose their investments?

Major states and cities have defaulted before -- for example
Arkansas and Detroit -- and in all these cases the creditors
have received 100 cents on their dollar. Accordingly, if
New York City acts responsibly, eventaully all creditors
could be paid if New York City officials act responsibly in
handling the city's fiscal affairs.
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7 v RIGHT PATMAN : COMMITTEES:
FIRST DISTRICT BANKING, CURRENCY AND HOUSING

SBTATZ OF TEXAS JOMT ZrornomMic CoMMITTEE

‘ JUNT COMMITTEE oM GEFENSE PRODUCTION
s vt o mnona (L 0NATESS 8f the Tnited States
» o Bouse of Representatives
0. 205 s TOARIANA, TEAS Wasingten, DL, 20515

75501

October 29, 1975

E

The President
The White House
Washington, D. C.

My Dear Mr..President:

As T 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 Mew 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.

fa

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.

A



The President “2- October 29, 1975

In conciusion, Mr. President, your speech very clearly indicated
to the American public and the Congrass that it is your policy that
the municipality and those who have invested in its securitiss 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 Fedasral 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, _,,;75£”""—"

[>ight Patman
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-DRIVEN INTO BaAR NKRUPTCY...- WE-PREDICT THAT.INMEVITABLY A

FEDERAL REFEREE

MIN,BANKRUPICX-VILL HAVE
4 ey i AL "TO ASK THE .~ A
FEDERALAGQVERJﬁENI:FORTEVEHﬂHORE'FINAHCIAL»AIb THA#WIS E

PRESENTLY : E H
:iiLfv:TLY.BE?NG.gEQUESTLD,wAQDETHATNTHE1W0RKfOUIfPERIOD
E HUCH:LONGER..” OUTSIDE-OF:NEW YORK CITY AND NEW . °

';gRK STATE , - MANYS INNOCENT PERSONSWILL 'SUFFER.  THE
HA::E: EFFECT ON NATIONALZAND:“INTERNATIOKAL CREDIT
S HILL Iﬁ?OSE’EHORHOUS»BURDENS ON.THE ECORJ1Y

L2

- W Ve —

v

: AunvruzrPEOPLEtxu:rxztsoau?d?auxsuza IMTEREST RATES,

CANCELLED -AND- POSTPONED'CO“STRUCTION PROJVCTS,.

aznucsn igs AHD ACCELERATEB zurLarzon, _ﬁ%.azgiiuhww‘,; L
1F THE® FEDEIAL Gnvzaunzur;ﬂzvznrszass POES Pssaxt-,_, ”~?&w;iﬁ;@;é
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';NEU “YORK: CITY. 170 “SINK: INTO: ﬂEFAULT, AND MERELY. AHENDS
 THE HUNICIPAL BANKRUPTCY‘LAHS, 1T:1S" Iﬁ?iRﬁTlVi«uUGH
"’AHENDEE&TS INCLUDE-ELECIRIC,.. BGAS, . AND ST?Aﬁ EﬂERGY L
LY IN ANY. PRIORITY LIST. OF"ESSEHTIAL SERVICES . Ry

IF THEY DO HOT. THE»RESULTS “COULD BE DEVASTATING BOTH

TO OUR COHPANY AND TO THE CITY AS A ¥HOLE.. "

THE CITY PAYS. USfﬁIR

ELECTRICITY, BAS, AHD STEA

e %l‘-’k o,

.....
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ECTLY‘ABOUT’$120 ﬂILLIOﬁ A YEAR 'FOR
N HDST OF WHICH: 1S USED
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FOR SUCH ESSENTIAL SERVICES As-POchh, HOSPITAL, FIRE
DEPARTHMENT, SANITATION, SEWAGE, AND STREET-LIGHTING
FACILITIES. OUR BILLINGS .TO RELATED PUBLIC AGENCIES --
SUCH AS THE HOUSING AUTHORITY-AND THE TRANSIT. AUTHORITY--
ARE ABOUT "$150 MILLION ‘A YEAR-FOR SUCH ADDITIONAL ESSZNe
TIAL SERVICES AS THE!SUBWAY SYSTEM AND THE ENERGY MEEDS

oF aaour soo 000 RESIDENTS OF‘PUBLIC HOUSIHNG

THE STATE, WHICH COULD..BE cauaur UP, IN THE. DOMINO EFFECT
OF A DEFAULT SITUATION, PAYS US-ANOTHER $12 MILLION

A YEAR. AND JUST T¥O INDEPENDENT STATE AGENCIESe=THE -
SETROPOL ITAN TRANSPORTATION AUTHORITY-AND THE PORT
AUTHORITY--PAY USTIN-TOTAL-NEARLY $60 MILLION A YZAR.
THUS ¥E RECEIVE NEARLY $350 MILLION A YEAR FROM CITY

i 7 — . L AR [ oo e’

AND STATE AGENCIES.THAT COULD BE.AFFECTED BY DEFAULT.
WE SHOULD NOT BE PLACED IN A POSITION ¥HEIRE OUR CHOICES
ARE. EITHER ‘TO DISCONNECT--ESSENTIAL UTILITY SERVICE.TO
THE CTTY OR STATE; ORTO 'VITHHOLD "PAYING A" LARGE PART
OF THE TAXES WE NOW ANNUALLY PAY THE CITY. AND STATE

AR PUR PO P R SO £ e ae

pat e o2

(MORE THAN- 5400 HIELIDH) oa TO oﬁﬁSszLs stxr 3»?0 AN e e e o
TUEDLVERDE 5,0 ST Sy v
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1T 15 GUEAR CON EDISON COULD NOT ‘SUR¥IVE'FOR LONG IF i % " o oo fw

IT CONTINUED TO SERVEZQ-BANXRUPTﬁc;TY, AND 'CONTINUED
TO PAy TAXES, pyT WAS--NOT ITSELF -PAID BY THE. CITY OR

THE REFEREEI¥ BANKRUPTCY... WE.OURSELVES WOULD SOON . PALLDN
BE ~ (_, g
BE INSOLVENT, AND SERVICE RELIABILITY YOULD "DETERIORATE. ~ ﬁ% :f
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IN A CITY.THAT IS BOTH VERTICAL AND UNDERGROUND.(¥ITH
BOTH ELEVATORS AND SUB¥AYS.A. PART. OF EVERYDAY.LIFE),
SUCH SERVICE DETERIORATION YOULD. BE THE FINAL BLOYW .
TO OUR ONCE 'PROUD CITY.. IT CANNOT SURVIVE VWITHOUT:..
ADEQUATE ‘AND RELIABLE UTILITY SERVICES. - s
WE THEREFORE .EARNESTLY REQUEST THAT ELECTRICITY;.GAS; -
AND STEAK.SERVICE/BE INCLUDED ON ANY LIST OF 7ESSENTIAL "
SERVICES™ THAT ¥OULD BE MAINTAINED IN THE:EVENT OF:DEFAULT.
SINCERELY:ZI -+ %) | . e
CHARLES:FSILUCE i - G T b A
CHAIRMAN OF:THE BOARD " ... =& . = ;
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STATE OF NEW YORK

ExecuTtive CHAMBER
ALBANY 12224

k"

HugH L.CAREY
- GOVERNOR

Novemberi4, 1975

- Dear Mr. President:

I have today sent the attached letter and supporting
materials to the President of the Federal Reserve Bank of
D lNew York. On behalf of the people of the State of New York,
- I am requesting that the Federal Reserve consider emergency
| credit assistance for four agencies of the state that face
imminent default on their obligations. I wish to stress to
you that these agencies have nothing to do with the fiscal
crisis facing New York City. Each of them has an enviable
record of financial soundness and prudent management. Each
of them for years have been relied upon by the citizens of
New York to provide housing, health and environmental
facilities essential to the state's well being. Yet these
agencies, the models for similar agencies in over 30 other
states, now find themselves precluded from the investment

market --- a condition that has only been severely aggravated
since your recent speech calling for the bankruptcy of New
York City.

Should these agencies default, which certainly will occur
in the absence of Federal assistance, hundreds of projects
1nvolv1ng $2.5 billion in construction funds will be stopped :

Lo et pELOL.cEOvcompletionsand theusands:of: workers willk-be:throwms: « i e e
into the unemployment rolls. These projects include hospitals
and other health fa0111t1es, schools, and hou51ng

!’f:?;’g'.lc W = R 1L 1-"? c Vo sl "}’\\\ NN g il S e e M w A e eyt B ST ety A ]

.~ -ihiJeopardy- but, :in- my Dplhlon, ceuld be drltically impaired _ ‘“V*??f';
b s o BN ST A R L CEOCC TR SRS S PR b
RS for many ‘'yéa¥s Lo come. - i Lot b by o

e woRgaing e ald of “this-does ndt have: to octlir.” Whileéwthage =~ & T o
- agencies have no direct relationship with the New York City
'probieg, unfortunately the investment community views the
problent as one and the same. This will continue as long as
the Administration remains passive in the face of the New
York City crisis.



In effect, the contagion of New York City has now
spread to agencies of New York State.

In addition, your many statements on this subject
continue to assert that the State of New York has
sufficient resources to meet the collapse of the city.

I would only remind you once more of what your own
financial experts know -- the State of New York has its
own budget deficit of $700 million, and is in no position
to sustain the city's needs or meet the borrowing needs of
these state agencies.

I sense, Mr. President, as do many others across the
country that we are at an economic crossroads unparallelled
since those final moments in the darkest Depression. Whatever
points you thought necessary to make about the past mistakes
of New York City have been made. For our part, we have labored
long and hard over the past ten months of my administration to
right those wrongs. Now, despite all those efforts, we see the
rapid spread of financial confusion and distrust from the city
to the State, and potentially to other states as well.

It is not inappropriate, indeed it is in the tradition
of our nation for us now to look for and expect positive
leadership from a President and his administration.
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STATE oF NEw YORK
ExecuTtivE CHAMBER
ALBANY 12224

HucH L. CAREY
GOVERNOR

November 4, 1975

Dear Mr. Volcker:

Pursuant to my responsibilities as Governor of the State
of New York, 1 herewith submit a preliminary application and
request for consideration of a 90-day extension of credit,
with the option of renewal for an additional 90 days, in the
amnount of $576 million pursuant to Section 13 of the Federal
Reserve Act (12USC 343). The proceeds of this loan would be
applied to meet the immediate needs of the following public
benefit corporations which are authorized by statute to
operate within New York State:

-~ Housing Finance Agency

~— Medical Care Facilities Financing Agency
—- Dormitory Authority

—--— Environmental Facilities Corporation

Events 1n recent months and weeks have disrupted the
. capital markets, closing them to the issues of several agencies
which have traditionally enjoyed high ratings and a reputation
; . - for.-prudent and.conservative management. New York State and
cir o b e - Pedera T SEoverafent [ to-the’ EXtént of theltr tapacity, have
an obligation to help contain this crisis and to insure that
ﬂ‘ﬂ~”wﬁ%fgc&e?vgigb.sgggg&gredit are?not destroyedx# g g ST Y, By e R e
:. The:-President indicated in his address .to.the nation last LTI
Wedhesdqy that discerning 1nvestors would distinguish DOEWEEN » ocone b iwnitins
,-sound ‘eredits ‘afid weak ones, and’ that the market had already
: Jdargely discounted the potential insolvency of New York City.. ....
'“'"”“Yét,’as of" tH1s momént; ‘the capital markets are closed to four
Newd4York State authorities. - Indeed, the prospects of securing
financing for these seasoned agencies are considerably dimmer,
not brighter, following the President's speech.
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Now more than at any other time, I belleve, since creation
of the Federal Reserve System, the essentials of one of 1ts
crucial national purposes are sharply defined by the demands of
the current crisis: to provide credit on an emergency basis to
sound agencies which find traditional sources of investment
temporarily closed to them.

In support of this applicatlion, enclosed is a series of
analyses prepared by my office which explain the circumstances
giving rise to this preliminary application

I have discussed this request with the Lieutenant Governor,
the State Comptroller, the Speaker and Minority Leader of the
State Assembly, and the Majority and Minority Leaders of the
State Senate, and can report they endorse the course of action
proposed in this letter.

I have asked the legislative leaders to stand in readiness
to convene a legislative session the week of November 10th. As
you know, staff representatives of my office and the legislative
leaders have been meeting with financial institutions to discuss
steps that have been proposed to strengthen the viability of the
State agencies; the legislative session would provide a timely
opportunity for State action in support of the State agencies in
connection with any definitive action regarding an extension of
credit. It is my hope that this letter can lead to early dis-
cussion with you of the alternatives open to us and agreement on
a commen framework for action.

For a complete analysis and explanation of the public
purpose to be financed under the proposed loan, and to supply
further information, State Budget Director Peter C. Goldmark, Jr.
and the dlrectors of the four publlc authorlties 1nvolved gre
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Sincerely,'
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President Federal Reserve
®ank of New York
33 Liberty Street

~New York, New York
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