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FINAL REPORT IN THE MATTER OF TRANSACTIONS
IN_THE SECURITIES oPF THE CITY OF NEW YORK*

I. SUMMARY

with the issuance of this release, the Commission
announces the termination of its investigation in In the
Matter of Trapsactions in Securities of the City of New
York and calls for legislation toO deal with problems, of

national concern, which exist in the municipal securities

markets.

II. THE COMMISSION'S INVESTIGATION

A. BACKGROUND

puring the period from October 1974 ¢through March 1975,
New York 6ity's increasing fiscal problems forced it to issue
approximately s4 pillion of showt~terd debt securities. The
City's excessive use of short-term porrowing eventually caused
the market for its gecurities to become saturated. After
March 1975 the public capital markets closed to the City and
by November 1975 it was unable to meet its maturing obligations
as they became due. At that time New vork State passed
legislation which attempted to imposa a moratorium on the
City's short—-term depbt obligations. gubsequently, the
moratorium lLegislation was invalidated by court decision and
the City redcemed 1its short-term debt securities through
a financing arrangement between the City and New York State's
newly-created Municipal Asslstance corporation ("MAC"). In

the interim, however, rhese securities traded at substantial

o * Commissioner Karmel did not participate in the consideration
of this matter. '



discounts from their principal amounts and losses were incurred
by public investors who sold théir securities.

Because of New York City's major position in the municipal
securities markets, its financial crisis posed a grave threat
to those markets. The information concerning the crisis, its
causes and implications wWas fragmentary and incomplete. The lack
of any crganized regulatory mechanism in this area prevented the
assempbling of the necessary information in an organized fashion.
Mempers of Congress and others interested in the nealth of the
municipal securities rarkets called for a comprehensive ingquiry
into New York's City's financial crisis. The commission, although
its primary responsibilities are not in the area of municipal
securities disclosure, nevertheless undertook the comprehensive
investigation that was required.

The Commission took the unusual step of publicly announcing
commencement of the investigation in order tC make its objective
clear. 1/ The purpose of the Commission's investigation into the
activities and practices of those who engaged in the offer and
sale of New York City sacurities was to determine whether
vioclations of the federal securities laws had occurred, and
to determine whether to publish a report of the investigation,
prescribe needed regulations and/or to recommend legislation.

To achieve the ends of its investigation as promptly

as possible, the Commission expended substantial amounts of
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1/ Commission Fress Release, January 8, 1976,



its staff resources. The investigation was one of the largest
and most compiex in the Commission's history, involving the
collection of more than 250,000 documents and the taking of
over 12,000 pages of sworn testimony.

B. THE STAFE REPORT

Following the staff's investigation, & comprehensive staff
report describing the conduct of those persons participating
in the events leading to the City's crisis was released. 2/
The Staff Report was primarily factual in nature and focused
on events in the City's fiscal crisis which occurred during
the period from Oc¢tober 1974 to April 1975.

The Staff Report concluded that the City had employed
pudgetary. accounting and financing practices which distorted '
its true Efinancial condition and that investors in its securities
did not receive the protections of the federal securities laws.
The Staff Report also concluded that, in varyling degrees, the
participants in the underwriting process, inciuding the principal
underwriters, bond counsel and the rating agenciles, failed
to meet their responsipilities to the investing public.

Through the issuance of the Staff Report, a major purpose
underlying the Commission's investigation was fulfilled. Making

public a comprehensive weport of the facts developed by the

Commission's investigation brought to light the facts regarding
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2/ Securities and Exchange Commission, "cacurities and Exchange
= commission Staff Report on rransactions in Securities of the .
City of New vork," (washington: 7.%. Government Printing

office, August 1977) ["Staff Report"].






