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TUESDAY, OCTOBER 1, 1974 

A memorandum to Harr ison J. Goldin, Comptroller of the City of New York, 

from Steven Clifford, consultant to the Office of the Comptroller, examined 

"unsound budgeting and accounting practices" of the City of New York. The 

memorandum commenced: 

To balance the expense budget, the City employs a series of 
unsound budgeting and accounting practices, including carry
ing forward bogus receivables, levying taxes on city-owned 
property, paying retroactive wage settlements from judgement 
and claims, postponing payments (or postponing the re
cognition of expenses), appropriating chemical [sic] balances, 
speeding up the recognition of revenue, overestimation of 
revenues, and underestim~ion of expenses. 

These practices produce a s~posedly balanced budget, at 
least at the· start of the year. Unfortunately they do not 
generate any cash, and force [the] .City to increase short term 
borrowings which currently total about $4 billion. In addition 
to increasing debt service costs, these practices subvert the 
budgeting and taxation processes. By translating discretionary 
costs in one year to mandatory debt service costs in subsequent 
years, they deprive the taxpayers and voters of a choice 
between services and taxpayers [sic]. By allowing the City 
to increase expenses wi~~out an immediate increase in taxation, 
these practices encourage the City to over cOffi"it itself and 
disregard the future consequences. 

The r:lemorandum recoIT1l7,ended "[a] udits of property taxes and other city 

receivables to be completed by October 15;" n[p]ublication of a white paper, 

about Jan. 15, docUr:lenting the effects of unsound accounting and budgeting 

on City debt service costs;" and "[ i] nclusion of a five year forecast of re-

venues a~d expenditures in the Comptroller's Feb. 15 statement." !! 

!! Me~randum, Steven Clifford to Harrison J. Goldin, October 1, 1974. 

Indeed, as early as "lay 6, 1974, Jonathan \veiner, Special Advisor to 
the Comptroller, in a memorandum to Comptroller Goldin, noted G,at 

(footnote continued) 
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WEDNESDAY, OCTOBER 2, 1974 

The City announced the sale of $420.4 million in Bond Anticipation 

Notes ("BANS") at an inter-est rate of 7.79%, the highest interest the 

City ever paid on BAc'lS, and $97.4 million in Urban Renewal Notes ("URNS") 

at a rate of 7.7%. The successful bidders were syndicates headed by 

Chemical Bank and by First National City Bank ("Citibank") and Chase 

Manhattan Bank ("Chase"). Y There was no public dissemination of an offering 

circular or comparable document. 

MONDAY, OCTOBER 7, 1974 

A monthly meeting was held of the.Camptr-oller's·Technical Debt Manage-

ment Committee ("CTDM. CO!)lffiittee"), a ccmmittee fir-st established by Goldin's 

predecessor, Abraham D. Be&oe, to advise the Comptroller on debt issuance, 

the condition of L~e municipal secur-ities markets and related matters. 2/ 

(continued) 

Y 
Y 

!·layor Abrah&'11 3eame' s proposed plan to meet the 1974-75 gap of $1. 5 
billion consisted of (1) one-shot items totalling $185.1 million, (2) 
phony savings and revenues totalling $80 million, and (3) other- less
than-sound fiscal practices totalling $151 million, for- a total 
of $416.1 million. In addition, Weiner- stated that the Mayor's 
plan accepted the Governor's "outrageous proposal" that the State 
accelerate its aid payments to the City totalling $114 million. 
Weiner concluded: 

"Hence, thus far $530.1 million (at least) in budget balancing 
items for 1974-75 is gimmickry, a total which I believe surpasses 
most previous years excesses. very seriously, of this total $299.1 
[million] is in one-shot ventures, and an additional $80 million 
(at the very least) is phony. Beame is storing up a lot of trouble 
for himself. ifnat in fact will be done next year? Borrow again?" 

Weiner. then urged Comptroller Goldin to "responsibly disassociate 
[himself] from some of these practices." 

News Release, Office of the Comptroller, 74-118, October- 2, 1974. 

Test~'110ny of Harrison J. Goldin (August 26, 1976) at 37. Hereinafter 
all testimony 'dill be cited by the 'ditness' na,lle and the page(s) of the 
transcript of such witness' testimony. The testimony of several witnesses 
who testified on more than one occassion beoan on each occasion ' . .,it..'1 page 
one. In b'1ose instances, the date of b'1e person's testD'110ny being 
cited will also be included. 

_~l references to exhibits marked for identification during a witness' 
testimony will be referred to as " Sx." 
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Present at the meeting, besides Goldin, were Dr. Seymour Scher, 

First Deputy CO!1lptroller; William T. Scott, Third Deputy Comptroller; 

Sol Lewis, Chief Accountant; and various other members of the Comptroller's 

staff. John Devine of Chase, Gedale D. Horowitz of Salomon Brothers, 

Richard F. Kezer and Paul S. Tracy, Jr. of Citibank, Zane Klein of 

Berlack, Israels & Liberman, Richard B. Nye of First Security Co., 

Wallace O. Sellers of Merrill Lynch, pierce, Fenner & Smith (""lenill 

Lynch"), Frank P. Smeal of Morgan Guaranty Trust Co. ("Morgan"), and 

James F. Trees of Fisher, Francis, Trees & Watts, Inc., all members 

of the CTDM Committee, were also present. 1I 

At this meeting, -the Comptroller announced various chahges in the 

City's borrowing schedule, including changes to ensure compliance with 

the New York State Local Finance Law requirement that outstanding Revenue 

Anticipation Notes ("RANS") not exceed 1 ikely Federal and state 

receivables. Deep concern was expressed by CTD~l Committee members about 

the potential saturation of the market because of the magnitude 

of the City's Elrojected borrowings; that a point might be reached 

where the City would not be able to market its securities at any 

yields; and that difficulties illight arise with the next scheduled 

bond offering on October 16th. The Comptroller and his staff were 

informed by CTDM Committee members that the volume of City securities 

being introduced into the market might bring a negative reaction 

from the municipal securities rating agencies and that, because of 

extreme market pressure, a negotiated sale might be more beneficial 

to the City than selling L~e securities through c~~petitive bids. 

The Comptroller indicated that he also was extremely concerned about 

L~ese matters and solicited assistance from the CTD11 Cor.rrnittee. 2/ 

1I ['1inutes of the Cl'1Jl-j Corrmittee, October 7, 1974. 

?:! Id. 
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The CTDM Committee requested a tentative schedule of proposed sales of City 

securities through June 30, 1975, including proposed sales of the obliga-

tions ,of the Stabilization Reserve Corporation ("SRC"). Y Lewis promised 

to provide such a schedule excluding proposed sales of the SRC which was 

under the control of a separate Board. ;I 

TUESDAY, CCTOBER 8,' 1974 

A memorandum was addressed from Steven Clifford and Jonathan weiner, 

special Advisor to the Comptroller, to Seymour Scher , and other members of 

the Office of the Comptroller, concerning the increasing frequency and amount 

of the City's issuance of short-term debt and the validity of the State and 

Federal receivables used to support the issuance of ~lS. It was noted that 

end-of-year outstanding short-term debt had risen 241.1% from June 30, 1970 

to June 30, 1974, whereas State and Federal aid in the expense budget 

had increased only 64.1% bet'deen the 1969-70 and 1973-74 fiscal years. 

The memorandum noted that, as of June 30, 1974, all but $75 million 

of the 1973-74 expense budget appropriations had been spent and there was 

a $40 million negative balance of cash on hand. Clifford and >'Ieiner 

observed that, "[H] ence, barring some as yet unknown revenue 'dindfall or 

barring some accounting effort to charge expenditures already incurred to 

other fiscal years, we actually needed substantially all the borrowing we 

did on expense budget account." 11 

Y The SRC was one of several "moral obligation" financing entities 
utilized by the City to raise funds, outside constitutional debt 
lLmits, for various projects and purposes 

y 

3/ 

t-linutes of the CTDN Ccmnittee, October 7, 1974. 

Memorandum, Steven Clifford and Jonat.'1an vleiner to seymour Scher, 
october 8, 1974. 
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The memorandum stated: 

At this point we should have a very good idea 
as to whether the $300 million borrowing for 
general fund revenues was appropriate (the expected 
revenues as of 6/30/74 should have come in during 
the July-September 1974 quarter). If· not, we have 
a clear indication of over-estimation on these accounts. 

Clifford and Weiner maintained that it was important to resolve the v~lidity 

of State and Federal receivables as of June 30, 1974, and outlined the steps 

required to ver ify the receivables. They postulated, .. [T] he amounts of 

Rfu~S outstanding in .•• major accounts [totaling $998.1 million] 

as of 6/30/74 at first blush suggests that the results of such an under-

taking as outlined may be alarming." Y The authors added the following caveat: 

•.. [A]t the macro budget-balancing level everything through 
one technique or another is fungible. Surpluses on one 
account in one fiscal year can be matched against deficits 
in another. y 

The memorandum concluded with the following listing of "Suggested Tactics": 

1. Engage in some relatively discrete and rapidly 
accomplished post audits perhaps of such items as 
Lhe possibility that the City may be taxing its 
own property, some miscellaneous revenue accounts 
(e.g., limited profit housing) and one or more 
state and federal accounts, perhaos Elementary 
and Secondary school aid. 

2. Undertake a more comprehensive set of audits. 

3. Develop on-going procedures and policies as follmvs: 

Y Id. 

Y Id. 

a. wbat evidence of validity would be sufficient 
for us to borrow? 

b. wbat evidence (or cash collected) would be 
sufficient for us to approve vouchers? On 
itelils a & b we should develop rules flexible 
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enough to allow certain lags in receipt of 
infonnation. 

c. What evidence do we need to credit receivables 
to a given fiscal year account? 

d. How should we write off bad receivables if such 
exist in large amounts? 

e. What reporting system do we want to develop in
house to track receivables through the billing, 
collection and credit procedures? 11 

* * * 

Mayor Beame, by letter to Comptroller Goldin, elected to charge debt 

incurred for specified housing projects as housing or urban renewal in-

debtedness against the 2% limitation on such indebtedness rather than as long-term 

debt, which was legally limited, thereby allowing the City to incur additional 

long-term debt under the legal limitation. ~ 

* * * 
A memorandum of this date from Nelvin N. Lechner, Director of the 

Budget for the City, to i1ayor Beame, discussed the 1976 Capital Budget. 

Among other things, -this mernorandum proposed including at least $390 

million of expense itB~s in L~e Capital Budget and raised L~e possibility 

of using capital funds to subsidize the transit system. In discussing 

ways in which to reduce an anticipated budget gap of up to $648 

y Id. 

;; Letter, _~raham D. Sea7<e to Harrison J. Goldin, October 8, 1974. 

This practice, also engaged in under L'1e adrninistration of i"layer John 
v. Lindsay, is treated separately in the "City" section of this Report. 
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million, Lechner made the following comments: 

(2) While there are a number of methods to reduce the "budget 
gap" -- use of TCF [Transit Construction Fund], use 
of Convention Center bonds, refusing to fund lower 
priority projects--a substantial problem would remain. 
Use of these devices might reduce the $648 million 
gap mentioned above by as much as $500 million, depending 
on the extent to which TCF can be used. 

(3) The remainder of the budget gap -- together with any 
increase in reserve that may be desired -- will require 
a combination of rescindments and reduction of new 
projects. I regar:.d the size of the reserve as particu
larly important becaUSe of its effect on the City's 
credit rating and the marketability of our bonds. 
Marketability has become and will continue to be in
creasingly difficult for the following reasons: 

(a) The size and frequency of bond and note offerings 
has increased. 

(b) One of the two syndicates currently bidding on 
City debt -- headed by First National City -- may 
drop out of competition, leaving only one effec
tive bidder. 

(c) A rating change to BBB is entirely possible. 

(d) There is a growing concern in the bond market wi~~ 
the City's fiscal condition, a concern which is 
amplified by t.'1e relatively "t.'1in" market for City 
obligations. 

In these circumstances, I believe public, affirmative action is 
important to demonstrate the City's willingness to acknowledge 
and deal with its fiscal problems. A reduction in ~~e rate of 
capital spending, as exemplified by an increase in the reserve 
achieved by cancelling or deferring projects, would be the most 
dramatic demonstration. 

(4) \~nile specific rescindments may not have to be identified 
at this time, I believe it important to communicate our 
intention to enforce budget stringency as early as possible. 
An indication of ~~is intention will affect not only the 
bond community and rating agencies but also those interested 
in advancing City projects we may ult1uately decide to delay 
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or eliminate. Currently, a number of lower priority projects 
have completed designs and are ready for bid; if we are to 
prevent commmencement of this work, a clear signal will be 
required. J! 

w"EDNESDAY, OCTOBER 9, 1974 

A memorandum for internal circulation from James Carney of the Office 

of the Comptroller summarized discussions among himself, Scott and Lewis, 

concerning the current and proposed allocation of responsibility within 

that Office for debt management. The memorandum proposed that the Bureau 

of Accountancy continue to determine the need to issue de~t, but not con-

tinue to ~ke the policy decision as to how to incur the necessary debt, 

including the decisions as to maturity, the length and type of obligations 

issued and the timing of their sale. These decisions would be made by a 

stw,ding committee, to be established, comprised of the Comptroller, the 

First and Third Deputy Comptrollers and the Chief Accountant, which would 

meet once a month pr ior to the meeting of the CTDM Committee and would deter-

mine the borrowing schedule and the form of the borrowing for the month. The 

implementation of debt issuance would continue to be handled by the Bureau 

of Investments. The memorandum stated that the debt redemption part of debt 

management was" in poor condition in terms of records, systems and procedures" 

and that an overhaul of the current system was necessary before the decision 

to transfer the debt redemption function to a banking institution could be 

made. 2/ 

1/ Memorandum, Helvin N. Lechner to .Abraham D. Beame, October 8, 1974. 

~/ Memorandum, James Carney to Harrison J. Goldin, Seymour Scher, William 
Scott and Sol Lewis, October 9, 1974. 
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THURSDAY, OCTOBER" 10, 1974 

On this date, Fitch Investors Service, Inc., ("Fitch) issued an up-

date!! of its July 24 report. ~ The earlier report was an analysis of G~e 

City and its debt, prepared by David M. Breen, Vice president of Fitch, 

pointing out the increasing reliance of the City, over the preceding five 

years, upon short term financing and upon the capital budget, as opposed 

to the expense budget, to finance recurring expense items. ~ccording to 

the report, "aL'TIost half of the 197.4-75 capital budget was being used to 

finance recurring expenses which equalled 5.68% of the City's total operating 

budget. Additionally, the report noted that the City had lost jobs, that 

its expenses continued to increase and that new or increased taxation would 

be required to fund the contributions to the City's pension funds. The report 

stated that speculative factors rather G~an investment characteristics 

might predominate unless the City took steps to halt the "recent course 

of financial debilitation." 11 

In its update, Fitch reduced the rating for New York City Bonds from 

"A" to "SBS" for maturities prior to January 1, 1980 and to "BB" for maturities 

January 1, 1980 and thereafter. The updated report was based upon a review 

of the Comptroller's Annual Report for the fiscal year ended June 30, 1974. 

k"nong the items cited by the Fitch updated report were: 

(i) the increase in real estate tax delinquencies requiring more 

short-term borrowing at higher costs; 

"Ne',., York City -- Its Debt, Financial Structure (Financial Future?)-
I\n Analysis; ,'In Update of July 24, 1974 Report," Fitch Investors 
Services, Inc., October 10, 1974 ("Fitch Update"). 

"New York City -- Its Debt, Financial structure (Financial Future?) 
.'\11 Analysis," Fitch Investors Services, Inc., July 24, 1974. 

Id. 
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(ii) the City's waiver of the requirement to appropriate money 

for the Rainy Day Fund for seven successive years; l! 

(iii) the current deficit (disbursements over receipts) for the 

1974 fiscal year of $1.977 billion, an increase of 152% 

over the preceding fiscal year; and 

(iv) deferral of on-going maintenance and provision in the 

1974-75 capital budget of only $165 million for new 

construction. (The update stated that continual 

deferral of on-going maintenance would necessitate 

complete reconstruction of many City properties, a 

task likely- requiring new or increased taxes.) 

Referring to the constitutional "first lien" on city revenues for debt 

service, the update noted that funding for the "police power" function of 

government might have an equal or superior lien. A chart contained in the 

uodate showed that for the four years prior to fiscal 1974, the City main-

tained a year-end cash balance by utilizing borrowings and, despite such 

borrowings, had a deficit for fiscal 1974. 

Fitch's reduction of the ratings for City bonds <tIas based on 

"the j)redominance of speculative factors" as follows: 

(a) previous and continuing short-falls in realization of 
revenue projections; 

(b) continued reliance on short-term borrowing for cash flow 
purposes; 

(c) continued use of the Ca?ital Budget for operating expenses 
<tIhich reduced b~eability of b~e City to properly maintain 
its properties; and 

(d) reliance upon financing vehicles outside the City's debt 
limitations (stabilization Reserve corporation) . 

The Fitch report concluded that the City's failure to reverse these 

trends suggested that it might have "difficulty in meeting all its financial 

-rhe Rainy Day Fund was a reserve fund whic!"! was supposed to be 
maintained for the purpose of helping the City through fiscal 
difficulties. 
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obligations, debt service as well as operating expenses." y 

FRIDAY, OCTOBER 11, 1974 

A memorandum written from Weiner to Goldin, Scher and Scott concerning 

the market for the City's short-term debt noted that major banks were 

finding it unprofitable to carry tax exempt debt for trading and holding 

purposes because other types of loans and leases had provided the banks with 

sufficent tax shelters for their purposes, thus eliminating the value of 

tax exempt obligations. The memorandum discussed a suggestion that the 

Federal Reserve "give cormnercial banks some differential credit against 
- . 

demand deposit reserve requirements depending on the average daily size of 

municipal debt held in their portfolios." It was noted that this proposal 

would avoid the criticism directed towards an earlier proposal in that the 

Federal Reserve "need not be called upon to support the debt of 9articular 

states or localities or operate with less G~an desirable anonymity in its 

open market program in what is, compared to the Treasury Bill market, a. 

relatively thin sector." Ccrrrr.enting generally on market absorbability, 

the memorandum referred to attached tables that showed that City short-term 

issues, as a percentage of all municipal offerings, comprised 20.56% 

of all 1973 issues and 27.57% of all issues in the first half of 

1974. It was indicated that both percentages would soon increase 

substantially as certain "project notes" backed by HUD were removed 

from the market. ;; 

11 Fitch Update. 

;; r'lemorandum, Jonatharl weiner to Harrison J. Goldin, Seymour Scher and 
Willi2~ T. Scott, October 11, 1974. 
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TUESDAY, OCTOBER 15, 1974 

Comptroller Goldin issued his required report on the proposed 1975-76 

capital budget of the City and the capital program for the five succeeding 

fiscal years, as mandated by Section 212 of the City Charter, which directs 

that the report be submitted to the Mayor, the Board of Estimate, the City 

Council and the City Planning Commission, and that it be published in the 

City Record. In his report, the Comptroller stated that 53% of the contem

plated capital budget would be used to pay for i terns usuaLly cons idered to be 

expense items, noting that, as a result of this practice,_ the City's capital 

projects would not receive the attention they required and real estate taxes 

could increase. ~ 

* * * 
An internal report of Bankers Trust Company ("Bankers Trust") discussed 

the updated Fitch Report of October 10, and the October 15 Goldin report. The 

report noted that the City had $5.33 billion in notes outstanding, with $1.2 

billion to be rolled over before December 31, 1974, and that there was a possibil-

ity of growing pressure on MOody's and Standard & Poor's to downgrade their "A" 

ratings of City securities. It concluded, however, that it was expected that 

the City would maintain its ability to meet its debt service obligations. 31 

11 "Report Pursuant to Section 212 of the Charter with Respect to the 
1975-1976 Capital Budget and the Capital Program for L,e Succeeding 
Five Years" Office of the Comptroller, October 15, 1974. 

]I "New York City's Credit," Bankers Trust Internal Report, October 15, 
1975. 
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~lessrs. O'Connor, Ranschburg and Jany of the Citizens Budget Ccrnmis-

sion, Inc. ("CBC"), an independent citizens' organization, met with Richard 

Adams, Senior Vice president of Chemical Bank, to discuss New York City 

finances and debt management. A memorandum from Richard Adams to william 

S. Renchard, Chairman of the CBC, and Donald platten and Norborn Berkley, 

of the Chemical Bank, stated that the initial question raised by the cac 

staff was whether the City could U£e the proceeds of a one-time $500-700 

million bond issue outside the capital budget to replenish operating funds 

and thereby reduce the amount under the Capital Budget which had to be used 

for current operations. The memorandum characterized this approach as a 

"gilTl111ick" and noted that, during the meeting, .>,dams had stated that: 

..• two basic things must be done to improve the City's finances: 

(1) stop running judget deficits, balance receipts and 
expenditures, and 

(2) rationalize the financing operations of the City by 
regularizing market borrowings and by extending the 
average maturity of the City's debt. 

According to the r;:emorandum, tIle meeting ended 'tlitn Adams agreeing to do 

some technical work on the Novefllber 8 presentation ·"hieh the CBC was going 

to make to the ['layor' s Council of Economic and Business Advisors. J 

* * * 
The City announced L~e sale of $475.58 million in bonds at an average 

interest rate of 7.3318%. This was the largest sale of municipal bonds ever 

J 1-!emorandum, R. V. Adaons to I'i. S. Renchard, Gctober 15, 1974. 
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conducted by the City up to that time. y 

SATURDAY, OCTOBER 19, 1974 

As reported in The New York Times, the Chairman of the State Charter 

Study Commission, State Senator ROY Goodman, issued a report that charged 

that the fiscal operations of the City involved the use of "a bewildering 

and perhaps questionable variety of devices to muddle through to the next 

year." In an accompanying statement, Senator Goodman described the expense~ 

and capital budgets as involving "an elaborate web of decision-making and, 

at times, conscious deception. n y 

TUESDAY, OCTOBER 22, ~ 1974 

Nayor Beame issued a press release stating that despite increasingly 

higher interest rates, New York City's credit position had improved con-

siderably. The release stated, in part: 

The :~1ayor e.rnphasized that the City's c.redit position 'das 
"solid and strong," even though the national economy is 
under the stresses of both inflation and recession, and 
even though these inflationary-recessionary trends are 
"creating some budget balancing problems for the City." 

The Mayor said, "There is absolutely no question about the 
City's ability to repay all of its debts on time, and that 
this ability has improved over the last fifteen years." 

As proof, i~ayor Beame cited three commonly accepted fiscal 
indicators in the October issue of the City's "Fiscal News
letter," issued by Finance Administrator Ivan E. Irizarry. 

The ~layor stressed that these indicators of the City's sound 
credit position were over and above the absolute guarantee 
which the City's bondholders had under the state Constitution 

y News Release, Office of the Comptroller, 74-1?2, October 16, 1974. 

2/ The New York Times, "City Is Criticized On Budget-;1aking," 
October 20, 1974, p. 37. 
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that they would receive their scheduled interest and 
principal payments on time. 

The indicators cited in the "Ne'.vsletter" were: 

* The full value of taxable real estate rose much faster 
than the City's net funded debt. The net debt '.as only 
8.5% of the full value of real estate in 1973-74, compared 
with 11.8% in 1959-60. 

* 

* 

Similarly, the City's revenues rose much faster than its 
debt service, that is, what the City has to spend in interest 
payments and bond and note redemptions. The significance of 
this lies in the fact that the State Constitution makes the 
City's debt service paymeots a first lien on all revenues 
not just revenue from real estate. Revenues-were a·full 
nine times more than debt service in 1973-74, compared with 
only 5.5 times in 1959-60. 

Finally, a full 71.1% of the City's·current debt will be 
repaid in ten years. And, 47.3% of the present debt -
almost half -- will be repaid in only five years -- a better 
maturity schedule of its obligations than the schedules of 
eight other large cities. !! 

FRIDAY, OCTOBER 25, -1974 

Or.e of a series of periodic memoranda from Adaros to Platten at Ch~~ical 

Bank concerning t.'1e status of the dealer inventory in the various dejJart'T,ents 

of the bank reported that most of Ch~~ical BanK's municipal inventory was in 

City notes and t.'1at there was very little liquidity in the market for such 

notes. 2/ 

SATURDAY, cx::TOBER 26, 1974 

A memorandum from First Deputy 11ayor James Cavanagh to Mayor Beame con-

cerning the 1974-75 expense budget described t.'1e environment surrounding the 

budget, listed the causes of the budget problems, and outlined a series of 

1/ News Release, Office of the ~!ayor, 529-74, October 22,1974. 

~/ ~l~'Ilorandurn, R. V. Adams to D. C. Platten, October 25, 1974. 
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steps and solutions designed to meet the budget crisis. The causes 

cited in the memorandum were: 

I. The environment 

New York City is in deep economic trouble (N. Y. Times) 

Mayor has warned of large deficit 

Mayor says (at Chamber of Cormnerce) "an even wider gap is 
opening" 

Broad range of fi§cal authorities agree that crisis has 
arrived 

II. The causes 

Inflation - increased costs' 

Recession - depressed revenues, increased welfare and health 
costs 

Borrowing for day-to-day expenses 

Gimmicks - overstatement of revenues, understat~~ent of 
expenses 

Depletion of reserves 

New York City economy has not Deen able to grow enough to 
meet goverrment needs 

Difficulties 9f cutting the budget 

Heavy temporary borrowing 

III. Solutions 

New and higher taxes - drive people and business from City 

Layoffs - add to unemployment 

Postponements - adds to general unemployment 

Reduced services - politically difficult :; 

JI Memorandum, James A. Cavanagh to Abraham D. Beame, October 26, 1974. 
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SUl'mAY, CCTOBER27, 1974 

In an article in The New York Times, the City was described by a group 

of fiscal authorities as being in deeper economic trouble G~an at any time 

since the Great Depression. "Fiscal crises are annual events in New York, 

and Mayors have cried wolf so often that ~lr. Beame felt compelled to tell 

his audience that 'what I'm talking about is real - it's not phony.'" The 

fiscal authorities cited the use of budget g~TImicks and borrowing for day-to-

day expenses as among the causes of the City's problems and the City was 

described as facing fiscal decisions that were unattractive both politically 

and· economically. !I 

MOl-mAY, CCTOBER 28, 1974 

Comptroller Goldin announced that on November 4, 1974 the City would 

sell $500 million of Revenue Anticipation Notes ("RANS") arx:l $115 million of 

Tax Anticipation Notes ("Tl\~lS"). V A Wall Street Journal article appearing 

the next day stated that, with this offering, the City would have placed $2.5 

billion of its notes in the market in 2 months, causing a dramatic increase 

in the yield on City notes while the yield on other short-term notes had been 

falling sharply. 11 
~JESDAY, OCTOBER 29, 1974 

In a news '.vire entitled "New York City Bonds," Jean Rousseau y stated, 

"We do not have any serious concern about the city's willingness and ability 

y 

l/ 

The New York T~-nes, "Fiscal Experts See the City in Severe 
Financial Crisis". October 27, 1974. 

News Release, Office of the comptroller, 74-125, October 28, 1974. 

\~all Street Journal, "yields Rise on Notes of Ne'.v York City as Ne'N 
Issue is Slated," October 29, 1974, p. 35. 

Mr. Rousseau was a vice president of "leerill Lynch ana the manager of its 
;~lUl'1icipal Bond Depart.rnent. 
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to pay the interest and principal on its debt, although we do believe that 

marketability has been affected by recent publicity." y 

FRIDAY, NOVEI1BER-l, -1974 

The 1973-1974 Annual Report of the Comptroller was issued. 2/ 
~ -

The numerous omissions and misstatements of this document were largely the 

results of the City's innovative accounting and disclosure practices and lack 

of internal control. The more salient deficiences included: 

1/ 

Y 

11 

y 

1. A failure to disclose the probable inaccuracies of cash balances. 
(As a result of the City's inadequate bank reconciliations, the 
City's cash balance~ later had to be reduced qy some $19 million.) 1I-

2. Failure to disclose that payroll costs were based on a 364 day 
year, and the related cummulative [sic] unrecorded liability. 
In addition, there was no liability reflected for unpaid payroll 
and fringe benefit related costs, such as vacation pay. iI 

3. Failure to disclose the City's massive obligation for unfunded 
pension costs. 5/ - -

4. Real estate taxes "receivable" of $502 million of which $408 
million was later estimated to be uncollectible. 2! 

5. ['later ial Federal and State aid receivables recorded as if they 
were 100% collecti~le. 2/ 

i"lerr ill Lynch Newswire, October 29, 1974. 

News Release, Office of the Comptroller, 74-127, November 1, 1974. 

Annual Reoort of -the -Comotroller of the City- of New- York for -the -Fiscal 
Year 197521976, n. M, p.-25. 

See the section of this ReJ;X)rt entitled ".Z\.ccounting Practices and Financial 
Reporting" at 40-44. 

City of New York, Official Statement, ~1ay 20, 1977, p. 52. 

Audit Report of the Ne',v York State Comptroller, "Inter im Report No. 2 -
Uncollected Real Estate Taxes," Report No. NYC-26-76, August 4, 1975, ? '2. 

Audit Report of the New York State Comptroller, "Interim Report 1'10.1-
Prior Year Accounts Receivable," Report No. NYC3-76, -July 1, 1975, 
Managerial Summary, at 3. 
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6. A non-existent "revenue" from the New York Stabilization Reserve 
Corporation ("SRC") (organized to issue debt for the City "to meet 
its expenses and balance its budget). The debt was never issued 
and the SRC did not provide the needed funds. The report reflected 
$150 million as a "Source of Revenue of the General Fund." Y 

7. A significant undisclosed cumulative deficit. ~ 

MONDAY, NOVEMBER 4, 1974 

The New york Times published an editorial entitled "Near-Bankrupt 

City," stating that the current deficit of the City could run to $1 billion 

and that the "city is" sliding into bankruptcy with dismaying speed." 3/ 

* * * 

The City issued $500 million of RANS and $115 million of T~NS, 

through a syndicate headed by Morgan Guaranty at an average interest rate 

of 8.3359%. 4/ No offering circular or comparable document was publicly 

disseminated. 

Y Audit Report of G~e New york State Comptroller, InterLu Report No.3 -
Sp-ecial and rvliscellaneous Revenue Accounts, Report No. NYC-3l-75, January 
5, 1976, p. 3. 

Annual Report of G~e Comptroller of the City of New york For the Fiscal 
Year 1975-1976, pp. 4, 25; Hunicipal Assistance Corporation Press Release, 
August 29,1975, at 2. 

The New York Times, Editorial, "Near-Bankrupt City," November 4, 1974, 
at 36. 

News Release, Office of the Comptroller, 74-128, November 4, 1974. 
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FRIDAY, NOVEMBER"8i1974 

The CBC made a presentation to Hayor Beame's Council of Economic and 

Business Advisors. Willia~ Renchard, Dr. Herbert Ranschburg and Roderic 

O'Connor of the CBe were present. Deputy Mayor Cavanagh represented the 

Hayor's office. The presentation was reduced to a typewritten report and 

sent to the members of the CBC with the notation "not for publication". 

The covering letter included a statement that Deputy Mayor Cavanagh had no 

argument with the CSC project~ons. y 

The report stated that "[f]or the past eleven years, New York City's 

total budget expenditures have exceeded the City's expense budgets in 

increasing amounts," that" the gap between these two budgets has grown 

to $1,486 million, equal to 13.4% of the expense budget," t...'1at "in 1974-

75, $722 mill ion will be bor rowed to cover 48.6% of that gaT?," and that 

L~e net debt of the City rose 72% from 1965 to 1974 while debt service 

rose 147%. It projected a minimum deficit of $1 billion in the 1975-76 

fiscal year. 

The report recoffiQended t...~ree basic approaches to the City's problems: 

(1) decrease expenditures and limit borrowingi 

(2) increase revenues - from City, State and Federal sourceSi and 

(3) seek legislative and/or constitutional reforms of certain 
fiscal practices. 

Letter, Roder ic L. 0' Connor to ~~l CBC Subscr iber s, ~lovember 20, 
1974i and attached "A Presentation to playor Bea'Tle's Council of 
EconO!llic and Business Advisor s by the Citizens Budget Commission, II 
November 8, 1974. 
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After setting forth various ways of accomplishing these objectives the 

presentation ended with the CBC officers requesting the support of the 

members of the Council. ~ 

* * *-

A memorandum concerning the City's finances was drafted for Alfred 

Brittain, III, Chairman of the Board of Bankers Trust, as background for a 

meeting with Goldin. This internal memorandum stated that the recently 

released City financial statement tor the fiscal year- ended June 30, 1974, 

showed that the City continued to deteriorate financially a~ evidenced by 

the following: 

(1) the excess of expenditures over revenues by nearly $2 billion, 
with less than half of the difference to be made up eventually 
by planned state and federal payments; 

(2) the increase of short-term interest payments from $62.5 million 
L~e preceding year to $300 million the current year; 

(3) SRC was being used to retire budget notes that were refunded 
by revenue anticipation notes, leaving only some $200 nillion 
to aid in balancing the more recent deficits. _! 

The memorandum also stated that expense items accounted for 53% of 

the capital budget; L~at there had been a reduction of the ratings on City 

bonds by Fitch Investors Service to BEB and BE; that during the first half 

of 1974, New york City accounted for 27% of the nationwiae tax exemot 

short-term borrowing; and that there was $55 million of long-term bonds 

unsold from the last month's offerings. / 

/ Id. 

~ Draft [·1emorandum to Alfred Brittain, III, Nove.rrber 3, 1974. 

~ Id. 
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Notes from the files of Bankers Trust also indicated that there was 

pressure on rating agencies to keep the ratings of City obligations above 

the point at which savings banks would be required to divest themselves of 

such obligations. !I 
SATURDAY, NOVEMBER 9; -1974 

As reported by The New york Times, Hayor Beame ordered a $330 million 

budgetary reduction consisting of pay reductions to City employees and 

reduced services to residents, in response to an emergency situation brought 

abqut by inflation and the re~ession. Mayor Beame stated, "for eight years 

John Lindsay cried 'wolf' and the public no longer believes -- they think it 
-

is just for Albany's sake . I want you to know this is not crying wolf." 

At his press conference, Mayor Beame said that the situation the City found 

itself in \vas no fault of the present administration and the bulk of the 

problem was inflation and recession. He stated, "I want you to understand 

tha t this has no relationship to the word 'bankru?tcy.' Our bonds are 

good and secure. They will be paid. II Y 
[llONDAY, NOVEi-"1BER- 11, -1974 

l\ letter from ~layor Bearne and Cor.rptroller Goldin to The New York Times, 

responding to an editor ial of November 4, entitled "Nearly-Bankrupt City," 

appeared in the Times. The letter stated that the two officials agreed with 

the catalog of fiscal problems contaL~ed in G~e editorial, but took issue 

,tlith G'-le use of the word "bankrupt, 11 on tJ."1e basis that this word might create 

!I Handwritten notes received from Bankers Trust, November 8, 1974. 

'1:./ The New-York Tiilles, November 9, 1974, pp. 1, 64. 



- 22 -

"unwarranted fears for the safety of their investments among the city's 

bondholders." The letter stated that, under the State Constitution, City 

bonds and notes had a first lien on all revenues, and that "[o]ver and 

above the constitutional, legal and moral guarantees afforded to investors 

in New York City notes and bonds is the fact that they are investing in 

the world's wealthiest and soundest city as far as these obligations are 

concerned." They agreed that tough fiscal decisions and reforms had to 

be made and asserted that they would dO what was necessary to protect 

tl].e City "and to insure the continuing soundness of the City's obligations 

as an investment medium." 11 
TUESDAY, NOv"EL"'1BER -12, 1974 

At the monthly meeeting of the CTDM Committee, Comptroller Goldin and 

members of his staff, including Scher, Scott, and Lewis, were in attendance, 

as '.veIl as John Devir1e and Thomas Labrecque of Chase; Mark Kessenich and 

Paul S. Tra~j, Jr. of Citibank; Gedale Horowitz of Salomon Bros.; Zane 

Klein of BerlacK, Israels & Liberman; Richard Nye of First Security Co.; 

Wallace Sellers of r·1err ill Lynch; and Jc3JlleS Trees of Fisher, Francis, Trees 

& l"latts, Inc. 

At the meeting, a new borrowing schedule was distributed which added 

a January bond sale of $500 million to those previously planned. The 

City reported b,at a cash projection computer program had been installed 

and was in the process of being brought up to date. The Comptroller 

1/ Letter, Abraham D. Beame &10 darrison J. Goldin to the Editor, The 
Nevi york TDlles, dated Nove.111ber 7, 1974, published in The New yori<" 
TLues, Nove.~r 11, 1974. 
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indicated a desire to reduce the minimum denomination of City notes 

to $10,000 for the December 2 sale. Additionally, he drew the CTDM 

Committee's attention to a series of articles in The New York Times 

concerning City finances, indicated his hope that these articles would 

enhance the public's understanding of the City's problems, and announced 

that the letter he had written jointly with the Mayor, which had been 

published on November 11 in the Times, would be repr inted as a full-page. 

advertisement paid for by a broKerag~ firm. ~/ 

* * * 
A meeting was held in the Office of Comptroller Goldin between City 

officials and analysts of Standard & Poor's. This meeting had been requested 

by the analysts who had become concerned after having reviewed the City's 

.~ual Report for L~e fiscal year ending June 30, 1974. At this meeting, 

the City officials present took the position that the City acknowledged 

the problems detailed in the Annual Report and was in the process of 

instituting cutbacks in expenditures and of LTlproving manag8uent operations 

to remedy the situation. ij No rating Change was effected by Standard 

& Poor's as a result of this meeting and it was ultimately decided that 

the City should be allowed time to implement its proposed solutions 

to its problems. ~ 

ThlJRSDAY, NOVEI1BER 14, 1974 

A meeting sLuilar to the Standard & Poor's meeting was held between 

~/ Ninutes of the CTOM Corrmittee, November 12, 1974. 

~/ (''targol ies at 38-42. 

~ Id. at 38-46. 
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City officials and analysts of MOody's. 1I 

* * * 

The Comptroller issued a press release quoting the CBC as endorsing 

the joint effort by Mayor Bearne and the Comptroller to "reassure investors 

concerning the City's basic financial strength while at the same time 

pledging Capital Budget reductions and other economies to close a looming 

budget gap." 2/ 

* * 

A four page docU!TIent, prepared for a.meeting with the .agencies that 

rated the City's securities and captioned "City of New york Office of 

the Comptroller - Seme Essential Facts About the City of New york's Debt 

rosition," discussed several aspects of the City's debt and its financial 

situation, including the following: 

(1) wiL~ regard to outstanding long-term debt, as of June 30, 
1974, the City had incurred debt ($5 billion) totaling 
68% of its debt incurring capacity ($7.4 billion) under 
the 10% legal borrowing limit; 

(2) the City's full faith and credit is behind all its obligations; 

(3) net funded City debt had decreased as a percentage of full 
value of real property over the past decade and, from 1964-
65 to 1973-74, net outstanding funded debt as a percentage 
of personal income generated in the City had also declined; 

(4) thirty percent of the total funded debt is either self-sustaining 
or guaranteed by the Sinking Funds' assets; 

(5) as of June 30, 1974, 21% of total outstanding debt was fer 
transit, a service which few other cities pay for, and the 
remainder of ~~e debt is proportionately comp~rable to other 
"Grade A" cities; 

1/ Handwritten notes and diary page provided by Hoedy's, November 14, 1974. 

2/ Ne' .... s Release, Office of the Comptroller, Nove:-nber 14, 1974. 
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(6) the amount of City debt held by City pension systems and 
sinking funds had been-reduced to-maximize their earnings and 
min~uize tax levy appropriations and, correspondingly, 
the percentage of City debt publicly held had increased; 

(7) the City's debt maturity schedule compared favorably with 
that of other major cities of the United States in that, 
as of November 30, 1974, 72.7% of the City's $8.027 billion 
outstanding debt would mature within 10 years while 48.6% 
would mature within five years; and 

(8) with regard to outstanding short term debt, out of a total 
of $3.416 billion, $1 billion was for housing and was 
secured by mortgages and $308 million stemmed from budget 
notes that had been issued in 1970-71 and redeemed on 
July 31, 1974. 1/ 

The document also discussed various aspects of debt service and taxing 
- -

authority, stating, among other things: 

y 

(1) debt service represented 16.2% of projected expense budget 
revenues in the 1974-75 budget which debt coverage ratio 
is "comfortable;" 

(2) although the City Real Estate Tax Levy for general purposes 
and for debt service had increased 120.7% for the decade 
ending in 1974-75, effective rates fer $100 of full value 
of taxable property had increased or~y 7.9% in that decade; 

(3) in the last five years, the assessed value of real estate 
had increased 12% and the full value had increased 28%; and 

(4) the City had not utilized all its taxing po~~r within the 
2-1/2% lLmit in the past two years. ~ 

In a discussion of real estate tax delinquencies it 'NaS stated: 

Although arrears of real estate taxes have gone up to 
5.59 percent in 1973-74 from 4.94 percent in 1972-73, only 
3.27 percent of the total real estate taxes for the past 
five years remained uncollected on 6/30/74. This relatively 
good collection record, plus the fact that 3 of the past 5 
years resulted L~ expense budget surpluses, was reflected 
in the fact that no appropriation has been required for the 
Tax Deficiency Account to offset the accumulating cancellations 
of taxes. The most recent increase in arrears is in large 
part a reflection of high interest rates com98red to the 
City's 9 percent penalty on late taxes. ~ve expect t.1-}is is a 
temp::>rary ~enomenon. 11 

"Sorre Essential Facts About the City of New York's Cebt Position," Office 
of ~~e Comptroller, November 14, 1974. 

Id. 
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The document also pointed out that the ratio of current asset.s to 

current liabilities exceeded 100% for the second successive year, the welfare 

rolls in 1973-.74 had declined by 6,000 persons per month, and the population 

of the City had been stable for more than 10 years. 

The final section of the document dealt with steps already taken by the 

City to economize on its resources, stating that: 

(1). the Mayor's certificate for the 1975-76 capital budget 

set aside a "true" reserve of $225 million; 

(2) .construction appropriations would be limited largely to 

renovations and modernizations instead of new projects; 

(3) by June 30,1975, the City's work force would be reduced 

by 8,000 through an attrition program, in addition to 

the 2,500 provisional employees dismissed prior to the 

current fiscal year; and 

(4) high-cost programs would be eliminated as a result of an 

intensive rev:e l .... of facility utilization. y 

FRIGAY, I-lOVE-lEER 15. 1974 

Nayor Beam: and Comptroller Goldin issued a joint statement, which 

closely paralleled their November 7, 1974 letter to The New YOFk Times, 

directed against the "unwarranted fears" bondholders might have for the safety 

of their investments. The staterr.-ent pointed out that "there is a distinction 

between the problems of balancing the budget and the basic ability of the 

City to meet its credit obligations." Budget problems were acknowledged 

by the two officials, but they asserted that the City's ability to meet its 

credit obligations was not affected in light of the facts that (1) New York 

City bonds and notes had a first lien on all City revenues, (2) the payment of 

y Id. 
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interest and redemption of bonds had priority over any other obligations, 

and (3) both the Hayor and Comptroller would do what had to be done in order to 

preserve the City's economy and insure the soundness of its obligations. LI --

TUESDAY, NOVEMBER 19, 1974 

The Comptroller's Office decided to use $10,000 denomination certifi-

cates in connection with a December 2 offering of $600 million of TANS 

and RANS. Citibank had suggested that 10 percent o-f the offering consist 

- of $10,000 denomination certificates while Chase felt that 40 percent of the 

issue should be in this denomination; the' City compromised at 15%. 2_/ The 

sale of such small dernoninations was initially resisted by the banks because 

it would increase ,costs and thus decrease profitability to the underwriters. _~ 

In the course of the underwriting effort, additional amounts of $10,000 notes 

were made available. i/ 

JI "Joint Statement by Hayor Abraham o. Beame and Comptroller Harrison 
J. Goldin," Office of the Hayor, November 15, 1974. 

11 Memorandum, Paul S. Tracy, Jr. to Richard F. Kezer and others, 
November 19, 1974. 

]/ Charbonneau at 116-17. 

~/ See page 29, infra. 
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~ill)NESDAY, NOVEMBER 2 0, 1974 

An article appeared in The Daily Bond Buyer quoting Mayor Bea~ and 

Comptroller Goldin as stating that the City \vas fully capable of meeting 

its obligations. These obligations were said to have a first lien on 

all revenues am would be repaid on tim:. " 'I'm not a rich man,'" the Mayor 

said, '" but I've got a good t=Qrtion of my assets in City !:::onds.'" Mayor 

Beame stated that one of the chief reasons for the City's heavy short-

term borrowing was the tardiness of the State and Federal governments in 

transmitting their aid payments. -Compt;.roller C,oldin -admitted the serious

n~ss of the City's financial problems, but; also referred to_ t...'1e. City as 

a '" superb invest.Tt1ent.'" 11 

* * * 

A memorandum to Merrill Lynch account executives advised them that 

New York City notes were then available in multiples of ten thousand 

dollar s. The release emphasized that "tl1is should open up a <,."hole 

new market of potential tax-exempt note buyers. This should 

afford a great opportunity to open ~~ new accounts and to bring 

in new funds." y 

THTJRSDAY, NOVEt\1BER 21, 1974 

In a rremorandum to New York State Senator Roy C-Do<1J-nan, Chairman of the 

State Charter Revision Commission, Steven Clifford, then Consultant to the 

Comptroller, pointed out that Lhe City's 1974-75 budget was out of balance 

by $400 million and that the problems for fiscal year 1975-76 would be greater. 

y The Dail" Bond Buyer, November 20, 1974, pp. 1, 22, 23 .• 

Y it!enorand um, John S. de Graffenried to Account Executives, ~vemt€r 20, 1974. 
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* * * 

The Comptroller issued a press release announcing that City notes would 

be available in $10,000 denominations beginning with the $600 million offering 

of December 2 in order to achieve a broader market for the City's notes and 

possibly improve bids for the City's securities. He noted that the City did 

not sell securities directly to individual investors but stated that interested 

individuals·should contact their banks or brokerage houses. The release stated: 

"'The change to smaller denominations "'ill p:rmit additional private investors 

to obtain the good yields which are currently being offered on the City's 

short-term obligations.'" Although City tends are issued in $5,000 units, 

the City had not sold its notes in denominations as small as $10,000 in over 

four years. y 

MO~IDAY, NOVE~ffiER 25, 1974 

In an article in The New York Times, the City was depicted as facing four 

major problems: 

(1) its "An credit rating was in ser ious jeopardy; 

(2) its demand for money -- already straining the market 

-- would be more difficult to meet; 

~ News Release, Office of the Comptroller, Nove~ber 22, 1974. 
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(3) its interest costs would soar well above market norms; .and 

(4) the budget - already pinched wou1d be increasingly 
eroded by the cost of paying off the loans. 

The remainder of the article quoted various municipal experts disagree-

ing about the City's fiscal problems and possible remedies. It was noted 

that the underwriting of City securities had become a dangerous profession, 

with huge amounts of unsold bonds still in syndicate hands from the October 

issue threatening the banks with substantial losses. 1/ 

TUESDAY, NOVEMBER 26, 1974 

-State Senator Goodman issued a.press release-based on the Steven 

-Clifford memorandum of November 21, 1974. The release estimated a $1.7 

billion deficit for the next 19 months and stated that If [t]he City is a sick 

patient with a rapidly spreading form of financial cancer. The cancer 

is runaway short-term borrowing to cover huge expense budget deficits." 

The items in the Clifford memorandum were reiterated in this public release, 

including the staterrent that the banks might refuse to continue underivriting 

City short-term debt. ~/ 

* * * 
The statement issued by Hayor Seame and Comptroller Goldin on November 

15, 1974 was reprinted in The New York TiITes in the form of an advertiseITent 

paid for by Lebenthal & Company. The letter distinguished between the ad~it-

ted fiscal problems of the City and the soundness of the City securities .. 11 

11 The New York Times, Nove~ber 25, 1974, pp. 1, 48. 

'!:./ News Release, State Senator Roy t·1. Goodman, November 26, 1974. 

~/ The New York Tirres, November 26, 1974. 
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* * * 

The Citizens Budget Commission issued a press release stating that the 

City had "serious problems, but they are not insoluble. II "Neither do they 

warrant any concern regarding the City's ability to meet its credit obliga-

tions." The Mayor's efforts to respond to the fiscal crisis were endorsed. 11 

* * * 
The New York Times printed an article concerning the City's budget 

deficit. The article discussed the size of the deficit, its origin and 

various approaches to eliminate,it. Mayor Beame wa.s quoteQ as saying that 

the deficit was caused by the dual problems of recession and inflation. ~ 

WEDNESDAY, NOVEMBER 27, 197~ 

The Daily Bond Buyer published an article reporting over $1 billion of 

unsold municipal securities (including those of New York City) in dealer 

accounts. There had been substantial price erosion of the City's October 

conds and it \vas reported that "there was sirrply no market for the C.ty conds 

at the original price levels. ,\ ~Vhen the October bonds were released from 

syndicate price restrictions, the prices of the bonds dropped dramatically. 

The article stated that City notes were reaching 8.33% in interest while 

rates on other short-term obligations were declining. l/ 

~ 

~/ 

"Statement on New York City's Fiscal Crisis by William S. Renchard, 
Chairman of the Board," CBC, Novefflber 26, 1974. 

The New Yor k Times, November 26, 1974. 

"New York City Prices Plummet 100 Basis Points in Free Market," The 
Daily Bond BuverJ Noverr.ber 27, 1974. 
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* * * 
In a Merrill Lynch release to its account executives entitled, 

"Opportunity Knocks," they were advised that six hundred million 

dollars of New York City notes were available in minimum denominations 

of ten thousand dollars. Account executives were told not to 

"overlook the opportunity afforded here to call accounts and - - - . 

prospects who are normally precluded from buying tax-exempt notes 
.... -

because of the $25,000 requirement", and to do their customers and 

themselves a favor by bringing this new issue to their attention. 11 

!! Merrill Lynch Release, November 27, 1974. 
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FRIDAY, NOVEMBER 29, 1974 

Comptroller Goldin sent a letter to Mayor Beame, which was publicly 

released on Sunday, December 1, 1974. In the letter, Comptroller C~ldin 

stated that the budget deficit for the current fiscal year, 1974-75, \~uld 

be $650 million, $250 million higher than projected by the Hayor. The budget _ 

deficit was calculated as being composed of $250 million in revenue short-

fall and $400 million in expenditure over-runs. Goldin warned the Mayor 

that the deficit could be increased by adverse economic conditions, and that 

it must be closed in the remainin<r seven months of the fiscal year. He also 

stated: liAs you know from my private and plblic statements $tarting as 

early as last February, I strongly support the policy of giving the public 

full and frank information on the City's serious fiscal problems, not only 

because the public has a right to know, but also because only an informed 

and concerned public can provide the support for difficult measures neces-

sary to erase the deficit. II As to solutions, G::>ldin said that it would not 

be possible to rely on the prospect of additional federal or state aid. 

He also ruled out higher taxes. With respect to additional borrowings, 

he stated: "I think it vital also that 'He say a clear and firm '00' to 

any prospect of additional borrowing to close the budget gap. II He stated 

that significant cuts in spending and a freeze on new capital commit~nts 

and newly announced commi~~nts constituted the only sound solution, to-

gether with rrore federal or state aid, if obtainable. He concluded: "You 

know, far better than most, that the City's situation today is largely the 

result of a practice Ll previous years of getting through the present by 

mortgaging the future." 11 

Y News Release, Office of the Canptroller, 74-138, DeceIilber 1, 1974. 
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SATURDAY, NOVEMBER 30, 1974 

The Mayor's office, through Deputy Mayor Cavanagh, issued an immedi-

ate rebuttal press release stating that the Comptroller's figures were 

incorrect and more than twice the deficit the Budget Bureau had projected, -

and that a cut of $650 million in the budget would mandate at least 28,000 

employee layoffs and unthinkable reductions in City services. The release 

indicated that the City did have fiscal problems, but far fewer than the Comptrol

ler stated, and it was addressing those problems. 11 
SUNDAY, DECEMBER 1, 1974 

Comptroller Goldin issued a press release containing the text of the 

letter sent to Mayor Beame on November 29, 1974. The current fiscal year 

deficit was said to be $650 million, and Mr. Goldin contended that addi

tional borrowing to cover this deficit would only worsen a serious situation. 

He stated, however, that the budget deficit "should not impair investor con

fidence in the essential soundness and safety of the City's obligations." 2/ 

MONDAY, DECEMBER 2, 1974 

The Comptroller announced the sale of $400 million of RANS and $200 

million of Th~S to a combined syndicate led by Bankers Trust, which syndicate 

had submitted the only bid for the notes. Interest on the RANS was 9.5%, and 

on the TANS 9.4%, the highest rates ever paid by the City. The Comptroller, 

in his acceptance of the bid, stated that borrowing, both short-term and long~ 

term, must be curtailed and put under rigid control. He also said, "[T]here 

11 News Release, Office of the Mayor, 585-74, November 30, 1974. 

~ News Release, Office of the Comptroller, 74-138, Dece~ber 1, 1974. 
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is no question in the world that these borrowings will be repaid fully 

an on l.I're • • d t ' " l/ 

* * * 

It was at one point planned that $160 million of the Rfu~ would be 

in $100,000 denominations, $180 million in $25,000 denominations and $60 

million in $10,000 denominations. 2/ Ultimately, however, only $80 million 
, -

of the notes were in $100,000 denom~~ations; $140 million ~~re in the 

relatively small $10,000 denominations. 11 

* * * 
The Wall Street Journal reported that the City had borrowed $6.8 

billion short-term since the beginning of the calendar year. Losses on 

the unsold October City bonds and inventory losses on City paper were 

said to have dramatically hurt the bidding ability of many dealers. 11 

* * * 
Pursuant to a letter from Cavanagh, a rreeting '.vas scheduled for 

Y NeVIS Release, Office of the Caoptroller, 74-139A, Cecernber 2,1974. 
The December RANS offerirY9 was the first offering of City securities 
which was not fully repaid in reliance on the r'!oratorium Act ($249.6 
million becarre subject to the Morator iUiTl Act). (See (I!unicipal Assist
ance Corporation exchange offer to holders of certain short-term notes 
of the City of New York, November 26, 1975.) 

Y Nemorandurn, Paul S. Tracy, Jr. to Richard F. Kezer and others, November 
19, 1974. 

11 Certificate of Celivery and Payrrent for $400 Hillion Revenue Anticipation 
Notes, signed by Harrison J. C-eldin, DeceIT'ber 13, 1974. 

y Wall Street Journal, "New York City's $600 Million t'!ote Offer, Due 
Today, Is Hurt by Losses on Its Bonds", December 2, 1974, p. 25. 
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December 3 between members of the staffs of the Mayor and the Comptroller 

to review their differing budget estimates. 1/ 

TUESDAY, DECEMBER 3, 1974 

A letter of this date on the letterhead of Richard L. Tauber, a Vice 

President of Morgan, addressed to a substantial client, advised on the 

status of New York City debt instruments. The letter indicated that the 

City's ability to pay its obligations was not in question, but the City 

was undergoing a financial crisis. The- letter stated- that although the 

author believed that the rating-agencies would give the City the benefit 

of the doubt, a downgrading was very possible if the financial deterioration 

of the City continued; this ~vould narrow the market for City securities. 

The letter recommended that the client reduce his holdings of City securities 

by not renewing maturing obligations and by tax loss trading. 2/ 

* * * 

In a r1errill Lynch release to its office, account executives were told 

that the recent issue of New York City tax-exempt notes offered them an 

opportunity to call customers am prospects with "somethir.g interesting to 

tal~ about." The release ~nt on to state that all the recent adverse publi-

city had "hurt the market for New York City bonds and notes." Branch offices 

were given "[u] 0 to 250 M [sic] notes firm overnight to work on a sales 

campaign." Salesmen were advised "[w] hy not make sorre calls tI1is evening 

and discuss New York City notes wi th your customers or prospects." y 

y 

y 

Letter, James A. Cavanagh to Seymour Scher, December 2, 1974; letter, 
Seymour Scher to Ja~es A. Cavanagh, December 2, 1974. 

Letter, Richard L. Tauber to Corey R. Smith, December 3, 1974. 

Merrill L\.mc.'1 Release entitled "Something to talk about," C-eceIPber 3, 
1974. 
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WEDNESDAY, DECEMBER 4, 1974 

'!he New York Times reported that aides to the Mayor and the Canptroller 

met for two hours on December 3, 1974 and, after arguing over their differing 

estimates of the size of the City's expense budget deficit, "agreed to 

disagree." Y The Times published an editorial attacking the practice of 

including expense items in the capital budget, thereby increasing their 

cost in the. long run, by running up larger interest payments and reducing 

allocations for true capital projects •. The editorial stated that the 

proposed capital budget listed -$780 million for expense items. y 

The Wall Street Journal reported that individual investors, responding 

to the high interest rates on the recent offering, flooded dealers with 

purchase orders for notes in the new $10,000 denomination. 3/ 

THURSDAY, DEC&~ER 5, 1974 

The New York Times reported that in spite of rv!ayor 8eame' s previously 

announced austerity program, 12,950 persons had been added to the City 

payroll over the preceding four months. 11 
FRIDAY, DECEMBER 6, 1974 

A statement by the Mayor attacked the TLmes article of the previous 

day concernirg the increase in City jobholders. It alleged that the story 

was "misleading" and used "raw payroll data" which vlaS difficult to analyze. 

Y The New York Times, "Aides to Bearne and C-oldin Disagree at Budget 
Deficit Parley," DeceJ11ber 4, 1974. 

y The New York Times, Editorial, "Capital Loss," December 4, 1974. 

11 ~vall Street Journal, "Several F inns Put Off Offer ings As Pr ice Cuts 
Continue On Old Issues," December 4, 1974, p. 34. 

!I The New York TiInes, "City Payroll Rose 12,950 in 4 Months," 
December 5, 1974, pp. 1, 52. 
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The statement cited Budget Bureau figures showing a net increase of 1,213 

employees. y 

MONDAY, DECE~ffiER 9, 1974 

The esc issued a press release calling for a total freeze on both 

City hiring and existing wages which it claimed would result in savings 

of over $1 billion over a two-year period. ~ 

TUESDAY, DECB1BER 10, 1974 

Roderic O'Connor, President of the esc, appeared before the City 

Planning Commission to discuss the proposed 1975-76 capital budget. 

O'Connor stated that this day was "the day the capital budget died." 

"This budget is a terminal case - murdered by a decade of fiscal 

misrranagement." Referring to the $780 million of exp=nse items in the 

drcft capital budget, he stated that the CBe hed :.'larned re:;:eatedly that 

such practices deplete the capital budget of money for capital needs, 

am accelerate the growth of future debt service paYIT'_ents in the expense 

budget. J( He called for a total job and wage freeze. 

* * * 

Comptroller C~ldin appeared before the esc 2nd pledged his support 

to Mayor Beare to help close the projected budget gap. C~ldin cited "basic 

areas of agreement wi th the i1ayor," including the need for substantial 

cuts in City expenditures, renewed efforts to secure increased Federal 

and State aid, and a careful review of capital commitments. He acknowledged 

Y News Release, Office of the i-1ayor, 599-74, Decemcer 6, 1974. 

Y Net,.;s Release, CBC, December 9, 1974. 

31 News Release, CEC, Decew£er 10, 1974. 
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It is clear that, under the above provisions regarding 
appropriation, New York City, as well as the other 
political subdivisions, must make appropriation for 
interest on all indebtedness and the maturing principal 
of bonds. However, as to revenue anticipation notes, tax 
anticipation notes, and bond anticipation notes, the above 
provisions apparently contemplate that repayment of principal 
may be accomplished by roll-overs of short term debt during a 
period limited to five years after the date of original issue. 
At the end of this period, the political subdivision must 
either (1) make appropriation for the payment of the unpaid 
principal of tax anticipation notes or revenue anticipation 
notes or (2) in the case of bond anticipation notes, sell 
the series of bonds in anti~ipation of which the notes were 
issued. 

This memorandum. also briefly discussed the question of hardship to a 

municipality as a defense to payment of indebtedness noting" [w]hether, in 

a case of extreme hardship, the court would require the payment of bond-

holder in full before any payment of municipal employees' salaries has 

never been decided." ~/ 

* * * 

'0iEDNESDAY, DECEMBER 11, 1974 

An internal Bankers Trust memorandum reported that during 1974 the 

City issued ~8 billion in short-term notes. ?/ It stated that the early 

Y Hemorandum, Paul S. Tracy, Jr. to Salesmen and Traders, December 10, 
1974. 

y Ne.i11OranduIn, Truxton B. Pratt to William H. Heore, Decefl1ber 11, 1974. 
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Cecember issue of $600 million in no-tes was sold after only one bid had 

been submitted because of the following: 

(1) the market was overburdened with City paper; 

(2) the October bond sale had met a poor reception; and 

(3) there had been a public dispute, between the Mayor and 
Comptroller, over the size of the budget deficit. 

The memorandum noted that it appeared there might be only one bid for 

future City underwritings resulting in high interest rates and that there-

might be some necessity for the Clearinghouse Association !/ to respond to a 

-plea for help by the City. The memorandum mentioned the"Bankers Agreement ll 

of the 1930's, under which all short-term City financing was negotiated 

with New York City banks and noted that in 1970 Mayor Beame, then 

Comptroller, decided to use competitive bidding. 

Noting that some projected City offerings to fund prior deficits 

would not be subject to the City's constitutional debt limit, including 

an SRC plan to offer $500 million in bonds, the memorandlli~ sug-

gested that "the Clearing House should address this problem in advance of 

the next sale while the atmosphere is relatively cool and unemotional." ?/ 

T:"'11JRSDAY, DECEHB&t:{ 12, 1974 

The New York Times reported that prices continued to move downward on 

the New York City bonds and that some dealers estimated that losses on some 

bonds were close to 20% on trades consummated at current prices. It was 

reported that many of the October bonds were still in dealers '. hands and 

!/ The Ne\v York City Clear inghouse is a voluntary association of New York 
banks. 

y L'lemorandu..rn, Truxton 3. Pratt to ~-Jilliam H. rtoore, December 11, 1974. 
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would have to be sold if these dealers were to be capable of bidding on 

other issues. !/ 

In an internal Morgan Guaranty memorandum, Amos T. Beason reported 

on the New York City situation to Frank Smeal, Executive Vice President. ~/ 

The memorandum stated that the City's financial problems were still solvable, 

but that City officials did not appear to comprehend the seriousness of the 

situation. It was asserted that, in ·the recent past, the City's problems 

-were solved by more-borrowings, budget gimmicks and increased Federal and 

State aid receivables. The reported attitude among dealers and investors 

was that the New York City financial institutions and the State and Federal 

governments would not permit the demise of the City to occur. However, 

investors were said to need concrete signs that the City's problems were 

being addressed by City officials and the financial institutions. The 

memorandum asserted that the bank's ability: 

. to apply some financial discipline to the City's 
operation will be better accomplished while they can 
still fund themselves in the marketplaGe than 'dhen our 
vaults are loaded with nonmarketable City debt. Once 
the pattern becomes established of the City's not being 
able to sell debt and the City's financial institutions 
providing funds, we will find ourselves on a one way street. 

II The New York Times, December 12, 1974, p. 73. 

Y Memorandum, F..ITOS T. Season to Frank P. Smeal, December 13, 1974. 
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The memorandum suggested that- the banks require: 

(1) a substantial moratorium on capital expenditures; 

(2) a substantial cut in the City payroll; 

(3) a review of the City tax structure; 

(4) a termination of the public disagreements between 
Beame and Goldin; 

(5) "an honest certified assessment" of Federal and 
State receivables; 

(6) the development of "bonest three-year plans" on 
revenues and expenses; 

(7) a solicitation of-additional· State relief; and 

(8) an analysis of the City's overall debt structure be 
conducted by officials of the City, State and City's 
business community with particular attention toward 
ameliorating the effects of the State's "phantom debt" 
requirements, i.e., the City's policy of repaying bond 
issues within half the useful life of the project for 
which debt has been incurred; the results of the study 
should include suggested rerredial legislation. 

In return for this program, the memorandum suggested that the City 

banks would take on substantial amounts of short-term City debt. The 

situation was said to require forthright discussion between the City 

officials and the bankers. ~ 

* * * 
One of a continuing series of internal memoranda from Richard Adams, 

Senior Vice President for the Bank Investment Division of Chemical Bank, to 

Donald Platten, Chairman of the Board and Chief Executive Officer of the 

Chemical Bank, reported on the status of Chemical's municipal dealer accounts. 

V Id. 
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The memorandum stated the following: that the market for City securities 

was no longer viable, while the bond market was otherwise generally strong; 

the market was paralyzed with concern about the City's affairs and there 

were huge dealer inventories, which would not be sold except at heavy losses; 

the banks were forecasting a declining need for tax free bond income; cthe 

proposed purchase of City securities by the municipal employee pension 

funds would help the situation, but at least some of the contemplated 

financing would quite possibly-hav~ to be negotiated with New York City 

. banks. Y 

* * 
The New York Times reported a statement by Mayor Beame urging the 

trustees of the City's five employee pension funds to purchase City bonds. 2/ 

MONDAY, DECEMBER 16, 1974 

The New York Times reported that in recent weeks both banks and 

brokerage houses were suffering enormous underwriting losses on New York 

City bonds. Approximately $200 million of the October bond offering was 

still unsold and losses on the bonds that had been sold approached $40-50 

million. The article stated that the possibility of future borrowing by 

the City had become increasingly uncertain and the market was described 

as a "disaster." The public bickering between the Mayor and the 

Comptroller was cited as a partial cause of the situation and several City 

Y Memorandum, Richard Adams to Donald Platten, December 13, 1974. 

J1 The New York Times, December 13, 1974. 
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bankers were said to be planning to meet with the Comptroller to discuss 

the market problems. 11 

* * * 

Karen Gerard, a researcher for Chase, wrote an internal memorandum 

entitled "The City's Fiscal Situation - The Budget Gap Is Real. II y It 

noted that a II 'budget crisis'" was an annual event in New York City but 

unlike previous ones, this crisi~ was real. Ms. G~rard pr~sented a general 

overview and analysis of the City's budget problems. She concluded that 

the City's economic base had been weakening at the same time that expen-

ditures had grown at a more rapid rate than revenues, thus compounding 

the City's long-standing fiscal problems. 

* * * 
The CTDM Committee met at 5:00 P.M. at the Comptroller's office. 

Comptroller Goldin and eight members of his staff attended, along with 

v.Jallace Sellers of Herrill Lynch, Gedale Horowitz of Salomon Bros., Richard 

Nye of First Security Co., Richard Kezer of Citibank, Frank Smeal of Horgan, 

Thomas Labrecque and John Devine of Chase, James Trees of Fisher, Francis, 

Trees & Watts, Inc. and Zane Klein of Berlack, Israels and Liberman. The 

Comptroller distributed a new proposed borrowing schedule designed to stab-

ilize the market by reducing the large quantities of City obligations 

and stated that his purpose in disclosing the magnitude of the developing 

!I The New York Tirres, Decewber 16, 1974. 

~ Karen Gerard, Internal Memorandlli~ for the Economics Group of the 
Chase Manhattan Bank, December 16, 1974. 
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deficit in the current budget was to refute rumors of a $1 billion deficit 

estimate which had been circulating. 

Members of the CTDM Committee expressed concern about the problems of 

rolling over short-term debt and the Comptroller stated that the current 

level of short-term borrowing would be continued at least through the first 

quarter of the next fiscal year. The C'IDM Committee suggested that both 

the ~~yor and Comptroller commence a public relations effort to inform 

the public of approaches that were being taken with respect to some of 

the City's problems. The serious natu~e of the market problems was discussed. 

The CTI:M Committee inQicated that pension purchases would provide only 

ternPJrary relief and that this had to be told unequivocally to t..'1e Mayor. 

The meeting adjourned to reconvene at Gracie Hansion the next day at 8: 00 

A.M. Y 
TUESDAY, DECEMBER 17, 1974 

The ITEeting of the CI'DH Committee reconvened at Gracie Mansion. 

A memorandum by Frank Smeal indicates that Messrs. Bea~, C~ldin, Cavanagh 

&~d Lechner apparently caucused for approxL~ately 15 minutes prior to 

the start of the meeting. Y At the reconvened meeting, i1r. Sellers of 

Nerrill Lynch told the Mayor that the City securities market was a "total 

disaster" in recent weeks. 11 Therefore, he stated, it was likely that 

there would be no bid on the January bonds. The CTDr-! Canmittee did not 

question the City's ability to pay its debt, but indicated that the market 

could not absorb offerings of the wagnitude contemplated. The basic 

Y Minutes of the CTDtr! Canmittee, Cecem!::er 16, 1974. 

Y Memorandum, crark Smeal to the File, L:€cefTlber 17, 1974. 

]I Minutes of the Sr:;ecial Neeting of t..~e CTDN Canmittee, Cecember 17, 1974. 



- 45 -

problem was said to be the size and frequency of the borrowings. He 

stated that purchases by the I;€nsion systems could afford only temporary 

relief and borrowing to finance deficits was no longer a viable procedure. 

The Mayor disagreed with the CTDM Committee about the effect of the 

purchases by the pension funds, indicating that these Purchases could 

continue as long as the rates of interest remained high. Furthermore, 

he asserted· that it was the timing. and not the size of the borrowing that 

was the problem and the banks should help "sell" the City and not just 

tell the City to reform. In addition, because of the ever-growing militancy 

of the municipal unions, Mr. Smeal indicated there were doubts as to whether 

City debt really had a first lien on revenues. Mr. Sellers stated that 

losses on the October bonds totalled nearly $50 million and it was L~portant 

to the City that the banks survive. 

The Mayor stated that, with the exception of the borrowing by the 

SRC, all City borrowing was against expected revenues, as it always had been. 

He refused to commit himself to the elimination of deficit financing. The 

CTDM Committee indicated that the institutional market was closed to City 

securities and that the out-of-state banks were not buying these obliga

tions. The Mayor stated that the City was borrowing against "firm 

receivables" and that the banks must '"sell''' the City to the rest of the 

country. The meeting concluded '.vith the (i!ayor requesting, an:) the 
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C~1 Committee offering, support for attem9ts to obtain increased federal 

and state aid. l! 

* * * 
Following the meeting, the Comptroller issued a press release 

stating that the consensus of the CTDM Committee was that City obligations 

continued to offer absolute security to investors. In response to the 

market problem of oversupply, the City would reduce its borrowing and G~US 

improve the supply-demand balance in the· marketplace. -The Comptroller explained 

tha.t the reduction in publ·ic offer ings would te chiefly accomplished by short-

term limited investInents of City pension fum' am sinking fund money in City 

obligations. Y 
vlliDNESDAY, DECE~IDER 18, 1974 

Bankers Trust generated an internal memorandum listing G~e maturity 

dates am amounts of all outstanding City notes am the reduced borrowing 

schedule for the City through June 1975. The memorandum demonstrated a 

cumulative increase in outstanding notes of over $1.5 billion as of the 

end of June 1975. 31 

* * * 
The local newspapers, The New York TLrnes, Dailv Ne\'lS and The Daily 

Bond Buyer, printed stories to the effect that the City would reduce its 

borrowing for the rest of the fiscal year by $1 billion. if They reported 

Y Id. 

Y News Release, Office of L~e Comptroller, 74-141, Dece~ber 17, 1974. 

Y Memorandum entitled "New York City Maturity Schedule of Outstanding 
Notes," r::ecernber 18, 1974. 

y '!he New York Times, Daily News, and The Daily Bond Buyer articles, 
DeceP.ner 18, 1974. 
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that the market reacted well to the news and the effective rates on City 

securities trading in the market declined. 

THURSDAY, DECEMBER 19, 1974 

An internal Citibank document addressed to Richard Kezer, Vice 

President, stated that the City still had a $135 million deficit for fiscal 

year 1974-75 and, in order to balance the expense budget for 1975-76, the 

City would require more State and Federal aid as well as additional City 

taxes·V 

* * 
Steven Clifford- addressed a memorandum to the Comptroller and Seymour 

Scher, William Scott, Sol Lewis, Jonathan ~"einer, Jerome Turk, James Carney 

and Richard Wells, all of the Comptroller's Office, regarding a proposal 

for a restructuring of City finances. Clifford characterized the City's 

accounting as "questionable," and identified the problem as two-fold: the 

City needed to issue $7.3 billion in short and long-term debt during the 

next ten wonths in what was already a saturated market; and (2) unsound 

accounting and budgeting practices increased the need to issue debt while 

causing a decrease in investor confidence. He proposed thae the City 

introduce various budgeting and accounting practices, including placing 

the City's general fund on a cash basis; putting the payroll and other 

payables on an accrual basis; establishing annual audits and certifica

tions of receivables by an independent certified public accounting firm; 

removing City-owned property from the tax rolls; creating and maL,tain-

ing three reserve funds, a general fund reserve, a debt service reserve 

11 Hemorandum, John Berenyi to Richard Kezer, December 19, 1974. 
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and a social service reserve; recognizing reductions in real estate 

taxes due to delinquencies and reduced assessments in the current year; 

and repaying the prior year's deficits, i.e., $520 million of stabili-

zation notes and $200 million of the 1974-75 deficit. 

~~. Clifford's memorandum indicated that federal legislation would be 

necessary to implement his proposal. In instituting the accounting reforms, 

the City would write off and retire $2.7 billion short-term debt. The u.s. 

Treasury would lend the City the funds required at 8 1/2% interest and the 

CitY could repay the loan ·over 20 years. 

Clifford cited the financial advantages of this proposal for both the 

City and the Treasury and noted that the sound. practices established would 

also I:::e advantageous. The final item on his list of advantages was: "Total 

collapse of city, capital markets and u.s. economy postponed for at least 

six rronths." 11 

Clifford urged that this proposal not be limited to aiding New York 

City but should I:::e available for all states and municipalities that 

encountered deficits when L~ey applied L~e sound accounting and budgeting 

practices. This would I:::e the first step towards the regulation of the 

mLmicipal IT'arket. It was also noted that maintenance of the accounting 

and budgeting st~dards should be covenants of the Treasury's loan and 

that, should the City violate them, it would I:::e in default. y 

Y Nenorandum, Steven Clifford to J. C-oldin, B. Scott, s. Lewis, J. 
\<jeiner, J. Turk, J. Carney and R. Wells, DeceIPber 19, 1974. 

Y Id. 
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FRIDAY, DECEMBER 20, 1974 

Comptroller C~ldin delivered a public address to the City Club of New 

York in which he discussed the fiscal problems of the City, with particular 

emphasis on the budget deficit. He stated: 

New York's budget problems should be of only marginal interest to 
investors, who are protected by the State Constitutional guarantee 
making New York City bonds and notes a first lien on all revenues. 

It would be a great disservice to investors and to the City if 
important fiscal information were V{ithheld or manipulated. The 
City's bondholders and notehoiders. must have justified faith that 
government officials will be open and candid about the fiscal 
state of New York City. 

Distrust is bred not by prompt public disclosure but by concealment 
of truth. 11 

H'JNDAY, DECEHBER 23, 1974 

The Daily Bond Buyer reported that Standard & Poor's issued a report 

stati~ that they were retaini~ their "A" rating for New York City bonds, 

provided ~~at the City continue its efforts to put its financial house 

in order. y 

* * * 
Mayor Beame issued a press release, commenting on the Standard & 

Poor's announcement, saying "It show-s the proper awareness of the fact 

that the City's current budget balanci~ probl~~s do not impair the City's 

ability to repay its debts •... " .y 

1/ Remarks by Harrison J. C~ldin at L~e City Club of New York, 
Dece~ber 20, 1974. 

~ The Daily Bond Buyer, Decerrber 23, 1974. 

Y News Release, Office of the Hayor, 618-74, cecem1:::er 23, 1974. 
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THURSDAY, DECElvlBER 26, 1974 

In a memorandum to Amos T. Beason, Vice President of Morgan, Eric 

Altman, a researcher at Morgan, stated that the City was using short-term 

borrowing as an ordinary source of revenue. He asserted that the City had 

violated accredited accounting standards and was using gimmicks to achieve 

the ap~arance of a balanced budget; that the City had switched to an accrual 

basis for receivables while retaining a cash basis for payables; that the 

-City budget assumed full collection of" all revenues despite experience to 

the contrary; and that the City employed one-shot revenues to balance the 

budget. "By some estimates, restating the City's financial position in 

realistic terms according to accepted accounting principles will involve 

a write-off [of] $2.7 billion at June 30, 1975." Altman contended that this 

write-off was too large for the banking community to finance and that the 

State could be [of] limited financial assistance because of its O\vTI fiscal 

difficulties. II 

FRIDAY, DECEMBER 27, 1974 

In ano~~er report to Donald Platten of Chemical Bank, Richard Adams, 

Senior Vice President for the Bank Invest~ent Division, stated that the 

market for City securities was narrow and dependent on the New York City 

II £v1emorand um, Eric Altman to Amos T. Beason, December 26, 1974. 
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banks. Problems in the 1976 fiscal year loomed large, with expenses out-

growing the economic base of the City. He declared that there was a need 

to reorganize the City's debt structure. 11 

HONDAY, DECE!-1BER 30, 1974 

Moody's confirmed their "A" rating for New York City bonds in a 

detailed 19-page report. The City's fiscal situation was reviewed and 

the "A". rating was said to be confirmed because the City's debt was 

well-secured by a constitutional requirement for -debt service, its 

. internationally irilportant economy and the prospects for-administrative 

control of its financial difficulties. ~I 

* * * 
The filayor issued a press release praising the action of Moody's and 

stating: "As Standard & Poor's did, Moody's also shows its awareness of 

the fact that the City's current budget-balancing problems do not impair 

the City's ability to repay its debts" 11 

TUESDAY, DECEl"1BER 31, 1974 

Tne Comptroller's Office performed a review of the debt service 

accounts as of December 31, 1974. The rnemorand~~ summarizing this review 

11 Hemorandum, Richard .l\dams to Donald C. Platten, Decerrber 27, 1974. 

~I Moody's Investors Service, Inc., Municipal Credit Report, December 31, 
1974. 

~I News Release, Office of the Hayor, 624-74, December 30, 1974. 
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stated that over the years, the controls used in determining the liabili-

ties in the various debt service accounts had been discontinued and bank 

reconciliations had not been effected. It was indicated that accurate 

data as to these accounts was not available on a timely basis. ~ 

THURSDAY, JANUARY 2, 1975 

In an internal Citibank document, David Gaston, investment officer, 

reported to Paul Collins, Senior Vice President, that Citibank held $23 

million par value in New York City obligations in accounts for which the 

bank had fiduciary responsibility. Mr. Gaston also reported that the 

bank was not purchasing City bonds for fiduciary accounts at the present 

time. '.!:./ 

MONDAY, JANUARY 6, 1975 

In a letter to Comptroller Goldin, lvlayor Beame directed that certain 

indebtedness incurred for loans to limited profit housing companies be 

excluded from the legally imposed two percent lL~itation on long-term 

debt with respect to housing and urban renewal and further instructed 

that certain other indebtedness incurred with respect to similar housing 

companies be charged against L'1e two percent limitation. JI 

* * * 

J! New York City Report of Debt Service Reconcilations as at Dec~uber 
31, 1974. 

2/ Nemorandum, David W. Gaston to Paul Collins, January 2, 1975. 

]I Letter, Abraham D. Beame to Harrison C~ldin, January 6, 1975. 



- 53 -

Marine Midland Municipals Co. sent a letter to its municipal customers 

informing them of the actions of Moody's and Standard & Poor's in confirming 

their "A" ratings for City bonds and stating that Marine Midland believed 

that the securities of New York City were a sound and attractive investment. 

The letter also included a copy of a Joint Statement by Mayor Beame and 

Comptroller Goldin dated November 15, 1974, that restated the constitutional, 

legal and moral guarantees afforded to investors in New York City notes 

and 'bonds., .y 

TUESDAY, JANUARY 7, 1975 
., ' 

The Comptroller announced the sale of $620 million of RANS to a 

syndicate headed by Chase and Citibank at an interest rate of 9.4%. The 

announcement was not made until 3:00 p.m. because the Comptroller had 

sought to determine whether there was any alternative to this bid. The 

[vlayor and Comptroller each issued a press release attacking the 9.4% rate 

of interest. They stated that this rate was not reflective of the City's 

"Ail rating and that they were going to meet with members of the financial 

community in order "to avoid a repetition of this unfair, unwarranted 

and outrageously high interest rate." ]I 

Y Letter, Harine Midland Municipals Co. to its clients, January 6, 1975, 
with attachment. 

31 News Release, Office of the Comptroller, 75-1, January 7, 1975. 
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* * * 

WEDNESDAY, JANUARY 8, 1975 

In an internal memorandum, Richard Adams of Chemical Bank reported to 

Donald Platten, Chairman of Chemical Bank, that there had been only one bid, at 

an interest rate of 9.4%, on the $620 million RANS. The market was said to 

be improving and all of the notes had been sold; this was the second 

successive offering where a merged sydicate submitted the only bid on the 

notes. Adams said, "Support of the City of New York by the New York banks as 

'lending institutions' has been enormous. Chemical Bank_holds an amount 

of N.Y.C. obligations which far exceeds the amount it could or would lend 

to any other borrower, except the u.S. Treasury." l/ 

Mr. Adams noted that the City may argue that the 9.4% interest rate 

was excessive, but that the following points, ~~ong others, might be made: 

(1) there was still an oversupply of City securities in 
the market; 

(2) there was much negative publicity about the City 
in the marketplace; 

l/ Hernorandurn, Richard V. Adams to Donald C. Platten, January 8, 1975. 
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(3) the market was continuing t6- narrow with several 
institutions withdrawing; 

(4) the real size of the City's deficit for fiscal 1975 
was in doubt ("(w]e just don't know the facts."); and 

(5) figures between $1 and $2 billion had been discussed 
as the deficit for fiscal 1976. ~ 

THURSDAY, JANUARY 9, 1975 

The Mayor had requested that leaders of the financial community attend 

a meeting at Gracie Mansion at 8:00 A.M. Messrs. Beame, Goldin and Cavanagh, 

-among others, represented the City. David Rockefeller and Thomas Labrecque 

represented Chase; Richard Kezer and ~-hlliam Spencer represented Citibank; 

Richard Adams and Donald Platten represented" Chemical Bank; Ellmore 

Patterson and Frank Smeal represented Morgan; Charles Sanford and Alfred 

Brittain represented Bankers Trust; and John McGillicuddy and David Barry 

represented l1anufacturers Hanover Trust Co. ("Manufacturers Hanover"). ij 

The primary topic of conversation was the 9.4% interest rate on the 

$620 million RN~S offering of January 7, 1975. The Mayor stated G~at the 

banks were not selling the City and its securities. He said that the 

9.4% rate of interest forced upon the City by the single bid was not 

reflective of the City's financial strength, its substantial tax base, 

y Id. 

11 The Daily Bond Buyer, January la, 1975, pp. I, 15. 
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and of the fact that City securities had a first lien on all City revenues. 

The mayor stated that the City was aware that it had problems, but he said 

that these were inherited from the previous administration, and there already 

hed been great cuts in the budget. He claimed the financial comnunity had 

been "bad rrouthing" the City. Y 

The bank representatives responded by describing their views as to 

the status of the market for City securities. They said that there were 

serious doubts as to the market's capacity to absorb rrore City securities 

and that the clearing house banks did not have the capacity-to take on all 

of the proposed City financing by t..hemselves. They further stated that (1) the 

underwriters of the October bonds hed incurred large losses, (2) the rate of 

9.4% was not a rate set by t11e underwriters but one imp::>sed by the rnarket-

place, aro (3) the market had reacted to the pub I ic dispute between the Mayor 

and the Comptroller over the size of the City's deficit and other fiscal 

problems. The bankers indicated that the City's investment community was 

willing to assist and work ",lith the City to solve the market problems. y 

The Mayor arii the bal"J< executives agreed that a committee would be 

established to work with the City to re-open the marketplace for City securities. 

El1more Patterson, then the head of the Clearing House Association and Chairman 

of f11organ, was to lead this corrnnittee which would become known as the Financial 

Corrmu11i ty Liaison Group (" FCLG"). 3/ 

!! E. Patterson at 23-24, 27. 

~ E. Patterson at 25, 28-29; Sanford at 22, 25. 

Y E. Patterson at 28-29; r1emorandum, David A. Grossman to \.yillard C. 
Butcher, January 22, 1975. 
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* * * 
In a briefing memorandum prepared for David Rockefeller by Thomas 

Labrecque prior to the meeting, it was reported (1) that the City would 

issue or refinance approximately $7 billion in bonds and notes during calendar 

1975, (2) out-of-state banks were withdrawing from the underwriting syndicates, 

(3) institutional investors were selling their City obligations, and (4) 

an estimated $50 million .was last by the underwriters in the fourth quarter 

on City underwritings. !I 

* * * 
The Mayor and Comptroller issued a joint press release after the 

meeting stating that, as a result of the meeting, "closer communications 

between the financial community and the City could provide potential 

investors with information that would strengthen confidence in the City 

as a sound investment." y 

FRIDAY, Jfu~ARY la, 1975 

In a speech delivered to the City Club of New York, David M. Breen, 

an analyst for ~veeden & Co., formerly employed by Fitch, informed the 

JI Memorandum, Thomas Labrecque to David Rockefeller, January 8, 1975. 

~/ Joint Statement from the Offices of the Mayor and L~e Comptroller, 
18-75, January 9, 1975. 
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club members of particular City problems that were causing him concern. l/ 

He stated that delinquent real estate taxes had increased from $80 million 

to $149 million in four years and, if the first quarter percentage 

delinquency continued, it appeared that $190 million of such taxes would 

not be collected in the current fiscal year. He noted that, as the tax 

rate increased, the delinquency rate appeared to increase. Further, 

Breen asserted that the City had been in an economic slump since fiscal 

1969-70 'and the rate of abandonment of real property was_considerable. He 

noted that the City had deferred, for the most part, its maintenance progr&~ 

because little money was available in the Capital Budget, which was almost 

entirely being utilized for operating expenses. Eventually, he said, this 

practice "must mean complete reconstruction and/or replacement of the City's 

physical plant." The City's short-term borrowing was said to display its 

acute cash-flow problem. Hr. Breen claimed that (1) the City's deficit for 

the current fiscal year would be substantially larger than the Mayor's 

estimate and some'Nhat above that of the Comptroller and (2) G~e Rainy Day 

Fund had been depleted. He declared that: 

The City, actually, has had deficits averaging $1.1 billion 
annually for the past five years. The bottom line[s] .•. have 
shown cash balances only because of the City's ability to 
borrow for its cash flow needs. 

Mr. Breen suggested three possible approaches to the City's problems: 

(1) mass firings of City workers; 

(2) a procedure whereby the financial institutions would manage 
the City's fiscal affairs, s~uilar to what occurred in the 
1930's; and 

y Remarks by David i1. Breen, Nunicipal Bond Analyst, vieeden & Co., 
before the City Club of New York, January 10, 1975. 
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(3) reorganization pursuant to Chapter IX of the Bankruptcy Act. 

The City's fiscal problems were alleged to be the result of fiscal 

mismanagement and political expediency, exacerbated by the departure of 

the middle class from the City. 11 

* * * 
The New York Daily News reported that the City was exploring the 

possibility of offering City bonds to its employees Dn a payroll deduction 

basis in the hOf:e that $250 million could be raised. 2/ 

* * 

A meeting was held among Richard Adams and Herman Charbonneau of 

Chemical Bank and David Gross~an of Chase to discuss possible efforts by 

the clearing house banks to help improve the City's financial condition, 

including the organization of a financial cCiTTi1ittee to assist the City. 

Among the matters discussed were New York City debt management and 

financial reporting, t.~e latter's quality being deser ibed as "?Jor." 3/ 

SATUtmAY, J~NUARY 11, 1975 

The Mayor and Comptroller issued a joint press release attacking ~~e 

speech by David Breen at the City Club, characterizing it as a call for bank-

ruptcy. The press release stated ~~at budget-balancing problems "have nothing 

to do with a city's ability, ',.,illingness and legal mandate to repay its debt." 

Mr. Breen was described, not by name, as irresponsible and as a person wno 

Y Id. 

y Daily News, January 10, 1975, p. 23. 

]I l-'iemorandllIi!, Herman R. Charbonneau to Richard V. A..dams, January 14, 
1975. 
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would yell "Fire" in a crowded theater when there was no fire. y 
~ONDAY, JA!~UARY 13, 1975 

In a letter to Melvin Lechner, Director of the Budget, Comptroller 

Goldin stated that the estimated debt service for fiscal year 1975-76 would 

be $2 billion, an increase of about 12% over the prior year. He estimated 

that the interest payments on temporary debt for thesarne per ied would show 

an increase of 160% from $145 million to $377 million because of the recent 

higher interest rates. The fact that the City h~d issued $7 billion of 

short-term debt in fiscal 1973-74, an increase of $3 billion over fiscal 

1972-73, was said to be due to larger budgets and cash flow problems. ~/ 

* * * 

[Jlayor Beame met with Ellmore Patterson and Frank Smeal and continued 

the discussion that began on January 9 at Gracie Mansion regarding the 

formation of a financial corrmi ttee. They decided t-l-Jat the committee 'dould 

work on financial planning and economic development for the City. ~/ 

* * * 

Tne New Yorker magazine published an article concerning the City's 

fiscal crisis with an emphasis on the job cuts ordered by Hayor Beame. 

The announced job reductions of Phases I, II and III, which totalled 7,935, 

were shown by the author to have actually resulted in the dismissal of 

1/ Joint Statement by Hayor Abraham D. Beame and Comptroller Barr ison 
J. GoldLl, 20-75, January 11, 1975. 

3/ Letter, Harrison J. Goldin to ~1elvin N. Lechner, January 13, 1975. 

~/ E. Patterson at 31-32. 
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436 employees, none of whom was a member of·a civil service union. The 

remainder of the job cuts were accomplished through attrition, retire

~ent or the elL~ination of unfilled oositions. 1/ 
" -

* * * 
Barron's, the financial weekly, printed an editorial stating that 

II [y]ou can't win on New York City bonds." The editorial discussed the 

problems of the City as well as the City officials' declaration that they 

would address these problerns~ The editorial noted, however, that despite 

highly publicized gestures toward economy the City's financial plight was 

growing worse with the City continuing to borrow and spend. It was 

asserted that the City's repeated assurance that its securities were sound 

IIsmacks of the repeated assurances of no devaluation which invariably 

precede a currency's debasement. II 2/ - -
TUESDAY, JANUA-R.Y 14, 1975 

Alan Weeden, President of ~~eeden & Co., sent a letter to the Hayor in 

response to the Hayor's COmIi\ents of January 11 on David Breen's speech 

to the City Club. Hr. ~;ieeden wrote that ;'lr. Breen had not advocated 

bankruptcy for b~e City but had mentioned reorganization as an alternative 

approach to the City'.s fiscal proble~. He further stated that Weeden & 

Co. was an active supporter of the market for City securities but it had 

sensed a concern in the marketplace over the rate of interest necessary 

11 Ne\v Yorker, January 13, 1975, p. 67. 

1/ Barron's, January 13, 1975, p. 7. 
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to sell these securities. Weeden asserted that the City's fiscal 

problems should be discussed candidly and openly. !I 

* * * 

Herman Charbonneau of Chemical Bank received a memorandum from 

Edward A. Rabson, also of the bank, regarding Chapter IX of the 

Bankruptcy Act as pertaining to New York City. Mr. Rabson outlined 

provisions of this Chapter and stated: 

-
~'hile we agree with Mr. Breen's charges of "fiscal mismanage-
ment" and "political expediency" as adding to New York City's 

_ financial difficul.ties, we cannot, at this time, foresee a 
default on the City's general obligations, nor can we foresee 
the necessity of the City taking as drastic a step as filing 
a petition of insolvency under Chapter 9. [Emphasis in 
or iginal]. Y 

* * * 
Comptroller C~ldin delivered an address to the Association for 

Coq::orate Gro\-ith in 'tlhich he discussed D.~e City's current financial 

difficulties. The City was said to be cutting back its eX?ense budget 

spending, reviewing costly capital projects and sharply curtailing public 

torrowin:j. None of these efforts, he said, were reflected in the single 

bid by City underwriters of 9.4% on the last offering of City notes, ~mich 

were sold out to yield 8-1/2 per cent aoo below. He asserted that such 

a yield was "an incredible bargain for investors." Mr. Goldin contended 

that the City was not being treated fairly by the lending institutions. He 

!I L-etter, Alan N. Weeden to Abraham D. Bearr.e, January 14, 1975. 

y r-!emorandum, Edward A. Rabson to Herman R. Charbonneau, January 14, 
1975. 
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admitted that the City was suffering· from inflation and recession but 

he assured his audience that the Mayor and Comptroller would meet the 

economic challenge confronting the City. 11 

WEDNESDAY, Jh~ARY 15, 1975 
I 

Karen Gerard, of Chase Manhattan, prepared a memorandum for David 

Grossman entitled "A Note on the Relationship Between New York City's 

Imnediate Debt Problems and the Longer Range Budget Situation." At 

the outset of the merrprandum she_noted that" it is general~y claimed" 

that the City's "mushrooming of short-term debt" has expanded "with 

the growth of federal and state aid." How~ver, she stated that the 

growth in short-term debt had increased more rapidly than the growth 

in aid. She provided figures to support her observation, e.g., in 

1969 the City issued $885 million in RANS and received $2.57 billion 

in aid, but in 1974 the City issued $4.51 billion in RANS and received 

only $4.55 billion in aid. She noted that, "In fiscal 1974 alone, 

federal and state aid rose $450 million while new issues of [AA.'JS] 

for federal and state aid rose by $2.8 billion." Gerard stated that 

the trend suggested "that one of three things has been happening. 

And a knowledge of which is primarily responsible is necessary if 

one is to judge whether the volume of temporary debt is a 'temporary' 

phenomenon or indicative of more deep-seated problems." The enumerated 

causes were: 

(1) .•• [S]hifts in fL~ancing schedules, particularly 
at the state level •.• ; 

_I Remarks by Harrison J. Goldin before Association for Corporate 
Growth, New York Chapter, January 14, 1975. 
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(2) •.. [W]orsening efficiency in the lag between city expenditures 
and reimbursements ••• ; 

(3) The large volume of new issues could conceal a more serious 
problem of whether there is in fact anticipated aid behind the 
debt. If the latter were true, the consequences would be 
grave for both the short-term and the long-term municipal market. 

She concluded that: 

Because the impact is far different depending upon which factor is 
behind the rise, it is extremely important to have L~is question 
answered candidly. If there is no cause for long-term concern, it 
is easier to find pragmatic solutions and it would be well to advertise 
the fact that the short-term debt problem, at least, is temporary. 
If the issue is <;leeper, then it is essential to firo O!lt what the 
real situation is. ~ 

THURSDAY, J~~ARY 16, 1975 

Minutes of a regular rreeting of the Trust Investment Canrnittee of L~e Trust 

Department of First National Bank of Boston indicated that: 

A progress report on G~e Credit of the City of New York \~s presented 
for discussion. The previous i~provement LD the City's financial 
operations noted in August, 1974 has been deteriorating. The double 
adverse impact of inflation on operating costs and an increase in 
accounts receivable has produced a budget deficit gap requiring 
substantial short-term borrowiIY:J. A running controver5'.1 bet'.veen the 
mayor's office and the comptroller on budget matters has damaged 
investor confidence. 

Despite the possibility of some temporary improvement, it was felt 
the longer term prospects for the City's finances were not encouraging. 
Therefore, it was voted to discontinue approval for the purchase for 
general trust investment of all obligations of the City of New York, 
and sale &~ould be considered on all issues rraturing after August, 1975. 2/ 

FRIDAY, JFBUARY 17, 1975 

William Scott, Third Deputy Comptroller, addressed a rnemorandUQ to Sol Lewis, 

Chief of the Bureau of Accountancy, asking that certain analyses be performed 

'.vith respect to BANS. This request was said to be pursuant to a conversation 

~~~ng Scott, Lewis, the Comptroller &ld Steven Clifford. Scott requested: 

Y D. Grossman Ex. 1. 

y l1inutes of Regular ;-leeting of Trust Investment Camnittee of the Trust 
DeparG~ent of First.National Bank of Boston, January 16, 1975 
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(1) a listing of the amount, interest rate, and bond buyer index for 
each BAN issuance since July 1, 1967 as ~ll as the same infor
mation on the RAN and/or T.~~ issues immediately preceding or 
following each BAN issue ~ and· 

(2) a computation of the total interest charges on ~!S for each 
fiscal year beginning with 1967-68 and the total amount of interest 
payments that the City received from projects funded by the BA~S. 

Additionally, the following two questions ~re posed in this memorandum: 

1. Are these BANS a first lien on all City revenues? 

2. Are ·they a first lien on the project properties themselves? 
If yes, please calculate the as.sessed value of the projects. 

Finally, foItr. Scott asked whether. the City had ever converted .. housing BANS to funded 

debt arrl, if so, he requested the dates and the amounts invol ved. y 

Early in January, Dr. Jackson Phillips, Executive Vice President of t·1oodY' s, 

met wiL~ the Comptroller and informed him that Moody's analysts were considering 

reducing its MIG-l rating for the City's 8AJ.\JS to HIG-2. Y The Cemptroller stressed 

t~e recent measures taken by the City to enforce bucget cuts and askee that 

they be taken into consideration. He asked for and was granted tirr.-e to prepare 

a presentation as to why the ratir.g should not be reduced. 

~ONDAY, JABUA~Y 20, 1975 

Canptroller Goldin gave an address to the New York City Treasurers Club in \ ... i1ich 

he discussed the City's fiscal problells and its nevi computerized cash projection 

system. He stated that this system would enable the City to minimize interest 

costs and increase its return on short-term investments. Wit.~ regard to the City's-: 

fiscal problems, Mr. Goldin asserted tJ1at the City was making t..'1e hard decisions 

that were required and was moving towards fiscal reform. 1! He reported in part: 

11 Memorancllill, William T. Scott, Third Deputy Comptroller, to Sol 
Lewis, Chief, Bureau of .'\ccount~"1cy, January 17, 1975. 

y MemoranoLlIi1, Freda Stern Ackerman to the files, January 17, 1975. 

J( Remarks by Harrison J. C~ldin before the New York City Treasurers Club, 
January 20, 1975. 
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The difficult and painful steps which Ne'll York is taking to meet 
the Challenges posed by the current economy, and to deal with 
the effects of past fiscal practices, are uruuatched by any other 
municipal government in the country. 

* * * * 

Its not easy for a mayor to order mass lay-offs. The pressures 
mitigating against such cutbacks are far greater than those 
confronting a corporation president. 

Its not easy to bring to a halt capital projects of great 
importance to the people of the City. 

But these actions, and more to come, prove that the City means 
business in stressing economy~ austerity, and impr~ved fiscal 
planning. 

In my office, we have developed, in line with a sharp curtailment 
of public borrowing for the remainder of the fiscal year, a 
regularized borrowing schedule, through the use of our new 
computerized cash projection system. 

* * * * 

For New York City to come out of the current economic crunch with 
renewed strength and a justified confider.ce in the future, the 
restraint and self-discipline, l.vnich nave tee!! forced \'1';on the 
City by inflation and competing demands in the capital markets, 
must be adopted as conscious, long-term policy. 

~e can begin this year by ruling out any additional borrowing to 
close the budget 9a9. The issuance of Budget Notes obviously does 
not "solve" a deficit. It merely adds to future debt service. 
This year vie are paying the price of the Budget c~otes issued in 
Fiscal 1971 by repayment and, in fact, borrowing to make the 
repayment. 

I am strongly opposed to any such "solution" this year. 

* * * * 
Next year's debt service, as I informed the Director of the 
Bureau of the Budget last ... leek in the Comptroller's annual 
official estimate, will be in excess of $2 billion. 

This rising trend, the result of past fiscal practices, clearly 
must be reversed. .~d the only effective way to do it is to 
make a first consideration of how much the City can afford to 
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take away from the delivery-of services, rather than how much 
it can get away with borrowing each year. 

A percentage of the Expense Budget should be established which 
can reasonably be committed to debt service, then translated 
into dollars and ~~e impact on tax rates determined. The amount 
of debt issued should be restr icted to \vhat the established 
level of debt service can sustain -- and no Qore. 

Each year we should be narrowing the gap between redemption of 
debt and new debt cornmib~ents. 

That is the first trend which must be reversed. 

The second,. which relate.s closely to the first, is the increasing 
load of current expense items which are charged to the Capital 
Budget. 

More than half of the Capital Budget for the current fiscal year 
or $724 million, is consumed by these items. 

Next year, inflation could push that figure above $300 million. 
With a combined estDnated total of more than $200 million going 
for transit and for judgments and claims, over a billion dollars 
would already be committed out of a Capital Budget debt-incurring 
capacity of $1.36 billion. 

2urt.:'1errr:ore, I have r2co~m2nded to the i1ayor, ;'o/no has conc:Jrrea 
that an unencwubered margin of $225 million must be held 
inviolate. 

* * * * 

But if G~e City is to renew itself, if it is even to build for 
essential ?urposes of health and safety, the trend of mounting 
expense items in ~l1e Capital Budget must be reversed. 

The shifting of current expenses to the Capital Budget is akin 
to the back-door financing which has plagued Expense Budgets, 
increasingly over the past ten years, as quasi-independent 
authorities and public corporations have proliferated irl New 
York State and throughout the nation, floating bond issues at 
great cost to the taxpayers but remaining unaccountable to 
public control. 

There is a common th~Tle running through all of these trends: 
the short-sighted approach of fiscal finagling which takes us 
one year at a time tm-lard the day of reckoning. 
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Thus far, municipal governments have managed to survive from 
year to year on what appeared to be a limitless reservoir of 
mathematical ingenuity. 

But the game is over. The stakes have grown higher and the 
clock has run ou t. 

There is no possible way for cities, and even smaller 
corrrnunities, to maintain their viability unless stop-gaps and 
gimmicks are replaced by long-range fiscal planning which 
looks ahecd not just to the close-out of a fiscal year, and 
not just to next year, but to five years ahead, and into the 
next decade. 

I believe that New York City is beginning to take imp:)rtant 
steps in this direction. 

It really has no choice. 

My optimism is based on what I p:rceive to be a growing sense 
of realism in this City. 

New York has a bright future precisely because it is teginning 
to face the urgent realities of the present, and to recognize 
L~e mistakes of the past. 

The City is saccer Cut wiser today. Ie has experienced w~e 
same fiscal pains as every community L~ t~e nation, but 
wagnified because of New York's size, its vitality, its 
influence, and its high visibility. 

It is still the strongest and most creative city on ear~~. And 
it has in full the capacity ar.d the '.vill for the kiril of tough 
fiscal planning which is ~~e hallmark of successful roanagement. 1/ 

TUESDAY, J?NUARY 21, 1975 

Steven Clifford provided the Canptroller with a background rrerrorandu.1TI 

on the City's fiscal crisis. £I The memorandum reported ~~at: 

1) mere had been a "massive increase" of $5 bill ion in short-term 

debt over five yearsj 

11 Id. 

21 r·1enorandum, Steven Clifford to Harrison J. Goldin, January 21, 1975. 



- 68 -

2) the increase could not be explained merely by delays in the receipt 

of Federal and State aid and such receivables had "not been audited" 

and may have been "seriously over-stated"; 

3) $2.4 billion in short-term debt could be attr ibuted to "budget 

gimmicks (i.e. disguised deficit financing) and recognized deficits," 

broken down as follows: 

Girranicks 

Accruals of ' revenue 
Chang i~ fran cash to accrual on 

payables 
Raidi~ reserves 
Double use of fund balances 
Excess stabilization borrowing 

70/71 
71/72 
72/73 
73/74 
73/74 
74/75 

Subtotal 

Recognized Ceficits 

Budget Notes 
Receivable Writeoff 

" n 

11 " 
Stabilization Borrov,ing 
Anticipated Ceficit 

Subtotal 

Total Recognized Deficits and GL~icks 

~~unt of Current Short 
Term Debt C~nerated 

($ million) 

$ 

$ 440 

239 
136 

50 
62 

$ 927 

308 
86 

180 
180 
150 
600 

$1,504 

$2,431 

(?) 
(? ) 

4) t,.';e City had financed $700 - $1500 million of exr;ense it.ems t..hrough 

the capital budget since June 30, 1969: 

5) L~ total the City had overspent its expense budaet revenues by 

$3.1 - $3.9 [billion] since June 30, 1969: 

6) the deficit for the 1974-75 fiscal year would be $400-$600 nillion 

arD would reach $1.2 to $1.4 billion for fiscal 1975-76; 

7) long-term debt had increased by $3.3 billion since June 30, 1969; 

8) the City would hav-e to issue $8 billion "olus" in ne." debt obliga-

bans in the next 12 months; 
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9) interest rates ~re at an all time high ·of 9.4% - 9.5% on the last 

City note issues, secondary trades were as high as 11.5%, ard if 

City debt could not sell at these rates it could rot sell at all; and 

10) the market could collapse forcing a bankers' agreement or a 

rroratorium on redemption of debt. 

Mr • Clifford listed the following under the heading of "Solutions" : 

l. Restrictive Finances - term loan to Fund $2 - $3 billion of debt. 

2. Drop at least $1 billion_of City services - CurN, Health & Hos~itals, 

Welfare, etc. 

3. Keep wage and salary increases in line wi th normal revenue growth -

4% - 5%. 11 

* * * 
In an internal Bankers Trust docurrent, it was reported t.l-Jat the ~'1ayor had 

announced 11,985 job cuts but only 2,000 jobs had been elLminated to date. 2/ 

~'iESNESC.A.Y, Jl>.NUA,.t:;y 22, 1975 

G. C. McCarthy, a Vice President of Citibank, sent a me~orandum to 

Paul Collins, Senior ~'ice President of the bank, stating that Citibank 

would rDt purchase City securities for any fiduciary account. The only 

exception to this policy would be where a client requested the purchase 

in writing and tJ1e securities sought had a maximum rraturity of two 

years. y 

1/ 

Y 

Id. 

Henorandurn, Bankers Trust, "New York City Financial Upjate, II 
January 21, 1975. 

Nenorandurn, G. C. l/!cCarthy, Jr. to Paul J. Collins, January 22,1975. 
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* --- * * 

David Grossman, Senior Vice President of Chase, prepared a back

ground memorandum for Willard C. Butcher, President of Chase, in prepara

tion for a breakfast meeting with City officials to be held on January 24, 

1975. The earlier meeting of January 9 with the Mayor and City bankers 

was reviewed. The memorandum stated that the City faced two serious 

fiscal problems, the debt situation and the budget situation. Mr. Grossman 

reported that there had been a_rapid increase in the City's short and 

long-term borrowing which brought heavy pressures on the market. 

The City had issued $7.3 biillon in short-term debt in fiscal 1974 and 

over $5 billion of City notes were outstanding. Further, the City 

planned to issue at least $500 million of notes each month for the rest 

of the fiscal year and over $600 million in bonds. The City's debt 

problems '.vere seen as an outgrowth of its budget situation which could 

only be solved by bringing under control the irobalance between revenues 

and expenditures. Grossman reported that the City faced a current year 

deficit of $450-650 million and $1 billion for next year. Further 

complicating the problem was the fact that there were differences 

between City officials and commercial City banks as to the specific 

nature of the current problems that the City was encountering. JI 

Thu~DAY, Jk~ARY 23, 1975 

First National Sank of Boston offered for sale $150 million of 

City Rru~S from their portfolio. Notes aggregating $100 million were 

J/ Memorandum, David A. Grossman to Willard C. Butcher, January 22, 1975. 
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dated September 30, 1974 to mature on August 22, '1975, and the 

remaining $50 million in notes were dated September 16, 1974 to mature 

on September 15, 1975. A syndicate led by Chase, which included 

the joint managers of the two classical New York City note syndicates, 

purchased these notes for resale and investment purposes. This 

underwriting was completely sold by January 30 at a profit. 1/ 

* * * 
C-.eorge'Roniger and C. E. ltlainhouse, researchers for Cit_ibank, 

addressed a memorandum to Peter Crawford, a Vice President of the bank, 

concerning the City's current fiscal difficulties. They stated that the 

City was faced with two types of problems: 1) an imbalance between 

revenues and exr:enditures; and 2) an imbalance tetween the issue of, and 

the demand for, City securities at OL~er than premium rates of interest. 

These difficulties ~~re said to be related inasmuch as cor.cerns aCout 

the City's ability to meet budget requirements raised questions about 

its ability to servlce and refund its rapidly growIng volume of debt. 

The memorandum states: 

[Tlhe City's administration generally finds it to its own 
advantage to create the strongest possible impression of 
fiscal crisis. This strategy is pursued in order to 
improve its case for new State and Federal aid and for new 
taxes, and to prepare the public for a lower level of 
public services than demanded. It also serves the purpose 
of scaling dm·m the demands of the administrators of City 
prograrr~ L~emselves and of municipal unions, and to prepare 
taxpayers for possible increases in taxation. 

11 Notes from files of Manufacturers Hanover, January 23, 1975. 
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Trememorandum asserted that the City also employed a series of 

girranicks in preparing the budget. Tables included in the memorandum 

demonstrated that over a five year per iod there had been a pattern 

of overestirr.ates of City revenues. Additionally, short-term borrowing 

had been used to finance budget deficits arrl the SOC was created to 

provide borrowed funds to finance current expenses and to rollover 

debt incurred In 1971. Finally, the authors stated that the current 

recession had adversely affected New York's budgetary position, particularly 

causi03 a decline in "real" tax collections. The City's borrowing to 

p<=!y for current eXf€n~es,- characterized as a rrortgaging of .its future 

tax base, was alleged to be the greatest fiscal danger to the City and 

a risk to its long-term financial viability. 11 

FRIDAY, JMLJARY 24, 1975 

Mayor Beame, Comptroller Goldin, James Cavanagh, Melvin Lechner, 

Alfred Eisenpreis and other City officials met wiG~ leaders of the 

City's financial corranunity for breakfast at Gracie Mansion. ~ 

The following persons 'tiere also present, amonG others: 3/ 

Ellmore Patterson and Frank Smeal of i\!organ, Alfred Brittain, III, and 

11 Memorandum, Ceorge Roniger and C.E. Hainhouse to Peter Crawford, 
January 23, 1975. 

~ News Release, Office of the Comptroller, January 24, 1975; 
News Release, The City of New York, January 24, 1975. 

11 Letter, David A. Grossman to Paul Busse, Economic Development 
Council, January 24, 1975. 
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Truxton Pratt of Bankers, Willard Butcher and David Grossman of Chase, 

William Spencer and Richard Kezer of Citibank, Albert C~rdon of Kidder, 

Peabody & Co., Inc. ("Kidder Peabody"), Donald Regan and Wallace Sellers 

of Merrill Lynch, Dr. John Fey of Equitable Life Insurance Co., 

George Jenkins" of Metropolitan Life Insurance Co., Arthur Miles of Dime 

Savings Bank and Morris Crawford of Bowery Savings Bank. 1/ 

The meeting began with a distribution of documents and a 

presentatio~ by Melvin Lechner, the Director of the Budget, as to the 

status of the 1974-75 budget, including the budget gap, the steps 

taken by the administration to "eliminate it, L~e service reductions 

and cuts already accomplished, the additional cuts that had been 

planned, the deficits in tax levies and the programs designed to rreet 

these problems. y 

f.1r. Alfred Eisenpreis, Economic Developr:-ent .'\drninistrator for t.lle 

City, also made a presentation 3/ on the City's general economic 

picture and t.~e steps beina taken to build the City's tax bcse and 

to stimulate business activity despite the nationwide recession. iI 

!! This was the first meeting of the FCLG which was to be chaired by 
E11more Patterson (E. Patterson at 32). 

~ D. Grossman at 28-29; E. Patterson at 32-33; Smeal at 46-48, 55-56; 
Letter, Ellrnore C. Patterson to Donald T. Regan, January 27, 1975. 

1/ Patterson at 33; Smeal at 46-47. 

Y In the days follmving the m=eting, Patterson caused a working 
staff level of the FCLG to be formed (Letter, Patterson to Regan, 
January 27, 1975). 
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* * * 
Mayor Bearne testified before the State Commission on Tax Limita-

tions, and asserted that the State had avoided its responsibility 

for the fiscal problems of the cities by permitting them to borrow 

for current expense items in order to avoid providing them with 

additional revenues. The Mayor reiterated his opposition to borrowing 

for expenses but acknowledged that economic circumstances had forced 

him to engage in it. 11 

* * * 

John Fava, Deputy Finance Administrator of the City, addressed the 

New York Municipal Analysts Group on the City's fiscal base. ~ Mr. Fava 

stated that the City provided more services than other cities in the country 

but that the recession had affected its capacity to finance those services. 

The large increase in short-term borrowing could be attributed, he said, to 

the manner in which budget gaps of the past several years had been closed. 

He said that one shot revenues would be put into a particular budget and 

anticipation notes would be issued against these receivables thereby increasing 

the debt. If the receivable proved to be overestimated, the City had four 

options: 1) the budget could be cut; 2) budget notes could be issued; 

3) new notes against new receivables could be issued, or; 4) real estate taxes 

JI Statement by Abraham D. Beame before the Temporary State Commission 
to Study Constitutional Tax Limitations, January 24, 1975. 

~ The text of this address was printed in The Daily Bond Buyer, 
January 27, 1975. 
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could be increased. Mr. Fava ended his presentation with the thought 

that the City had the will to make budget cuts to solve its fiscal 

problems and 'MaS taking positive steps in that direction. !I 

MONDAY, JANUARY 27, 1975 

William L. Wood, Jr., counsel to the Comptroller, addressed a 

memor andurn to Comptroller Gold in concerning two impor tant aspects 

of the City's 1975 legislative program. The first was a provision which 

would suspend the application of two sections of the Local Finance 

Law that established a fllaximurn rate of interest of 5%- r:er annum 

for-City bonds or notes. These- sections had been suspended-yearly for 

the last several years and Mr. Wood noted, ""[i] f the interest rate 

limitation is not suspended for this corning year, New York City 

obligation [sic] will become unmarketable." He also stated that if 

the Comptroller approved, Mr. Wood would seek the State Comptroller's 

support for the permanent removal of the interest rate limitations. 

The secom proposal was an amendment to the City Charter that 'tlould 

repeal a section limiting ~~e permissible investments of Sinking Fund 

monies. The section was characterized as precluding the City from 

"r::urchasing City obligations at par in wany cases if such obligations 

are available in the market place at less than par." Woed stated 

that the section did not reke good sense from an _ investment management 

perspective and greatly reduced the desired flexibility that the 

!! Remarks by John L. Fava, Deputy Finance Administrator, before the 
New York l'-lmicipal A.nalysts Group, January 24, 1975. 
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Comptroller should have in the continuing fiscal crisis of the City. 

The proposal was said to have been reviewed and approved by Ken Hartman 

of the Corporation Counsel's Office, the law firm of Wood, Dawson, Love & 

Sabatine, ("vlood Dawson"), Steven Clifford and Jon Weiner. Attached were 

texts of the proposed legislative enactments as well as texts of the 

proposed memoranda in support, prepared for the Comptroller's signature. l! 

TUESDAY, JANUARY 28, 1975 

-The CTDM Committee held its monthly meeting; Comptroller Goldin, 

Dr. Seymour Scher, William Scott, Sol Lewis and other staff members 

represented the City. C~dale Horowitz of Salomon Bros., Richard Kezer 

of Citibank, Hallace Sellers of Merr ill Lynch, Fcank Smeal of Norgan, 

Zane Klein of Berlack, Israels & Liberman and Richard Nye of First Security 

Co. were also pcesent. The Comptcoller informed the Committee that r10cdy's 

'tlas considering rescinding the ivlIG-l rating assigned to t..lJe City's 2.A.J.\JS. 

He stated that another meetirg might be scheduled wit-I-) p,10cdy's to discuss 

the City'S view of t-I-)is change and a position paper was being prepared. 

The Comptrollec then outlined the pco?Qsed February borrowing. 

A discussion ensued as to the relationship between the FCLG and 

Cm-I Committee. Var ious members of the latter descr ibed the ir 

views as to tl1e role of the FCLG, and statements ranged from the FeLG 

being merely to "sell t..1'1e City" to its being a financial ard budgetary 

Y Nernorandum, William L. ~~ocd, Jr. to Harrison J. Goldin, 
January 27, 1975. 
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consultant. The Canptroller was concerned that the public might p=rceive 

that the financial affairs of the City were in the hands of the 

bankers. Mr. Horowitz and Mr. Sellers stated that the information 

presented at the January 24 meeting of the FCLG was too general 

and incomplete and had been heard many times before. 

The Comptroller raised the question of alternative ways to market 

City securities, such as the City's plan to initially sell the securities 

to its employees. The meeting co~cluded with the Committee agreeing 

to provide Sol Lewis with thoughts on what the maximum interest 

rates would be for the February offerings. 1( 

* * * 

Comptroller C~ldin, in a speech to the Harvard Business School Club 

on the fiscal plight of the City, pointed out that the City was suffering 

enormously fran the nationwide recession which was putting great stress on 

G~e capital ~arkets. He noted, for example, that the banks had committed 

more than 50% of their portfolios to municipal obligations. 

Nr. Goldin stated G~at, in this time of high interest rates, 

sorre lending institutions had taken unfair advantage of the cities. 

The City was forced to pay 9.4% interest on an offering of City 

notes backed by an "A" ratinq and various legal ar.d moral guarantees. 

Mr. Goldin conceded that the City had problems but he asserted that 

11 Hinutes of CIDM Camnittee, January 28, 1975. 
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the City would "never default on the payment of its obligations, 

under any circumstances, barring the collapse of the entire economic 

system." He stated that the City recognized its fiscal problems and 

had the will and the capacity for the fiscal planning necessary to 

meet those problems and fulfill its responsibilities. 1/ 

THURSDAY, JANUARY 30, 1975 

In the continuing series of memoranda from Richard ~nams to 

Donald Platten, it was reported that Ch.emical's holdings of City 

se_cur ities in their deale.r and fOrtfolio accounts had decreased. $15.5 million 

since late December, after acquiring $58 million of City securities 

from Security National Bank when that bank was acquired by Chemical. 

The market for City securities was said to have improved and it did 

not appear that Chemical would have to increase its holdings of City 

securities because of an inability to sell the forthcoming issues. 

Mr. Adams stated: "The syndicate pr icing will I:::e aimed squarely at 

prcmpt sales to inves tor s. " He al so asser ted : 

[W]e continue to I:::elieve that the City will meet its obli9a
tions: The real new money financing pressure for the City 
is likely to occur after August of this year. By this tirre 
we will be ~, a position to assist the City if necessary since 
by then $185.5 million of our holdings will have run off. 
Recommendation: that we do nothing precipitous with regard to 
reducing our holdings linmediately, but let maturities do G,is 
for us. y 

!I Remarks of Harrison J. Goldin to Harvard Business School 
Club, January 28, 1975. 

Y Memorandum, Richard v. ~nams to D.C. Platten, January 30, 1975. 
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* * * 
Canptroller Goldin announced that, with the advice and participation 

of labor leaders and representatives of the financial community, the 

City would establish a procedure to sell City securities through a 

system of voluntary payroll deductions. l! 

FRIDAY, JANUARY 31, 1975 

The Mayor submitted the Executive Capital Budget for 1975-1976 to 

the City Council and Board of Estimate. Expense items which were to 

-
be funded by the Capital Budget ~re set forth for the first-time in a 

separate schedule "in. the interest," in the Mayor's words, '!of greater 

accountability and disclosure." y 

* * * 
In January, members of the staff of the Office of the Comptroller 

prepared a number of drafts of a proposed letter to the Queens 

Community Board #10 regarding the draft capital budaet. In one such 

draft, dated January 29, 1975, it was suggested that the Comptroller 

state that although the Mayor and he projected that rrore G.~an $1.3 

billion would be potentially available to be borrowed for long-term 

capital purposes, after the deduction of a $225 million reserve, 

aL~ost $800 million would have to be set aside for the sale of bonds 

to finance current and recurring expenditures, $109 million was being 

allocated for judgments and claims and $70 million would be used to 

subsidize the 35 cent transit fare. The draft letter indicated 

11 News Release, Office of the Comptroller, 75-9, January 30, 1975. 

Y Letter, Office of the Mayor to City Council and Board of 
Estimate, January 1, 1975, accompanying Executive Capital Budget 
for 1975-1976. 
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that there was virtually no money available for new capital priorities, 

and stated: 

We must start the process of freeing up bonding capacity 
for true capital purposes. Otherwise we run the risk of 
repetitions of the West Side Highway collapse and the 
perpetuation of the virtual standstill in capital renewal 
that we are now experiencing. 

The draft letter further stated that the formulation of the Capital Budget 

"appears to be little more than an exercise in futility" and was in danger 

of becoming a "char ade ." 11 

Victor Marrer.o, .a staff member of the Comptroller'!? Office, in a 

memorandum dated January 31, 1975 to the· Comptroller, stated that the 

draft letter contained terms "that may be unnecessarily blunt," could be 

misinterpreted, might incur the ill-will of the Board of Estimate and 

City Council, and might attract newspaper headlines focusing on the words 

"charade" and "exercise in futility." y 

SUNDAY, FEBRUARY 2, 1975 

A New York Times article contrasted the views of the Mayor with 

those of "others" with regard to the causes of the City's fiscal crisis. 

According to the article, since September, when the Hayor first 

announced the City's troubles, he had bla~ed forces out of his control, 

i.e., inflation and recession, which created greater costs and produced 

lower revenues than anticipated. Others, such as the CBC, criticized 

the use of "soft" figures in the Mayor's budget and "the budgetary 

11 Draft letter, Office of the Comptroller to William Fells, Chairman, 
Queens Community Board UO, January 29, 1975. 

2/ Merrorand um, Victor ~1arrero to Harrison J. Goldin, January 31, 1975. 
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gimmicks of past administrations," sorre of which l"layor Bearre had 

continued. Mayor Beame, the article stated, placed his hope in a 

federal takeover of the costs of welfare and a State takeover of the 

costs of the educational and court systems, but the Times stated 

that" in view of the budgetary problems at the Federal and state 

levels, the prospect of a huge infusion from the outside seems 

unlikely." Rather, it was indicated, the City would have to put its 

house in order on its own through service and employee reductions or 

higher taxes. !( 

~DNDAY, FEBRUARY 3, 1975 

J. Chester Johnson, an assistant Vice-President of Morgan, addressed 

a memorandum concerning the City to Amos T. Beason, a Vice-President 

of the bank. Reacting to a David Grossman memorandum on the fiscal 

probl~~ of the City, dated January 28, 1975, Mr. Johnson stated that 

the memorandum offered virtually no opportunity for analyzing the 

City's "structural probl~rns." Johnson contended that for the FCLG to 

offer the City fOC)re than its image of a "patching" plan, it would have 

to study, in addition to the agenda in the Grossman memorandum, the 

City's inadequate budgetary controls, the impact of "p,antom debt" and 

"down payments" on G~e exr:ense budget, the historic trend of the City's 

short and long-term debt load and the erosion of the City's economic 

base. y 

y The New York Times, "Just How Did New York City's Finances Corre to 
This?", February 3, 1975. 

Y Memorandum, J. Chester Johnson to ?rr.os T. Beason, February 3, 1975. 
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TUESDAY, FEBRUARY 4,'1975 

The Comptroller announced the sale by the City of $290 million in 

RANS, at an interest rate of 7.55%, to a syndicate headed by Morgan 

and the Bank of America. Other bids on this issue were received 

from a syndicate headed by Citibank/Chase and from the European

American Bank & Trust Company. y 

* * * 

In a memorandum to David Rockefeller of Chase, David Grossman stated 

that, after a review of the potential areas of involvernentby Chase in 

!! News Release, Office of the Comptroller , 75-12, February 4, 1974 [sic]. 



-83-

City affairs in 1975, he recommended that he (Grossman) concentrate on the 

following items: the City budget problem; the subway system, primarily 

the Second Avenue Subway; the economic development of lower Manhattan; 

and strengthening municipal productivity and manpower utilization. :; 

THURSDAY, FEBRUARY 6, 1975 

Moody's announced that it was retaining its "A" Rating for General_ 

Obligation Bonds of the City, as we~l as its "MIG I" rating on City BANS 

and its "MIG 2" rating for other notes. Moody's stated~ "New York City 

has a revenue problem, a systemic difficulty in raising additional revenues 

to keep up with expanding needs." y 

* * * 

['layor Beame, in a letter to Ellmore Patterson, amplifying a 

prior telephone conversation, complained about the interest rate of 

7.55% on the $290 million of RANS sold on February 4th. The Mayor 

pointed to several concurrent developments in the money market which, 

he stated, showed that 7.55% was an unwarranted rate: these RANS had 

sold so briskly that the yield had dropped to 7%; local Public Housing 

Agencies, through HUD, had sold $680 million of tax exempt notes 

recently at an average rate of 3.485%, the lowest rate in two years; 

11 Memorandum, David A. Grossman to David Rockefeller, February 4, 1975. 

£/ Munifacts, February 6, 1975. 
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notes of other governmental units ,-. including taxable notes, were being 

sold at rates substantially lower than those for tax-exempt City notes; 

and the Federal Reserve had lowered its discount rate for member banks 

on February 4 from 7.25% to 6.75%, signalling the coming of easier credit. 

Accordingly, the Mayor could not understand how taxable notes could be 

sold at yields less than tax-exempt City notes. The Mayor also stated: 

There have been disturbing reports of brokers advising clients 
not to invest in New York City bonds and notes because of the 
"risk" involved. I cannot believe.that persons peddling this 
kind of destructive advice are ignorant of the tremendous legal, 
constitutional and moral guarantees of repayment which back our 
obligations •. I.can only conclude. that the peddlers of this 
nonsense are being malicious, and it is unfortunate that the 
investing public is so impressionable that false and misleading 
information can sweep the investing public like a prairie fire 
and this kind of sabotage and disloyalty among financial insti
tutions tends to reduplicate itself. 

The financial community's leading institutions themselves not 
only feed on this kind of unjustified fright, but they contribute 
to it when they submit bids for City obligations which are wholly 
out of line coth with b'1e basic strength of our obligations and 
the actual current market developments. 

The Mayor reiterated his concern for the pricing of City notes at higher 

yields than comparable taxable Treasury bills, and further stated: 

I think it is up to the financial community to turn this topsy
turvy situation right side up again. As I said at our meetings, 
I believe the financial community has a selling job to do to 
make the investing public see the financial strengths of our 
obligations. 

We in the City government are doing everything in our power to 
deal with the budget problems which the national recession -
inflation created, and I believe the general public supports 
what the City Administration is doing. ~ 

11 Letter, Abraham D. Beame to Ellmore C. Patterson, February 6, 1975. 
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FRIDAY, FEBRUARY 7, 1975 

David Grossman requested comments on his outline of the City's 

problems, which he enclosed in a letter to Frank Smeal of Morgan. y 

The outline, labelled "draft", stated that the City's budget had increased 

between 10% am 15% in each· of the last three years because of the wide· 

range of services provided by the City, and not provided by other municipal _ 

governments; the rapidly increasing wel~arecosts (wh-ich had- risen six 

fold in 10 years); rapid increases in wage and benefit costs of. city - . -" -

workers; am the rapid rise in debt service.·y The outline stated that 

this growth in expenditures had been only partially balanced by growth 

in revenues, and that the growing gap between revenues and expenditures had 

been made up by short and long-term borrowing. Grossman noted that "[a] n 

increasirtj portion" of the short-term torrowir.g, such as over $400 million 

in Tfu~S to finance uncollected real estate taxes, appeared to represent 

'" permanent' temporary debt, rolled over from year to year," and that 

"budget-balancing 'gimmicks,'" such as requiring advance payrrent of 

water and sewer charges, had resulted in an additional $150 million 

in rolled-over short-term debt. Also utilized since 1964 was the practice 

of borrowing against general fund receipts due in June of eac~ year 

but not collected until after the end of the fiscal year. vrr. Grossman 

noted that, since Fiscal Year 1969-70, the cash gap had ranged from 

$92 million to $986 million, and that the gap had largely been made 

up by an increase in short-term debt. The outline stated that 

y 

y 

Letter, David A. Grossman to Frank P. Smeal, February 7, 1975. 

Draft, "An Outline Discussion of New York City's Budget Problems," 
February, 1975. 
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City borrowil19 for other than operating purposes also had increased greatly 

in recent years, and further stated: 

The City has also developed a number of means to issue additional 
debt not Subject to Constitutional limitations through various 
public benefit corporations authorized by the State Legislature. 

These included the Educational Construction Fund, the City University 

Construction Fund, the Housing Development Corporation, the Stabilization 

Reserve Corporation, and the Transit Construction Fund. v~ile some of 

this debt was said to be for self-supporting projects, the back-up was 

the City's expense or capital budgets and claims on State aid to the 

City. It was also asserted that the current year budget was badly out 

of balance. 

Grossman's outline continued: 

-- The City's plans to meet its next year problem -- which have 
been kept secret until now -- will almost certainly involve 
efforts to obtain major amounts of aid from b~e State. In light 
of the Governor's own budget statements, success does not ap9€ar 
likely. 

The outline concluded b~at, in light of the absence of State aid and the 

li.mited capacity to cut City expenditures, the City would "almost certainly" 

seek to increase taxes and look toward more borrowing to meet its 1975-76 

budget gap. y 

Y Id. 
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MONDAY, FEBRUARY 10, 1975 

In a memorandum to David Rockefeller, copies of 'Nhich were addressed 

to Messrs. Bergford, Labrecque, Elliott and Reed, dated February 10, 1975, 

Grossman stated that he anticipated a budget gap for the next year of 

over $1 billion, am stated that his own analysis showed a '" hard core' gap 

of around $900 million - 'a very difficult problem to meet.'" Grossman also 

stated that the City would be discussing the 1975-76 budget gap for the 

first time with State officials on February 12, and that Ceputy Hayor 

Cavanagh had agreed to provide Grossman with copies of certain materials 

the· next day. 11 

* * * 

The Comptroller announced that the SRC had postponed the sale of 

$260 million of its BANS scheduled for February 13, because a lawsuit had 

been filed challenging the constitutionality of the SRC Act. ~ The news 

release stated that the Corporation Counsel had advised that the suit was 

without merit, but that the SRC had decided to postpone the offering because 

of the possible adverse effect on interest rates that this suit may have 

had. It further stated that the suit alleged that the City had exceeded its 

y r1emorandum, David A. Grossman to David Rockefeller, "Progress Report -
New York City," February 10, 1975. 

~ New Release, Office of the Comptroller, 75-15, February 10, 1975. 

The officials of the SRC (and their City affiliation), as &~own in the 
official sale statement, were: James D. Carroll, Chairman, James A. 
Cavanagh, Vice-Chairman (First Deputy Mayor), Melvin N. Lechner, 
Executive Director (Director of the Budget), W. Bernard Richland, 
Attorney and Counsel ex officio (Corporation Counsel), Kenneth F. Har~~n, 
SecretarJ and C~neral-Counsel (Assistant Corporation Counsel), C€nnis C. 
During, Treasurer (Analyst, Bureau of ~,e Budget), and ~~exandra ~~tman, 
Assistant Secretary and Deputy General Counsel (Attorney, Bureau of the 
Budget). SRC, Official Statement and Notice of Sale, January 31, 1975. 



-88-

constitutional debt limit, but the Comptroller's computations showed a 

remaining constitutional debt capacity of $1.97 billion, and that the City 

intended to sell $141.44 million of bonds on February 11. 11 

TUESDAY, FEBRUARY 11, 1975 

The staff committee of the FCLG met at the Chase Bank at 3:00 P.M. 2/ 

Present~ in addition to David Grossman of Chase, were Jac Friedgut of Citibank, 

William Fish of Bankers Trust, Amos·T. Beason of Morgan, Gene Crowley of 

Salomon Bros., Jean Rousseau of Merrill Lynch, Duncan Gray of Kidder Peabody, 

Elmer Harmon of Bowery Savings, Francis Schott of Equitable Life, Karen Gerard 

of Chase and William Solari of Donaldson, Lufkin & Jenrette.]I The meeting 

was opened by David Grossman, who distributed a memorandum he had prepared 

entitled "Areas for Analysis - t..~e New York City Budget." The memorandum 

stated that the current year's budget deficit was between $400 and $600 

million and the budget gap for the following year (1975-76) was estimated 

at between $1 and $1.5 billion. j/ 

11 News Release, Office of the Comptroller, 75-15, February 10, 1975. 

11 "Heeting of Technical Advisory Staff of Mayor's Financial Liaison 
Corrrnittee, II attached to Memorandum, Jean J. Rousseau to Donald Regan, 
February 12, 1975 ("Rousseau Merrorandum"). 

11 Id. 

Y "Areas for Analysis - The New York City Budget," attached to letter of 
David A. Grossman to Ellmore Patterson, February 13, 1975. 
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The basic discussion at the meeting concerned what the scope of the Staff 

Committee's activities should be. ~ It was agreed that the Staff Committee 

would begin an analysis of the City's budget problems and borrowing 

practices, ~ and would work toward development of a long-range plan 

for the City's financial management. 11 William Solari stated that there 

had been a serious lack of adequate information about New York City, 

and suggested that the Staff Committee consider assembling a data book 

of information or working on OR Official Stateme~t, disclosing information 

concerning the City's fiscal condition, for City debt offerings. jI There 

was a discussion of how to improve the i~vesting public's understanding of 

the City's problems. Gene Crowley raised the question of whether all of the 

participants at the meeting, the principal underwriters in the City, would 

become "insiders." 51' 

Francis Schott stated that the Mayor should be told to cut the 1975-76 

budget gap by $1 billion, and that the participants at the meeting would help 

the Mayor at the federal and state level. §/ It was decided that the "crunch" 

Rousseau Memorandum. 

Letter, David A. Grossman to Ellmore Patterson, February 13, 1975. 

Rousseau Memorandum. 

Id.; See also, Merrorandum, Duncan C. Gray to Albert H. Gordon, 
February 13,1975 ("Duncan Memorandum"). 

Crowley at 38-39. 

Duncan Memorandum. 
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would come with the 1975-76 budget gap of $1.5 billion, which needed the 

most immediate attention, after which the long-term could be addressed. 1/ 

The rrembers agreed to collect a "library" of useful working pa~rs 

already available in-house and circulate a bibliography to the Committee. 

The next rreeting of the group was scheduled for February 25 at 3:30 P.M. 2/ 

Ellmore Patterson wrote a letter to Alfred Brittain, III, apprising him 

of a letter received from Mayor Beame and the telephone call that had preceded 

it, complaining about the rate of interest on the last City offering. 11 

* * * 

Comptroller Goldin announced the sale by the City of $141.44 million of 

serial bonds, at an average interest rate of 7.169%, to a syndicate headed 

by Chase. In the news release announcing the sale, C-oldin was quoted as 

saying that the interest rate '" does not adequately reflect the security and 

qual ity of the City's tax-exBT:?t obI iga tions. '" 4/ 

* * * 

In the evening, the Caoptroller delivered an address to the National 

Secretaries Association. Mr. Goldin stated: 

11 Id.i Handwritten notes marked "2/11 N. Y.C. meeting." 

Y Rousseau Memorandum. 

11 Letter, ElLoore C. Patterson to Alfred Brittain, III, February 11, 1975. 

if News Release, Office of the Comptroller, 75-16 February 11, 1975. 
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••• I would say that budgets are conceived in illusion and 
dedicated to the proposition that the hand is quicker than the 
eye. 

* * * * 

But budget-making is 'serious business. It has become habitual 
with government to over-estimate certain revenues and under
estimate certain expenditures as a matter of routine. 

It's a game of numbers, in order to meet the statutory require
ment of a Balanced Budget. 1/ 

v~DNESDAY, FEBRUARY 12, 1975 

The Comptroller announced that the City would sell $260 million of 

TAl~S on February 19, 1975, and that the proceeds of this sale would replace 

the funds which the City had expected to receive from the sale of SRC BANS, 

postponed on Febr uary 10, 1975. Y 

* * * 

The Canptrol1er issued another ne\v'S release which contained the 

text of his speech to L~e National Secretaries Association delivered 

the previous evening. 3/ 

11 Address by Harrison J. C--oldin, National Secretaries Association Dinner 
Meeting, February 11, 1975. 

Y News Release, Office of the Comptroller, 75-18, February 12, 1975. 

Y News Release, Office of the Comptroller, 75-17, February 12, 1975. 
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THURSDAY, FEBRUARY 13, 1975 

In a statement before the Board of Estimate and City Council Finance 

Committee, the Citizens Budget Commission warned that the City's physical 

plant was ceteriorating because of the fiscal practice of using capital 

budget funds to pay for operating expenses. !I It noted: 

The rescindment process has made more construction money available 
for high priority projects necessary for the maintenance of the 
city's capital stock. However, the continued diversion of capital 
funds to the operating budget has resulted in a level of true 
capital funding too low to prevent the city's infrastructure 
fran deteriorating at a rate Iaster than it is being replaced. 
For example, the rate of water main replacement indicated in this 
proposed budget i!nplies that. the pipes are expected to .last 
145 years~ Street resurfacing is done at a rate still 30 percent 
short of what is necessary to stay evenl This same problem 
exists in varying degrees for all the other public facilities: 
parks, sewers, and so on. This may soon present a hazard to the 
city's very economic base. 

The city has two options. It can either continue to use the 
capital budget as an escape route for operating expenses and in 
so doing further d~~age the infrastructure of the city, accelerate 
the growG~ of future debt service payments in the expense budget, 
and add some 15 fer cent to the cost of operating exp=nse financed 
this way. Alternatively, City Hall can slow the growth of the 
capital and expense budgets and begin to recover from our past 
fiscal excesses. The capital budget will have to be kept low 
for a nu~ber of years in order to produce· savings in debt service 
paid from future expense budgets. The Mayor has rightly kept 
the proposed debt incurr.ed below the constitutional limit. 
But the city must go further by phasing out such borrowing over 
a five-year feriod. The city then could use part of the 
borrowing power thus freed for capital construction purposes. 

SATURDAY, FEBRUARY 15, 1975 

The Mayor announced that after the receipt of increased revenues and 

other final measures, the City would have a budget gap for fiscal 

1975-1976 of $883.9 million. "This gap," stated the Mayor, "is the 

Statement of Roderick L. O'Connor, President CBC, to the Board of 
Estimate and Finance Committee of the City Council on the Executive 
1975-76 Capital Budget, February 13, 1975. 
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result of a carry-over of part of the inherited $1.5 billion gap which 

was not closed by recurring revenues last year, of the inflation and 

recession of 1974-1975 and of new requirements for 1975-1976." He 

asserted that "increased revenue fran existing am anticipated sources 

and other fiscal rreasures \vill produce $800.6 million," leaving an 

$883.9 million gap, which he proposed to fill by additional federal 

and state aid. y 

SUNDAY, FEBRUARY 16, 1975 

The Comptroller issued a report addressed to the Mayor, the Board 

of Estimate ard the City Council, arrl a news .release stating that VIlO 

reserve funds (the tax deficiency accqunt and the Rainy Day FUnd), 

maintained for the purpose of helping the City through fiscal dif-

ficulties, had been depleted and would require an allocation of $123 

million in the next budget. In the same report, he stated that in the 

next expense budget the City would be required to provide over $2 

billion for debt service, an increase of $212 million over the amount 

appropriated for the current fiscal year. y 

* * * 
An article in The New York Times on tl1e £C!ayor I s report of the 

previous day reported that various legislative sources had expressed 

"skepticism mixed with caution" as to whether the City would receive 

y 

y 

News Release, Office of the Mayor, 74-75, February 16, 1975. 

Report of the Comptroller, Cibj of New York, February 15, 1975; 
News Release, Office of the Comptroller, 75-19, February 16, 1975. 
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the aid it desired from Albany and Washington. 1/ 

TUESDAY, FEBRUARY IS, 1975 

In a press release, the City's Finance Administrator, Ivan 

Irizarry, said that printed reports of the City's real estate tax 

arrears, appearing over the past weekend, tended to be mlsleading and 

needed clarification. Of the reported $460 million in real estate 

-
tax arrears, $356 million was chargeable to prior fiscal years, $43 

million was an error and _$61 million represented the true amount due 

and uncollected on the first half of the current year's total levy. 

Mr. Irizarry stated: 

Exp:=r ience has shown that at the end of the fourth year, 
arrears of taxes due am uncollected are only about one 
p:=rcent of the levy, so the amounts needed for redem-ption 
of any outstandi~ tax anticipation notes out of future 
budgets has been minimal. 

Of the prior year's delinquencies of $356 million, late 
collections continue to reduce that figure. Frequently 
owners pay up when In Rem foreclosure proceedings are 
started. 

For the quarterly payments due in January 1975, figures as 
of February 10, 1975, show that collections are running 
about 85.S p:=rcent of the quarterly levy, or 2.S% behind 
last year's levels for the same p:=riod. Additional pay
!rents for this quarter, as well as for the first two 
quarters, continue to come in during the balance of the 
fiscal year. y 

!! The New York Times, "1.68 - Billion Gap Projected in City Expense 
Budget," February 16, 1975. 

Y Ne'NS Release, Finance Administrator, February 18, 1975. 
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* * * 
Rcderic O'Connor, President of the esc, issued a press release 

stating that the $1.68 billion expense budget gap projected by the 

Mayor for 1975-1976 was due to "a decade-old rx>licy of spending in 

excess of revenues." In addition, he asserted, the prop::>sed increase 

in the real estate tax rate was a "brutal imJ;X>sition on what is a 

very sick sector of the city's economy. 11 The CEC supported the Mayor 

in his attempt to obtain additional Federal and State aid, -but did not 

agree with the Mayor·'s contention that the only alternatives to additional 

State or Federal aid were deep service cuts or sharply higher taxes. 

The Mayor must freeze wages and city jobs, argued the CBC. The future 

of the City was said to be at stake. 1/ 

* * * 

'IheNe'tJ York Times published an editorial entitled, "City Hall 

Fantasia," directed towards the ~1ayor' s announcement of a $1.68 

billion deficit for fiscal 1975-76. The City 'lias described as facing 

"a fiscal cr isis from which t.'1ere can Ce no escar:e without drastic 

cuts in personnel and services and substantial increases in taxes." 

The editorial continued: 

Incredibly, there is little indication in the r-layor's budget 
presentation so far that Hr. Bearne, once widely hailed as a 
tough fiscal expert, is prepared at last to grapple with these 
hard realities. His plan for closing an anticipated $1.68 
billion deficit with the help of nearly $900 million in hypo
thetical new state and Federal aid leaves knowledgeable 
observers gasping in disbelief .. 

* * * * 

!I News Release, cac, February 18, 1975. 
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It is tirre the Hayor aoo his aides cane down to earth and 
offered the citizens of New York .9. realistic_ budget, a budget 
that reflects the still substantial capacity of this city to 
support a reasonable level of city services, a budget that 
begins to reverse the long-term reliance on borrowiTB, and 
hocus-pocus, that have reduced the city to its present 
plight. 11 

~~DNESDAY, FEBRUARY 19, 1975 

Comptroller Goldin announced the sale by the City of $260 million 

of TANS at an average interest rate of 7.0783%, the lowest rate on City 

short-term notes in eight months. A syndicate headed by Bankers Trust 

purchased $100 million of the TANS-at 6.-455%, while t~e remaining 

$160 million were purchased by a syndicate headed by Chase at 7.18%. 1f 
THU~DAY, FEBRUARY 20, 1975 

The New York TL~es reported that the Office of the Comptroller 

was seeking an amendment to the City Charter to obtain $245 million 

for an imminent "cash flow emergency." The amendment would Fermit 

the City's sinking funds to purchase $200 million in City securities 

originally purchased by the municipal Fension funds the preceding 

January. The pension funds would G~en use the money, augmented by 

$45 million in cash, to purchase $245 million in new City securities. 3/ 

* * * 
Representatives of the FCLG and its staff attended a meeting 

with City officials including Mayor Beam:, James Cavanagh and 

Melvin Lechner. The meeting began, as noted by Jean Rousseau 

of Merrill Lynch, ~ with a presentation by Melvin Lechner 

y 

y 

}j 

The New York Times, Editorial, "City Hall Fantasia," February 18, 1975. 

News Release, Office of the Canptroller, 75-20, February 19, 1975. 

The New Yor k Ti.!l1es, "Rate on City's Notes Drops to the Level of 
8 Honths Ago," February 20, 1975. 

Memorandum, Jean J. Rousseau to Donald T. Regan, February 27, 1975. 
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concerning the 1975-76 budget. He estimated that a net gap of $883.9 

million would remain after the Mayor completed economies totalling 

$714 million. The Hayor then described his plans to organize a 

national lobby to urge the assumption of the welfare burden by the 

Federal Government. He also indicated that he anticipated meeting with 

25 groups to explain to them the problems encountered with the budget. 

Mr. Beame expressed a dist~ste for additional short-term borrowing to 

meet the aforementioned budget gap, ~tated his unwillingness to engage 

_ in this practice, and said he expected to close the gap With Federal 

and State assistance alone. Finally, he described various positive 

aspects of the City's financial outlook. 

Ellmore Patterson raised the question of the interest rate on City 

borrowings and Mr. Beame again accused the underwriters of unfair 

treatment. The l'layor agreed to '.vork towards attaining a more favorable 

rate by improving the flow of information to the banks. Mr. Spencer.!/ 

mentioned the rising curve of New York City expenditures as opposed 

to the much slower growth of revenues and the recent tendency to close 

the growing gap through short-term borrowing, and cited this as having 

much to do with the City's higher interest rates because of investor 

concern. The Nayor asked the attendees for help in selling the City's 

story to the investing public. £/ 

.!/ Hr. Spencer was the President of Citibank. 

~/ Memorandum, Jean J. Rousseau to Donald Regan, February 27, 1975. 
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Jean Rousseau of Merrill Lynch, in his notes of the meeting, 

wrote: 

As forthcoming and open as it [the rreeting] was, the Mayor 
and his aides didn't mention the City's prospective one 
day cash shortfall and the legislative amendment then in 
process to let them close it by having the Sinking Fund 
invest in additional City notes. 1/ 

* * * 
David Grossman sent a letter to the rrembers of the FeLG Staff 

Committee. . Enclosed was a copy ot a letter and attachments he mad 

previously sent to Ellmore Patterson apprising him of the Staff 
- . ~ . 

Committee's activities and seeking guidance as to the direction that 

this Committee should take. This letter to Patterson had attached 

a copy of Grossman's "Areas for Analysis" memorandum am a membership 

list of the Staff Committee. A review of the November 8, 1974 presenta-

tion of the Citizen.8 Budget Commission to the ~layor 's Council of 

Economic and Business Advisors was included in this package as was a 

copy of the 1,1ayor' s recently issued statement wi D.'1 regard to the 

budget gap for fiscal year 1976. 1/ 

* * * 

In a Citibank rremorandum concerning New York City's financial 

difficulties, 11 it was reported that, over a 5 year period, a persistent 

pattern of overestimates of budget revenues had develo?ed, particularly 

Id. 

Letter, David Gross~an to Members of the Budget Committee, 
FCLG, February 20, 1975. 

Fr iedgut Ex. 2. 
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as to the sales tax, OI'B revenues and . busines's tax collections. In fiscal 

1973-74 the budget had been balance by some $300 million of borrowed funds, 

in part through Rfu~ issuances and from a waiver of a legally-required City 

payment to its Stabilization Reserve Fund. The memorandum stated: "In the 

long run, the City's tax base should expand only modestly." The memor.andum 

noted that: 

The City has exhausted a significant portion of its potential 
financial flexibility. One example is the "Tax Appropriation 
and General Fund Stabilization Fund, " comnonly referred to as 
the "Rainy-Day Fund," which is supposed to be financed by annual 
appropriations of roughly one half of one per cent of the Expense 
Budget. In the .best of circumstances, the maximum- funded level 
provided for -- roughly $500 million, today -- probably is inade
quate as a source of meeting budget'gaps. However, even this 
buffer is now gone -- the consequence of seven years during which 
the requirement for replenishment has been waived as one means of 
closed Expense Budget gaps. 

A second potential means of filling these gaps is through long-
term borrowing. The State constitution limits such borrowing to 
financing items with long-term durability and usefulness. Techni
cally, this excludes long-term borrowing as a way of meeting Expense 
Budget shortfalls. The City has not directly circumvented this 
constraint. However, it has secured a stretching of definitions. 
This includes outlays for such items as textbooks and vocational 
training. This device has allowed a shifting of some $700 million 
of current expenses to the capital accounts in fiscal 1975. This 
increases future debt-service charges and reduces the City's ability 
to finw~ce genuine capital projects. 

A principal device to meet shortfalls in recent years is short-term 
borrowing in anticipation of Federal and state aid funds and borrowing 
in anticipation of future tax receipts. 

* * * * 

The issuance of debt for reasons other than capital projects puts 
the City in an increasingly vulnerable position. This type of debt 
forces the City to enter the capital markets repeatedly and regard
less of market conditions, for funds which are required imnediately. 
Additionally, this type of debt is used to make L~ediate current 
outlays based on future revenue inflows. The City's future is being 
mortgaged off. 
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The memorandum restated the Mayor's estimate of a $900 million· 

gap for fiscal 1976 and concluded by stating: 

The Mayor is opening a new round of an old game - projecting a 
substantial gap in the forthcoming budget. As this game is usually 
played, the City Administration forecasts conservative increases in 
revenues and liberal growth in expenditures. This strategy is 
designed to improve the City's case for new state and federal aid 
and for higher taxes, as well as to prepare the public for a lower 
level of public services than many people are demanding. It also 
helps to scale down demands of program administrators and municipal 
unions. Thus, none of the Mayor's 1976 numbers should be taken too 
ser iously at this p:>int. They are the opening notes of the 1976 
budget waltz. 1( 

* * * 

Members of the Economic Development Council, George Champion, Walter 

Wriston, Richard Shinn, and Robert Hatfield, met with Mayor Beame to discuss 

the City's financial crisis. Wriston subsequently told Jac Friedgut, a Citibank 

Vice President, who in turn reported to William Spencer that, at the meeting, 

the Mayor was told that "today was the day that the money r an out." 2/ Fr iedgut 

also reported to Spencer that, at the same rreeting, the i>layor was told that the 

City's adoption of a five year plan was "absolutely essential." 3/ Hr. Champion 

suggested that the City 9ut ~anagers in place, give them authority and make 

them accountable. The Hayor said he 't-lished to discuss the matter further. 4/ 

FRIDAY, FEBRUARY 21, 1975 

A New York Post article reported that the City Council was ex~cted to 

approve a bill permitting the City's sinking funds to acquire $200 million in 

City securities from the municipal employee's pension funds. The pension funds 

would then add $45 million in ca&, to the $200 million and purchase newly 

issued City securities. The article stated that this rroney was needed by the 

y Friedgut Ex • 2. 

Y Friedgut Ex. Ii Friedgut at 42. 

11 Friedgut Ex. Ii Friedgut at 43. 

if Memor andum, William G. Herbster to Walter B. ~'ir iston, February 
20, 1975. 
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- City to meet its payroll the following week. Y 

* * -* 

Comptroller Goldin testified before the City Council Legislation Committee 

in support of an. amendment to the City Charter wnich would permit the City's sinking 

funds to purchase City securities at 9ar. Goldin told the Committee that he and 

the Hayor had conferred on the J'!1atter of using sinking fund assets to p..1rchase 

new offerings of City securities and that the Mayor had originally proposed the 

City Charter amendment when the Mayor was Comptroller. Goldin asserted that in 

purchasing City securities for the_sinking funds he would meet his "fiduciary 

responsibilities" to the sinking funds and at the same time save rroney for the 

City.~ (Ten days before Goldin's testimony, William Scott, Third Deputy Com?troller, 

directed John Reilly, Principal Investment Officer (Eonds), to sell $200 million of 

BANS fram the City's pension funds to the City's sinking funds.) 11 

~DNDAY, FEBRUARY 24, 1975 

The clearing house banks negotiated a "bridge loan" of $170 million 

with the City in the form of FANS at a 6.5% rate of interest. 4/ The 

clearing house banks, acting as a syndicate, sustained a loss In connection 

with the transaction. 31 These ~~S were dated February 24, 1975 to mature 

on February 28, 1975 but were called by the City on February 25, 1975. £I 

A legal opinion as to the validity of the notes was issued by liJooo Da\vson. 7/ 

y 

y 

y 

y 

NeT,y York Post, "City Needs Payroll Cash," February 21, 1975. 

Statement of Canptroller Harr ison J. C<>ldin to t..~e City Council State 
Legislation Committee, February 21, 1975. 

;1eno r and urn , \'lilliam Scott to John Reilly, February 11, 1975. 

L.etter, !-.braham D. Beane and Harrison J. Goldin to Chase Ha.f'I.hattan Bank 
et al., undated. 

Letter, Anthony J. Botti to Joseph Isolano, December 5, 1975. 

Letter, Anthony J. Botti to Joseph Isolano, Cctober 14, 1975. 

Letter, Wood Dawson to Chase i-tlarmatta.'1 Bank et al., February 24, 1975. 
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* * * 
"-. 

By memorandum dated February 20, 1975, William G. Herbster of 

Citibank advised Walter B. Wriston, Chairman of Citibank, of the points 

which should be made to the Mayor at the meeting on February 24, 1975 of the 

Council of Business and Economic Advisers. Y Herbster stated that the Hayor 

should be told that the "market is trying to tell the city something," and 

that the recent more favorable rates of interest had been a reflection of 

confidence brought about by the formation of the FCLG, the lessening of the 

public debate between Goldin and Bearne and the beginnjng of efforts by the 

City to cut costs. The memorandum also stated that the high rates of interest 

for City securities reflected the deficit fo~ fiscal 1976, the absence of 

a strong move towards economies, and the potential effect of possible increased 

taxes on the tax base am revenues. 

The memorandum suggested that Hayor Beame be advised to reduce 

the budget gap to nil over a 3 to 5 year pericd, to briIl? in the "best" 

people in key management positions, to reduce significantly the amount 

of expense items in the capital budget, am to create a "Hoover Commission" 

for City government. It 'MaS additionally recommended that the members 

of the Counc il adv i se the Hayor to : 

(1) reduce ~,e nurrber of City workers; 

(2) increase productivity; 

( 3) institute certain service cutbacks, such as the elimination 
of costly unproductive training programs; 

(4) institute certain changes to bring these charges closer 
to the actual cost of the services, e.g. increase the 
subway fare; and 

( 5) irake rrajor reductions in capital expenditures which mandate 
future operating costs e.g. the CUl'JY building progra-n. 2/ 

y Memorandum, ~\iil1ia'TI G. Herbster to ~valter E. ~vriston, February 24, 
1975. 

Y Id. 
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TUESDAY, FEBRUARY 25, 1975 

The Daily News, The Daily Bond Buyer and The New York Times 

reported an address given by Comptroller C~ldin to the Queens Chamber 

of Canmerce on Honday, February 24. The articles stated that Goldin 

warned against relying on massive new Federal and State aid to fill an 

$880 million gap which the Mayor expected in the 1975-76 expense 

budget. 1/ The Comptroller was quoted as saying: 

We cannot continue to depend on massive Federal and State 
assistance to erase next year:s deficit, when all indicators 
point clearly toward something considerable [sic] less.- We 
must get on with the task of effecting the stringent economies 
in operation which are as essential as they are painful. 2/ 

* * * 
In preparation for a luncheon meeting with Mr. Beame, Jac Friedgut 

of Citibank prepared a "cr ib sheet" for use by filr. ~villiarn Spencer, 

President of Citibank. Mr. Friedgut pointed out the growth of the 

City's expense bucget in the past 15 years, showing that City ex-

penditures for social services had increased nine-fold in this period 

while the total budget had increased five-fold. The cost of education 

',vas said to have increased six-fold despite a decrease in public 

school enrollment. The growth in debt service was due, to some extent, 

to interest and amortization payments on a steadily rising list of 

operatin; expenses in the capital budget. 11 

y 

11 

Daily News, February 25, 1975, p. 26; The New York Times, February 25, 1975, 
p. 39; The Daily Bond Buyer, February 25, 1975, p. 23. 

The Daily Bond Buyer, p. 23. 

Friedgut Ex. 4. (Menorandurn, Jac Friedgut to l'iilliam Spencer, February 25, 
1975) • 
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The conclusion drawn in the memorandum was that a tough program 

of holding down expenditures was a necessity for the City. Five 

immediate and specific suggestions included in this document were: 

(1) an intensive review of all City programs and a cutback 
in low priority items; 

(2) a freeze on jobs; 

(3) a joint effort by the City and the business community 
to convince the Federal and State governments to 
assume more of the expense burden; 

(4) an increase in productivity; and . 

(5) a reduction of debt and an immediate termination of the 
issuance of debt for operating expenses. 

Mr. Friedgut concluded: 

These proposals will, not surprisingly, be unpopular with the 
Mayor. He will complain that he has no authority over such 
leviathans as the municipal unions, the Board of Education, 
b~e hospitals corporation, and other quasi-independent agencies. 
Such a defense is both true and not true. If the situation is 
critical enough (which it is) and if the Mayor is tough enough· 
(which he might be) many things can be done even if they are 
technically not possible. The time is now. J/ 

The Staff Committee of the FCLG met at Chase. The agenda for the 

meeting indicated, among other items, that the following matters would 

be discussed: (1) a report on the status of policy guidelines for the 

Committee; (2) the City budget gap for fiscal 1976, including the probable 

timing of the budget cycle, a preliminary estimate of the budget, and 

the nature and difficulty of the budget probl~~; and (3) possible work 

projects for the Committee, including the market outlook for municipal 

11 Id. 
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debt in general and City debt in particular. y 

At the meeting, the discussion concerned, among other things, the 

fiscal problems of the City, the preparation of an official statement and 

prospectus, the general municipal debt issue and the fact that there were 

a large number of City short term securities in the market. 2/ The judgment 

of the Committee was that the City's expense budget for 1975-76 might 

be $12.9 billion. 1( In a memorandum from Friedgut of Citibank to Spencer, 

the former reported that it was the feeJ.ing of various members of the 

Committee that: "the M.ayor' s emphasis on presentirg the 197~-76 budget 

gap rather than the actual dimensions of the-budget itself, shows that 

he wanted to get people thinkirg about how to close the gap rather than 

the lTOre basic issue of 'Nhy the City insists on living beyond its means." y 

Frank Schott of Equitable, Karen Gerard of Chase and Friedgut insisted 

G.~at t..'1e real issue '.vas G.~e need for G.~e City to reduce expenditures. 

r1r. Grossman did not disagree but felt that such an issue was the 

province of the policy level committee of t~e FCLG. Friedgut ended his 

memorandum on the meeting by stating that the staff committee and the 

CBC should work in concert "to prepare a unified analysis which would 

y r1emorandum entitled Tenative Agenda for Staff Canmittee, February 25, 1975. 

~ Solari at 29; D. Grossman at 55, 57. 

Y Friedgut Ex. 3. 

Y rd. 



-106-

clearly demonstrate the absolute inviability of the City if it ~ontinued 

on its present course." y 

* * * 
BANS in the amount of $248,980,000 were purchased by New York City 

pension funds at a rate of 6.455%. ~/ Emergency legislation, passed 

the previous day, permitted certain City sinking funds to purchase 

$200 million in outstanding City obligations from the pension funds, 

thereby providing the money necessary to purchase the Bru~S. Prior to 

passage.of the legislation, Section 275(b) of the Local Finance Law 

precluded such a purchase by the sinking funds if sinking fund obliga-

. ions were available at a price below par. ~vith respect··to the Transit 

Unification Sinking Fund, ~'Vood Dawson advised the City that the require-

ment that the fund not purchase City obligations when transit unification 

obligations were available at less than par, was a part of ~,e contract 

with holders of the obligations and the change in the legislation would 

not affect this covenant. ~/ 

1/ ld. 

~/ As noted above at p. 101, the bridge loan of $170 million made by the 
banks on February 24, 1975 was repaid on February 25, 1975. 

~/ As noted in the section of this report entitled "Role of Bond Counsel" 
at p.23, of approximately 100 City bond offerings since the 1930's, 
Wood Dawson has acted as bond counsel with respect to all but two or 
three. 
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WEDNESDAY, FEBRUARY 26, 1975 

David Grossman mailed an updated copy of a memorandum entitled "Areas 

for Analysis" to Ellmore Patterson stating that it represented a reasonable 

work progra~m for the Staff Committee of the FCLG to undertake. II 

* * * 
The Daily News printed an editorial entitled "Fiscal Folderol" 

concerning passage of the emergency law permitting the purchase of 

City securities by the City's sinking funds. The editorial stated: 

This is just the latest in a series of financial gimmicks City 
Hail has concocted to plU9 the-deficits cre~ted by ~ts inability 
to curb spending. 

We have reached -the sad state where the municipal administration 
is reduced to budget-making based on wishful thinking - looking 
to ~'iashington and Albany for a $900 million aid windfall. 

Comptroller Harrison Goldin warns that those expectations are 
pure pipe dreams, and urges that the City awake to the reality 
that drastic expense cutbacks are required. 

That may be the most painful answer, but in the long run it is 
the only one that will enable New York to haul itself out of the 
hole the politicians have dug for us. ~I 

Bankers Trust representatives infoITi:ed mernbers of t..~eir syndicate that 

wbite & Case, bond counsel, had discovered a problem wiL~ regard to the 

February 19 sale of $260 million of TANS Idhich was to have had a 

closing date of February 28. iI The February 19 sale had been 

Y Memorandum entitled "Areas for Analysis," February 26, 1975. 

'!:.I Dailv News, February 26, 1975, p. 41. 

11 Eide Ex. 3 
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to two syndicates, one headed by Chase and one by Bankers Trust. 

Chase had retained the law firm of Wood Dawson as bond counsel while 

Bankers Trust had retained White & Case to act in that capacity. !I 
This was the first City underwriting in which White & Case had been 

engaged as bond counsel. Y 

The members of the managerial level of the Bankers Trust syndicate 

were told by Bankers Trust that, based on figures provided to White & 

Case by an "'accountant from NYC, ".' it appeared that the City had 

exceeded its debt, Ibnit for TANS by approximately $112 million. 11 
The managers were further informed that 'White & Case was not willing 

to give a clean legal opinion for the issue at that tbne, but that several 

possible solutions were being discussed, including the possibility of the 

City buying back $112 million worth of notes from the Street • . i/ The problem 

was that \,.IJnite & Case had been offered documentation as to t..~e outstanding 

real estate taxes as of January 30, 1975, but the firm desired more current 

figur~s. 5/ 

2/ Altr.1an at 88. 

Y Epley at 24. 

11 Eide Ex. 3. 

y Eide Ex. 3. 

,?/ Epley at 115-16. 
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Lawyers from Wood Dawson met with lawyers from ~Vhite & Case 

at the office of Wood Dawson. During at least part of this meeting, 

City officials· fran the Office of the Comptroller were present. II 

The oroblem with which White & Case was concerned was discussed. 2/ 
~ -

11 Love at 199. 

~ Lov~ at 197-200. 
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THURSDAY, FEBRUARY 27, 1975 

On February 27th, a meeting of the Bankers Trust syndicate occurred. 

In attendance were representatives from Bankers Trust, Chemical, Morgan, 

Merrill Lynch, Bank of America and Salomon Bros. Marion J. Epley of 

White & Case was also present. !I Epley reported the problems encountered 

in trying to issue a clean legal opinion for the February 19 TANS offering. 

The first set of figures provided by the City through Sol Lewis, the City_Is 

Chief Accountant, indicated that the .Citydid not have receivables to cover 

_$112 million of the. proposed TAL~S and would be exceeding .its debt limit. ~ 

On this day, however, the Comptroller·ls office provided Bankers Trust 

with a second set of figures which indicated that there were sufficient 

revenues to support the TANS and that the previous figures were not autho

rized. 1/ Advised of this information, White & Case informed the syndicate 

L~at they were willing to issue a clean legal opinion if the City would 

(1) certify the accuracy of the second set of figures and (2) establish 

two closings with the Bankers Trust syndicate closing first. 4/ (The latter 

requirement related to the fact that the Bankers Trust syndicate had pur

chased $100 million of the $260 million TANS offering. Since coverage of 

only $112 million of the offering was then in doubt, there appeared to be 

!I Sanford at 45-50; Eide Ex. 2. 

~ Eide Ex. 2; Eide Ex. 3; Sanford at 49-50. 

1I Eide Ex. 3. 

if Id. 
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sufficient receivables to cover the Bankers Trust portion of the offering, 

provided they received the first $100 million of TANS and closed before the 

Chase syndicate.) !/ 

During this period of time, Mr. Sabatine advised Mr. Epley that Wood 

Dawson would issue a clean opinion with respect to the TANS offering based 

on information current as of January 30. ~ Indeed, Sabatine took the posi-

tion that Wood Dawson affirmatively did not want any information more cur~ 

rent than January 30. Further, -acco~ding to a memorandum -written by Epley 

summarizing a telep~one conversation later on February 27 with Mr. Sabatine, 

the latter observed that: 

(1) In municipal financings, everything is always "'OK 
unless you ask questions. '" 

(2) Failures to analyze statutes or obtain documenta
tion are not significant in municipal financings since there 
is "generally plenty of fat allover the place." }/ 

The Bankers Trust syndicate held a second meeting later on the after-

noon of February 27 to bring the joint managers up to date on ~"hite & Case's 

progress in seeking to obtain more current information on the amount of out-

standing real estate taxes. i! In response to questions from White & Case, 

Comptroller Goldin had previously stated that he would provide a "cold com-

fort" letter to White & Case indicating that the $100 million issue bought 

y Eide Ex. 2 and 3. 

?l Epley at 116. 

y Hernorandum, ~fuite & Case, February 28, 1975 ("Epley r1em::>randum"). 

!/ Sanford at 49-54. 
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by the Bankers Trust syndicate was within the legal limits. Mr. Goldin also 

indicated that he would send a copy of the letter to Wood Dawson, counsel to 

the Chase note syndicate. A representative of Wood Dawson told Mr. Epley 

that if Wood Dawson were to receive such a "cold comfort /I letter, they would_ 

be unable to issue a clean legal opinion. In the absence of such a letter, 

they would issue a clean legal opinion based on their interpretation of the 

Local Finance Law and the practice for several years of accepting figures. 

that were several weeks old. Y-

Charles. Sanford of Bankers Trust chaired the syndica~e meeting and 

polled the syndicate members as to whether· they wished to use White & Case or 

Wood Dawson as bond counsel. The syndicate members voted to continue with 

~fuite & Case. The syndicate members also instructed Mr. Sanford to inform 

the Chase syndicate that at this time, the Bankers Trust syndicate would 

not proceed to accept delivery of the notes. ~/ Nr. Sa.'1ford then contacted 

Thomas Labrecque of Chase who was chairing the Chase syndicate meeting and 

advised him of the Bankers Trust syndicate decision. Sanford also contacted 

Comptroller Goldin and relayed the same information to him. Goldin asked 

Sanford and Labrecque to come to a meeting at the Comptroller's office at 

9:30 that evening. ~ 

1:/ Eide Ex. 2. 

Y Id. 

Y Id., Epley He.mrandum at 5. 
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A log of the Comptroller's incoming telephone calls indicates that 

Mr. Goldin spoke with i~. Sanford at 3:15, 3:40, 5:25 and 6:25, and with 

Mr. Labrecque at 6:40. 11 

Mr. Sanford went to the meeting that evening with the Comptroller 

with the impression that the meeting would be on an informal basis with 

few people present. Y Instead, in add i tion to Gold in, Ttl. Bernard Richland 

(the City's Corporation Counsel), aamesGreilsheirner _(Chief Litigating 

Attorney of the Corporation Counsel's office), William Wood (counsel to 

the Comptroller), Sidney Scher, Willia~ Scott, Sol Lewis, and several 

others from the Comptroller's office were present. In addition, Steven 

O'Grady of Bankers Trust, John Devine of Chase, and Leroy Love of Wood 

Dawson were in attendance. ]I 

Tr.e r:eeting !:egan 'tli th C-.oldin stating that the City was prepared 

to go forward with the offering. Epley responded by saying that based 

on figures provided by Sol Lewis, and his firm's reading of the statute 

(Section 24 of the Local Finance Law which relates to the requirerrent 

of a sufficient amount of tax receivables) "in order to render a clean 

legal opinion, it would !:e necessary to obtain reasonable satisfaction 

as to the amount of tax collections subsequent to January 30. It 4/ 

The Comptroller answered that he could only certify figures 

11 Comptroller's Telephone Log, February 27, 1975. 

Y Sanford at 60. 

]I Love at 208; Epley at 92; Lewis at 132-33; Epley Hemorandum at 5. 

if Epley l-lemor andurn at 6. 
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that were available,rather than esti~~tes, but that the books of the City 

were open to examination by White & Case. !/ The main question, according 

to Epley, was whether there were sufficient uncollected taxes to cover this 

issue of $260 million of TANS. ~ Leo Sabatine suggested that White & Case -

examine the J-73's (the daily postings of tax receipts); Goldin and Sol 

Lewis stated that this information was highly unreliable, and Lewis said 

that he did not know how current the information was. Goldin stated 

that he would attempt to learn the current status of the postings. l! 

The Comptroller and the' City Corporation Counsel stated that this 

request for more current information by White & Case was unprecedented. !I 

In response, concern was expressed that, in view of the recent default 

of the Urban Development Corporation ("DOC") on its debt securities, under

writers should be reviewing new and different types of information than 

had been previously requested. ~ 

The Corporation Counsel, Hr. Richland, stated that this request by 

White & Case represented a change in procedure and there was a possibility 

of suit by the City against the underwriters for breach of contract if they 

should refuse to go through with the sale. ~/ Mr. Epley responded that the 

firm was hesitant to provide a clean legal opinion absent reasonable 

!I Goldin at 55, 60-61, 111-12; Lewis at 132; Eide Ex. 2. 

Y Epley Hernorandum. 

~I Id. at 7-8. 

~I Id. at 8. 

31 Goldin (August 28, 1976) at 58. 

~/ Sanford at 60-61; Epley Memorandum at 6. 
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satisfaction as to the amount of tax collections which would occur after 

January 30. 11 If the data provided by the City would adequately answer 

the question posed by this requirement, White & Case would issue their 

opinion. y 

A recess was called at 11:20 P.M. after which the meeting continued. 

It was agreed that at 9: 00 the following morning, representatives of wnite 

& Case would go to the Comptroller is of~ice to examine the J-73's. 3/ 

During the day, ther~ were also several conversations between represen

tatives of the firms of W1ite & Case and Wood Dawson concerning the problem 

of issuing a clean legal opinion for the notes purchased by the Bankers 

Trust syndicate. ~ 

* * * 
The Ccmptroller announced in a press release that the City '.vould sell 

two issues of BANS, totaling $537,270,000, on Thursday, March 6, 1975. 5/ 

FRIDAY, FEBRUARY 28, 1975 

The next rrorning, representatives from ~'ihite & Case '.vent to the Comp

troller's office to ex&~ine the J-73 forms. After some delay, J-73's were 

Y Epley Memorandum at 6. 

y Id. at 7. 

Y Eide Ex. 2. 

Y Epley Nenorandum. 

31 News Release, Office of the Comptroller, 75-22, February 27, 1975. 
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shown to the representatives and they proceeded to examine the available 

records. 11 

The Bankers Trust syndicate assembled in the early morning and dis

cussed the events of the prior evening. Mr. Epley related to the syndicate -

the difficulties in acquiring the requested information at the Comptroller's 

office. He stated that the City was now prepared to certify figures as of 

February 6, 1975, but this was still not sufficiently current. White & 

Case was said to have decided not to-issue their legal opinion because they 

-were unable to state that, according to City documents, there were adequate 

uncollected taxes to cover the issuance of these TANS. ~ 

It was unclear what course of action would be taken by the Chase syndi

cate. liThe Bankers Trust syndicate agreed not to accept delivery of the 

notes based on the lack of a legal opinion by White & Case and then dis

cussed how to handle this decision when it was made public. It was agreed 

that a statement would be made only in reaction to statements by the City. 

If the City persisted in the charge that the syndicate breached a legal 

contract, the syndicate would respond by stating that the City was unable 

to demonstrate that the notes did not exceed legal limits for this type of 

borrowing. if Charles Sanford of Bankers Trust telephoned the Comptroller 

and informed him that the syndicate would not take delivery of the notes. 

y Lewis at 139-40. 

y Id.; Eide Ex. 2. 

II Labrecque at 206. 

y Eide Ex. 2. 
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Similarly, the Chase syndicate advised the Comptroller that they, too, 

would not accept. delivery of the notes. 1( 

* * * 
In the interim, the Comptroller, through a spokesman, issued a press 

release stating: 

Contrary to inaccurate reports which have been circulated, 
there is no question concerning the sufficiency of City tax 
revenues to meet all obligations including the February 19th 
offer ing. The certainty of repayment is in no way an issue 
in the deliberations now taking place. 1V 

*. * * 

During conversations between Sanford, Labrecque, Goldin and other City 

officials, it was discussed that if the $260 million TANS offering did not go 

through, the City would require an alternative source of cash. 3/ The City 

and the clearing house banks agreed that the banks, acting as a syndicate, 

would purcnase $140 r.1illion of FANS, dated March 4 and rraturing on ['larch 20, 

1975, as a bridge loan. j( 

* * * 

The log of the Comptroller's incoming telephone calls indicates that at 

9: 30 A.M., the Canptroller spoke with i1r. Labrecque of Chase and wi th ~1r. 

Sanford of Bankers Trust. Mr. Sanford also sp::>ke to ivlr. Goldin at 10:15 A.M. 

and 1: 25, 1: 45 and 5: 45 P.M. ivlr. Labrecque spoke to ivlr. Goldin at 1: 40 and 

5:35 P.M. ~ 

* * * 

1( Id.; Labrecque at 206. 

~ News Release, Office of Canptroller, 75-23, February 28, 1975. 

11 Labrecque at 207-08; Eide Ex. 2. 

if Eide Ex. 2. 

~ Comptroller's Telephone Log, February 28, 1975 
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The Comptroller published Notices of Sale with respect to two issues of 

BANS totaling $537.27 million. y The Notices of Sale contained the follow

ing language: 

~Qtes will be general obligations of The City, all the taxable 
real property within which will be subject to the levy of ad 
valorem taxes to pay the said Notes and the interest thereon, 
without limitation as to rate or amount. Payment of debt 
service shall be the first lien on all The City's revenues. 
The State Constitution requires The City to pledge its faith 
and credit for the payrrent of the Principal of the Notes and 
the interest thereon. 

SATURDAY, MARCH 1, 1975 

Articles appeared in The New York Times, the New York' Post, and the 

Daily News, among other newspapers, concerning the cancellation of the sale 

of $260 million in TANS. In the Times article, Comptroller Goldin was auoted 

as saying that the cancellation cape about because of "a sudden demaoo by 

the underwr iters, unprecedented in the history of the city, for data that 

could not physically be compiled, checked and verified in the short tirre 

available. It Representatives of Chase and Bankers Trust i'Jere quoted as stating 

that the cancellation was the result of the City's failure to demonstrate 

that the contemplated borrOwing was within its torrowing limits. The 

Comptroller estimated that, through January 31, 1975, $409 million in real 

estate taxes \~re uncollected. In the same article, Finance Administrator 

Ivan Irizarry \oJas reported as statil'"B that most of that money [$409 million] 

was from past fiscal years and that current uncollected real estate taxes 

were only about $60 million. The article quoted the Comptroller as stating: 

It is completely inaccurate to report or bnply that there's 
any question concernil'"B the sufficiency of tax revenues to 
meet all obligations, including the notes which are the sub
ject of today's report [February 28]. ~ 

Y Notices of Sale, with respect to $387,270,000 and $150,000,000 of Bond 
Anticipation Notes, February 28, 1975. 

y The New York T:iInes, Narch 1, 1975, p. 29. 
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In the Post article, Mayor Beame and Comptroller Goldin were reported to 

have stated that the City had no immediate cash problems and that future con

templated borrowings would be more than sufficient to meet New York's obliga

tions on its upcoming March 14 payroll. 11 The Daily News article reported-

that the offering was cancelled by Goldin after Bankers Trust had refused to 

take delivery of the notes and that Chase had taken no action before Goldin 

cancelled the entire sale. ~ 

SUNDAY, t<lARCH 2, 1975 

A Sunday New York-Times article, entitled "Fiscal Adversity Makes Bearne 

and Goldin Strange Bedfellows," reported that Comptroller Goldin had revised 

his budget deficit figure for 1974-75 twice since his December estimate, but 

the Comptroller had refused to make his latest estimate public in an attempt 

to avoid a confrontation with Mayor Beame. The cooperation between the 

Hayor and the Comptroller was described as reSUlting from G'1e deteriorating 

fiscal foundation of the City and their view of the banks as the common adver

sary because L'1e banks had extracted high interest rates from the City and 

challenged the soundness of the City's notes. l/ 

HONDAY, MARCH 3, 1975 

The Daily Bond Buyer printed an article on the Th~S cancellation which 

began: 

!/ New York Post, March 1, 1975, pp. 3, 10. 

Y Daily News, ~larch 1, 1975, p. 5. 

~/ The New York ~imes, ?-larch 2, 1975. 
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Responding to reports that New York City may have exceeded its 
borrowing limit for tax anticipation notes when it sold $260 
million tax anticipation notes on February 19, Comptroller 
Harrison J. Goldin late Friday announced that the sale has 
been cancelled. 1./ 

Mr. Goldin was reported to have stated that the sale was cancelled because 

of a sudden unprecedented request for information which could not be col-

lected before Friday's settlement date. The article stated that the under

writers h?d requested the amount of real estate taxes collected for February 

as well as the amount of such taxes due but uncollected. The aborted TANS 

-offering was described-as being a replacement for an offering of a similar 

amount of notes of the SRC that was to have taken place on February 13 but 

which had been postponed. y 

* * * 
Moody's revoked its rating on the aborted TANS issue. 3/ 

* * * 
Jean Rousseau of i"lerr ill Lynch addressed a memorandum to Roger Birk, 

President of Merrill Lynch, concerning the City's short-term financings. 

Rousseau reported that the sale of $260 million of SRC notes had been pre-

vented by a lawsuit in early February. He said that the City then obtained 

legislation permitting its sinking funds to buy outstanding City notes from 

the City's pension funds and that the pension funds subsequently purchased 

a new issue of City notes, which replaced the cancelled SRC offering. 

Rousseau also reported that the closing on the $260 million TANS offering of 

11 The Daily Bond Buyer, [\,iarch 3, 1975, p. 1. 

~/ Id. 

y Moody's r·1unicipal Credit Report, March 3, 1975. 
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February had been cancelled because the City had only $140 million in uncol-

lected taxes, net of $800 million TANS outstanding and, therefore, could 

not issue TA!~S in excess of that amount. According to Rousseau, the City 

was said to be planning to sell $536 million of BANS in early March, for 

which there would be only one bid; Merrill Lynch was to participate to 

the extent of $35 million of the issue. y 

* * * 

Jac Friedgut, y in a memorandum to William Spencer entitled "The City 

Budget Mess," noted: 

The basic problem, in plain English, is that the City's expen
ditures chronically rise more rapidly than its income, and 
the deficit has been financed by a combination of long-term 
borrowing (behind the fiction that specified current expendi
tures can justifiably be put in the capital budget) and short
term borrowing against subsequent income to close budgetary 
gaps. 

The current year (1974-75) deficit was said to be about $200 million and the 

deficit for 1975-76 was estimated at $884 million. Friedgut asserted that the 

size of the City's deficit increases yearly and a growing percentage of in-

come anticipated during each forthcoming year must be applied to payoff the 

borrowings from the preceding year. Thus, he stated, since the public sees a 

technically balanced budget each year end, the City's fiscal erosion is not 

understood by the taxpayers and voters. According to the memorandum, there 

existed a "floating temporary debt" of $5 billion and a long-term 

debt of $8 billion which placed a heavy demand on the obligation 

markets and caused "staggering" increases in the debt service portion 

Y Hemorandum, Jean Rousseau to Roger Birk, March 3, 1975. 

~ Mr. Friedgut was a vice president of Citib&~k. 
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of the expense budget, and that, in the current year alone~ debt service 

had risen 26% to $1.435 billion. 11 
Friedgut stated that the City needed an assured supply of short-term 

credit at reasonable cost to finance the 1976 deficit, to slow the growth 

of expenditures and to reduce anticipatory borrowing. In return for such 

an undertaking by the financial community, the City would be required to 

reduce its expenditures, end the financing of expense items through the 

capital budget, and "undertake a- solemn obligation _ to desist from any fur-

ther quasi-legal procedures such a overestimates of revenues, underestimates 

of expenditures, advance collection of rev.enues, changing accounting prac-

tices in midstream, etc." Friedgut also recommended that the City impose 

a freeze on its total labor costs. 

In conclusion, Friedgut stated: 

The U1X crisis and the well publicized cash problems of the NTA 
have now given rise to fears that the City might be next. Legal 
litanies citing constitutional protection for the City's credi
tors are not enough, as shown by the questions raised about the 
validity of recent anticipatory borrowing. lmediate action on 
a new City-bankers agreement is needed to change the City's 
fiscal outlook. ~ 

David Gross~an mailed to the Staff Committee of the FCLG a corrected 

copy of the preliminary budget estimate discussed in the preceding meeting 

of the group. He also included a copy of a paper on the City's fiscal prob-

lems, prepared by Grossman, which was being distributed by Ellmore Patterson 

to the policy committee of the FCLG. 

!/ Friedgut Ex. 6. 

y Id. 
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The revised preliminary budget estimate indicated that the City's bud-

get gap for 1975-76 would be $884 million.!! The paper prepared by Gross

man noted that the City's budget had grown rapidly over the last 10 years 

and this growth had been only partially balanced by a growth of revenues. 2/ 

The expanding gap between revenues and expenditures had been bridged by 

short and long-term borrowing. The City was also said to have developed 

agencies such as the Educational Construction Fund ("ECF"), the Housing. 

Development Corporation ("HOC" f, th~ SRC and the Transit -Constructio,?- Fund 

("TCF"), to issue ."of~-budget'l debt not subject to the C;.ity's constitutional 

debt limits. The rapid increase in the level of City debt had placed much 

pressure on the markets for tax exempt debt and it appeared that the City 

would require additional borrowing for the current and succeeding years. 31 

* * * 
A series of notes, memoranda, drafts and other documents prepared by 

the Comptroller's Office advocated dealing with the problems presented 

during the pendency of the Wein litigation by taking the position that, if 

all the indebtedness incurred by public benefit corporations (off balance 

sheet financing entities such as the ECF, HDC, SRC, and TCF) was added to 

the long-term debt of the City, the City would still be within its consti-

tutional debt limits. AI 

Memorandum, David Grossman to Staff Committee FCLG, March 3, 1975, 
with attachments. 

ld. 

ld • 

..¥ Comptroller's Office i1ernoranda, March 3, 1975, with attachments. 
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In a draft letter dated March 2, 1975 to be signed by the Mayor and. 

the Comptroller and sent to the heads of public benefit corporations, the 

following language appeared: 

As you may know, the City and its undersigned Hayor and 
Comptroller are now defendants in the case of Wein v. 
The City of New York, et al., in which the plaintiff 
alleges that the City's debt limit has been exceeded by 
virtue of sales of City obligations during last February, 
and in which the plaintiff demands that the City be 
enjoined from selling bonds in excess of its debt limit -
despite the fact that the GJty'sborrowing margin wi~hin 
its debt limits was roughly $1.76 billion after all such 
February sales. 

The underwriters of the City's bonds .(and bond anticipation 
notes, which are also chargeable against the City's debt 
limit) have advised us, through their counsel, that the 
City will be required to furnish them with certifications 
regarding all public benefit corporations with obligations 
outstanding or authorized to be issued for City-related 
purposes, where the City is by statute or agreement made 
responsible for debt service on such obligations. The 
purpose of such certifications -- which must be furnished 
at the closing of each sale by the City of its bonds (or 
bond anticipation notes) during the pendency of the Wein 
case -- is to show that even if all such obligations were 
treated as City debt, the City would nonetheless have 
sufficient debt-incurring capacity to issue its bonds (or 
bond anticipation notes). !! 

TUESDAY, MARCH 4, 1975 

A meeting of the Comptroller's Technical Debt Advisory Committee 

("CTDA Committee") cormnenced at 8:00 A.M. in the Comptroller's 

office. Mr. Goldin, Dr. Scher, Mr. Scott, Mr. Lewis and others 

represented the Comptroller's office. Gedale Horowitz, Richard 

!! Td. 
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Kezer, Zane Klein, Thomas Labrecque, Richard Nye, Frank Smeal and James 

Trees also attended. 11 

The Comptroller requested, in connection with the pending BAl~S sale, 

that any requests by bond counsel for special or "I never-before-requested I II -

information be made sufficiently in advance of closing to enable the City 

to supply the information. Mr. Horowitz requested a financing schedule 

for the remainder of the fiscal year and the Comptroller responded that 

the only change contemplated was the "addition of an interim bridge loan, 

-ih the form of $140"million inRANS, to "be offered to the-clearing house 

banks on March 5. A permanent replacement for the cancelled SRC offering 

had not yet been developed. Mr. Kezer and Mr. Horowitz pointed out that, 

because of the UDC bond anticipation note problems, the City might 

encounter difficulties with its BANS offering the following Thursday. 

Hr. Labrecque stated that he would talk with bond counsel, who wanted 

to ensure City compliance with the laws pertaining to City borrowings. 

f·lr. Kezer inquired why the $140 million bridge loan was in the form of 

a sale of Rfu~S rather than TAl~S; Mr. Goldin replied that this was done 

to avoid the problems encountered with the $260 million TPu~S sale. 

The Comptroller ended the meeting by stating that, as a matter of 

prudence, he would confer later in the day with prospective syndicate 

managers on any possible problems that might arise.with regard to the 

upcoming I3Al.~S sale. y 

!I Minutes of CTDA Committee, March 4, 1975. 

Y Id. 
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* * * 
A Chase Hanhattan syndicate pricing sheet on the negotiated $140 

million RANS sale, purchased by ten New York City banks headed by Chase, 

reported that the maturity date of the offering was March 20, 1975, the 

notes were not reoffered, and the syndicate account closed out at a loss 

of $6,717.40. This amount represented the fee for legal services but did 

not take into account the interest that the purchasers would receive on 

the RANS. Y 

* * * -

Comptroller Goldin, addressing a luncheon meeting of the New York 

Financial Writers' Association, explained the cancellation of the $260 

million TFu~S offering stating that the underwriters at the last moment had 

requested information never before required in connection with such an 

offering. According to Goldin, this data could not be physically gathered 

within the time demanded and, as a result, the sale was cancelled. ~ 

The Comptroller asserted that City obligations illare not now and never 

have been a creditor secur i ty risk. I II Moreover, the City, according to 

the Comptroller, was begi~~ing to take the difficult and painful steps 

necessary to overcome its fiscal problerrs. The acid test for the City 

Y Chase Manhattan Syndicate Pricing Sheet, ~larch 4, 1975. 

~/ The Daily Bond Buyer, March 5, 1975. 
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would be how it proceeded to meet the current year's budget gap and prevent 

future deficits. 11 
It means abandoning the game of numbers which has been played 
by municipalities throughout the country in which revenues are 
routinely overestimated and expenditures underestimated in 
order to meet artificially the statutory requirement for a 
balanced budget. ij 

* * *. 

In an internal memorandum to Comptroller Goldin and First Deputy Co~ 

troller Scher on the City's borrowing needs for toe remainder of the fiscal 

year, Sol Lewis, Chief Accountant, reported that he, Steven Clifford and 

Jonathan Weiner had a meeting with John Lanigan of the Bureau of the Budget 

on March 3, 1975. J! According to Lewis, the latter advised Lanigan that 

the projected cash needs of the City for the remainder of the fiscal year 

would require short-term borrowing of $2.025 billion and that a compilation 

of all available borrowing au~~ority indicated a limit of $1.122 billion. 

Thus, the City would be short $903 million of needed borrowing authority. 

Mr. Lanigan took the position that $520 million of this total related to 

the inability of the SRC to sell obligations and that he had no answers to 

this problem. As to the balance of $380 million, he suggested that the 

City might (1) increase Federal and State receivables, or (2) borrow ahead 

for expense items included in the Capital Budget in excess of actual expendi-

tures but based on authorizations to provide the required cash. 

JI Id. 

31 Dow Jones Broad Tape, March 4, 1975. 

11 Memorandu.lll, Sol Lewis to Harrison Goldin and Seymour Scher, Harch 3, 
1975. 
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~tr. Lewis stated: 

••• we have traditionally borrowed long term only to the extent of actual 
expenditures for capital projects. Borrowing long term to finance cash 
flow needs engendered by Ex~nse Budget deficits would, in my opinion, 
be a questionable practice •••• In addition, any sale that would involve 
additional charges to our legal borrowing capacity would come up against 
the problems raised by the filing of the Wene [sic] case. 11 

wtDNESDAY, MARCH 5, 1975 

The initial merged syndicate meeting of the managers interested in the 

City's '$537 million BANS offefing began at 9:30 ~.m. at_Chemical. The lead 

member of the merged syndicate, Chemical, was represented by Herman Charbonneau 

and Richard Adams. Representatives wer~ also present from Chase, Citibank, 

1-10rgan Guaranty, Bankers Trust, Manufacturers Hanover, Salomon Bros., A.G., 

Becker, Bear Stearns, Merrill Lynch, Weeden & Co., First Pennco, and 

Ehrlich-Bober. Included among those present were attorneys from White 

& Case, ~bod Dawson, and Davis, Polk and ';"1ardwell. 2/ Later in the day, 

Sank of America and First National Bank of Boston were in telephone 

contact with ~~e meeting. 11 
The first portion of the syndicate meeting was dominated by discussion 

of bond counsel's problems with the wording of the legal o?inion. Both ~.r.l'lite 

& Case and Wood Dawson were working on this particular offering and the 

syndicate would have to decide what role each law firm would play. The form 

--------------------------------------------------------------------------------' . 
Y Id. 

~ Isolano at 60-1; Rousseau (April 14, 1976) at 42-43; Ehrlich at 64, 
66-7; Epley Ex. 15; D. Coleman at 58-60; Brophy at 14-16. 

11 Charbonneau at 161; D. Coleman at 68; Eply at 203. 
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of the opinion was also discussed. Y The status of the Wein litigation 

and its effect on the offering were discussed. Counsel felt generally 

that Professor Wein did not have a strong case. ~ During the day it 

was stated that this City offering was one for which there would be 

only a single bid. 11 There was also a discussion regarding preli~inary 

thoughts on pricing. iI 
The meeting broke into a series of smaller discussions among various 

groups of underwriters and attorneys. 11 various City officials, including 

the Comptroller, were in touch with the underwriters ana ~,eir attorneys 

throughout the progress of the meeting • .§! 

Late in the afternoon, the various grou?ings of individuals con-

verged for a large meeting. The purpose of this meeting was to define 

problems concerning disclosure and to discuss marketing the issue, the 

level of participation of each firm and L~e interest rate. 2! 

Y Eide at 50-51; LOve (lvlarch 30, 1976) at 223. 

Y Epley Ex. 15; LOve (Colarch 30, 1976) at 223 . 

. 2/ Charbonneau at 156-57; LOve (Harch 30, 1976) at 246. 

iI Eide at 45. 

~ D. Coleman at 64, 78-80; Love at 225. 

y Rousseau (11arch 26, 1976) at 76; Epley at 215; Ehrlich at 69-70; 
LOve at 227-28. 

11 Charbonneau at 160. 
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White & Case indicated that they could issue a clean legal opinion 

on the notes provided that certain conditions were met. !I One condition 

was that the Attorney General of the State of New ,York and the City's 

Corporation Counsel provide an opinion to the effect that the City 

had the legal authority to issue these notes. Y Hood Dawson adopted the 

position that they would proceed with the note offering in the same 

manner as they had handled prior note offerings. 21 In addition, 

assurances that the proceeds would be used ?roperly and that the City 

figures were as accurate as possible would be requested. iI 

After a discussion about the potential differences in language between 

the opinions of Wnite & Case and Wood Dawson, it was suggested that the 

group would proceed with both counsel working on the matter, inasmuch 

as various parties favored one firm over the other. 5/ 

An ensuing discussion concerned Rule 10b-5 ?romulgated under 

the Securities Exchange Act of 1934. In this context, a memorandum 

of the meeting stated: "Into the 10b-5 aspects of whether foreseeing 

that City is up against its limit and may be handicapped in future borrowings 

and thus lack funds to payoff notes as they become due." 6/ 

y Epley Ex. 15; Isolano 70. 

y Epley Ex. 15. 

11 Isolano at 60-61. 

iI Epley Ex. 15; Moos at 92. 

y Epley Ex. 15; Eide at 50-5l. 

§/ Epley Ex. 15. 



- 131 -

The discussion generally revolved around the obligation of an under

writer of City securities to disclose facts within his knowledge about 

the limits on the City's issuance of debt. The question of whether an 

underwriter must issue a disclosure sheet or prospectus was raised. 1/ 

Mr. Epley of White & Case stated that, at this stage, his firm intended 

to insert a paragraph in its opinion as to the borrowing situation and 

the opinion itself would be based on the opinions of the Attorney General 

and Corporation Counsel. ~ 

A poll was taken to ascertain whether the institutions wished to 

proceed with this public offering and what each institution wanted to 

do about the problem of disclosure. Chase indicated it wanted to proceed 

with the sale with full disclosure. The Bank of America, which was parti

cipating in the rreeting by phone, indicated they v.>ere withdra\ving froTi1 

the syndicate but indicated a preference for full disclosure. Chemical 

Bank expressed the desire to participate but was unsure about full dis 

closure, commenting that perhaps a brief but comprehensive statement 

would suffice. Citibank was unsure whether it wanted to participate but 

thought a disclosure statement would raise additional issues. Questions 

were raised by Citibank as to whether disclosure would be modeled on a 

Securities Act of 1933 registration statement; what should or should 

not be included; and whether the fact that the notes would be backed 

Y Epley Ex. 15; Isolano at 63. 

~ Epley Ex. 15; Epley at 428. 
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by unlimited ad valorem taxes would satisfy all problems. 1/ 

Manufacturers Hanover seemed to prefer full disclosure of the City's 

problems but suggested that the offering be done on a limited liability 

basis. Bankers Trust wanted to participate but noted that there was 

a marketability problem. 2/ Weeden wished to drop out. Salomon Bros. 

desired to participate in a limited fashion with full disclosure and 

was willing to listen to all views. Bear, Stearns did not wish to 

participate because of the marketing problems that would be caused by 

a posture of full disclosure. r1er r ill Lynch favored not havil"B' a disclosure 

statement. Merrill Lynch also indicated that it would participate in 

the underwriting without disclosure. 3/ A.G. Becker wished to drop 

out but believed full disclosure to be the proper approach. i! First 

National Bank of Boston, in touch with the meeting by phone, decided 

to withdraw from the syndicate. y 

y Epley Ex. 15. 

Y Id. 

.Y Epley Ex. 15: Charbonneau Ex. 19 • 

Y Epley Ex. 15. 

Y Id. 
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In the evening there were conference calls between Herman Charbonneau 

of Chemical, John Hamill, in-house counsel to Chemical, Richard S~ns of 

Cravath, Swaine & Moore, outside counsel to Chemical, and Richard Kezer and 

Mark Kessenich of Citibank during which there were discussions concerning 

what disclosures would have to be made with respect to the BANs offering. 

The discussions included how they could p:>ssibly, in the time alloted, put 

together an adequate disclosure statement and what would constitute such 

a statement. 11 

* * * 
In an internal memorandum entitled "The Banks and New York City," 2/ 

Jac Friedgut of Citibank stated, "[t] he ?r imary role of banks in the 

Municipals market is not to buy and hold the paper, but to underwrite/ 

syndicate/distr ibute it." He asserted that the banks w=re being attacked 

because of high interest rates, but that the reason for the high rates 

was that something was "ser iously amiss within the budget." 

Friedgut stated that, in recent years, the City's expense budget 

balancing had involved some "tilony" practices including: use of the 

capital budget for operating purposes; use of "special budget notes;" 

issuance of short-term debt "under the guise of TAN's, RAN's or BAN's 

but the taxes, revenues or bonds being anticipated are further into 

the future and less certain than they should be;" and the depletion 

am p:>stp:>nement of replenishment of the Rainy Day Furrl. Friedgut 

also said that short-term borrowing by the City had expanded 

11 Charbonneau at 164-66. 

J Friedgut Ex. 7. 
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fr~ $1.3 billion in June 1970 to approximately $5 billion currently 

and that the City "is now on a debt treadmill (averaging $500 million 

per month of short-term and $500 million every six months of long-term)." y 

He contended that the City's expenses had rapidly risen with welfare, 

personnel costs, free or discounted citizen services (such as free higher 

education) and debt service. 

According to Friedgut's draft memorandum, the Mayor claimed that 

he could effect additional economies and obtain moderate revenue increases 

but would still have an $884 million budget gap for 1975-76 without 

additional revenues. Additional taxes would be counterproductive and 

huge aid infusions were highly unlikely. Unless there was some decrease 

in this figure of $884 million, "[t]he City's fiscal situation would 

simply not be viable, and investors would probably be uncomfortable 

about buying N.Y.C. paper regardless of interest rate." Y The City 

debt "overhang" a..'1d cash flow problems were so acute that they could 

not be solved overnight. The Friedgut memorandum contained a section 

entitled "Biting the Bullet" which contained a series of recommendations, 

includirg reducing expenditures by freezirg labor costs and decreasing 

services. This section went on to state: 

Even with all these sacrifices, the "debt overhang" will 
be slightly worse in June 1976 than at present. For the 
entire program to be effective in savirg the City, 
therefore, planning has to be done concurrently to 
moderate budgetary increases subsequent to June 1976 
also, to phase out capital borrowing for operating 
purposes, to establish integrity through the City's 
budget-making process, and generally to live within 
our means. 

y rd. 

y rd. 
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As a practical matter, the huge volume of short-term debt 
outstanding may not be reducible to any significant extent 
even with the City's best efforts. A basic restructuring 
of the inter-governmental program burdens and funds flows 
[sic] will be necessary. !I 

* * * 
In a Daily Bond Buyer article of r1arch 5, 1977, Comptroller Goldin 

was reported to have blamed the banks involved for the $260 million TANS 

cancellation and was emphatic in asserting that the banks had been "un-

fair" in seeking what he called "unprecedented" information on what he 

considered too short notice. Mr. Goldin further "insisted that the 

unusual action had nothing to do ""ith the City's fiscal health." The 

Comptroller was also reported to have stated that the City at no time 

had exceeded its legal borrowing capacity in selling the TANS. In the 

same article, Tom Parisi, a spokesman for Bankers Trust, was reoorted 

to have stated that: "Counsel for all the banks and investInent houses 

involved concurred that G~e City had failed to comply with the law which 

mandates that the tax receivables information be as of the last of the 

current month" and that "[t]his was the sole reason for refusal to 

conSl.lITlr.late the sale." y 

!I 

Y 

Id. 

The Daily Bond Buyer, "Goldin Blames Cancellation of TA..NS on 
Banks Involved, Ii March 5, 1975. 
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On March 5, 1975, in a negotiated sale, a group of banks headeQ by 

Chase purchased $140 million of RANS with a 15 day maturity at an interest 

rate of 7.25%. 1/ 

THURSDAY, ~~CH 6, 1975 

The prior day's meeting was reconvened at 9:00 A.M. at Chemical and 

was chaired by Herman Charbonneau and Richard Adams of that bank. They 

were assisted by John Hamill, in-house counsel to Chemical, Peter Tufts, 

John Devine, James O'Sullivan and Frank Puleo (of Milbank Tweed Hadley & 

l1cCloy) who at var ious times represented Chase. 2/ Richard Kezer, Mark 

Kessenich and Joseph Doyle (of Shearman and Sterling) represented Citibank. 3/ 

Steven O'Grady and Marion J. Epley (of Villite & Case) represented Bankers 

Trust. if C~ale Horowitz and counsel (from Cleary, Gottlieb, Steen and 

Hamilton) represented Salomon Bros., 31 Steven Kenney and Ralph Jones (of 

Brown, Wood, Ivey, Mitchell & Petty) and Jean Rousseau represented Merrill 

Lynch. §( Giles Brophy represented First Pennco, Joseph lsolano represented 

Manufacturers Hanover and Robert Noos represented Weeden & Co. 7/ Ehrlich

Bober was represented by Fred Ehrlich. 8/ Richard Eide and John Clark (of 

Davis, Polk and Wardwell) represented Morgan Guaranty. Y Dennis Coleman 

!I News Release, Office of the Comptroller, 75-28, March 6, 1975. 

~ Labrecque at 209; Moos at 98, 100; Charbonneau at 203-04. 

3( Charbonneau at 204; Horowitz at 72. 

if Charbonneau at 204. 

31 Horowitz at 80. 

§( Charbonneau at 205-07; Rousseau (April 14, 1976) at 58. 

l! ~ Brophy at 18; Charbonneau at 204. 

Y Moos at 122; Charbonneau at 204. 

21 Eide at 61-62. 
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represented Bear Stearns. Y Leo Sabatine of WOod Dawson also attended 

the meeting. Y The Bank of Amer ica and First National Bank of Boston 

were in contact with the meeting by conference phone. 11 
Various conference rooms were again being used and several meetings 

were being held at different times. ~ 

The same general problems of the previous day continued to be 

discussed -- whether the syndicate was interested in purchasing the $537 

million of BANS and what disclosure was necessary to accomplish the 

sale. 31 Again the Wein litigation and its effect on the ability of 

the City to issue notes was discussed. 6/ White & Case now appeared 

to be acting as both bond counsel and counsel to the underwriters. 11 

Wood Dawson, at Chase's request, was "hanging in there," providing 

assistance to White & Case in their attempt to form an opinion. ~ 

Y D. Col~~an at 63. 

Y G. Horowitz at 78. 

11 Moos at 122. 

if Charbonneau at 203; Isolano at 61-62. 

31 Labrecque at 212-13; Charbonneau at 205-06; D. Coleman at 63-64. 

§I Moos at 123-124, 138; Horowitz at 78-79. 

21 Rousseau (April 14, 1976) at 67-68. 

~ Love (March 30, 1976) at 221-22. 
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Additionally, Chemical Bank, as lead underwriter, was in telephone 

communication with the Comptroller and the Mayor. !I Individual members 

of the merged syndicate were also in contact with City officials. !I 

Thomas Labrecque of Chase had several phone conversations with Com?troller 

Goldin during the period of the syndicate meetings and discussed the 

progress of the sale. 11 

The syndicate again discussed the possibility of purchasing the 

BANS as a private placement among the clearing house banks. iI Rather 

than a private placement, however, it was discussed that if the public 

offering went through, the syndicate account would be divided. This 

represented a departure from the previous practice of having an undivided 

participation by all Qembers of the underwriting syndicate. Some felt the 

acceptance of the limited liability approach was preferable because some 

y 

y 

y 

Charbonneau at 308-09; Goldin (August 29, 1975) at 125; Adru~s at 92-93; 
Kezor at 114. 

Goldin Exhibit 72. 

Id. 

Eide at 56-57. 
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of the banks could place the securities in their investment accounts. 1/ 

With regard to the Wein litigation, the lawyers felt that although 

the suit was not frivolous, it should ultimately be dismissed. 2/ This 

part of the discussion produced more requests for information from the 

City concerning its constitutional debt limit. ~ 

For the second time the merobers of the merged syndicate were polled 

as to their willingness to participate and their feelings as to the 

disclosure issue. ~ The responses generally remained the same, with 

the syndicate leaning towards some type of disclosure. 31 There were 

remarks that full disclosure would limit the marketability of the notes. 6/ 

During these discussions, r1ayor Bearre and Deputy Mayor Cavanagh 

met privately with the Chairman (Donald Platten) and the President 

(Norborn Berkley) of Chemical Bank, the lead underwriter of the syndicate 

and Frank Smeal of r-lorgan Guaranty, David Rockefeller of Chase and 

Walter Wriston of Citibank. 2/ The problems with underwriting 

Y Brophy at 24, 25; Moos at 144; Adams at 90-92. 

Y Document entitled, "Excerpt from ~Vhite & Case Opinion," dated 
Harch 5, 1975. 

11 Moos at 126. 

~ Epley Ex. 15; Brophy at 19; Moos at 130-131; Rousseau (April 14, 
1976) at 88-89. 

y Rousseau (Apr il 14, 1976) at 89; Rousseau Ex. 3. 

Y Rousseau (Apr il 15, 1976) at 95; Charbonneau at 237; Charbonneau 
Ex. 19. 

Y Memorandum, Jac Friedgut to William Spencer, ~~ch 14, 1975. 
Five page handwritten notes enti tIed II 3/6 Chemical." 
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the BANS were discussed, including the interest rate. Mayor Beame indicated 

that he "expected [the] banks to take [the BANS] into their portfolio there-

fore [making the] marketability problem moot. "The Mayor also expressed concern 

that the "rate would trigger investigation." y Walter Wr iston of Citibank 

stated that the banks must have access to a public marketplace and that 

there was "no way [the banks] will stuff" the notes into their portfolio 

accounts. Y Frank Smeal of Morgan Guaranty stated that "there is no market 

for $537 million [BANS]." Y 
Several times throughout the day, the deadline, originally 11:00 A.M., 

for submission of bids was extended. iI In the late afternoon, the syndi

cate decided to submit a bid for the BANS provided five conditions were 

met. 31 Those conditions were: 

(1) The disclosure statement prepared by the underwriters 
must be issued as a press release by the City at the 
time the announcement of the award of the Notes is 
made ••. 

(2) The City must furnish the underwriters with a 
"STATEMENT OF ESSENTIAL FAcrs" as of January 30, 1975. 

(3) The legal opinion of White and Case must be unqualified. 

Y Five page handwritten notes entitled "3/6 Chemical." 

Y Id. 

Y Id. 

iI Kezer at 115; Love (March 30, 1976) at 229. 

21 Moos at 140-41. 
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(4) The New York City Corporation Counsel must issue 
an opinion declaring that, in his opinion, the Wein 
Suit is without merit. 

(5) The Attorney General of the State of New York must 
issue an opinion to the sane effect as that of the 
Corporation Counsel. 1/ 

At the conclusion of the meeting, the single bid, with its conditions, 

was agreed upon.;; The interest rate the syndicate decided upon was 

approximately 8.69%.'y The lawyers present at the m:eting prepared 

drafts of the release to be issued by the Comptroller. if The bid was 

submitted to City officials and the City rejected it. ~ 

During the course of the day, the following people spoke by 

telephone to the Comptroller: Richard Adams of Chemical (six times), 

Herman Charbonneau of Chemical (two times), Thomas Labrecque of Chase 

(four times), and C~dale Horowitz of Salomon Brothers (one time). §( 

* * * 
On March 6, 1975, the New York Post printed an article reporting 

that the City was preparing to sell $537 million in BANS. The article 

further stated that the City had $176 million in cash and that on 

y Char bonneau Ex. 11 

Y Horowitz at 97; Charbonneau at 310. 

11 Document rrarked "Draft 3/6/75." 

if Horowitz at 96. 

~ Horowitz at 99-100; Charbonneau at 310. 

§! Goldin Ex. 72. 
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March 14 it would need $427 million to redeem maturing City notes and meet 

a payroll that averaged between $180 to $200 million. 1/ 

FRIDAY, MARCH 7, 1975 

Another meeting took place at Chemical Bank. On this occasion, senior 

officials and syndicate representatives from the largest banks and broker-

dealers in New York met to review the City's financial situation. Donald 

Platten chaired the meeting and Richard Adams presented an updated report 

on the proceedings of the previous day. A'OOng those present were Walter 

Wriston of Citibank, ~valter Page and Frank Smeal and Richard Eide 

of Morgan Guaranty, David Rockefeller, David Grossman and Thomas Labrecque 

of Chase, and Jean Rousseau of Herrill Lynch. Y 
The group discussed the same issues treated during the preceding 

two days at the syndicate meetings. Once again, the possibility of doing 

the offering as a private placement among the clearing house banks ~~s 

discussed. Several of the ban!~ers present stated that the banks currently 

had too much of their equity in City paper and that it just was not 

feasible to keep taking such paper into inventory. 3/ Frank Smeal spoke 

in favor of a private place~nt. ~ The City's cash needs and the 

seriousness of its fiscal difficulties were discussed. ~ 

y ~ew York Post, Harch 6, 1975. 

~ Charbonneau Ex. 21; Charbonneau at 331; Labrecque at 220; Smeal at 95, 
104-105; Adams at 98. 

Y Smeal at 107-1l. 

if Id. at 109. 

y Charbonneau Ex. 21. 
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It was decided that the FCLG would work with the City to help in the 

preparation for future borrowings and to develop a Statement of Essential 

Facts. 1/ 

After the bid was resubmitted and the City decided to accept it, a 

joint press release was issued by the Mayor and the Comptroller announcing 

the sale of the $537 million in BANS at a negotiated rate of 8.69%. ~ 

They described this rate as very high and as a result of the UDC crisis. 11 
The press release also stated: 

We are most unhappy with the rate negotiated today, but 
it was the best we were able to do under the circumstances. 
The City needs the money bnmediately, in order to provide 
an adequate cash flow. y 

* * * 
The Comptroller also issued a separate press release regarding the BANS 

sale, in which he termed the 8.69% rate of interest a "rela.tively high 

rate." 2! He stated that this rate was a result of, among other things, 

the Wein litigation which attacked the proposed borrowing as beyond the 

City's constitutional debt limit. Comptroller Goldin's release concluded 

with the following statements: 

!I Rousseau (April 14, 1976) at 97-98. 

~ News Release, Office of the Comptroller, 75-30, March 7, 1975. 

11 Id. 

Y Id. 

31 News Release, Office of the Comptroller, 75-31, ~~ch 7, 1975. 



- 144 -

Other factors contributing to this high rate of interest are the 
recent negative occurrences in the municipal .credit markets, 
adverse economic conditions and the City's ever increasing cash 
needs which have necessitated extraordinary borrowings by the 
City and every expectancy of a continuing need for high borrowings. 
While solution of the City's fiscal problems is not an easy matter, 
Comptroller Goldin expressed his confidence that the City would, 
when the time comes, be in a satisfactory legal and fiscal fX)si
tion to sell Bonds to fund these Notes. !I 

In contrast, the earlier draft of this release, which had been prepared 

by lawyers present at the syndicate meeting of March 6, stated: 

Economic conditions and cash needs of the City have neces
sitated an extraordinary amount of borrowings by the City in 
the municipal credit rrarkets in recent years and the need 
for such borrowings will remain large in the near future. 
Past and prospective borrowings are causing the City to 
approach its constititutional debt limit. These conditions 
adversely affect the City's access to the municipal credit 
markets, to which the City must look for the financing it 
deems necessary to meet expenses and maturing obligations. 
Thus, the interest rates on the Notes awarded today reflect 
the risk inherent in the City's present financial condition. 
While solving the City's fiscal problems is not an easy 
matter, we shall nevertheless make every effort to sell bonds 
to fund these notes when the time comes, and I am confident 
it can be done. [Emphasis added] Y 

* * * 
The Comptroller delivered an address at a luncheon of the New York 

Society of Security Analysts where he announced the sale of the BANS. He 

also corrnnented upon the UOC crisis and its negative impact on the sale of 

City securities. He stated that it was necessary for the City to bring 

its budget under control and advocated a five part program to accomplish 

Y Id. 

Y Docurrent marked "Draft - 3/6/75"; Horowitz at 96. 
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this task: (1) that the City stop borrowing to close budget gaps; (2) that 

expense items be eliminated from the capital budget: (3) that the unemcum-

bered margin in the capital budget be increased; (4) that the amount of 

debt service the City could afford be given first consideration in the 

expense budget and the debt issued be restricted to that amount; and (5) 

that the City, ultimately, not issue any new long-term debt except to 

the extent that old debt is retired. !! 

* * *. 

The Comptroller announced in a press release that the City would sell 

$375 million in RANS on Thursday, March 13, 1975. ~ The Notice of Sale for 

this issue indicated that of these RANS, $150 million were to be sold in 

$100,000 denominations, $168.75 million in $25,000 deno~inations and 

$56.25 million in $10,000 denominations. 3/ 

* * * 
In the afternoon, the Grossman committee of the FCLG met at Chase. 4/ 

The Committee meeting also attracted a number of people who were not 

official members of the FCLG. 5/ The meeting was chaired by David Grossman 

of Chase. At the meeting were Thomas Labrecque, Walter Carroll and 

!! Remarks by New York City Comptroller Harrison J. C~ldin at Luncheon 
Meeting of the New York Society of Security Analysts, Friday, March 
7, 1975, 1:00 P.M., 15 William Street, New York City. 

~ News Release, Office of Comptroller, 75-32, March 7, 1975. 

11 Notice of Sale for Issue of RANS on March 13, 1975. 

4/ Labrecque at 222. 

3( D. Grossman at 97. 
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James O'Sullivan of Chase, Herman Charbonneau of Chemical, Jac Friedgut of 

Citibank, Ross Mathews of Morgan Guaranty, Jean Rousseau of Merrill Lynch 

and William Solari of Donaldson, Lufkin & Jenrette. Messrs. Fenton of 

Kidder Peabody, Thomson of W. H. Morton and Co., Harmon of Bowery Savings, 

Vatter of Metropolitan Life, Schott of Equitable Life, Anderes of Bankers 

Trust and Crowley of Solomon Bros. were present. Leroy Love and Leo 

Sabatine of Wood Dawson, Marion J. Epley and John Osnato of ~Vhite & 

Case and Frank Puleo of Milbank, Tweed, also attended. Y 

It was stated that despite the sale of $537 million BA}ls, there 

were still problems. It was said that the City needed $350 million 

currently and $1 billion in each succeeding month, for a total of approxi

mately $2.5 billion by June. It was further stated Lhat the clearing 

house banks could not handle this volume by themselves and therefore 

the public market had to be kept open. The complication appeared to 

be that this sum was probably in excess of the City's borrowing capability; 

it was uncertain whether the City had the legal authority to incur this 

additional debt. ~ 

YD. Grossman Ex. 7 A. 

Y D. Grossman Ex. 4; Charbonneau at 316. 
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It was felt that the City needed a definite plan and the Committee 

agreed to assist the City in the preparation of the Statement of Essential 

Facts. Y The Committee decided to examine the repayment schedule of City 

notes maturing prior to June 30, 1975 and the revenue estimates through 

June 30, 1975, to see what portion of this revenue had already been pledged 

for ou~standing debt and what part was available for the issuance of new 

debt. The City's expenditure estimates through June 30, 1975 were to be 

reviewed and evaluated. The Committee would also examine the statutory 

borrowing authority for the proposed City bonds and notes to be issued, 

in light of the Wein litigation. Finally, the Committee would assess the 

marketability of the proposed City borrowing schedule in terms of volume 

and timing. Y 
The Committee then turned to the legal problems raised by the Wein 

suit. Wood Dawson suggested a technical amendment to the SRC legislation 

allowing the City to borrow in anticipation of the SRC borrowing which was 

now blocked by the lawsuit. It was said that Wein apparently had no direct 

effect on the upcoming RANS. There were outstanding unresolved legal 

issues with regard to TANS and BANS but as to the RANS, WOod Dawson believed 

that as long as the City maintained that it had authority to borrow, under-

writers had no reason to look behind the City's statements, unless they 

had some definite reason to suspect "hanky-panky." The Question arose whether 

the group should review in depth the City's basis for present and future 

RANS and whether repayment of specific issues of RANS were legally tied 

to specific Federal, State or other revenues. It was noted that this review 

11 D. Grossman Ex. 4; Labrecque at 221-22. 

Y Charbonneau Ex. 21; Charbonneau at 331. 
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could raise problems for the next Wednesday's proposed sale of RANS. 

If this review indicated that the City was over-anticipating its 

receivables, there would be a potential disclosure issue. If a disclosure 

problem arose in this review, W1ite & Case believed that a y;ossible 

"due-d il igence" quest ion would then ar ise. Wood Dawson and Milbank Tweed 

did not bel ieve that a due dil igence issue ex isted. 1/ 

Alternative means of meeting the large cash needs of the City were 

discussed. Suggestions included additional Federal and State aid and 

Federal loans or purchases of City securities. Possible methods of helping 

the market absorb the huge amount of debt included a ?Ublic airing of the 

City's fiscal and legal situation, a resolution of the UDC crisis and an 

attempt to balance the budget (which appeared to be out of balance fer 

the following year by $2 billion). The subject of the budget brought 

about a discussion of the City's accounting problems and the "gimmicks" 

used by the City whic~ had led to the existing cash cr isis. 2/ 

The Committee established a task force to work on some of these 

problems am to help with the sale of the RANS. This task force would 

meet the next day at Chase at 9:00 A.M. ~ 

Y Id. 

Y Id. 

~ D. Grossman Ex. 4. 

* * * 
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An article in The New-York Times reported the events of the previous day, 

Thursday, March 6, from their start at 8:30 A.M. until 9:30 P.M. The article 

reported: 

The lawyers for the banking community demanded legal evidence 
that the city was empowered to sell the long-term bonds 
required to payoff yesterday's issue. A spokesman for Mr. 
Goldin said that the information requested was 'unprecedented.' !I 

* * * 
In a New-York Post article on the contemplated BANS sale it was reported: 

The difficulties apparently revolved around a request by the 
Chemical Bank syndicate that Goldin provide an absolute guarantee 
that the city has the legal ability to back up the notes it is 
offering. Y 

SATURDAY, MARCH 8, 1975 

There was a meeting of the FCLG task force at 9:00 A.M. at Chase. 

This was the group that had been created the previous day at the Grossman 

Committee meeting. David Grossman chaired the meeting. James O'Sullivan 

and Walter Carroll of Chase attended. Chester Johnson of Horgan Guaranty, 

Jac Freidgut of Citibank, ROy Anderes of Bankers Trust, William Solari of 

Donaldson, Lufkin & Jenrette, and John Thompson of W. H. Morton also were 

present. Willis MacDonald and John Osnato of fMhite & Case and Leroy 

Love and Leo Sabatine of WOod Dawson were there as well. 11 

!I 

Y 
Y 

The New-York Times, March 7, 1975 p. 1. 

New York Post, March 7, 1975, p. 1. 

D. Grossman at 96-97 and 103-04; D. Grossman Ex. 4; Love Ex. 15; 
Love at 273-74; Solari at 39. 
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The purpose of the meeting was to discuss the type of information for 

disclosure purposes which might be useful in aiding the City in its future 

offering of notes. 1/ 

The concept of creating a disclosure document began to take shape 

dur in:j the meeting "roughly simultaneously" as the group developed 

increasingly serious questions as to the credit and the fiscal condition 

of the City. Due diligence and disclosure problems were discussed. 

Mr. Osnato reported discussions along these lines to Mr. ~ley of 

White & Case that day. 

Moreover, the group discussed the applicability of the 1933 and 

1934 Federal securities acts as well as inside information problems. 51 

!I D. Grossman at 98, 100; Eply at 274-75. 

51 Position Paper of vmite & Case, "In the Matter of Transactions In 
Securities of the City of New York" at 33-34; D. Grossman at 108; 
Emply at 249-50. 
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the issuance of notes. !I The information was needed quickly, so that 

it could be submitted to the underwriters or their counsel, in connection 

with the next issuance of BANS and the forthcoming issuance of RANS. 2/ 

It was agreed that the requested information would be provided wi thin two 

days. 3/ The City provided the Grossman Committee with a list of new 

short-term borrowings scheduled through June 30, 1975, totalling $2.045 

billion, not including $249 million in BANS held by the City's Pension Fund, 

to be rolled over, and $500 million in capital construction bonds scheduled 

to be issued in April. iI The City was requested to provide the Committee 

with a detailed day-by-day schedule of revenues and expenditures through 

June 30; a balance sheet as of June 30, 1975; a schedule of debt maturing 

prior to June 30; materials concerning the City's legal authority for existing 

and prospective borrowings through June 30 and similar data. 5/ The Corporation 

Counsel was said to expect the issues raised by the Wein suit, to be cleared 

up in six to eight weeks. If not, the City expected to ask the State 

legislature to permit new BANS issues in anticipation of issuing SRC 

y Solari at 44; D. Grossman Ex. 32. 

Y D. Grossman at 137. 

]j Thompson Ex. 10. 

Y Id. ; D. Grossman Ex. 32. 

Y Id. ; Thompson at 68. 
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MONDAY, MARCH-lO,-1975 

The task force of the Grossman Committee met with representatives 

of the Bureau of the Budget and the Comptroller's Office. Also 

present were representatives of the Cor?Qration Counsel's Office. David 

Grossman, James O'Sullivan and Walter Carroll represented Chase, John 

Thompson represented W. H. Morton, Chester Johnson represented Morgan 

Guaranty, William Solari represented Donaldson, Lufkin & Jenrette and Roy 

Anderes represented Bankers Trust. Steven Clifford, Sol Lewis, Seymour Scher 

and Willia~ Scott were there from the Comptroller's Office and .John Lanigan, 

Alexandra Altman and Eugene Keilen represented the Bureau of the Budget. 11 

The meeting concerned the banks' request to secure from the City 

information concerning (1) the cash flow requirements of the City through 

June 30, 1975, (2) the debt service requirements of the City, and (3) the 

sources of the City's funds to service those debt requirements, including 

Two page document, with second page on letterhead of Office of the 
Comptroller, March 10, 1975; D. Grossman at 130-132. 
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notes or bonds, !! and the City would have to look for alternatives by mid

April in that event. 2/ The City was said to need all of its planned 

short-tenn borrowing of over $2 billion by June 11, but that there was a small 

amount of flexibility in the borrowing schedule. 3/ Dur ing the same per iod , 

the City was scheduled to redeem at least $1.8 billion of its obligations. 4/ 

The City officials stated that the Comptroller's Office would be able to 

provide the basis for the City's legal authority for the proposed and outstanding 

issues within a day. ~ 

It was disclosed that the then current outstanding level of City short-

term borrowings was $5.8 billion, plus about $310 million net in BANS issued 

the last week for roll-over purposes, resulting in a grand total of just 

over $6 billion. §( 

David Grossman of Chase prepared a memorandum concerning this meeting 

meeting, which indicated that copies were provided to several officers of 

Chase, including David Rockefeller. Attached to the memorandum was a listing 

of the City's borrowing needs through June 30. 7/ 

y 

y 

]I 

y 

Thompson Ex. 10; D. Grossman Ex. 32. 

Six pages of handwritten notes and accompanying material, entitled 
"3/10 at Scher's Office." 

Thompson Ex. 10; D. Grossman at 277-78; D. Grossman Ex. 32. 

Document entitled "Statement of Essential Facts n at 5; 
D. Grossman Ex. 32: 

D. Grossman Ex. 32. 

Thompson Ex. 10; D. Grossman Ex. 32. 

21 Thompson Ex. 10 • 
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At 4:00 P.M., the FCLG, under the chairmanship of Ellmore Patterson 1/ 

met at Morgan Guaranty. The general topic of the meeting was a 

review of the financial status and financing plans of the City. 2/ Frank 

Smeal of Morgan Guaranty~ Alfred Brittain and Truxton Pratt 

of Bankers Trust~ George Roeder and David Grossman of Chase~ Richard Kezer 

of Citibank~ Albert Gordon and Duncan Gray of Kidder Peabody~ Donald Regan 

of Merrill Lynch~ William Salomon and Gedale Horowitz of Salomon Bros.~ 

Francis Schott of Equitable Life~ Charles Mueller of Metropolitan Life~ 

Gordon Braislin of Dime Savings~ John Larsen of Bowery Savings~ 

John McGillicuddy and David Barry of Manufacturers Hanover~ Donald 

Platten of Chemical~ Leroy Love and Leo Sabatine of Wood Dawson~ and Roger 

Blough, Harion Epley, John Osnato and Willis r1cDonald of White & Case, 

among others, attended the rreeting • .y 

The meeting was called, in part, to prepare for the following day's 

meetirg with the Hayor am the Comptroller. if Patterson called the meeting 

after he had been brought up to date on the problems with the previous week's 

underwritirg. Discussion ensued regarding the fact that the issue was not 

selling well.'y David Grossrran provided a report on the status of 

his Committee's work with the City to develop information concerning 

the two debt offer ings scheduled for Thursday and Friday. 6/ It was also 

1( Epley at 285, 295-296~ D. Grossman Ex. 9. 

Y Epley at 295 • 

.y LDve Ex. 22 ~ Epley at 285. 

if D. Grossman at 143 • 

.y E. Patterson at 56-57. 

§! D. Grossman at 140. 
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stated that the underwriters should tell the City they must start "shaping 

up and get their budget in balance" to show the public that the City was 

"focusi~ on the problem." Y A discussion then developed on the legal 

issues surrounding City offerings, including those issues raised in the 

Wein litigation. ~ 

Patterson questioned whether the same disclosure problem existed 

with respect to the Thursday issuance as existed with respect to the past 

issues. The response was that the lawyers would consider that issue 

after Grossman developed more information. 31 

Frank Smeal stated that the City was prepar ing figures as of February 

1975, and that the lawyers would have to see the figures before deciding 

whether a legal opinion would be needed to accompany the new notes, and, 

if so, what type of legal opinion. It was further stated that the information 

requested by the Grossman Committee at the meeting was due the next 

afternoon. Y 

Frank Smeal expressed doubt about the marketability of the upcoming 

$375 million RANS issuance, despite the relative size of the offering and 

short-term maturity, if disclosure were necessary. Alfred Brittain and 

l( Patterson at 56-57. 

~ Five pages of handwritten notes, March 10, 1975. 

31 Id. 

Y Id. 
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George Roeder agreed with Smeal. William Salomon agreed that it would te hard 

to sell the new issue. It was stated that there was not much of a market for 

City bonds at that tine. A point mentioned in favor of the upcoming RANS 

offering was that it was easier to issue a clean legal opinion concerning RANS 

than BANS. Patterson noted that the parties present must te prepared to discuss 

with the Mayor on the next day the issue of marketability. 1/ 

It was asserted during the meeting that positive signs were also present 

in the City's fiscal crisis. Examples were that the City's revenues were 

holding despite the recession; the level of uncollected real estate taxes was 

as good or tetter than in most cities; the tax base was found to be elastic 

enough to rebound at a fast rate; the real property tax base was increasing; 

the City was trying to keep the welfare rolls under control and increases 

occurring at a slower rate than in other major cities: school reading scores 

were increasing; and the heroin plague was decreasing. 2/ 

It was stated that the City's current problems were the result of two 

phony budgets, 1973-74 and 1974-75. In addition, it was stated that the 

State and Federal governments had not helped, and that the recession had 

hurt the City. Y Patterson contended that this news was not helping the bond 

sales. It appeared to him that the Mayor could not understand why the notes 

Y Id. 

Y Id. 

11 Id. 
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am bonds were not sellirg, am was refusing to recognize the "confidence 

factor. .. It was stated that the budget gap would continue because wage 

negotiations were outrunning revenue increases. Smeal advised the 

underwriters of the following week's RANS to concentrate on the 

topic of disclosure at the next day's meeting with the Mayor. 1/ 

It was decided that the banks' holdings of City securities 

be quantified to support the banks' statement to the City that the 

banks v.ere unable to absorb "the whole problem." y 

Each bank anonymously wrote down their approximate holdings of 

City securities. The total was between $1.2 and $1.3 billion. 

Patterson compared this total to a listing of the banks' equity and 

found that it represented 20% of all the banks' equity. 3/ 

* * * 
An advertisement appeared in the Wall Street Journal on March 10, 

1975 relating to a new issuance of $537.27 million of BANS dated Narch 14, 

1975, in denominations of $100,000, $25,000 and $10,000, and listing 

Chemical, Chase, Morgan Guaranty, Citibank, Bankers Trust, Nanufacturers 

Hanover, Salomon Brothers, and Merrill Lynch as underwriters. ~ 

!I Id. 

Y Patterson at 57-58. 

Y Id. 

~ Advertisement, Wall Street Journal, March 10, 1975. 
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* * * 

Paul Collins, Senior Vice President of Citibank, addressed a memorandum 

and attachment to G. C. McCarthy, Jr., a Vice President of Citibank, which 

reported that Citibank held $23 million in bonds and $6.8 million in notes 

in its fiduciary accounts, and that, as of December 1974, New York City 

bonds ~re not being bought for fiduciary accounts. Collins asked that these 

numbers be updated. 11 

* * * 

A private investor addressed a letter to Francis J. Rogers 

of the Chemical Bank Municipal Bond Department inquiring about any 

possible difference in the quality of City BANS, TANS, RANS and bonds. 

He asked whether all City debt securities had a "first priority" (i.e. would 

security holders be paid before city employees?). ~ 

TUESDAY, WIRCH 11, 1975 

David Grossman sent copies of a package of materials he had received 

from the Comptroller's Office at 3:00 P.M., to James O'Sullivan of Chase, 

Roy Anderes of Bankers Trust, William Solari of Donaldson, Lufkin & 

Jenrette, John Thompson of W. H. Morton and Chester Johnson of Morgan Guaranty. 

He also scheduled a meeting of the task force for Wednesday, March 12, at 

10:00 A.11. at Chase. The materials included schedules listed as 

(1) Short-term debt -- Issues and Redemptions--3/l0 to 6/30/75; 

(2) TANS to be rolled over 6/11/75 and receivables for same; 

(3) short-term debt outstanding as of 3/5/75; 

(4) short-term debt outstanding 3/5/75 and receivables for same; 

11 Memorandum Paul J. Collins to G. C. McCarthy, Jr., March 10, 1975, 
with attachment. 

~ Letter to Francis J. Rogers, March 10, 1975. 
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5) required short-term borrowing 3/20 - 6/30/75; 

6) short-term debt outstanding 6/30/75 and authorization for 
same; 

7) detailed cash forecast to 6/30/75; 

8) summary cash forecast to 6/30/75; and 

9) estimated general fund accrual. 11 

The schedules estimated: that the City would issue $2.5823 billion 

of various notes and redeem $2.6219 billion of various notes between 

March 10, 1975 and June 30, 1975; that revenue to the end of the fiscal 

year would be $1.2304 billion and estimated collections would be $872 

million, leaving a balance of unreceived revenues of $358.4 million; and 

that the City also intended to roll-over $230 million of TANS. Cash flow 

projections also demonstrated that despite the proposed City borrowing 

through the end of the fiscal year, the City would still be in a subs tan-

tial negative cash position as of June 30, 1975. 11 

* * * 
Frank Smeal addressed a memorandum entitled "RandOf!1 thoughts on New 

York City" to Messrs. Patterson and Page. Mr. smeal stated in his rremorandum 

that the wein lawsuit had challenged the legal capacity of the City to issue 

additional debt and was not regarded by lawyers to be totally without merit. 

As part of Mr. Smeal's descr iption of the "enviroll!T1ent," he reported that: 

the State of New York was in default on $100 million bond anticipation notes; 

it appeared the City ha::l to use pension funds and special borrowing to meet 

payrolls; purchasers of City ~lS had to wait nearly 24 hours because 

11 D. Grossman Ex. 33. 

Y rd. 
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of the delay in the $537 million issue; and that distributors of City 

securities were advised by lawyers that they had to disclose explicitly 

both the legal and economic difficulties of the City to potential investors. 

Lawyers as well as financial analysts were said to be concerned about the 

size of the unfunded short-term debt. Additionally, the long-term market 

appeared to be closed to the City. 1/ 

As to the $537 million of BANS issued the previous week, it \~as 

suggested that the short maturities of this issue, i.e. the notes corning 

due in September 1975, had been placed, but that there was less investor 

interest in the longer one year maturities. Y The six underwriting banks 

were said to hold, at that time, about $1.25 billion of City securities 

in their accounts. The banks alone could no longer underwrite borrowings 

of the size and frequency required by the City. Mr. Smeal noted that only 

two investment bankers, Merrill Lynch and Salomon Bros., participated ill 

the $537 million BANS offering and that they only participated in a nominal 

amount. 11 

Mr. Smeal indicated that the City, as well as other cities, could not 

operate without access to the credit market and that a total effort of 

all parties concerned must be directed to maintaining such access. Other 

sources of credit, such as the Federal Government, had to be actively ex-

plored. He continued: 

, 
Many investors feel that the City is in deep financial 
trouble. Revenue shortfalls way in excess of expenditure 

Y Smeal Ex. 11. 

Y rd. 

II rd. 
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reductions, weak and weakening economy, high unemployment, 
loss of industry, high tax rates, changing profile of 
population, enormous pension burdens, out-of-line wage and 
salary levels, exhausted tax and revenue sources, are all 
cited to document that concern. 

The problems of UDC merely focused attention on the 
problems of the City and accelerated the City's financial 
crisis. 

Because of these factors, it is no longer enough to cite 
the strong legal claim that holders of the City's general 
obligation debt have on gross revenues of the City. 
Although the claims of the unpaid holders of UDC BAN's are 
vastly different from this claim, investors [sic] confidence in 
legal claims of bondholders generally were not reassured when 
the State legislature elected to pay contractors and 
construction workers while a $100 [million) BAN went and goes 
unpaid. Y 

l~. Smeal asserted that the City must do or seek to do something 

dramatic, such as a wage freeze, to restore investor confidence 

and that the Wein litigation must be quickly resolved. He stated 

that: 

The serious allegations of that suit going as it does to 
the very capacity of the heaviest borrower to borrow is [sic] 
deadly serious. ~ 

As to the issue of disclosure, Mr. Smeal reported: 

It is imperative that the City open its books totally and 
not seen [sic] to be hiding anything. Claims that the 
information has never been sought before and delays in 
supplying data on City finances only aggravate a very 
nervous market. 31 

He further contended that the City's ability to borrow in the market 

was severely limited and that the Mayor could only fall back on the 

clearing house banks. Taking into consideration that at least one bank 

was unwilling to place additional City securities in its portfolio and other 

y Id. 

~ Id. 

31 Id!. 
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banks were either unable or unwilling to underwrite their share 

of City securities, the City might have no solution to its bor-

rowing problem. 11 

The memorandum concluded: 

I suspect they will try to get through Thursday by claiming 
the issue, because they are RANs and short and may be sold 
with more limited disclosure, can be underwritten. If this 
is so, and it may be, we defer the confrontation until mid
April. 

If not, I would like to determine whether or not City Bank 
[sic) 11Iould participate in a Clearing House loan to the City 
of the kind that will be paid off by the RAN's to be sold 
this Thursday. ;; 

* * * 
In a memorandum to william Spencer of Citibank, Jac Friedgut 

set forth some past quotes of r·1ayor Beame. Mr. Friedgut reported: 

On January 20, 1970, in decrying the fact that the City did 
not have an A rating at that time, he said: "The City 
originally lost its A rating because the rating agencies 
were concerned we were using borrowed money to pay for some 
day-to-dayexpenses." He then indicated that such practices 
had ceased. Unfortunately, as we all know only too well, 
the combination of capital budget borrowing for operating 
expenses and the sizeable "permanent floating" short-term 
debt strongly suggest that the City is now right back where 
it was when it had lost its A rating. ~/ 

* * * 

A memorandum captioned "New York City Problem" stated that, in the 

calendar year 1975, the City must borrow $500 million to Sl billion, "or more", 

in addition to amounts that had to be borrowed to rollover maturing short-

term obligations. If the City were to lose access to the public w~rket, 

its needs would be approximately $6 billion because of these maturities. 

3/ ~Iemorandum, Jac Friedgut to William Spencer and others, entitled "Past 
- Quotes from Mr. Beame," March 11, 1975. 
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The public market was alleged to be closing to the City due to the appre-

hension anong investors caused by the City's deficit, the "sheer magnitude" 

of its borrowing and the UDC situation. It was asserted that the public 

market could only be revitalized if: the City publicly acknowledged its 

problems and announced tough measures to meet those problems; the banking 

community (including prominent dealers) adopted the position that City 

debt was sound; and the Federal and State Government assured the public 

that they would assist the City when necessary. The memorandum concluded: 

The time available for the above steps is extremely limited -
weeks, not months. The Thursday sale of $375 million RAN's 
can probably be effected because of their very short maturity, 
but a great deal will have to be accomplished before an April 
note sale will be feasible. In any event, we are very dubious 
of the prospects for a large bond sale in April. !I 

* * * 
The FCLG held a meeting with City officials. Ellmore Patterson, 

Walter Page and Frank Smeal represented Morgan Guaranty; Alfred Brittain 

and Truxton Pratt represented Bankers Trust; George Roeder, David Grossman 

and Thomas Labrecque represented Chase; Donald Platten and Richard 

Adams represented Chemical Bank; William Spencer, Richard Kezer and 

Jac Friedgut represented Citibank; Albert Gordon and Duncan Gray represented 

Kidder Peabody; Donald Regan represented Merrill Lynch; William Salomon and 

Gedale Horowitz represented Salomon Bros.; John Fey represented Equitable 

Life; Charles Mueller represented Metropolitan Life; John Larsen and Elmer 

Harmon represented Bowery Savings; and John McGillicuddy and David Barry 

represented Manufacturers. Leroy Love and Leo Sabatine of Wood Dawson; 

Roger Blough, Marion Epley, Willis McDonald and John Osnato from White & 

11 Memorandum entitled "New York City Problem," March 11, 1975. 
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Case; and Richard Smith of Davis, Polk & Wardwell were also present. II 

Prior to the arrival of the City representatives, members of the FCLG 

discussed the general financial condition of the City and the need for the 

members of the FCLG as underwriters and representatives of major institu

tions to help the City. Y Subsequently, Mayor Beame, Deputy Mayor Cavanagh, 

Comptroller Goldin, and other City representatives arrived at the meeting. ~I 

Mr. Patterson reviewed the history behind the formation of the Committee 

and stated that its purposes were to improve the reception of the market to 

New York City securities, to reduce the interest cost to the City and to 

provide it with advice in financial matters. !I He then noted that the group's 

initial approach was long-range, but the focus had shifted to the City's 

immediate problems with the issuance of short-term debt, in part because of 

the publicity the City was receiving concerning its budget and cash problems. ~I 

He pointed out that the banks represented at the meeting held $1.2 billion 

of City securities in their own portfolios and that this sum represented 

20% of their net capital. Given this fact, t1r. Patterson asserted, it was 

absolutely vital that the public market be kept open to the City because 

the banks themselves could not "take on the amount of City paper necessary" 

unless the City's securities could be sold publicly. ~I Mr. Patterson 

noted that only one half of the $537 million BANS sale was sold in the 

market. Richard Kezer indicated that the syndicate was optimistic about 

y Schott Ex. 10. 

Y D. Grossman at 147. 

Y D. Grossman at 146-47. 

Y Rousseau Ex. 15. 

~ rd.; E. Patterson Ex. 4. 

§! Rousseau Ex. 15; E. Patterson Ex. 4 
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underwriting the sale of the $375 million of RANS to be issued 

shortly if the disclosure problems could be settled beforehand. 11 

The Mayor responded that the City's fiscal problems were not unique 

and cities throughout the country were also experiencing similar problems. 

The Mayor indicated that the Governor and the State Legislature had told 

the City to resort to short-term borrowing to close the budget gap. He 

stated that the City had taken austerity measures totaling hundreds of 

millions of dollars and that the 1976 budget gap of $889 million would be 

met with help from the Federal and State Governments. Mr. Beame reiterated 

his need for help from the banks in selling the "City story" and its debt 

to the public. He noted that the City was improving its information flow 

to the public through the CTDM Committee and claimed that short-term 

borrowing had not increased dramatically because such borrowing was against 

anticipated revenue due to the City. ~ 

Mr. Patterson commented that the City's attacks on the interest rates 

ultimately hurt the City by generating adverse publicity. William Spencer 

stated that the public had lost confidence that the City could restrain its 

budget increases and did not believe the City would live within its means. ~/ 

Mr. Friedgut cited Mayor Beame's warnings, when he was Comptroller, 

that the City's budget was increasing at a rate that could not be sustained. 

The Mayor replied that the rate of increase was diminishing. ~/ 

14essrs. Rousseau, Smeal and Spencer remarked that the sheer size of 

the City's rolled over short-term debt was becoming al~Qst impos-

sible to handle; and the mere assertion of the constitutional priority of 

the City's debt would no longer suffice to persuade the public to buy City 

11 Rousseau Ex. 15. 

y ld. 

Y ld. 

iI ld. 
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securities. Rather, Rousseau said, the City must publicly describe the specific 

steps it was taking to face its budget problems and meet its obligations, 

in a manner which the banks could endorse. The Mayor replied that he had 

made, and would continue to make, this information public. !I 

Thomas Labrecque indicated that a general apprehensiveness due to the 

Wein litigation had caused the members of the FCLG to ask questions and seek 

further information from the City. The Mayor responded that he was disturbed 

because the timing of these requests unfairly put the City in a bad light. 

The Mayor reiterated the City's willingness to work with the FCLG to resolve 

any problems and indicated that, in his opinion, the wein suit would be dis

missed before June 30th. 51 

Mr. Spencer expressed concern that the underwriting syndicate would 

not be able to sell any additional City notes or bonds unless the City could 

better demonstrate its ability to control its expenses and/or increase its 

non-borrowed revenues. He complimented the Mayor on the steps already taken 

in dealing with the unions but indicated that much more was necessary. The 

Mayor described the limited range of the budget over which he had direct control 

and indicated savings of $600 million which he stated indicated his determination 

to control City expenses. II 

Jean Rousseau stated that the market for City securities was disappearing 

rapidly and the City must come forward with affirmative programs to meet its 

fiscal crisis and thereby improve the market situation. Mayor Bearne said that 

the City had reduced expenses, had sought increased Federal and State aid 

and would be raising taxes in a concerted effort to gain control over its 

fiscal problem. il 

!I ld. 

51 ld. 

II ld. 

il Goldin Ex. 76. 
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Gedale Horowitz stated that, despite the institution of a regular 

borrowing schedule by the City, the number of purchasers of City 

securities was dwindling, causing the April bond issue to be in jeopardy. 

Comptroller Goldin contended that the City's cash needs were rigid 

through June and that the borrowing must go forward. 11 

Patterson concluded the meeting by stating that dialogue between 

the investment community and the City was in the interests of both 

groups, and was absolutely essential, to keep the public market 

open. y 

* * * 
Copies of a Wood Dawson memorandum were sent to various members 

of the FCLG. The memorandum discussed the large amount of permanent 

short-term City debt and suggested a means to refinance this debt 

over a longer period of time. It reported that the City's 

constitutional debt incurring power was close to being exhausted 

and recommended that a public corporation be established to borrow 

money to pay over to the City and, effectively stretch out this 

debt. The corporation would be similar to the SRC but would be used 

to establish fiscal discipline for the City. It.would issue securities 

only if the City ceased borrowing for recurring operating expenses, 

stopped establishing or increasing off-balance sheet financing, 

ended bonding to finance leases, avoided budget balancing "gimnicks" 

such as anticipating revenues from water and sewer charges in 
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advance, and anticipating the receipt of questionable revenues. 

Furthermore, such a corporation might serve to effect a "quick settlement" 

of any Wein - type litigation. 11 

WEDNESDAY, MARCH 12, 1975 

At 10:00 A.M., the Grossman task force met with representatives 

of l'ihi te & Case, Milbank Tweed and others at Chase. y ~later ials 

provided by the City were reviewed. 11 The group discussed the 

problems of cash flow and receivables and the preparation of a 

document to reflect the City's financial condition. In addition, 

Willi~~ Solari and other members of the group had a discussion about 

problems of the City's cash flow. There was also a discussion concerning 

the Statement of Essential Facts being prepared by l'ihite & Case. y 

* * * 
At 2:00 P.M., the task force met with members of the Bureau of 

the Budget and the Canptroller' s Office in the office of the First 

Deputy Canptroller, Seymour Scher. Representatives of White & Case 

also were l?Cesent. ~ A first draft of a Statement of Essential 

11 ~jenorandum, Wood 
Providing One of 
Solution for the 

Dawson, March 11, 1975, entitled 
the Essential Elements in Finding 
Current Financial Difficulties of 

Y D. Grossman at 152; Solari at 47. 

11 D. Grossman at 153. 

y Id. Solari at 47-48, D. Grossman at 153. 

~ D. Grossman at 154. 

"A Proposal for 
A Long Range 
New York City." 
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Facts hod been prepared by White & Case based on the materials provided 

by the City to the task force. 11 Deputy Canptroller Scher added a 

separate sheet, entitled "Cash Flow Projections," to the package 

of mater ials already given to the task force. This sheet contained 

a paragraP1 which stated that the cash flow chart was produced on 

March 9, 1975 and that future borrowings and projected revenues 

"will be both necessary and sufficient to meet the City's cash needs 

through June 30, 1975, including the redemption of maturing debt. 

The City requires continuing access to the capital markets in 

the approximate amounts listed • • • in order to meet its cash 

needs through June 30, 1975." Y 

* * * 

White & Case sent a letter to the prospective members of the 

bidding syndicate for the $375 million of RANS asking for their comments 

on the enclosed first draft of the Report of Essential Facts, and 

advising the members to have their counsel contact White & Case prior 

to 3:00 P.M. that day with any comments or questions. The letter also 

indicated that a draft of the White & Case legal opinion as to the 

RANS was enclosed. A copy of the letter produced by Morgan Guaranty 

contained a handwritten note: "Smith if borrowing is essential, 

must point out -- i.e. 'large amounts of borrowing required, no 

assur ance can borrow.' Typical corp disclosure." y 

11 Altman at 107; D. Grossman Exs. 33, 34 and 41. 

Y Document entitled "Cash Flow Projections," on the letterheod of 
Seymour Scher, March 12, 1975. 

3/ Letter, \Vhite & Case, "to Prospective Members of the Bidding 
- Syndicate for RANs to be Offered on ~larch 14, 1975, n March 12, 1975. 
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* * * 
Marion J. Epley, of White & case, addressed a letter to 

William Scott, Third Deputy Comptroller, stating that the Report 

of Essential Facts being developed should be identified as the 

document referred to in the Notice of Sale for the $375 million 

of FANS. Y 

* * * 
The March 12 draft of the Report of Essential Facts included 

a cover sheet stating: 

Attached is certain information prepared by The City of New 
York with respect to its financial position and certain other 
matters which may be of interest to purchasers of the Revenue 
Anticipation Notes of the City to be issued on March 20, 1975 
and to mature on June 30, 1975. The Underwriters of the 
Revenue Anticipation Notes have not attempted to verify in
dependently the material prepared by the City. However, based 
upon discussions with representatives of the City, the Under
writers have no reason to believe that such information is not 
correct. 3/ 
This draft contained a schedule of anticipated short-term borrow-

ings, a summary cash forecast to July 29, 1975, a schedule of RANS 

outstanding as of March 11, 1975, a statement of debt outstanding 

at February 28, 1975, and other information. J/ 

* * * 

The first meeting of the merged syndicate, led by Citibank, 

which would submit the only bid for the $375 million RANS issue, 

met at Citibank to discuss the offering. ~/ Representatives from 

JI Letter, Marion J. Epley to William Scott, March 12, 1975. 

~ Report of Essential Facts, Draft of March 12, 1975. 

4/ This meeting continued on March 13, 1975. All references 
- herein are to either or both meetings. 
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Citibank, Chase, Morgan Bank, Bank of America, Bankers Trust, 

Chemical, Manufacturers Hanover, Salomon Bros., Merrill Lynch, 

Weeden & Co., A. G. Becker, Bear Stearns, Ehrlich-Bober, First 

Pennco, and First National Bank of Boston were represented 

at this meeting, either in person or by individual counsel. White 

& Case, represented by Marion J. Epley, attended the meeting and 

again appeared to be acting as both bond counsel and counsel to the 

underwriters . .!I 

This offering was designed to replace the cancelled $260 million 

TANS issue of February. As had been the case with the BANS of the 

preceding week, a poll was taken of the entities as to whether the 

securities could be sold and also as to their willingness to partici

pate in the underwriting. The majority of the banks and broker-dealers 

believed that the issue could be marketed provided the disclosure 

problems were resolved by the Statement of Essential Facts and 

the opinions of White & Case, the State Attorney General and the 

City Corporation Counsel. Another factor favoring a successful 

marketing was the short maturity date of the issue. Again, 

there was a discussion of the possibility of effecting the 

offering as a private placement among the clearing house banks, 

but the overwhelming majority of the underwriters were in favor 

of a public underwriting in· order to maintain the public market. 51 

.!I Rousseau Ex. 3; Smeal Ex. 15. 

~ Smeal 182-83; Rousseau Ex. 3; Eide at 68. 
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The effect of the wein litigation to City borrowing was 

discussed, which led to a further discussion of the work being done 

to develop a Statement of Essential Facts by the Grossman task 

force, White & Case, and City officials. It was reported that 

the Statement of Essential Facts would be available the following day 

and that the Notice of Sale for the RANS would refer to it. Additional 

comments and suggestions were sought as to what should be included 

in the Statement. It was contemplated that this document would be 

sent to purchasers with confirmation slips and would contain 

information regarding the financial position of the City, including 

projections of maturities and borrowings through June 30 and a schedule 

of outstanding City RANS as of March 11. 1I 

It was stated that the underwriters would not be verifying the 

figures supplied by the City but, the underwriters would be representing 

that they had no reason to believe that these figures were incorrect. 

Attorneys present discussed the participants' obligations with regard 

to the notes to be sold. There was some agreement that the participants' 

obligation was to provide rather than to verify the information. ~/ 

11 Smeal at 183; Rousseau Ex. 3; Eide at 71; 
D. Grossman Ex. 9. 

3! Rousseau Ex. 3. 
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Notes taken at the meeting by Jean Rousseau of Merrill Lynch 

reported that there was some discussion about "poss [iblel criminal 

liability if we participate." Y 

There were various proposals as to what income must or could 

be "earmarked" to payoff the notes. One proposal was that State 

Comptroller Arthur Levitt would advance fiscal year 1976 welfare 

payments (due in the fall of 1975) and the City would use these funds 

to help payoff the RANS when they matured on June 30, 1975. The 

conversation expanded to include proposals of raising and "earmarking" 

additional funds for the City. 1/ 

The City officials and other parties present wanted the RANS 

offering to proceed in the same manner as had the original City 

RANS offerings. ~ 

* * * 
A New York Post article reported that major banks had demanded 

and received from Comptroller Goldin "written assurance that the 

city will be able to payoff its latest loan even if it loses 

a lawsuit challenging its authority to borrow more money." The 

statement was described as a condition of the sale of $537 million 

!I Rousseau Ex. 4A. 

y rd. 

~ rd. 
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in BANS and was reported to have been the subject of substantial 

negotiations. The $537 million BANS sold the previous week were 

scheduled to be paid off by the issuance of bonds. Goldin was quoted 

as telling the banks that the ~ein lawsuit would "hamper" the 

bond sale, but that the City will be "in satisfactory [sic] legal 

and fiscal position to sell bonds" to payoff the money borrowed 

the previous week. Goldin was quoted as stating that he did not know 
, 
if the borrowing would have gone through without that assurance. 

He emphasized that the City's ability to repay the BANS was 

"never in question" and further stated that the BANS were full faith 

and credit obligations and that the City was pledged to payoff those 

notes. Goldin said that the banks were distributing his press release 

on Friday, March 7, to dealers as a "disclosure," a term with which 

he did not disagree. The article also reported that the sale of 

the BANS was going poorly with only one-half sold. !/ 

THURSDAY, MARCH 13, 1975 

David Grossman met with officers of the Federal Reserve Bank of 

New York. The purpose of this luncheon meeting was to allow 

11 New York Post, March 12, 1975. 
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Mr. Grossman to detail for them the City's problems. Grossman outlined 

the City's current year deficit as ,,-,=11 as the outlook for the next 

fiscal year. The fact that the rate of increase in City expenditures 

tended to exceed the growth of revenues was discussed, as that phenomenon 

related to the growth of both short am long-term debt. y 

* * * 
The Comptroller issued a press release announcing the sale 

of the $375 million of RANS by the City at an interest rate of 8% 

with a premium of $13,625 resulting in an effective rate of 7.9870%. 

The release noted that there was only a single bid by the merged 

syndicate led by Citibank. The Comptroller also stated: 

The rate the City is paying today is still a very high one 
but is more acceptable than the rate paid last week and 
earlier this year. I am pleased that ~ ,,-,=re able to avoid 
the long and difficult negotiations which took place on our 
sale last ~ek. 

One new development in the situation is the establishment of 
a process bY which data on the City'S fiscal condition is 
made regularly available to a committee of financial 
comnunity representatives. Through this process ~ hol',)2 
to avoid the circulation of inaccurate information and 
also to prevent a reoccurence [sic] of the events which 
forced a cancellation of a sale when information, demanded 
at the last minute, could not be L~ediately supplied. ~ 

Y D. Grossman at 178-80. 

~ News Release, Office of the Comptroller, 75-33, March 13, 1975. 
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In a Merrill Lynch document, Jean Rousseau directed that a 

copy of the Report of Essential Facts be distributed to pur-

chasers of the BANS and RANS of March 1975. !/ 

* * * 
Mar ion J. Epley, wrote a letter to Kenneth Hartman, As-

sistant Corporation Counsel, stating: 

This will confirm our advice to Bill Scott yesterday after
noon and to you last evening that receipt by us of the 
opinions of the Attorney General and of the Corporation 
Counsel to be delivered as a condition of the issuance of our 
opinion at the closing tomorrow will also constitute a 
condition to the delivery of our opinion with respect to the 
RANs being offered today. 

Copies of the letter were sent to William Scott, Third Deputy 

Comptroller, and Richard Kezer of Citibank. ~ 

* * * 
David Gaston of Citibank, updating his prior report in a merrorand~~ 

to Paul Collins, a Senior Vice President, stated that the bank's fiduciary 

accounts held $22 million in bonds of the City and $6.5 million 

in notes of the City. ~ 

* * * 
An internal Salomon Brothers document stated: 

11 Memorandum, Jean Rousseau to Marcus Cuevas, March 13, 1975. 

~ Letter, Marion J. Epley to Kenneth Hartman, ~Iarch 13, 1975. 

3/ Memorandum, David Gaston to Paul Collins, March 13, 1975, entitled 
- "Re: New York City." 
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The following memorandum has been prepared to assist investors 
in the credit evaluation of New York City obligations. All 
of the statistics contained herein have been taken from 
various reports by the Comptroller of the City of New York. 

Each sheet of this docunent bears a legend which reads "FOR 

INTERNAL DISTRIBlJI'ION ONLY NOT TO BE SENT OlJI'." 11 

The memorandum stated that City bonds were secured by the full 

faith and credit of the City and the unlimited taxing power of the 

City. In addition, real estate tax levies could not be limited by 

the State or local legislature and, if the City failed to pay debt 

service, State law provided that a sufficient sum must be set aside 

from the first revenues available. 11 

There were a series of tables in this document. Table #1 stated 

that as of August 1974, the City's net funded debt was $6.818 billion. 

Temporary debt (BANS, RANS and TANS) was listed as $3.767 billion as of 

December 1974. In 1968, the temporary debt had been $686 million. 

Table #2 traced the trend in real estate tax delinquencies. In 1963-

64, the amount of tax delinquencies was $45.8 million, a rate of 

3.65%. In 1973-74 the amount was $148.6 million, a 5.59% rate. 

Table #3 reported on the ratio of receipts to debt service. In 

1963-64, debt service was $439 million with a ratio of receipts 

to debt service of 7.1%. In 1973-74, debt service was $1.141 billion 

J.! Memorandum, Salomon Brothers, entitled "Memorandum Re: The 
City of New York," undated. 

]I Id. 
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with a ratio of 9.0%. Table #4 compared the bond maturity schedule 

of New York City with those of other large cities. Within 5 years, 

47.3% of bond principal would be due and, in 10 years, 71.1% would be 

due. Table #5 demonstrated that net debt as a percentage of full 

value of taxable real estate declined from 9.8% in 1963-64 to 8.5% 

in 1973-74. Table #6 indicated that during this same period, net 

debt as a percentage of assessed value of taxable real estate 

increased from 12.9% to 17.3%. !I 

The memorandum also reviewed budget information about the City, 

listed the income and expenses of the 1973-74 fiscal year and des-

cribed the general fund revenue shortfall of $237 million for that 

fiscal year. The repcrt concluded with a description of the SRC, 

indicating that the $520 million to be borrowed by that entity 

would be used for budget note redemption and filling budget gaps 

for 1973-74 and 1974-75. _I 

* * * 
David Grossman distributed the Repcrt of Essential Facts to the 

Staff Committee of the FCLG. His covering letter stated: 

Development of the statement involved a high degree of 
cooperation among staff of the Office of the Comptroller 
the Bureau of the Budget, White & Case (bond counsel to 
the underwriters) and a task force made up of members of 
the staff committee including: Roy Anderes, Banker's Trust; 
William Solari, Donaldson, Lufkin; Chester Johnson, Morgan 
Guaranty; John Thompson, W.H. Morton; Jac Friedgut, Citibank; 
and Jim O'Sullivan and Walter Carroll, Chase. ~ 

!I ld. 

~I ld. 

11 Epley Ex. 10. 
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A covering page, affixed to the final version of the Report stated: 

Attached is the report of essential facts referred to in the 
Notice of Sale by the City of New York with respect to Re
venue Anticipation Notes of the City offered for sale on 
March 13, 1975. Harrison J. Goldin, Comptroller, City of 
New York. !I 

In place of the summary cash forecast through July 29, 1975, which had 

been contained in an earlier draft of the Report of Essential Facts, 

the final version contained a statement entitled "Statement with 

Respect to Cash Flow Projections." It said: 

New York maintains a computerized cash flow forecasting system 
to project cash receipts and disbursements. Projections pro
duced by this system on March 9 indicate that the future 
borrowing listed on Page 3, together with projected City 
revenues, will be both necessary and sufficient to meet the 
City's cash needs through June 30, 1975, including the re
demption of maturing debt. The City requires continuing 
access to the capital markets in the approximate amounts 
listed on Page 3 in order to meet its cash needs through 
June 30, 1975. ~ 

In this final version, two charts were added. The first showed 

short-term debt outstanding as of March 6, 1975, maturing prior to 

June 30, 1975 and totaling $2.496 million. The second was a schedule 

of maturities of long term (funded) debt to be paid in the period 

March 6, 1975 to June 30, 1975, totaling $191.729 million. The 

schedule of anticipated short-term borrowings contained a footnote stating: 

!I Id. 

~ Id. 
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The validity of the Stabilization Reserve Corporation and 
its power to issue bonds and notes is presently being 
challenged by a lawsuit in a New York State court. The 
complaint in this lawsuit has been dismissed, but such dis
missal may be appealed. The sale of such bonds or notes is 
subject to the successful final disposition of such suit. 

The final version of the Report of Essential Facts also con-

tained a schedule of RANS outstanding as of March 11, 1975, a 

statement of debt outstanding as of February 28, 1975, supplemental 

information with respect to the City's debt incurring power as 

of February 28, 1975 and other related matters. 11 

* * * 
The Mayor issued a press release reporting that the State 

Supreme Court had upheld the right of the SRC to sell $520 million 

of bonds or notes to help finance municipal services in New York 

City. Mr. Beame stated: 

While the case has no legal bearing on the City's own 
bonds and notes, some people in the investment community 
have not understood this fact. 

* * * * 
Professor Wein has asserted that bonds and notes of the 
Corporation would be City debt chargeable against the 
City's constitutional debt limit and that the 1974 State 
law creating the Stabilization Reserve Corporation was 
unconstitutional. Judge Korn ruled against him on both 
points. ~ -

* * * * 
Comptroller Goldin issued a press release stating: 

!! Id. 

31 News Release, Office of the Mayor, 101-75, March 13, 1975. 
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As I stated earlier, the wein case did not, in actuality, 
pose a threat to the security of City obligations, but it 
may have contributed to an unhelpful climate in which to 
market City debt. 11 

* * * 
In a New York Times article, the Comptroller was quoted as 

saying that the City's bankers (the FCLG) were receiving a daily 

"continuous flow of information" on municipal receipts and 

expenses. The information flow was said to be an attempt by the 

City to avoid "repetitions of the cancellation of a recent note 

sale [the February 28 cancellation of the $260 million TANS offering]." }j 

FRIDAY, l1ARCH 14, 1975 

The CTOM Committee met at the Comptroller's office at the 

suggestion of Ellmore Patterson and Frank Smeal in order to discuss 

the City's financing schedule for the balance of the fiscal year 

ending June 30, 1975. ~/ 

In a memorandum from Mr. Smeal to Mr. Patterson, it was reported 

that the meeting opened with a discussion of what amount of money, 

if any, could be raised by the City through the sale of long-term 

debt. Opinions ranged from $100-$250 million, depending on the 

method of sale. Mr. Smeal took the position at the meeting that the 

City's banks were at or close to saturation with respect to City 

securities and further noted that the problems encountered with 

the most recent City issues indicated that "the credit markets were 

~/ News Release, Office of the Comptroller, 75-34, March 13, 1975. 

~/ The New York Times, March 13, 1975. 

~/ Memorandum, Frank Smeal to Ellrnore Patterson, ~~rch 14, 1975. 
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closing on the City."!! He suggested that the Committee should 

concern itself with the problems of the $550 million needed by the 

City on April 14, 1975 and recommended that other sources of funds, 

such as savings banks, insurance companies, City pension funds and 

State, Federal and Federal Reserve sources, be explored. He pointed 

out that the budget gap for the current year was so great that 

some substantial amount of additional borrowing was necessary and 

that financing plans for July, August and the rest of the calendar 

year were required as soon as possible. ~! 

Smeal advised Patterson: 

Daily flow of fund schedules disclosed, of course, that 
the city absolutely had to have the proceeds of a $500 MM 
long term bond issue and was depending on raising $520 MM 
under Stabilization Reserve Corporation authority. I had 
serious doubts about the City's ability to do either of 
these things. 

In the meantime, initial optimistic expectations that the 
$375 ~~ RAN's might be readily placed and at the s~~e 
time create some movement in the unsold BAN's were not 
realized. This, in spite of the fact, that we had 
a clean legal and a thoroughly acceptable "record of 
essential facts" as a substitute for a very damaging 
disclosure statement. As I write this, late Friday 
morning, only $57 MM (15%) of the $375 MM RAN's 
had been placed, leaving a balance of $318 MM. $240 MM, 
roughly half, of the BAN's are still in underwriters 
[sic] hands, leaving an overhang of New York City paper 
of $558 MJll on the market. ~! 

The memorandum further stated: 

The credibility of repeated assertions by the Mayor that 
the budget will be balanced, is now about zero. Analysts, 
bankers and very soon the world at large believe that this 
has been done only by the use of gimmicks and meaningless 
numbers adding up, after at least 2 years of phoney budgets, 
to an enormous floating debt of as much as $3 or $4 billion. 

y Id. 

Y Id. 

Y Id. 
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Furthermore, we do not know how to raise revenues or cut 
expenditures so as to produce honestly balanced budgets, 
certainly not under prevailing economic conditions. We 
cannot identify the substantive areas, transit fare, 
pension payments, where the problems can be solved. 
The City has to set its own social balance sheet and 
decide where to tax and where to spend. We can only ask 
that it be done honestly. 

The members of the Controller's Committee, including Chase, 
City Bank [sic], Salomon Brothers, all agree with this view and told 
the Controller that they were "scared." This message 
was transmitted to the Mayor at 10:40 this morning by the 
Controller so that he will not be completely surprised 
by any message you deliver on Monday. 

There is only one place I know of where one can go for the 
hundreds of millions of dollars, if not billions, that may 
be required to keep the City running. I haven't the 
slightest idea whether they, the Fed, have the authority 
or the willingness to do so. 11 

* * * 
Copies of the final version of the Report of Essential Facts, 

dated March 13, 1975, were sent to Comptroller Goldin, Sol Lewis, 

William Wood, William Scott, Melvin Lechner, Eugene Keilen, Kenneth 

Hartman, Steven Clifford and James Greilsheimer. ~/ 

* * * 
Wood Dawson submitted a bill for legal services to Chemical 

Bank with reference to the $537 million BANS. The cover letter of 

the bill stated that Chase Bank had instructed the firm to bill 

Chemical as manager of the merged syndicate. 1I The bill itself 

indicated that the fee was for, among other things: 

2/ Memorandum to Harrison Goldin, Sol Lewis, William Wood, and 
William Scott, March 14, 1975. 

3/ Letter, Wood DaVison to Herman Charbonneau, Narch 14, 1975, 
- with enclosure. 
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[E]xamination of certificates of the Comptroller authorizing 
the issuance of the Notes, debt statements of the City and 
a Report of Essential Facts; attending meetings of the merged 
underwriting accounts on March 5 and 6, and advising The Chase 
Manhattan Bank account with respect to various matters, in
cluding the form of legal opinion to be rendered by designated 
bond counsel and the form of statement for release by the City 
Comptroller used in connection with marketing the Notes .•• J! 

* * * 
In a New York Times article, it was reported that the City 

Council and Board of Estimate had agreed the preceding day to a $1.9 

billion capital budget. Of this total, only $5.1 million was 

allocated for new projects. The rest of the budget, it was 

reported, was to be used for maintenance and rehabilitation of 

existing City facilities. ~ 

* * * 
In another New York Times article, the sale of the $375 million 

in HANS was reported. The article stated that the City had pledged 

to the banking community that both City Corporation Counsel Bernard 

Richland and State Attorney General Louis J. Lefkowitz would guarantee 

in writing that the City was not exceeding its borrowing authority. 

The sale of the RANS was said to have been contingent upon the 

delivery of the two opinions. The article commented that a provision 

of the State Attorney General's letter "forb [ade] the banks [from 

using] the opinion to resell the notes." Chemical Bank was 

reportedly concerned about the effect that a pending lawsuit 

31 The New York Times, March 14, 1975. 
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challenging the constitutionality of the SRC might have on the two 

sales. 11 In addition, the Comptroller was quoted as saying that 

data about the City's fiscal health was being supplied "'regularly 

and continuously to a committee of financial community representatives."' 

The Comptroller noted that $140 million of the RANS issue plus 

$417,000 in interest would be paid to Chase for a $140 

million short-term loan the bank had given to the City on March 5; 

the Comptroller also pointed out that"' [m]uch of the city's borrowing 

simply pays off previous borrowing." 2/ - -
* * * 

The Daily Bond Buyer reported: (a) the City sold $375 million 

of HANS immediately after the Wein lawsuit, was dismissed by 

a state court; (b) the sale was accomplished by a single bid, from 

a merged underwriting syndicate; (c) sales to the public were reported 

to be proceeding only at a fair rate, at best; and (d) investors 

were still not purchasing the unsold $245 million of BANS of the 

previous week still available in the market. 11 

11 The New York Times, ~Jarch 14, 1975. 

:y Id. 

11 The Daily Bond Buyer, March 14, 1975, p. 1, 3. 
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* * * 

In a letter to one of its clients, Morgan Guaranty recommended that 

the client sell "New York City holdings" and reinvest the proceeds in "high 

grade notes." y 

MONDAY, MARCH 17, 1975 

Early in the morning, at Gracie Mansion, Mayor Beame met with David 

Rockefeller of Chase, Ellmore Patterson of Morgan Guaranty, William Spencer 

of Citibank and other individuals. ~/ The meeting came abcut as the result 

of a desire by several bankers to communicate the serious nature of the 

City's financial problems to the Hayor, in a group smaller than the FCLG. ~/ 

y Letter, Walter B. Terry to a client, March 14, 1975. 

~/ Rockefeller at 45. 

Y Smeal at 191. 
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A memorandum written in preparation for this meeting stated: 

Knowledge of the participants, purpose and the message of this 
meeting could trigger a real panic in the market for New York 
City securities and have a serious impact on markets, world-
wide, because of the extensive ownership of the billions of 
dollars of New York City securities and especially because of 
the concentration of that ownership among the large New York 
City banks. Because of this, it is important that some advance 
thought be given to the presence of the press and the explanations 
that might have to be made about the presence of these three 
distinguished bankers. It was generally agreed at breakfast 
that no effort to conceal the fact of the meeting should be 
made but that the visit should be related to the continuing 
effort of the liaison group to help the City solve its 
problems. !./ . 

The memorandum indicated that at the time there was an overhang of $558 

million in unsold City notes on the market and that the City would require 

$1.7 billion in short-term funds and $500 million in long-term funds through the 

end of fiscal year 1975. Further, about half of the projected short-term borrowing 

was to take the form of BANS or SRC issues, both of which were "tarnished in the 

market." According to the memorandum it was doubtful that any significant portion 

of the City's short or long-term borrowing could be obtained through traditional 

sources because: the City banks had already invested between 1/5 and 1/4 of their 

capital in City securities and their ability to supply additional money was 

virtually exhausted; the market for City securities appeared saturated, as 

evidenced by its inability to absorb even one half of the prior week's offerings; 

and the proposed borrowings will occur at a time when the City's "borrowing needs 

are greatest and budget problems most visible." ~/ 

lj Memorandum entitled "Proposed Statement to Hayor Beame by the ~lessrs. Patterson, 
Rockefeller, Spencer, on March 17, 1975." (E. Patterson Ex. 7). 

~/ Id. 
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Tne memorandum continued: 

The market will not be reassured by assertions of balanced 
budgets when balance is achieved by further borrowings or 
gimmicks or shifting accounts or a general overstatement of 
revenues and understatement of expenses. Somehow, a large 
part, billions perhaps, of the floating debt must be 
"funded. " 

We see no way of achieving this through the market in the 
prevailing environment. y 

The reference in the memorandum to "gimmicks" used to balance the City's 

budget, was explained as meaning any of the following: 

(1) capitalizing expense items; 

(2) deferring expenses until the next year; 

(3) switching the City's books from an accrual to 
a cash basis for certain items; 

(4) suspending required payments; 

(5) changing billing dates; 

(6) overestimating Federal and State receivables; 

(7) adjusting the timing of estimated payments; and 

(8) suspending payments to reserve funds. V 

The memorandum further stated that it was not alleged that these "gimmicks" 

were illegal, but rather, that they had become standard operating procedures for 

the City over the years. 

The memorandum asserted that the City was "out of credit and credibility," 

that events such as the weak national economy, the Wein litigation and theUDC 

default, perhaps, aggravated the problem and accelerated the present crisis, 

11 Id. 

Y Id. 
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but that the root cause of the problem was that the City had been living way 

beyond its means. It urged that other non-market sources of funds be found and 

that the magnitude of the City's needs are such that they'could only be supplied 

by the Federal Government. The memorandum concluded with the comment that the 

rating agencies might be reviewing their rating for City notes, a potential 

"time bomb in the market." It was asserted that the confidence of the banks 

and the underwriters must be restored before attempts could be made to restore 

the confidence of the marketplace. ~I 

Mr. Patterson stated that the general topics covered by the memorandum were 

discussed with the Hayor when he and Messrs. Rockefeller and Spencer met with the 

~layor on 11arch 17, 1975. The bankers indicated to the Mayor that things were 

getting tighter and something positive in L~e way of fiscal improvement had 

to be derronstrated. ~I 

!/ Id. 

~I E. Patterson at 78-79. 
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The meeting ended with the bankers relating to the Mayor that he must 

quickly take dramatic actions. They stated: (a) there was little or no 

time left; (b) any future borrowing was doubtful; and (c) the City had to 

reach out to the State, the Federal Reserve Bank and the Federal Government. ~/ 

* * * 

David Grossman of Chase prepared a memorandum entitled "Part II Toward 

a Solution" which he later sent to Ellrnore Patterson for consideration by 

the FCLG. Y 
In his memorandum, Mr. Grossman stated that" [wlhile the City's budget 

and borrowing problems are very serious they have not yet seriously sapped 

its basic economic strength" and quoted various statistics to show this 

strength. He contended that the budget must be balanced and borrowing 

reduced. ~ 

The total amount of outstanding short-term borrowing at the 
end of the current fiscal year (both City and Stabilization 
Reserve Corporation) will be in excess of $6 billion, compared 
to $3.4 billion at the end of the previous fiscal year and 
only $1.3 billion five years ago. ~/ 

~ E. Patterson at 78; E. Patterson Ex. 7. 

31 Smeal Ex. 20. 

11 Id • 

.y Id. 
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The true budget iwbalance for the current fiscal year was indicated to be 

approximately $2 billion. 11 He also asserted that the City must cut ex

penditures and consider a $1 billion increase in taxes. 51 

Mr. Grossman said that the City had a "permanent" component of short-

term debt of $3 to $4 billion, including $1 billion for Mitchell-Lama 

housing, $400 million in TANS issued against real estate taxes uncollected 

during the past 5 years; $450 million in budget notes from 1970-71 and 

1973-74 which were to be re-issued as SRC notes; year-end accrual borrowing 

against the next year's receipts of over $300 million; and notes issued against 

a sizeable portion of State and Federal receivables. In order to fund this 

debt over the long-term, Mr. Grossman noted, the State could establish an 

authority to issue long-term debt and the proceeds could be used to retire 

the temporary debt. In addition to the funding accomplished by this agency, 

it would also have to ensure that this situation did not arise again in the 

future. Additionally, a Federal financing agency might purchase City debt. 

Mr. Grossman stated that there would be difficult political problems 

involved in balancing the budget because the City would not welcome any 

intervention by outside governmental or private groups and the municipal 

unions and other interest groups would not welcome any interference with 

the funds and services they received through the City budget. 1I 

y Id. 

'5:.1 Id. 

Y Id. 



- 192 -

* * * 

David Grossman addressed a letter to Ellmore Patterson enclosing his 

proposed outline of an "Investor's Data Book" on New York City. Y He stated 

that the outline, dated March 13, 1975, was in response to a request of one 

Mayor and that" [tlhe purpose of the data book would be to provide a con

solidated, comprehensive and factual statement on t.he City and its finances." 

Grossman suggested that it was appropriate to determine whether the Comp

troller would be interested in such a document and, if so, whether personnel 

from the Mayor's and Comptroller's offices, in cooperation with members of 

the Staff Committee of the FCLG, would work on a rough draft and hopefully 

develop something within four to six weeks.;; 

* * * 

Frank Smeal of Morgan was in Washington for a meeting of a Treasury 

financing committee. \\'hile in Washington, Mr. Smeal met with William Simon, 

Secretary of the Treasury, to discuss matters other than those involving 

the City. However, the subject of the City arose and a short conversation 

ensued. Mr. Simon suggested that Mr. Smeal discuss the situation with 

Under-Secret.ary of the ,Treasury, John Bennett, and attempt to provide him 

with a general overview of the City and its fiscal problems. ~ 

Y Letter, D. Grossman to E. Patterson, March 17, 1975. 

51 rd. 

~ Smeal at 173-74, 192. 



- 193 -

TUESDAY, ~~H 18, 1975 

In Washington, D.C., Jac Friedgut of Citibank made a presentation on 

the City's financial condition to the Congressional delegation from New 

York City. He explained that the City had two budgets, expense and capital, 

with total expenditures of $13 billion. The City was said to use various 

types of short-term borrowing to realize its income stream. Its expense 

budget was growing at the compound rate of 13% per year and there was a 

growing disparity between revenues and expenditures which could not be 

eliminated by the Rainy Day Fund because that fund had become depleted. 

The City had closed gaps over the past several years "by various techniques, 

such as the issuance of special 'budget notes' or else the 'stretching' of 

TANS, RANS, and BANS, involving borrowings against revenues which were not 

always collected in the amounts anticipated." !I 

Mr. Friedgut reported: (a) the City had financed large amounts of 

expense items through the capital budget, including $722 million in the 

current fiscal year; (b) the City's short-term debt had grown to approxi-

mately $6 billion, equalling 25% of the total outstanding tax-exempt 

short-term debt in the country; (c) "New York City is now on a debt 

'treadmill' which appears to average more than ~500 million per month of 

short-term debt in addition to its long-term debt offerings;" and (d) the 

City's expenditure level had been rapidly rising, e.g., welfare and 

related payments had experienced a six-fold increase over the preceding 

!! Jac Friedgut, Presentation to New York City Congressional 
Delegation entitled, "New York City's Financial Situation," 
March 18, 1975. 
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10 years to the current level of $2.4 billion and City employee salaries 

and benefits had tripled in 10 years to over $6.5 billion for the current 

fiscal year. It was said that municipal wages exceeded those in the private 

sector by 25%. Additionally, the City was said to support a high level of 

free or discount services, such as higher education, mass transit and 

hospitals, and the City could not afford all of them. Finally, debt 

services had greatly expanded, putting additional burdens on the expense 

budget. 

The City's revenues were also rising, but at a slower rate than its 

expenses. Although Federal and State aid had eased the situation, this 

aid had recently diminished. Friedgut stated that the budget gap for the 

current fiscal year would approach $120-$200 million, and the City was 

facing an $884 million gap for 1975-76. Additional taxes probably would 

be counterproductive as they might tend to drive more businesses and people 

out of the city. Expectations of large scale additional Federal and State 

aid were unrealistic. The only alternative was to cut the expense budget. 

"Unless something 'gives,' the City fiscal situation might not be viable 

and New York City paper would then be suspect, regardless of interest 

rate." .Y 
Friedgut concluded that the City had a Substantial borrowing schedule 

which depended on investor confidence, and could only be maintained if the 

City was perceived as being determined to live within a balanced budget. 

11 Id. 
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Layoffs would be avoided, if possible, but wages would have to be frozen 

for at least a year. Also, a comprehensive package, including additional 

Federal and State aid and soundly conceived taxes, would have to be 

instituted. Y 

Mayor Beame and Deputy Mayor Cavanagh received copies of the materials, 

prepared by Friedgut, were disturbed by their contents, and considered arranging 

a counter-meeting to discuss the situation with the City's congressional 

delegation. y 

* * * 

City officials James Cavanagh, Sidney Frigand, Eugene Keilen and Richard 

Bing accompanied Mayor Beame to Washington, D.C., to discuss possible 

legislation to help reduce City borrowing costs. This group met with 

Chairman Ullman of the House Ways and Means Committee, Senator Harrison 

Williams of the Senate Banking, Housing and Urban Affairs Committee and 

Senator James Buckley of New York. City officials suggested 

that the Federal Financing Bank Act be amended to allow the U.S. 

Treasury to purchase municipal securities. All of the legislators were 

Y ld. 

Y Memorandum, Richard Bing to Melvin Lechner and John Lanigan, 
March 19, 1975. 



- 196 -

interested in the City's problems and were informed of the high rates of 

interest the City was paying on its debt. The City promised to send the 

legislators drafts of suggested legislation. 1/ 

* * * 

Eugene Keilen, Bruce Kirschenbaum and Richard Bing met with Under

Secretary of the Treasury John Bennett to discuss possible legislation which 

would permit the Treasury to purchase municipal securities. Mr. Bennett, 

and several associates present, asked a series of questions about the City 

offerings. Mr. Bennett had been assigned by Secretary Simon to work on 

New York City fiscal problems and requested the name of a City official who 

would be capable of providing information to the Treasury Department. ~/ 

James Cavanagh called the Comptroller and briefed him on the various 

meetings that had occurred in Washington. 1/ 

The City officials also hosted a luncheon for the presidents of major 

labor unions in the United States to obtain their support for a variety of 

federal revenue measures for the City. A joint business-labor-City lobby 

effort was to be arranged. j/ 

~/ Id. 

31 Id. 

1/ Id. 

Y w. 
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* * * 

A New York Times article reported that the New York State Pension 

Commission had stated that the City's $6.7 billion employee pension funds 

"have been dangerously depleted by a decade of budget 'giIm'lickry'." The 

article stated that in a report to Governor Carey, the Pension Commission 

had written that "[t] he financial soundness of the New York City public 

employee [sic] pension systems is in jeopardy unless corrective action is 

taken immediately." The Pension Canmission's report stated: (a) the City 

had chosen to use pension underfunding as one method of balancing its oper-

ating budget; (b) the gimmickry had started during the Lindsay administration 

and had mounted during the Beame administration; and (c) the underfunding 

between 1967 and 1975 totalled $2 billion. The article reported that the 

Mayor had stated that he had not had the opportunity to study the report, 

and quoted the Canptroller as stating, "The Kinzel commission report high-

lights deeply troublesome questions relating to the adequacy of the assets 

base on ~ihich the city has historically counted for generating penSion 

payments." 11 

* * * 
Irving Shapiro of the Comptroller's Office wrote a memorandum to Jerome 

Turk, also of that office, concerning the "Validity of Real Estate Taxes 

Receivable as Basis for Outstanding Tax Anticipation Notes." Y This 

memorandum contained figures showing that as of June 30, 1974 the amount 

11 The New York Times, March 18, 1975. 

Y At the bottom of the first page, the memorandum said, "TO: SOL LEWIS, 
STEVE CLIFFORD PLEASE LET ME HAVE YOUR CO£>lMENTS 3/19 SS." 
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of uncollected real estate taxes for all prior years (including 1973-74) 

totaled $408 million. As of the same date, there were TANS outstanding 

in the amount of $317 million. The memorandum included a chart which 

stated the percentage of real estate taxes receivable as of June 30 of 

a particular year that was in fact collected in the subsequent year. 

The memorandum concluded: "It is apparent that payment for the above 

outstanding Tax Anticipation Notes payable during the 1974/75 year will 

have to be met from current revenues and not from the collection of Real 

Estate Taxes Receivable as of 6/30/74." y 

* * * 

Thomas Labrecque addressed a memorandum to William Butcher, concerning 

the "New York City Financing Picture." Labrecque reported that, at that 

time, Chase held $212 million of City obligations in its portfolio account 

and $133.7 million in its dealer account. The memorandum continued: 

Of the total of 95.7 million in Notes in the Dealer account, 
$78.5 million were the result of the two Note financings in the 
last two weeks. Our original liability was $127.8 million and 
we have sold $49.3 million to date. In addition, $31.1 million 
of the portfolio's $56.8 million in Notes were our share of the 
negotiated 15 day loan which matures on Thursday, March 20th. 

In calendar 1975, New York City projects it will need to issue 
approximately $7 billion in Notes and Bonds. They need $2,150 
million from now to the end of the fiscal year, June 30th, as 
follows: 

!/ Clifford Ex. 20. 
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Notes 

$550 mill ion 
550 million 
550 million 

Bonds 

$500 million 

Given the sales performance of New York City obligations over the 
last two weeks, the City's ability to float ~,is amount of debt is 
tenuous at best. While this picture could be helped by a significant 
budget cut on the Expense side, the probability of this happening over 
the short run is minimal, if in fact, there is a chance at all. ~ 

!I Nemorandum, Thomas Labrecque to William Butcher, March 18, 1975. 
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WEDNESDAY, MARCH 19, 1975 

An Investors' Conference Committee meeting, organized by De?uty ~~yor 

James Cavanagh and chaired by Ivan Irizarry, the Finance Administrator of 

the City, was held. Present were Frank Smeal and Ross Mathews of Morgan 

Guaranty, willi~~ Beahan of Lebenthal & Co., John Devine of Chase, Gedale 

Horowitz of Salomon Bros., Richard Kezer of Citibank, Jean Rousseau of Merrill 

Lynch, John Thompson of W. H. Morton and City officials. !I 

It was strongly recommended that the Investors' Conference Committee 

meeting previously scheduled for t4ay would be cancelled because of concern 

about the City's budget gaps, the UDC situation and a judgment by the 

Committee "that New York City does not at this time have effective answers 

to the questions and criticisms that have been raised about the City fiscal 

procedures "Y The following points were made: 

Y 

(1) the UDC problem had to be resolved; 

(2) the City should consider issuing a sinking fund bond; 

(3) the City should consider issuing near term bonds at discount; 

(4) the City should set up segregated accounts for payment of debt 
service; 

(5) the City should improve, expand and standardize fiscal reporting; 
and 

Memorandum, Jean J. Rousseau to Donald T. Regan, March 20, 1975; 
Memorandum, Ivan Irizarry to James Cavanagh, March 21, 1975. 

Memorandum, Ivan Irizarry to James cavanagh, March 21, 1975. 
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(6) the City should "take strong action to restore belief that 
the City administration was not just 'doing what it can' 
but actually, 'doing what is necessary,' however distasteful, 
to fundamentally improve its fiscal pJsi tion." y 

* * * 

Jean Rousseau's l"Jarch 20, 1975 memorandum concerning this meeting 

indicated that everyone had agreed that the best and only practical 

plan was to postpone any decision on accelerating the next Institutional 

Investors TOur until after the close of the fiscal year. He continued: 

We then had a more general discussion of how the marketing of 
the City's debt could be improved. I presented the thought 
that I had previously expressed; to whit, [sic] it is first 
necessary for the City to develop detailed plans to resolve 
its budget and financial crisis and then attempt to revive 
confidence in the investment community and buyer enthusiasm 
with the institutional and retail buying public. In this 
view, marketing and "image" become subordinate concerns for 
the City, as they presently ought to be. Bill Beahan, President 
of Lebenthal, then added that the public attitude toward the 
City's debt has swung sharply to the negative in recent months 
and that it is rapidly becoming impossible for his firm to 
distribute City issues. He said that concrete pJsitive steps; 
budget cutting, staff cutting, or whatever, were necessary to 
restore investor acceptance. (You may recall that at the 
March 11 meeting, the Mayor beat us all over the head with 
Lebenthal and the superior marketing job they have done on 
the City issues. I think that Bill's remarks are all the more 
significant as coming from a fresh source and one that has 
previously been very constructive about New York City issues). ~ 

* * * 

y ld. 

~ Memorandum, Jean Rousseau to Donald T. Regan, March 20, 1975. 
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Undersecretary of the Treasury John Bennett called Frank Smeal and 

inquired about people in the banking community familiar with the City's 

financial crisis. Smeal provided Bennett with the name of David Grossman, 

who had previously been employed by the City as a high official in the 

Bureau of the Budget. Bennett then called Grossman and invited him to a 

meeting in Washington the following day. 1I 
A meeting was held at Comptroller Goldin's office between officials 

of that office and City officials from the Bureau of the Budget. The 

purpose of this meeting was to assemble material for delivery to the 

Treasury pursuant to the request from the Treasury the preceding day. ~ 

The Comptroller called Governor Carey to advise him of the City's 

situation and of the meetings between City officials and the Treasury. 11 

* * * 
David Grossman, as Chairman of the FCLG, continued his practice of 

distributing memoranda and materials to all members of the FCLG and its 

staff. On this day, he distr ibuted a document captioned "Part II Toward 

a Solution", discussed previously under date of March 17. if 

y 
y 

iI 

* * * 

D. Grossman at 7; Memorandum of Interview of John Bennett, April 19, 
1976 ("Bennett Interview"). 

Goldin Ex. 77. 

Id. 

Memorandum, David Grossman to John Thompson, March 19, 1975. 
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In a statement issued by the Citizens Budget Commission, the City was 

described as facing a deficit for 1974-75 of $200 million, a prospective 

deficit for 1975-76 of $884 million and a chronic cash flow problem reauiring 

annual short-term borrowing of $7 billion. 11 The statement reported: 

City officials maintain that the City is not going to default 
on its obligations because of the full faith and credit backing 
of the City's debt, and because the annual revenues of the 
City far exceed the debt service due each year. This state
ment is cor rect. 

It fails, however, to deal with the fact that the costs of 
current operations can no longer be met by the City out of 
current revenues. Nor can cash flows be sufficiently 
accelerated through anticipatory borrowings to mask any 
longer the basic deficit situation in which the City finds 
itself. Y 
The following steps were said by the CBC to be necessary: 

(1) reduce expenditures by $800 million; 

(2) end the financing of expense items in the capital budget; and 

(3) desist from further "gimmicks" such as overestimates of revenue, 
underestimates of expenditures, advance collection of revenues, 
postponed payments, and changing accounting practices in 
midstream. ~ 

It was also asserted that the City's labor costs had to be frozen by job 

attrition, deferment of wage increases, pay cuts, payless furloughs, and 

.y "Statement by the Citizens Budget Commission on New York City Fiscal 
Situation," Harch 1975, p. 1. 

Y ld. 

Y ld. 
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stretching out contract time periods. l! The statement ends with 

the admonition: 

In conclusion, it must be emphasized that legal litanies 
citing constitutional protection for the City's creditors 
are not enough. The recent high borrowing costs to the 
City indicate that the City's fiscal reputation is slipping. 
Immediate deficit-cutting action by the City is needed to 
reverse the City's present critical fiscal outlook. Anything 
less spells fiscal disaster. 2/ 

- -

* * * 

Jac Friedgut of Citibank gave a presentation to senior Citibank officials 

on the City's fiscal situation. This presentation was somewhat similar to 

the one he had given to the New York City Congressional delegation. 11 

* * * 

David Grossman, in a memorandLnn to David Rockefeller concerning the "City 

Problems in Apr il," stated that if the City were unable to sell its scheduled 

debt for April, it would be in a cash deficit position of over $400 million 

on Monday, April 14. iI He explained that although the City appeared to be able 

to meet its payroll of April 11, only $68 million would then remain to redeem 

$600 million in TANS maturing on Monday, April 14. The then-current City debt 

schedule called for bids for a note issue on April 2 or 3 with a settlement 

l! Id. , p. 3. 

Y Id. , p. 4. 

11 Friedgut at 69. 

iI D. Grossman Ex. 44. 



- 205 -

date of April 14. Mr. Grossman concluded his memorandum with the comment 

that there was very little time available to develop viable alternatives. 11 

THURSDAY, MARCH 20, 1975 

Undersecretary of the Treasury John Bennett met with David Grossman 

of Chase and others at the Treasury in Washington. Y This meeting was 

intended to prepare Bennett for his scheduled meeting with City officials 

in the afternoon. 1/ During the meeting Grossman outlined, in general terms, 

the New York City financial problem. y 

Bennett and the other Treasury officials offered very little advice 

to Grossr.an, but Bennett noted the potential legal exposure under 

Rule 10b-5 under the Securities Exchange Act of 1934 if facts were 

withheld from the investing public. 21 

* * * 

11 Id. 

Y D. Grossman at 190. 

11 Bennett Interview. 

y D. Grossman at 190. 

21 D. Grossman at 191; Bennett Interview. 
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~fter the meeting, David Grossman called David Rockefeller in New York 

and briefed him on the meeting with the Treasury officials. ~ 

* * * 

In the afternoon, Bennett and other Treasury officials met with 

Comptroller Goldin; Melvin Lechner, Director of the Budget; Eugene Keilin, 

General Counsel to the Bureau of the Budget; and Bruce Kirschenbaum, the 

City's \'Iashington lobbyist. Joining this group were Messrs. Oltman and 

Sandburg of the Federal Reserve System. Comptroller Goldin did not present 

a specific proposal to the Treasury officials but requested assistance in 

whatever form it could be obta ined. 31 
The question was also raised as to whether the Federal government would 

accelerate revenue sharing payments. Bennett questioned Keilin as to 

whether the City had reviewed the procedures to be followed in declaring 

bankruptcy since, based solely upon the information he had received from 

Grossman that morning, Bennett felt that this was a real possibility. 

Keilin expressed some familiar ity with such procedures but acknowledged 

that the matter had not been researched fully. He indicated his belief 

that a court would not enforce the first lien on City revenues available 

to bond or noteholders. 11. 

~ D. Grossman at 196-98. 

31 Bennett Interview. 

y Id. 
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Bennett looked into some federal payments that the City officials 

alleged were in arrears, but later found that those payments were current. II 

* * * 

In an internal memorandum, Roy Anderes, Vice President of the Portfolio 

Manage~ent Group for Bankers Trust, wrote to Edward Sibert and William Lutz 

of Bankers Trust concerning New York City notes and bonds. Mr. Anderes 

stated: 

Recent events in the tax-exempt note market have emphasized and 
accentuated the selectivity and nervousness of that market. The 
market is steeply discounting lesser credits so that the spread 
between prime paper and lesser credits is historically wide, 
reflecting in part investor preference for quality. 

New York City is highly dependent upon the short-term market to 
remain financially viable or solvent. Recently the City has found 
access to this market increasingly difficult. Although the City's 
budget problems as well as their other well publicized financial 
problems have contributed to these difficulties, events beyond the 
sphere of the City's management, such as the New York State Urban 
Development Corporation default on its notes, have also had their 
impact. 

In view of New York City's high degree of reliance on the note 
market as well as the increasing budget deficits being experienced 
by the City, we no longer feel this credit suitable for retention. 
We suggest an orderly selling program such as we are doing with 
the port bonds but perhaps at a more accelerated rate. 

For internal purposes we are changing New York City's rating from 
38 to 4. y 

* * * 

y Id. 

Y Anderes Ex. 3. 
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Mayor Beame issued a press release stating: 

I am confident that the City will be able to meet both its 
payrolls ard its debt service payments in Apr i1. 

The "scare" talk by some P2rsons in the banking community 
does the City a severe disservice, since it does make it 
more difficult for the City to market its new short-term 
obI igat ions. 

I want to reassure the general public, city employees and 
the investing public that the City will meet its payrolls 
and debt service if the banks cooperate and stop casting 
unwarranted suspicion on the City's ability ard willingness 
to pay all of its obligations on time. !I 

* * * 
In a speech made by Comptroller Goldin to the New York Fraternal 

Congress, he stated, "[Wl i th apolog ies to Abraham Lincoln, I would say 

that by and large, budgets are conceived in illusion and dedicated to the 

proposition that the hard is quicker than the eye." Mr. Goldin alsc stated: 

It has become habitual with government to overestimate certain 
revenues and underestimate certain expenditures as a matter of 
routine. 

It's a game of numbers, in order to meet the statutory require
ment of a balanced budget. 

When it finally becomes apparent to everyone that a budget is 
not going to balance, one technique is to balance it by pushing 
the onus over onto the next administration. ~ 

* * * 

!I Statement by Mayor Abraham D. Beame, Hareh 20, 1975. 

~ Remarks by New York City Comptroller Harrison J. Goldin, Annual Meeting 
of the New York Fraternal Congress, Statler-Hilton Hotel, Seventh Avenue, 
33rd Street, N.Y.C., 1 P.M., Thursday, March 20, 1975. 
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A New York Times article described Jac Friedgut's March 18 briefing of 

the New York City Congressional Delegation. Mr. Friedgut was reported to 

have said that his bank (Citibank) would not buy City securities because it 

could not sell them due to the fact that investors ~re convinced that, if 

the City's money ran out, the City would pay its employees and default on 

its bank obligations. The article quoted Mayor Beame as responding: "If 

he made that statement its outrageous." A spokesman for Mr. Friedgut said 

that j~r. Friedgut definitely did not say M1at was reported. Mr. Friedgut 

had told the Congressional Delegation that" lilt is becoming difficult to 

market New York City issues." The spokesman noted that as much as half of 

the two most recent offerings were unsold but that Citibank "is in the 

market." 11 

Mr. Goldin was reported to be considering a cancellation of the next 

scheduled RANS sale ($550 million on April 14, 1975) and the banks were said 

to be "grumbling" that they could not participate in a City offer ing in a 

market in M1ich they could not resell City securities. Deputy Mayor James 

Cavanagh was asked about the possibility of bankruptcy for the City and he 

replied: "Nonsense, the banks and us are in a corrmunity of interests. If 

we go down, they go down." Y 

* * * 

!! The New York Times, March 20, 1975, p. 43. 

Y Id. 



- 210 -

FRIDAY, MARCH 2l,~1975 

David Grossman of Chase met with Roy C. Haberkern of Milbank Tweed, 

counsel to Chase, and discussed his (Grossman's) meeting of the previous day 

with John Bennett of the Treasury Department. !I 

* * * 

Mayor Bea~e and Comptroller Goldin met for most of the morning to review 

information that had been sought by the Treasury at their meeting of March 20. 

They were also preparing for the meeting with Treasury officials scheduled 

for the afternoon. Tney discussed the advice of the Treasury officials 

to reduce the amount of City short-term borrowing in fiscal year 1975-76 as 

compared to fiscal year 1974-75. !I 

* * * 

In a t1arch 24, 1975 Merrill Lynch wire flash, authorized by Jean Rousseau, 

it was reported that "On Friday [March 21, 1975), apparently because of a 

number of alarming press reports concerning New York City's budget crisis, 

!I D. Grossman at 199-202. 

!I Goldin Ex. 21. 
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the Street experienced a heavy influx of sell orders in city notes and 

bonds." y 

A meeting commenced at 3:00 P.M. in the Comptroller's Office between 

officials of the City, the Treasury and the Federal Reserve Bank. John 

Bennett, Mayor Be~~e, Comptroller Goldin, Deputy Mayor Cavanagh, Budget 

Director Lechner and other representatives of the City attended this 

meeting. Bennett asserted that the City officials apparently were not 

co~unicating properly with investors and pointed out as one example of 

this the fact that the City referred to its own "balanced budget." Bennett 

offered to arrange a meeting in Washington with nationwide representation 

to assist the City in understanding what had to be done to obtain investor 

confidence. y 

The Comptroller later briefed Governor Carey on both the meeting with 

the Treasury officials and on the present status of the City's fiscal 

crisis. Y 
* * * 

The Comptroller and Deputy Mayor Cavanagh met and discussed certain 

fiscal steps that the Mayor planned to announce publicly on Sunday, March 23. if 

* * * 

y [-terrill Lynch Wire Flash, !-larch 24, 1975, 9:35 A.M. 

Y Bennett Interview; Goldin Ex. 77. 

Y Goldin Ex. 77. 

if Id. 
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The New York Times reported that the CBC had issued a warning that the 

City must cut its expense budget by $800 million through a total freeze of 

its labor costs in order to insure a sound credit position. According to 

the Times, the CBC advocated job attrition, deferment of wage increases, 

pay cuts, payless furloughs and stretching out of contract time periods. 

The Mayor reportedly responded by stating that there was "nothing 

new in what they're saying." y 
The article described the previous day's meeting with Comptroller 

Goldin and Undersecretary of the Treasury Bennett as a meeting 

to discuss ways of getting large amounts of money for the City. 

"Discussed, according to participants, was Mayor Beame's proposal 

to create a Federal municipal-finance agency that could issue bonds 

and buy city note issues at low rates of interest. ••• " The possibility 

of loans from the Federal Reserve System was also reported to have 

been a topic of conversation. l/ 

The article also reported that the CBC stated that the City was not 

going to default on its obligations, as some had suggested, but could no 

longer meet the cost of current operations out of current revenues because 

of the constant need to borrow to finance the City's business as well as to 

payoff prior indebtedness. 11 

* * * 

y The New York Times March 21, 1975, p. 31. 

Y rd. 

11 rd. 
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In a New York Post article it was reported that the City would need 

nearly $1 billion in April to meet a payroll and redeem two note issues 

maturing during that month. The City had planned to borrow $1 billion in 

April but the Comptroller's Office declined to say whether this borrowing 

would proceed as scheduled. It was reported that State Attorney General 

Louis Lefkmlitz had issued a legal oDinion indicating that the City had the 

legal author ity to issue long term bonds. Lefkowitz sa id, "I concluded 

that default was a jX)ssibility if the opinion wasn't rendered." '!:I 

* * * 

The Daily News reported that the Office of the Comptroller stated that 

the City's cash needs between April 14 and 18 would be less than $1 billion 

rather than the $1.5 billion estimated in a CBC report. The amounts required 

were $745.7 million for the redemption of notes, $50.5 million for the 

redemption of bonds and about $200 million for a payroll. A S)X>kesman for 

the Comptroller denied that the City would be unable to meet these cash 

needs. Y 

]I New York Post, March 21, 1975. 

11 Daily News, March 21, 1975, p. 5. 
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SATURDAY, 11ARCH 22, 1975 

Mayor Beame cal lea Ellmore Patterson, Chairman of the FCLG and Chairman 

of the Board of Morgan Guaranty, and stated that he planned to announce a ten 

point reform program for the City on television. l1r. Beame asked if Mr. 

Patterson would make a statement in response to the Mayor's announcement. 

Patterson stated that he would need some time to prepare a response. The 

phone call was very brief and the parties did not discuss in depth the 

substance of the planned speech or the accompanying press release. Mayor 

Beame did, however, read the ten points of the program to Hr. Patterson. y 

* * * 

A New York Times article reported the meeting the previous day between 

City, Treasury and Federal Reserve officials. The request by the City for a 

massive awount of cash to meet the City's needs was mentioned. According to 

the article, estimates of the City's cash requirements for the month of April 

to help pay maturing bonds and notes and two City payrolls -- ranged from 

$250 million to $750 million. City budget officials were reported to have 

said that a lack of cash could mean that the City might have to delay 

meeting its payrolls or repaying its maturing debts. ~ 

I t was also reported that, in the afternoon, the Hayor announced that 

he had called a press conference for noon the following day at Gracie 

11 E. Patterson at B4-B5. 

y The New York Times, March 23, 1975, article entitled "City Asks For 
Federal Aid To Get Cash in 30 Days." 
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Mansion to "reassure the public and those \vho buy and deal in New York City 

secur ities and give them confidence in their investments." The Mayor said 

he was "concerned with the unwarranted stor ies concerning the City's fiscal 

strengths." He said his press conference would involve the City's borrowings, 

the next year's budget and other steps the City would take to reassure the 

public. Y 

* * * 

In a Daily News article concerning the meeting between City, Treasury 

and Federal Reserve officials, it was reported that, in April, the City 

had to retire $50.4 million of bonds; $633 million of T~~5; and $111 million 

of urban-renewal notes. In addition, the City would have to meet two payrolls, 

each of about $200 million, on April 11 and April 25, as well as other cash 

expenses which might arise during the month. The City planned to borrow 

$550 million in April and a similar amount was scheduled to be borrowed 

in I·lay. In the latter month, the City had to repay $220 million of notes 

and $69 million of bonds and had to meet three payrolls. ;; 

Id. 

Dail~ News, March 22, 1975, article entitled "City Seeking Help from 
Washl.ngton. " 
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SUNDAY, MARCH 23,~1975 

The Mayor held a press conference. According to the official text of 

his statement, ~~yor Beame stated the following: 

I have called this press conference to announce a series of 
major steps designed to ease the City's borrowing and fiscal 
problems in the years ahead. 

I am calling on the State and Federal governments, on the 
banking community, on the business community, on organized 
labor and on the general public for cooperation and for 
support of the progr~~ I am announcing today. 

I also wish to clear the air of some misconceptions and mis
understandings which, if left unchallenged, could seriously 
damage the City's economy and its position in the short-term 
and long-term money markets. 

I want to stress the City's ability and willingness to meet 
all of its obligations on time. I also want to stress my 
determination to meet the City's expense budget problems 
without resorting to deficit financing. 

We will pay all interest and redemption costs on time. 

We will meet our payrolls. 

We will not lose our basic fiscal strengths. 

By no stretch of the imagination can this great City, with 
its unparalleled assets, sink under the weight of the current 
wave of unwarranted negative publicity attributed to certain 
segments of the financial community. 

The economic strengths of this city are unparalleled. Our 
business activities, alone, generate more than $100 billion 
a year. Our taxable real estate exceeds $80 billion in value. 
The City government is capable of raising $7 billion in 
revenues annually. 

Our total revenues are six-fold greater than annual cost of 
debt service. The City provides constitutional and legal 
guarantees of repayment for our note holders and our bond 
holders. 
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The underwriters of our obligations know this and they know 
our assets better than most others, and that is why I cannot 
understand the 'scare' statements regarding the City, its 
assets and its obligations. 

It is true that as a result of the abnormal economy, the City 
of New York has been adversely affected - more so than most 
other cities- because of New York's unique concentration of 
fiscal responsibilities. 

No City in the nation - or the world - is called upon to provide 
so many functions and services. New York, in effect, is a 
City-State - as large in population as Sweden and with a budget 
greater than India's - and which is, nevertheless, without the 
sovereign powers to raise funds or regulate its own economy. 

Despite this paradox, the city functions as well in terms of 
the services it must provide for its citizens ranging from 
basic housekeeping which cities pay for out of taxes - to 
courts, welfare, medicaid, correctional facilities, education, 
parks, and recreation - which, combined, no city except New 
York City, pays for out of its own resources. 

Accordingly, the City of New York needs a large, continuing 
cash flow to maintain these services. This is achieved by 
short-telTI borrowing on a monthly schedule from the financial 
community in anticipation of tax revenues and Federal and State 
aid. 

During the current national inflation and depression - with tight 
money and runaway interest rates - the City, and the market in 
which it must function - have been adversely impacted. Further, 
the City's budget has been affected because revenues have fallen 
below projections - as a result of the depressed economy - and 
expenditures have skyrocketed, because of inflation, increased 
energy costs and the rapid rise in welfare rolls. 

The City was among the first 
publicly to these problems. 
take bold steps to deal with 

in the nation to call attention 
It was also among the first to 
them. 

We have acted quickly to institute an unprecedented fiscal 
austerity program which will significantly reduce the number 
of jobs on the city payroll by the end of the fiscal year; which 
has placed a freeze on hir ings; and which steps up revenue and 
fee collections. As a result, we will have reduced by more 
than 10% the operational cost of running the City. 
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In addition to these actions, I am announcing the following programs: 

(1) We expect to reduce the volume of next year's temporary 
borrowing by $2 billion for the following reasons: 

(A) With the cooperation of the Federal and State 
governments, there will be a more timely 
transmission of Federal and State aid payments 
to the City including revenue sharing funds and 
education aid. This will also be accomplished 
~~rough expediting claims to the Federal and 
State governments for reimbursements. The City 
will also install an improved system of monitoring 
charges to funds other than tax levies, thus 
reducing the need further for temporary borrowings. 

(B) A continuation of the recent practice of short-term 
borrowing, on a regularized basis, for long periods 
during the year. 

(2) As a result of the above actions, we expect to reduce year-end 
balances of outstanding short-term borrowings by about a 
half-billion dollars. 

(3) Total long and short-term debt outstanding at the end of the 
1975-76 fiscal year will increase by about $800 million as 
compared to an increase of $3 billion at the end of the current 
fiscal year. This is further evidence of our determination to 
reduce our debt. 

(4) A new borrowing schedule will be instituted for the rest of 
this fiscal year, reducing the April borrowing from the 
$1.05 billion previously scheduled to $450 million. This will 
allow for additional time in working on immediate-range and 
long-range programs with the Federal and State governments. 

(5) We are developing a joint cooperative State-City approach to 
our fiscal and borrowing problems. 

I have submitted legislation to create a joint State-City 
Fiscal Commission. Such a Commission would be in constant 
session throughout the year, studying the needs and revenues 
of both the City and State. 

Furthermore, it would study approaches to the ever-present 
problem of lowering the cost of government in the City and 
in the State, such as through transferring functions to that 
level of government which is best equipped to perform such 
service, at the lowest cost. 
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It would also help develop a full partnership with the 
Federal government on urban problems. 

(6) This year, for the first time, we are instituting a program 
of accrual deductions of the expense budget items funded in 
the capital budget. So far this year, we have already taken 
$25 mill ion of expense items out of the new capita.! budget. 

This is a first step in a continuing program to reduce the 
impact on the capital budget and to move towards having these 
charges reflected in the expense budget. 

(7) The $135 million of economies in the next year's budget which 
I announced recently will mean drastic cutbacks in suc~ services 
as: 

* 

* 

* 

* 

* 

* 

* 

* 

Reduced cleaning and collection services by the 
Department of Sanitation. 

Reduced services by the Police Department, such as 
emergency services, traffic control and harbor control. 

Elimination of some fire companies and transferring 
firemen now performing certain non-fire fighting 
duties to fire-fighting duties. 

Closing of some day care centers and consolidation of 
staffs. 

Increased class sizes in the schools. 

Increased teaching hours at City University. 

Continuation of the hiring freeze. 

Continuation of forced retirement after age 65. 

As indicated above, these reductions in services and other 
economies will result in a direct saving of tax levy funds of 
$135 million. Combined with the $478.6 million already achieved, 
the savings will total $613.6 million within two fiscal years. 
The economies will also mean a reduction of about 30,000 City 
positions in the same period. 

(8) I am determined to balance next year's budget by recurring 
revenues in order to avoid further borrowing. 
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This will require the cooperation of Congress, the State 
legislature, the City Council and the executive branches 
of all three levels. 

Next year's budget gap is basically the unresolved part 
of the $1.5 billion gap which this administration inherited 
when it took office. 

(9) We are in process of developing a national coalition of labor 
leaders and businessmen, who along with the country's mayors, 
will press the Federal government for an emergency assistance 
program for local governments, welfare reform, a loan fund 
for municipalities and ~assive public works and public employ
ment programs to relieve the country of its severe une~loyment 
problem. 

(10) Finally, it is my intention to institute a study of the con
tinuing and future requirements of the City, and the fiscal 
revenues necessary for these needs, and to develop a realistic 
program of action. 

I will review this with the Mayor's Council of Business and 
Economic Advisors with the intention of getting the study 
underway rapidly. 

Despite all of the self-help efforts by the City, it is clear 
that we will need the cooperation of the State and Federal 
governments, and, of course, the financial community. I have 
been deeply involved in constructive discussions with all of 
these interests and I am confident that their cooperation 
will be fOl-thcoming. Y 

* * * 

It was repcrted that the Mayor also stated that, some weeks ago, he had 

invested in City securities to indicate his confidence in these obligations, 

and noted that, despite the banks' and brokers' contention that there was 

no demand for City securities, he nevertheless had to pay a premium to purchase 

his notes. y 

Y News Release, Office of the Mayor, 111-75, March 23, 1975. 

Y The New York Times, March 24, 1975, articles entitled "Beame Outlines 
Plan to Reduce City Borrowing" and "Beame Purchase Backs His Confidence 
in City." 
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The Mayor reportedly stated: 

Nothing I've presented today is as a result of bankers' suggestions. 
We asked them for suggestions, but at no time did they offer anything 
specifically. And let me say this: Nobody's going to tell me how to 
run the city. I'm going to try to run it in the best interests of the 
people. We're always open for suggestions. But we got none. !I 

The Mayor continued, stating that one bank in particular was irresponsible, 

na~ing the Citibank, and asserted that Citibank had sent a representative to 

\~ashington, D.C. who had told the City's congressional delegation that 

investing in City securities was risky. "He could at least have had the 

courtesy of letting us know he was going." ~I 

Mr. Beame reportedly further stated: 

I think the banks have to exercise the responsibility to let the 
public know that New York securities are good investments, to 
restore confidence in their investors. I think our program should 
be a strong catalyst to restore confidence, because we're trying 
to do things to reduce our need to go into the market as often 
as we do no". 11 
The playor also said, "We're dealing with a condition, not a theory. 

The cash will be there to pay our bills. How? Possibly the Federal govern-

ment. Perhaps an advance against cash owed us. I'm not worried. I'm not 

concerned. I'm not concerned about our ability to meet expenses." The 

r1ayor was then asked if the Comptroller was cooperating with him on this 

program and responded: "We're completely cooperative, aren't we, Jay?" 

The Comptroller nodded. "You have to realize that I've been dealing 

y 

11 

The New York Times, March 24, 1975, article entitled "Bearne Outlines 
plan to Reduce City Borrowing." 

Id. 

Id. 
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with some of these bankers for a long time, since I was Comptroller. So I 

make inquiries. The Comptroller makes his inquiries. But if something 

happens, it's the Mayor's neck." 1/ 

~lONDAY, MARCH 24, 1975 

A meeting commenced at 8:00 A.M. in the Comptroller's Office to discuss 

the borrowing needs of the City. Present at the meeting were Comptroller 

Goldin, Richard Kezer of Citibank, Thomas Labrecque of Chase, Frank Smeal of 

i'lorgan Guaranty, Gedale Horowitz of Salomon Bros., Herman Charbonneau of Chemical, 

and others from the Comptroller's Office and the investment community. ~/ 

The Comptroller stated that the City needed $2.3 billion to get through 

June, the end of the fiscal year. ~/ Several parties responded that with 

the full participation of the clearing house banks, the maximum that could 

be underwritten in April was between $100 and $200 million. Other parties 

stated that there was no marketplace for City securities at all. It was 

suggested that the underwriting picture would improve if the City were to 

make real cuts in its labor costs and remove expense items from the capital 

budget. y 

rd. The New York Times also reported that Messrs. Goldin, Cavanagh 
and Lechner, among others, were present during the news conference. 

One-page document produced by Chemical Bank. 

Id. 

Id. 
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The Comptroller pointed out that the City had to meet a payroll on 

April 11 and redeem maturing notes on April 14, and therefore required 

several hundred million dollars. He asserted that there were difficulties 

in seeking relief directly from the Federal Government. The Treasury 

Department had indicated that the City should come to it only after having 

first sought the funds from New York State. A second problem mentioned 

was that it would be difficult for Congress to act to aid the City before 

the Easter recess. A Chemical internal document describing this meeting 

included the notation "Stop Payment on NYC checks." y 

* * * 

Ellmore C. Patterson issued a press release the day following the 

Mayor's press conference, stating: 

Mayor Bearne is to be commended for his determination to take· 
steps to irr.prove the city's fiscal position. The program he 
has outlined - particularly the balancing of the budget in the 
next fiscal year - is certainly moving in the right direction. 
When the program is implemented it should be beneficial to the 
city. Meanwhile the Financial Community Liaison Group continues 
to work with the city officials to help wherever it can. y 

* * * 

various City newspapers reported the Mayor' s ~larch 23 press con-

ference. 11 Endorsements from various civic, business and financial 

y rd. 

31 One page E. Patterson press release, dated March 24, 1975. 

11 The New York Times, March 24, 1975, article entitled "Beame Outlines 
Plan To Reduce City Borrowing;" New York Post, March 24, 1975, article 
entitled "New Bearne Cuts: Mixed Reaction." 
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leaders were cited. !I Leaders of the municipal unions, however, expressed 

opposition and concern with regard to further budget cuts in the areas of 

City services in which the members of their unions were employed. ~ It 

was also separately reported that sources had confirmed that Mayor Beame had 

purchased $50,000 in City notes and that other members of the Board of 

Estimate were expected to make "symbolic purchases" of such securities. ~/ 

The New York Times published an article reporting that the City had 

recently discovered a $33 million deficit resulting from the previous fiscal 

year's budget. According to statements attributed to Deputy Budget Director 

John Lanigan, the deficit occurred because the City'S cash shortage forced it 

to undertake greater amounts of short-term borrowing at increasing interest 

rates. 4/ The continuing disagreement between the Mayor and the Comptroller 

over the size of the current deficit was also reported. r'layor Beame 

reportedly had maintained that the 1974-75 budget deficit originally had 

been $430 million, but had been reduced through dismissals, economies and 

new sources of revenue to $120 million. Mr. Goldin had estimated the 

original deficit to be $650 million, which estimate was reduced to $340 million 

in consideration of the Mayor's economies. Mr. Lanigan was reported to have 

.11 New York Post, March 24, 1975, article entitled "New Beame Cuts: 
Mixed Reaction." 

11 Id. 

]/ The New York Times, March 24, 1975, article entitled "Bearne Purchase 
Backs His Confidence in City." 

.1i The New York Times, March 24, 1975, article entitled "City Finds A Leftover 
$33 Million Deficit." 
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stated that the City's total cost of borrowing had declined. However, an 

official in the Comptroller's office reportedly disagreed, stating such costs 

would remain at the previous year's levels. ~/ 

* * * 

Steven Clifford addressed a memorandum to Comptroller Goldin and Seymour 

Scher regarding the Mayor's plan to reduce borrowing. Clifford indicated 

that the major objectives of the Mayor's plan were to: 

(1) Decrease short term debt outstanding by $500 million from 
6/30/75 to 6/30/76. 

(2) Decrease short term debt issuances by ~2 billion in F.Y. '75-
'76 from F.Y. '74-75 level. 

(3) Limit total debt increase in '75-'76 to ~800 million. ~/ 

Clifford further observed: 

It should be noted that the Mayor's plan is not based on budgetary 
and fiscal restraint. In fact, it assumes that real and/or disguised 
deficits for '75-'76 will remain at present levels, and an additional 
$700 million of short term debt will be generated by budget balancing 
gimmicks or outright deficit financing. [&~hasis in original.] ~/ 

Id. 

Memorandum, Steven Clifford to Harrison Goldin and Seymour Scher, 
March 24, 1975. 

Id. 
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TUESDAY, MARCH 25, 1975 

A meeting was held in Washington, D.C. at the Treasury Building to 

discuss the New York City fiscal crisis. This meeting was arranged by 

John Bennett, Undersecretary of the Treasury, to help to clear the air on 

the City crisis and to reassure the investment community as to the soundness 

of the City's securities . .!! The lTEeting was attended by Arthur Levitt, 

Comptroller, and Peter Goldmark, Budget Director, of the State of New York. 

Messrs. Goldin, Cavanagh, Lechner, I<'.eilin, Kerschenbaum and 11arcesi 

represented the City. r·lembers of the financial community included 

Amos T. Beason, Edward Bennett of Hartford Life & Casualty Co. (" Hartford 

Life"), Robert Bethke of the Discount Corporation of America, Richard 

Doyle of Supervised Investor Services, Gedale Horowitz, Richard Kezer, 

Thomas Labrecque, Thomas 1·lasterson of Underwood Neuhaus Inc., Leland Prussia 

and Arthur TOupin of Bank of America, Robert Rivel of Union Dime Savings 

Bank and David Taylor of Continental Illinois National Bank. Representing 

the Federal Reserve System were J. Charles Partee and Richard Puckett. 

The Federal Reserve Bank of New York was represented by Richard Debs and 

Peter Sternlight. John Bennett, Edward Snyder, Robert Gerard and David 

Stoughton represented the Treasury Department. ;; 

.!! Bennett Interview; Memorandum of New York City Heeting on March 25, 
1975 in Room 4121 of the U.S. Treasury; Lechner at 349. 

;; Bennett Interview; Memorandum of New York City Meeting on March 25, 
1975 in Room 4121 of the U.S. Treasury. 
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John Bennett opened the meeting by stating that, at times, the City's 

fiscal cr isis looked like a "game of chicken" between the City, the State, 

the Federal Goverrunent, am the banks. Fortunately, he indicated, the 

Mayor's press release of Sunday [March 23] appeared to be a move away from 

such a confrontation am a stride towards cooperation. Comptroller Goldin 

]Xlinted out that the Mayor had said that the City's budget would be balanced 

by receiving additional revenues and not by borrowing. Budaet Director 

Lechner stated that the City' 5 fiscal cr isis was the result of the 

ravages of inflation and recession. The State was said to be encountering 

the same problems. The City had to borrow $2.3 billion to get through the 

fiscal year ending in June and would be repaying over $1 billion in maturing 

TANS in that period. It was noted, however, that there was some flexibility 

as to the precise time that the City needed all of this money. Deputy Mayor 

Cavanagh then stated that, in general, TANS could be rolled over for a period 

of five years and then could be redeemed with normal revenues. David Taylor 

asserted that this fiscal crisis was a crisis of confidence, adding that the 

City needed the endorsement of its banks in order to foster confidence. l! 

John Bennett wanted to know what could be done to make the City 

saleable and asked what the alternative was if this were not possible. 

The City was said to need access to the short-term market for an increasing 

number of millions of dollars. Richard Kezer stated that $500 million in 

unsold City notes were currently in the marketplace. John Bennett reported 

11 Id. 
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that the Federal Government was not in a position to guarantee City securities, 

indicating that this was an issue for the Congress to explore. 11 

Canptroller Goldin stated that because of the problems with the 

SRC and the magnitude of City receivables, the City had to issue increasing 

amounts of short-term debt. Robert Rivel, of Union Dime Savings, suggested 

that the size of the short-term borrowing should be explained to the investing 

public, including the life insurance companies and the savings institutions. 

C€dale Horowitz stated that the City had been living beyond its means for 

several years, thereby impairing its ability to repay its obligations. He 

said that investors were concerned about repayment and that the City had 

lost its old buyers and was not getting new ones. y 

Edward Bennett of Hartford Life wanted Cavanagh to provide "hard 

copy" on the City's financial plan but it was pointed out that there were 

only two weeks before the City had to raise new funds. Several parties 

suggested that various institutions in the City must stand by the City 

and that this included purchasing City securities. Thomas Hasterson 

pointed out that the City's past acts of gimmickry had now come 

back to haunt the City. Amos Beason rrentioned the rating agencies and 

11 ld. 

Y ld. 
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questioned the fact that the City still had an "An rating while it was close 

to not meeting its bills. There was a general discussion about the cause 

of the City's crisis. Although there were some differences of opinion, the 

general consensus was that the crisis was not caused by the UDC difficulties, 

the total debt outstanding, or by the volume of future borrowings. Rather, 

the crisis could be attributed to a basic lack of confidence in the eventual 

repayment by the City of its obligations. l/ 

Arthur Levitt indicated that the State was exploring a type of back-up 

bond for City financings but noted that he was pessimistic. He pointed out 

that unlike UDC obligations, New York City's obligations were full faith 

and credit securities. Robert Rivel asked Levitt why the State could not 

assist the City on a short-term basis. John Bennett asked whether or not 

the New York Federal Reserve Bank could help by buying City securities. 

Richard Debs responded that the Federal Reserve statutes would not permit 

such activity by the Bank. 31 

Thomas Labrecque stated that a short-term solution would not help 

because the City's fiscal crisis was a chronic, long-term problem. John 

Bennett stated that everybody, including the Federal and State governments, 

was examining the situation. In the meantime, Bennett said, the Federal 

Government would be examining the schedule of payments of Federal receivables 

to the City. No decisions were reached at this meeting but most parties 

y ld. 

31 ld. 
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agreed that the unsold City paper on the market had to be cleared up. ~ 

Participants at the Qeeting described Mayor Beame's television speech 

of Sunday, March 23, as a disaster for its failure to consider reality. 

Additionally, it was stated that James Cavanagh had chosen to filibuster 

and had ignored the intended purpose of the gathering; cavanagh 

blamed everything on the banks and refused to consider the City's 

problems. ~/ 

11 Id. 

~ Id. 
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* * * 
An internal Citibank document addressed to Paul Collins, Senior Vice 

President, by Philip Heston, a Vice President, reported that Citibank held 

over $34 million of City bonds and notes in its fiduciary accounts. The 

document also noted that the bank held $286 million of New York City debt 

on a custody basis. y 

* * * 
In mid or late March, Herman Charbonneau, a Vice President of Chemical 

Bank, and another Chemical Bank official had lunch with a member of the 

Comptroller's staff. During this lunch, the City's fiscal problems were 

discussed at length. The City employee, who worked on the City's finances, 

told Charbonneau that a substantial amount of Federal and State aid receivables 

being carried on the City's fiscal books were "fabricated." y 

* * * 
David Grossman addressed a memorandum to David ROCkefeller entitled 

"Progress Report (4)", whim was also sent to several members of the FCLG. 

Grossman's report stated that the Treasury Department apparently had 

been designated as the Federal agency to coordinate any Federal action 

on the City's borrowing problems. Further, there had been a series of 

meetings with various Federal officials and meetings between City and 

Treasury officials. Grossman also noted that the staff committee of the 

FClJ3 would be meeting the following day and that Evan Davis of the law 

11 Memorandum, Philip W. Heston to Paul Collins, March 25, 1975. 

Y Charbonneau at 351-54. 
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firm of Cleary, Gottleib, Steen & Hamilton, formerly general counsel 

to the Budget Bureau, was being added to the group. ~ 

* * * 
In a Daily News article, it was reported that State Attorney General 

Louis J. Lefkowitz had replied to six questions posed by bankers before 

they would agree to underwrite the most recent issue of City 8N,S (the $537 

million issue). The Attorney General specifically ruled that bonds of public 

benefit corporations, City contracts, and contributions to retirement funds 

Vlece not subject to the City's constitutional debt limit and that short-

term City debt also was excluded from that limit. V 
WEDNESDAY, ~~CH 26, 1975 

The Staff Advisory Committee of the FCLG held a meeting which was con

ducted by David Grossman. ~ He reported on the task force that had 

worked with the City in preparing the Statement of Essential Facts in its 

present form. Grossman described the various meetings in Washington concerning 

the City's situation and indicated that there was no present prospect that 

the federal government would provide money to solve the City's problems. 

He characterized the Mayor's speech of Sunday, March 23, as encouraging, 

but noted that there was nothing new from the numbers previously 

y 

y 

y 

Memorandum, D. Gros&~an to Rockefeller, March 25, 1975. 

Daily News, March 25, 1975. 

Memorandum of Staff Advisory Committee Meeting, March 26, 1975. 
Rousseau (April 14, 1976) at 139. 
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presented to the Committee except for changes in the April borrowing 

schedule (reducing the note sale from $550 million to $450 million and 

deferring of a bond sale to Mayor June). !/ 

When the discussion turned to the budget gap, Grossman stated that if 

var ious expedients were eliminated ("one time shots," the financing of 

current expenses in the capital budget, the overestimating of revenues, 

etc.), the true budget gap would be $2 billion. Grossman stated that if the 

City doubled its income tax and fully ap?lied it to all commuters and also 

effected a 1% increase in the City sales tax, $1 billion would be raised. 

Additionally, he pointed out that a total wage and benefit freeze would save 

$300 million. ~/ 

Grossman asked Jean Rousseau of Merrill Lynch to present his views on 

the public market for City securities. Rousseau stated that the market for 

City securities was now "crippled" and, although able to limp along, it 

was very unlikely to absorb another note issue without more encouragement. 

Rousseau observed that "we are, in effect, letting Mayor Bea'lle do our advertising 

and not taking an affirmative stand ourselves," and that the Mayor had not 

been very persuasive with the public, lately. Rousseau further observed 

that the market has become more and more sensitive to bad publicity and, 

consequently, unless revitalized, it probably will simply "expire whenever 

the next rude shock occurs." 11 Rousseau suggested that, to restore the 

market, it would be necessary for the banks and dealers to advertise that 

y 

y 

y 

;J Id. 

Id. 

Id. 
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the City was doing and would do what was necessary and sufficient to 

resolve the City's problems. The reaction to the suggestion was divided. 

Some thought the Federal and State governments must step in to help and 

direct the City; others wanted the City to commit itself to some requirements 

before "we could go out on a limb." Y Mr. Rousseau suggested that any 

requirements proposed to the City be presented as coming, in effect, from 

the investing public and necessary to reassure the investors, rather than 

as coming from "the Banks" for their own selfish and/or reactionary purposes. 

Grossman said that he would discuss the matter with the FCLG. ~ 

The Staff Committee then set up three "task forces." The first would 

",ork on a "Data Book" describing the City in full economic detail, to be 

maintained on a current basis. The second would study the feasibility 

of separating water and sewer revenues and expenses from the general fund 

and then issuing water and sewer revenue bonds which presumably would be 

better rated and/or more saleable than City general obligation securities. 

The third task force would study major elements of the City budget, including 

pension costs and an analysis of City revenues and expenditures. 3/ 

*. * * 
Representatives of six banks of the Clearing House Association met at 

110rgan Guaranty to discuss the City's financial condition. Present, in addition 

to those of Morgan Guaranty, were representatives of Chase, Citibank, 

Y ld. 

Y ld. 

11 ld. 
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Manufacturers Hanover, Bankers Trust and Chemical. The immediacy of the 

City's cash needs was discussed with particular emphasis on the redemption 

of $400 million of City notes due on April 14, 1975. Because of this large 

maturity and the inability of the City to go to the public market, the pos-

sibility of default was discussed. At approximately this time, White & Case, 

as counsel to the FCLG, and Davis, Polk & Wardwell, as counsel to Morgan 

Guaranty, were exploring various procedural and legal implications of a 

municipal default and bankruptcy. ~/ 

* * * 

John Lanigan, First Deputy Director of the Budget, in a memorandum to 

First Deputy Mayor James Cavanagh concerning cash flow projections, reported 

that the City would need to borrow $1.6 billion in notes and $500 million in 

bonds by the end of the fiscal year (June 1975). Lanigan stated, "If we 

ignored the legal need to place cash in escrow for revenue anticipation 

notes our actual cash borrowing needs could be reduced by $250 million for 

the fiscal year." V 

* * * 
On Barch 5, 1975, [>layor Beame and Comptroller Goldin wrote a letter to 

Jack Poses of the City University Construction Fund ("CUCF"). They requested 

that the CUCF furnish at the closing of each sale of its securities a certi-

fication which would show that even if certain "City-related" obligations 

!I Chronological Narrative of the Participation of Morgan Guaranty Trust 
Company of New York City in Matters Relating to New York City: 
December 1974 through March 1975, pp. 36-37. 

£/ Memorandum, John J. Lanigan to James A. Cavanagh, March 26, 1975. 
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were treated as City debt, the City would nonetheless have sufficient debt 

incurring capacity to issue its notes or bonds. This information would be 

requested by the City during the pendency of the wein litigation. By letter 

of Harch 26, 1975, Jack Poses recommended that the City reconsider following 

this procedure as it was his view that such City-related obligations were 

not legally to be treated as City debt. -J! 

* * * 
In a New York Times article covering the prior day's annual meeting of 

Citicorp, the parent of Citibank, Walter Wriston, Chairman, was quoted as 

saying .that the City was "fortunate" to have a Mayor so "well equipped to 

read the numbers." 3/ 

* * * 

In a Daily Bond Buyer article about the day-long meeting at the Treasury 

Department the preceding day, Jack E. Bennett, Deputy Undersecretary for 

Honetary Affairs, was reported to have said that New York City would not get 

any special federal grants but that revenue sharing payments and federal 

grants might be accelerated. 31 

* * * 
A Long Island Press article about the same meeting quoted Deputy Mayor 

Cavanagh as saying: "I think we are going to be ok. Our big problem is 

April 14 and we are gearing everything now to meeting that deadline. we 

~ Letter, Jack Poses to Mayor Beame and Comptroller Goldin, March 26, 1975, 
with attachments. 

~ The New York Times, March 26, 1975, p. 55. 

~ The Daily Bond Buyer, March 26, 1975, p. 1. 
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think we can do it. First we take care of today and then we worry about 

tomorrow." ~/ 

THURSDAY, MARCH 27, 1975 

Messrs. Patterson, Rockefeller and Spencer of the FCLG, together with 

Mr. Hayes of the Federal Reserve Bank of New York met with Mayor Beame, Comp-

troller Goldin and Deputy Mayor Cavanagh at Gracie Mansion. ~ This meeting 

involved a long discussion of the City's fiscal problems, the lack of 

interest in the market for City securities, and the urgency of the City's 

cash needs, particularly the April 14 maturity. Mr. Hayes stated that there 

was no possibility that the Federal Reserve could loan money to the City. 

Given the exigency of the situation, it was decided to assemble represen-

tatives of all interested parties - the City, State, and Federal governments, 

and the financial community - to develop a specific program of fiscal reform 

to restore investor confidence. 1I 

At the close of the meeting, the bankers indicated they wanted three 

things: (1) details on the City's cash position; (2) the financial plan relating 

thereto, especially for funding a portion of short-term debt that could not 

be supported under a cash system; and (3) details of the 1975-76 budget, includ

ing specific plans for cuts and for holding labor costs down. ~ 

.Y 
Y 
]I 

* * * 

Long Island Press, March 26, 1975, p. 1. 

Goldin Ex. 83. 

Rockefeller at 57-58; E. Patterson at 89-90; Beame at 189; 
Labrecque Ex. 22. 

Goldin Ex. 77. 
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David Grossman wrote a memorandum entitled "possible Frameworks to 

Address the New York City Fiscal Situation." Grossman suggested a few 

alternatives to meet the immediate cash problem: (I) the City might borrow the 

money required and pledge a specific City revenue flow for repayment; (2) the 

underwriters could buy City obligations for the account of the Treasury or 

the Federal Reserve; (3) the State could buy City notes; or (4) the Treasury or 

Federal Reserve could buy City notes directly. !I 

As a long-term approach, Grossman suggested a corporation sLmilar to 

the SRC to convert short-term debt into long-term debt. Other 

possibilities suggested were Federal insurance of City obligations and 

Federal and State Durchases of these securities. 2/ . -
Additionally, Gross~an posed, as alternatives, that the City raise a 

number of taxes and cut City services. A fiscal reform package was 

described which included (a) limiting short-term borrowing, (b) eliminating 

expense ite~s from the capital budget, (c) reforming various accounting 

practices, and (d) developing a three or five year fiscal plan for the City. 1/ 

!! D. Grossman Ex. 47. 

~ Id. 

11 Id. 
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FRIDAY, V~CH 28, 1975 

Various individuals met at Chase to develop a program to open the public 

market for New York City obligations. Representing the City were Messrs. 

Cavanagh, Lechner, Lanigan, Goldin and Clifford. New York State 

was represented by Peter Goldmark, Director of the Budget and Michael Diffley, 

also with the Division of the Budget. Robert Gerard represented the Treasury 

Department, Peter Sternlight represented the Federal Reserve Bank of New 

York, and the financial community was represented by David Grossman and 

Thomas Labrecque of Chase, Amos T. Beason and Frank Smeal of Morgan Guaranty, 

Gedale Horowitz of Salomon Bros., Charles Sanford of Bankers Trust, David Barry 

of Manufacturers Hanover, Jean Rousseau of Merrill Lynch, and Richard Kezer 

of Citibank. 11 

11 Labrecque Exs. 21 and 22; Goldin Ex. 84; D. Grossman at 209. 
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According to a memorand~~ written by David Grossman, the immediate 

objective of the discussions was to determine what steps were necessary 

and what time schedule was appropriate to bring about adequate financing 

by April 14. 11 The meeting lasted about five hours. 31 

A document dated March 28, 1975, apparently prepared to serve as a 

basis for discussion at this meeting, detailed a six-point program for 

fiscal :ir.1provement of the City. 11 The elements of the plan were: 

1. A program of revenue and expenditure changes to close the 
$884 million budget gap for 1975-76. 

2. Phase out the use of long-term borrowing to finance 
operating expenses over a 5 to 10 year per ied by 
amendments to the Local Finance Law. This should 
include requirements for disclosure of all such items 
now included in the capital budget or "outside the 
certificate. " 

3. Reduction of the City's short-term debt position in 
line with a plan for the next 12 to 18 months. This 
should include a program of improved advances/reimburse
ments of State and Federal aid. 

4. Improvements in the City's financial accounting and 
reporting systems by means including: 

Work toward adoption of MFOA principles 
and standards 

Install improved accounting systems 

5. Installation of a long-range fiscal planning process 
(3 to 5 years) for City expenditures and--insofar as 
feasible--revenues. 

6. Establish a City-State fiscal commission to review aid 
programs, show financing of operating programs, etc. 
along the lines of the Mayor's proposal. 4/ 

, 
11 Labrecque Ex. 22; See also D. Grossman at 210. 

31 Labrecque Ex. 22. 

11 Goldin Ex. 84. 

Y Id. 
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Of lirunediate concern to the group was improvement of ~~e 

City's cash flow and balancing of the budget. 11 

!I rd. 
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* * * * 

In a memorandum addressed to J.H. Fleiss, D.S. Howard, Senior Vice 

President for finance of Citibank, requested an update, as of March 31, 

of Citibank's total holdings of municipal securities. He specifically requested 

a listing of the maturity schedule for the municipal securities at par value 

held by Citibank on a month-by-month basis for 1975 and 1976 and by year 

thereafter. 1I 

SATURDAY, MARCH 29, 1975 

The meeting of the previous day reconvened. A second draft of the six 

point fiscal improvement program was discussed and several elements were 

tentatively agreed upon by the gathering. Among these was a commitment by the 

City to phase out carrying expense items in the capital budget over a five to 

ten-year period by seeking amendments to State legislation. Items in the capital 

budget that were of an expense nature would be disclosed annually "outside 

L~e certificate." Each year, for several years, the maximum amount of 

these expense type items permitted in the capital budget would be decreased. 

State law allowing the use of capital funds to make debt service payments 

would be amended or repealed, which would affect the Transit Facilities 

1I Memorandum, D.S. Howard to J.H. F1eiss, March 28, 1975. 
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Construction Fund, the City University Construction Fund, the State Health 

Facilities·Corporation, UDC and other entities. !I 
It was decided that the City would embark upon a program to upgrade the 

quality of its financial reporting and accounting systems by adopting the 

standards of the MFOA, instituting modern accounting procedures for all 

City agencies, and preparing and issuing a comprehensive bond or note prospectus 

for each securities sale, in order to provide complete information on the 

financial organization, procedures and status of the City. £I 

The group also agreed that the State should establish a permanent 

commission composed of City Officials, State officials, and members of the 

financial and business community, to study the fiscal relationship between 

the State and the City. This commission would examine the present 

responsibilities of each unit and determine whether there should be some 

adjustments. 11 
The last point tentatively agreed upon by the group was the enactment of 

a State law to establish multi-year fiscal planning for the City, including 

a three to five-year projection of anticipated expenditures and revenues. iI 

1/ Lanigan Ex. 20. 

£I rd. 

11 rd. 

if rd. 
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HaNDAY, MARCH 31, 1975 

The working group established at the Friday and Saturday meetings 

continued their work at Chase. City and State officials did not attend 

these meetings. 11 
The meeting convened at approximately 2:00 p.m. Present were Thomas 

Labrecque, David Grossrr~n, Palmer Turnheim and Lawrence Toal of Chase, 

Richard Adams and Herman Charbonneau of Chemical, Amos T. Beason of 

~lorgan Guaranty, Richard Kezer and Jac Friedgut of Citibank, David Barry of 

Hanufacturers Hanover, Charles Sanford of Bankers Trust and Peter Sternlight 

of the New York Federal Reserve Bank. Halliburton Fales and Harion J. 

Epley of White & Case were also present. ~ 

The meeting began with with Hr. Labrecque's suggestion that the 

attorneys address the issue of possible anti-trust problems arising from 

the meetings ~~ong the banks and others. Mr. Fales emphasized that each bank 

must make an individual judgment in its own best interest and that cooperative 

action by the banks should preferably be taken at the request of the City 

officials. Y 
There was also a discussion about the possibility of underwriting City 

notes to be sold on April 14. Mr. Epley advised the group that any 

underwriting where notes were resold to the public would raise very serious 

disclosure problems and that the fiscal status of the City might make 

.y Hemorandum, Marion J. Epley to the Files, Harch 31, 1975. 

Y Id. 

II Id. 
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adequate disclosure impossible. He also expressed the opinion that the 

disclosure required would probably cause serious marketing problems for 

any City notes. 1/ 

Richard Kezer of Citibank raised a question about continued trading 

in outstanding City notes. Epley replied that White & Case had advised 

Bankers Trust that, in view of the developments since the issuance of the 

i1arch notes, continued selling of those notes might give rise to "10b-5 

liability" to a selling underwriter. Y Epley stated that he was giving 

the same advice to all those present and that the parties should consult 

their own counsel. 11 Charles Sanford of Bankers Trust stated, and Thomas 

Labrecque of Chase agreed, that their banks might continue selling 

City notes with the understanding that if the City should default, 

the banks would repurchase the notes at the original sales price. if 

Mr. Labrecque informed the group that City representatives had 

requested the group to make a review and clarify their proposals made to the 

City over the weekend. j/ In addition, Mr. Labrecque stated that White & 

Case had been given two assignments. The first was to examine the effects 

of a City default if the City could not redeem the $600 million of TANS due 

on April 14. Mr. Epley stated that work was continuing in this area and 

11 Id. 

11 Id. 

:Y Id • 

.11 Id. 

j/ Id. 
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a report would be made to the banks as soon as possible. The second assignment 

was to study the possibility of setting up a "secured" City financing in 

Apr il. 11 Mr. Epley stated that it appeared that the most hopeful means 

of obtaining "security" would be to require, by contract, that the City 

comply with the Local Finance Law requir ing the "earmarking" of certain 

types of tax and other cevenues. Y There was fucther discussion of a "secured" 

offering. y 
t1r. Fr iedgut then stated that the ceal issue was not secur ing an issue 

of City debt, but whether or not the City was willing to recognize the 

priority of debt repayment over such expenditures as salaries to police and 

payments to welfare recipients. ~\r. Sanford agceed and said that the 

City still had not demonstrated its willingness to layoff City employees, 

if required, in order to balance the budget. y 
The assemblage then considered the thicd draft of 0 "Elements of a 

Fiscal Improvement Program for New York City" . .?1 The principal focus of 

the discussion concerned balancing the budget without additional borcowing. 

It was agceed that if that point was satisfied, the other parts of the plan 

would probably be achieved. §I 

11 Id. 

Y Id. 

Y ld. 

Y Id. 

S/ Id . 

.§' ld. 



- 247 -

Mr. Labrecque described the Saturday meeting as ending with Deputy Mayor 

Cavanagh indicating his view that the banks had a "real problem" which he 

hoped they would be able to resolve. 11 Mr. Beason pointed out that such 

statements meant that the City was still not listening to the comments 

expressed by the investment community. Mr. Friedgut observed that, in his 

view, Messrs. Beame and Goldin felt that they were being very successful in 

their negotiations with the banks and had no particular reason to yield on 

any points at this time. ~ 

It was pointed out that, at the Saturday meeting, Steven Clifford had 

stated that the City needed only $350 million to accommodate its needs through 

I'lay 9, contradicting the figure of $450 million which City officials had 

previously quoted. 11 

The conversation again returned to the third draft of "Elements of a 

Fiscal Improvement Program for New York City" and the means of insuring 

compliance by City officials with the points contained therein. There was 

a brief discussion about various federal officials who had stated that 

the City would not receive "one red cent" of additional aid. y Other sources 

of financial aid for the City were discussed, including the receipt of 

Federal and State aid. 2! The establishment of a committee of independent 

parties to "audit" the City's compliance with its budget was discussed 

11 Id. 

~ Id. 

Y Id. 

Y rd. 

2! rd. 
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and various potential participants were mentioned. ~ 

White & Case was instructed to proceed with revision and expansion of 

the Report of Essential Facts used with an earlier offering of RANS. The 

possibility that adequate disclosure was impossible under the circumstances 

was discussed and acknowledged by the bankers present. 2/ The meeting 

ended with Peter Sternlight stating that although it remained disturbed 

about the City's problem, the Federal Reserve Bank was nevertheless unwilling 

to advance funds to the City. ~ 

In an internal City document, meetings between City officials and 

banks were summarized. if The banks were described as carrying a large 

inventory of City securities which they claimed were difficult to move. 

Consequently, they would not increase their holdings. The difficulty, 

according to the banks, was that the market had no confidence in the City 

because of the adverse climate created by the absence of a plan to solve the 

fiscal crisis, the growing annual amount of borrowing and the adverse 

experience with UDC. 

The banks were characterized as wanting a fiscal plan, a reduction in 

expenses, a reduction in borrowing, the transfer of expense items out of 

the capital budget, the creation of a City-State fiscal relations committee, 

11 Id. 

~/ Id. 

Y Id. 

i! Cavanagh Ex. 51. 
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the establishment of long range planning, an:'! the development of improved 

financial reporting and accounting systems. ~ 

It was asserted that if the banks refused to buy the $350 million of 

notes, the City should proceed with, among other things, pension fund 

purchases of City notes an:'! advances of aid from the State. The summary 

lists the alternatives available to the City in the event that it was 

unable to raise the necessary money; default was included on the list. ~ 

* * * 
The New York Post printed an article on the possibility of a City 

bankruptcy. Various City officials were asked their poSitions on this 

possibility. Ccrnptroller Goldin reported stated: "The City is not on the 

verge of bankruptcy." An aide to ~layor Beame was asked for the ~layor IS 

position on bankruptcy an:'! replied: "No way." V 

* * * 
The Daily News reported that Mayor Beame an:'! various City budget 

experts would participate in a budget "retreat" at the municipal building 

for three afternoons during the week to grapple with the current credit 

crunch and a projected $800 million gap in ~he budget for the next fiscal 

year. It was also reported that, dur ing a television interview, Canptroller 

Y Id. 

Y Id. 

~ New York Post, March 31, 1975. 
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Goldin expressed confidence that the City would be able to borrow 

$450 million later in the month. 11 

* * * 
John Thompson of W.H. Morton sent a memorandum to Frank Smeal and 

Amos T. Beason providing suggestions for resolving the City fiscal 

crisis. Y 
~lr. Thompson began his merrorandum with the statement that he 

recognized that a solution to the City fiscal crisis was impossible before 

April 14. Thompson discussed the possibility of default by the City 

and provided details of some of the City fiscal problems. He reported 

that there was almost $3 billion of outstanding RANS resulting from 

the City's practice of paying off RANS issued in previous years with 

the proceeds of even larger borrowings against new revenues. According 

to the memorandum, the deficits resulting from revenue shortfalls in 

several years "have in effect been folded into a cumulative balance 

of RANS outstanding." y 

Thompson suggested that the investment community might consider filing 

an amicus curiae brief in the Wein litigation. He also asserted that the 

City, in conjunction with the investment community, should retain an inde-

pendent accounting firm to help revise City accounts and reports "so that 

the records will be understandable in the future to all concerned." .if 

!I Daily News, March 31, 1975, p. 10. 

Y Memorandum, John F. Thompson to Amos T. Beason and Frank P. Smeal, 
March 31, 1975 with attachment. 

y rd. 

y rd. 
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He also stated that the banking community could help the City in pressing 

the Federal and State governments for more timely payment of aid. He 

asserted that "many of us were late in sensing the adverse developments 

which have taken place," :v and continued: 

I am convinced that the over-borrowing was all done legally, 
and in nUIT~rous cases was based on special amendments to the 
Finance Law adopted to permit it. Their significance in the 
issuance of debt was understood by bond counsel. If the rest 
of us had understood them better their significance in terms 
of credit, cash flow and marketing short term city debt would 
have been clearer to us. Some of us first learned certain 
of the disillusioning facts at early meetings of the Grossman 
subcommittee, when Leo Sabatine was addressing various of the 
problems of legal issuance. For that reason I believe we will 
need the continued cooperation of his firm, Wood Dawson, in 
order to be sure that we fully understand the implications 
of the way things have been done. 2/ 

TUESDAY, APRIL 1, 1975 

A fourth draft of the City's six point fiscal improvement program was 

distributed by David Grossman to the FCLG. The initial item required the 

City to balance its budget without increased reliance on borrowing and 

required City officials to commit themselves to this objective by 

April 14, 1975. 1/ 

The second item called for the development of a program to 

accelerate the payment of State and Federal aid and advances against 

expenditure reimbursements. Other items indicated that the City would 

end the use of the capital budget to finance expense items, improve 

JI Id. 

11 Id. 

Y Document entitled "A fiscal Improvement Program for New York City" 
(Fourth Draft) prepared by D. Grossman, April 1, 1975. 
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its financial accounting and reporting, and establish a fiscal commission 

to study the City's financial problems and develop long-range fiscal 

planning. y 

* * * 
A letter dated April 1, 1975, written by Marion J. Epley of White & 

Case to Thomas Labrecque of Chase (with copies to Richard Kezer of Citibank, 

Herman Charbonneau of Chemical, David Barry of Manufacturers Hanover and 

Charles Sanford of Bankers Trust), discussed the disclosure question 

involving City securities. ~ The text of the letter was as follows: 

Dear Tom: 

In view of the rapidity with which events are developing in 
connection with the City's finances, we feel it is appropriate 
to summarize for the Banks our views on what has come to be 
known as the question of "disclosure". You will recall that 
an attempt was made to address the problem in the form of the 
City's Report of Essential Facts dated March 13, 1975. While 
it may be possible by updating and supplementing that Report 
to satisfy the applicable legal requirements with respect to 
future underwritten offerings, we understand from our 
discussions with the Banks that the adverse information which 
would be required in such a Report would in all likelihood 
render the City securities unsaleable. 

One of the suggestions which has evolved from various 
meetings over the last several days has been the preparation 
by the City of a comprehensive prospectus to be updated and 
circulated in connection with each sale of bonds or notes 
by the City. Preparation of such a prospectus would assume 
and reflect the taking of appropriate corrective actions by 
the City with respect to its Budget and finances. It is 
recognized by all involved that preparation of such a 
prospectus will be a massive undertaking, and in our view 
it could not be completed in less than four to six weeks. 

!I rd. 

51 Letter, Marion J. Epley to Thomas Labrecque, April 1, 1975. 
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Even to meet that time schedule, substantial effort by 
numerous City personnel, Bank representatives and counsel, 
as well as full cooperation and access to City records, 
will be required. 

We understand that the Banks have tentatively determined, 
and we would concur, that the most desirable form of 
disclosure in connection with the traditional underwriting 
of City securities, in which resales are made to the 
public, would be through the use of such a comprehensive 
prospectus. 

Regardless of the form which any ultimate disclosure document 
may take, we reemphasize our advice that public sales of New 
York City securities, in the absence of what may be agreed 
upon as full and meaningful written disclosure, would be 
contrary to the best interest of both the City and the 
Banks and could result in a substantial exposure to liability 
both to primary and secondary purchasers of the securities. 

We believe that the Banks should be aware of our position 
in conducting further discussions with the City. 

Sincerely, 

lsi Jay Epley!! 

WEDNESDAY, APRIL 2, 1975 

Mr. Epley forwarded to Ellmore Patterson essentially the same letter 

that had been written to Thomas Labrecque the previous day. ~I Copies 

were again sent to Messrs. Labrecque, Kezer, Charbonneau, Sanford and 

Barry. The text of the two letters differed only in the last sentence 

'£1 Charbonneau Ex. 15. 
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of the first paragrpah. 

The first letter stated: 

While it may be possible by updating and supplementing that 
Report [of Essential Facts dated March 13, 1975] to satisfy 
the applicable legal requirements with respect to future 
underwritten offerings, we understand fram" our discussions 
with the Banks that the adverse information which would be 
required in such a Report would in all likelihood render the 
City securities unsaleable. 

The corresponding sentence in the second letter began with the word "it" and 

ended with the word "offerings", entirely omitting the clause which stated that 

as a result of discussions with the renks it appeared that disclosure of "adverse 

information" would "render the City securities unsaleable." Additionally, while 

the April 1 letter had been signed by "Jay Epley," the Apr il 2 letter was signed 

by ",'Ih i te & Case." 11 

Sometime during mid-April (according to Mlite & Case) an associate at hbite 

& Case wrote a memorandum to the files with respect to conversations he had 

wi th City employees concerning anticipation notes and first lien. The 

text of the memorandum £I is as follows: 

y Id. 

Clearing House Banks 
re: NYC Financing Plan 

I called Sandy Altman to discuss the 
"first lien" language in Article 8 Section 2 
of the New York State Constitution. I told her 
that it appeared BANS were not covered in that 
Section and" yet the Notice of Sale for the 
~larch issue contained the first lien language. 
Sandy was aware of the problem and stated that 
the Notice of Sale and advertisements contained 
"a lot of loose language". She said that the 
gap in Article 8 Section 2 may have been filled 
by the fact that the underlying bonds have a 
first lien. She also stated that the first 

£I Undated Memorandum For the Files by John Osnato. 
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lien language had been dropped from the Notices 
of Sale for RANS and TANS at the request of either 
Hawkins; Delafield or wood, Dawson. She stated 
that she was not the proper person in the City 
to get this information from and told me to call 
Ken Hartman. 

I called Ken Hartman today and he was also. 
aware of the problem. He agreed that it appeared 
the BANS were excluded from the first lien 
language. He stated that there were a lot of 
problems in Notices of Sale and with the use 
of the first lien language generally. He 
further stated that if the City continued to 
use the first lien language it could "get 
blown out of the water". He said he would do 
some further research in the area and get in 
touch with us (he said his research would 
concentrate on the Vanderzee case). II 

Later in April, in a letter from White & Case to Citibank, as manager 

of the underwriting syndicate for a prior RANS issue, the basis for wnite 

& Case's fee was discussed. The letter referred to an earlier discussion 

between the parties regarding the fee, stating: "As I told you at the time, 

we feel that the traditional practice of so many 'cents per Note' may not 

be appropriate in the new environment for these municipal financings where, 

among other developments, efforts are being made for the first time to 

disseminate relevant information with respect to the City's financial 

condition." !:I 

* * * 

A Dow Jones Wire Service Release indicated that Standard & Poor's had 

suspended the City's "An rating on general obligation bonds. 11 It stated, 

in part: 

y Id. 

~I Letter, White & Case to Richard Kezer, April 17, 1975. 

II flow Jones Wire Service Release, April 2, 1975. 
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•.• New York City's rapidly deteriorating ability to raise 
money in the capital markets places unusual strains on its 
cash position for the immediate future. 

The pcssible "inability or unwillingness of the major 
underwriting banks to continue to purchase the City's 
note[s] and bonds" was cited by S & P as a primary 
contributing reason for the suspension. 

* * * * 
The City's present cash flml problems reflect not only 
its inability to meet operating expenses without resorting 
to borrowing but the same may hold true for the meeting of 
debt service requirements corning due shortly on long-term 
debt. Y 
Pr ior to the suspension [in ~1arch 1975] two Standard & Poor's analysts 

had been informed by New York State Budget personnel that the State could 

not afford to bail the City out. Sol Lewis, in response to questions from 

a Standard & Poor's representative, stated that "if the city could not 

borrow what it needed when it had to, it could go bankrupt and all sorts 

of lawsuits would follow." Y Standard & Poor's then suspended the City's 

"A" rating. Standard and Poor's stated that the City's "rapidly deter iorating 

ability to raise money in the capital market places unusual strains on its 

cash pcsition for the immediate future." y 

FRIDAY. APRIL 4. 1975 

The major commercial banks and three non-bank underwriters met with State 

Comptroller Arthur Levitt at Morgan Guaranty Trust at 2:00 p.m •• to discuss 

the proposed "advance" from New York State to New York City of approximately 

$400 million. Comptroller Levitt stated that he did not know of the advance 

Y Id. 

;t Internal memorandum dated April 3. 1975 from H. Grossman to B. W. Harris 
(Standard & Poor's). 

11 Wall Street Journal, April 3. 1975; Standard & Poor's, The Fixed Income 
Investor, April 5, 1976, at 756. 
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prior to the l1ayor's visit with the Governor. Levitt also said that Mayor 

Beame told Governor Carey that without assistance, the City would default 

on April 14th. The Mayor had stressed that he was not asking for new money, 

but rather an advance. 

During the course of the meeting, Richard Kezer of Citibank, indicated 

that the lawyers had found a serious problem with Governor Carey's announcement 

of an "advance'" to the. City because the City had already issued the 11arch 

RANs against the _particular revenue sharing funds referred to by the Governor. 

The difficulty was said to be not in the State making the funds available 

to the City, but should the City receive an advance on the June revenue 

sharing, it would be compelled to place it in an escrow account against 

the 1-larch RANs. 1/ 

TUESDAY, APRIL 8, 1975 

In a report, Moody's confirmed its "A" rating for New York City bonds, 

its MIG-l rating for BANS and its ~lIG-2 rating for all other notes. 

The report states: 

For half a century now, it has been widely known that New York 
City has a revenue problem, a systemic difficulty in raising 
additional revenues to keep up with expanding needs. It is also 
well known that revenue problems are aggravated by business 
recession and that liquidity is impaired in some proportion to 
declines in economic activity. But New York City's debt is 
secured by much more than its current liquidity position. The 
strong legal backing of the City's obligations and the City's 
unique position in the American economy provide a considerable 
amount of assurance to the creditor. These assets, managed by 
political leaders of even average competence, would represent 
adequate backing for any City's securities. In the case of New 
York City its securities become a good buy for investors 
seeking yield and willing to withstand adverse and often 
irrelevant publicity. The vulnerablility of the City to cash 
stringencies, however, is the very reason the rating is not 

Y Document entitled "Meeting at Morgan Guaranty," April 4, 1975. 
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higher. Our ratings encompass all these and other considerations 
and simply cannot in fairness to the investor be changed 
capriciously. The bond rating of New York City's general 
obligation bonds remains A, the bond anticipation notes MIG 1 
and all other notes MIG 2~ 5/ 

5/ Noody's Investors Services Municipal Credit Report, April 8, 1975. 
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EPILCGUE 

Efforts by the City during ~~y 1975 to market its short-term debt 

were unsuccessful. A proposed short-term debt sale of $280 million 

was cancelled on Hay 19, 1975. During April and ~y 1975, the 

City received substantial advances from New York State, and certain 

sums from the federal government. 

In June 1975, the i'1unicipal Assistance Corporation for the 

City of New York ("MAC") was formed. PlAC, another public benefit 

corporation, was an agency and instrumentality of New York State. 

Its purpose was to assist the City in providing "essential services 

to [the City's] inhabitants without interruption and [to create] 

investor confidence in the soundness of the obligations of the City." 

~AC was authorized to borrow up to three billion dollars and was 

initially supported by revenue streams derived from sales taxes 

and stock transfer taxes due the City. Standard & Poor's rated 

the f'1AC securities A+. 

~1AC sold $1 billion of its securities to the public in June 

and July 1975. Additional sales aggregating approximately ~2 billion 

were made through October 1975. 

On September 9, 1975, the State Legislature adopted the New York 

State Financial Emergency Act for the City of New York which, 
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arr~ng other things, created the Emergency Financial Control Board. 

One of the Control Board's primary functions was to develop a 

three-year financial plan for the City with a view to achieving 

a balanced expense budget for the City for its fiscal year ending 

June 30, 1978. The financial plan was to be prepared in accordance 

with accounting principles different from those previously employed 

by the City, which principles were intended to reflect more 

accurately the City's revenues and expenditures. 

On November 15, 1975, the State Legislature enacted the 

Moratorium Act, which provided for suspension of the enforcement 

of short-term obligations of the City outstanding on November 15, 

1975. 

On January 5, 1976, the Commission commenced its investi-

gation concerning transactions in the securities of the City 

and related matters. In its January 8, 1976 release announcing 

the investigation, the Commission stated, in part: 

Securities issued by the City of New York or 
by any municipality are not required to be regis
tered with the Commission. However, the Commission 
is authorized to conduct investigations and, where 
appropriate, seek remedial relief where violations 
of the Securities Act and/or the Exchange Act have 
occurred in the trading of such securities. 

* * * * 
The Commission notes that a major reason for its 
investigation is its desire to restore investor 
confidence in the municipal bond markets. 

The Commission's investigation is also being 
undertaken to determine what, if any, additional 
legislation or rulemaking is necessary in light of 
the facts uncovered during the investigation to 
protect investors in municipal securities. 
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On November 19, 1976, the Moratorium Act was declared unconstitu

tional by the New York State Court of Appeals. 


