STATEMENT by STATE COMPTROLLER ARTHUR...&VITT
to a
HEARING of the NEW YORK STATE SENATE COMMITTEE

on TAXATION and GOVERNMENT OPERATIONS
270 BROADWAY in NEW YORK CITY on MAY &, 1978.

Chairman Goodman, other members of the Committee: you have asked my
views on the fiscal constraints and safeguarcis which will be needed for New
York City after December 31, and on the role of the Municipal Assistance
Corporation.

In brief, my view is that the existing const;aints should be continued
at least for whatever period the City may have securities guaranteed by the
Federal Government outstanding; that it may be necessary to extend tﬁem for
the full teim of any new unguaranteed bonds the City issues. in the next few

vears; and that the exasting control mechanisms for exercisirg such: constraints

are adequate. -

As you will remenber, the New York City fiscal crisis was trfggered when
the City was unable to finance its ongoing operations through the public
‘credit markets. At that time, the City's financial requirements included
“ the following components:  its deficit, ité seasonal nezds and its capital
budget. When the Financial Emergency Act was passed,in.Suptember 1975, it was
~contemplated that if the City were able to demonstrate substantial continuing
progress toward the achievement of a balanced budgét, investor confidence
in the fiscal soundness of the City would be reestablished and the City would
‘be able to regain access to the credit markets.

However, even though the City appears to be fulfilling the Financial
Plan in compliance with this staﬁute, the expectations of the Act have not
been realized. Private investors do not yet have sufficient confidence in
 the City's ability to maintain fiscal discipline and manage its affairs within
available resources. Without such confidence, they will not buy City securities.

And the stark fact is that without attracting such investors —— primarily



commercial banks, property insurance companies, and well-to-do individuals

in high tax brackets -- the City will not be able to finance either its day-to-

day operations or its capital programs. ‘Thus, the financial crisis remains

with us although the City's annual cash needs have been scaled down considerably.

It appears that the length of time originally contemplated by the
Financial Emergency Act to bring‘the City back into the credit markets, three
yvears, was overly optimistic. Personally, I am dubious whether investors will
bay long-term City bonds in the foreseeable future without knowing that the
budgetary controls will be in existence, if necessary, throughout the term of
the bonds. Any apprehension of new defiéits after a few years of "good
behavior" is likely to deter investors from buying new lonc—term bords. In g
addition, I understand that proposed legislation, under which the Federal
goverrment would tender its aid in the form of loan Guarantees, requires that
a control:body independent of the City's governmental structure would
continue in existence for the life of the guarantees.

Since it appears that a monitoring mechanism will conéinue to be required,
in my view, the existing mechanism —- consisting of the Emergercy Financial

Control Board, the Office of the Special Deputy Comptroller for New York City,

and the Municipal Assistance Corporation —— provides a reasocnable form for that

monitoring to continue.

Additionally, in view of the existing investor distrust of the City, I believe

“there would have to be State legislation which creates a procedure for the City

continually to set aside, before interest or principal became due, enough nouey

to pay such amounts. This roney would have to be from a readily identified and

certain source of City revenue. To preclude any City effort to.use it . for other
purposes, it would have to be put in a separate'aCcount in trust for the |

noteholders or bondholders. I feel sure investors would insist on a depository

~outside the City government. 2And a means would have to be provided for easy

enforcement of the set-aside reguirement.



Bonds and noteg might well call for somewhat different set-aside mechan'isms.
Forlbonds, most of the money might come from the real estate ax. asg you

no doubt know, that tax is really the total of two parts, the first

mAggfficient to pay the year's debt service on City bonds, and the second

to meet other expenses. The first part could be set aside as it is collected.
Probably with some amount as a cushion, the annual set-aside would have to
be continued for the life of all new bonds; thus it would become permanent.,

For notes, the sct-aside mechanism would be more complicated because of

' greater difficulty in predicting the City's receipt of some other taxes

and revenues. A model — though a very imperfect on: ~— exists .in last
November's hasty legislation authorizing the aborted City note sale. Again,
in my judgment, the arrangement for setting aside funds would have o be
kermanent, though some of the initial safequards or margins for error might
be dispensed with as experience and confidence were built [Sish

To keep this concept in perspective, it should be remembered that setting

- agide revenues -- even governmmental revenues -~— is not a novel concept., Certain

taxes and State aid are ecarmarked by pay MAC's debt service. I ém.required

to impound State revenues before each maturity of State ntes. Indeed, the

City recognized the need for a mandated set-aside when it drafted the State

'statute authorizing the attempted City note sale and providing for me to

withhold State aid to pay the notes.

You have also asked what the future role of the Muanicipal Assistance
Corporation should be. As defined by its statute, the Corporation's
responsibilities are twofold.

First, it is a mechanism through which the City has been able to borrow

‘mwoney in the past and may borrow in the future. The statute provides that

revenues which are needed to meet the debt service on MAC borrowings, and to



meet the Corporation's cash requirements, remain outside the control of the
City and be set aside through my Offlce

Second, the State gives MAC the respon;ibility and the authority to
monitor the City's progress toward the achieverent of a balanced budget.

MAC's covenants with its bandholders perpetuates this requirement over the

- life of these bonds, and therefore MAC has a continuing legal responsibility

for this effort.

I point with some pride to the fact that we have eliminated much of the
duplication that could otherwise have resulted from these parallel mechanisms
by cont.racti_rg with MAC so that the Office of the‘Special Deputy Comptroller
performs the same function for MAC in monitoring and reporting onl the City's
Financial Plan as it does for the Brergency Financial Control Board. In my
opinion, this arrangénent has also strengthened the overall control mechanism,

‘However, I do not believe that MAC would be an effective replacement for

the EFCB. Investors and the public regard it as a financing vehicle. T tend

to think it should remain such and not be given control powers as well.
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Bonds and noteg might well call for somewhd & different set-acide nxechaﬁiszns.
For bonds, most of the money might come from the real estate ‘cas. As you
no doubt know, that tax is really the total of two parts, the first
ggffigient to pay the year's debt service on City bonds, and the segond
to meet other expenses. The first part could be set aside as it is collected.
Probably with some amount as a cushion, the annual set-aside would have to
be continued for the life of éll new bonds; thus it would become permanent. -
For notes, the set-aside mechanism would be more complicated because of
greater difficulty in predicting the City's receipt of some other taxes
and revenues. A model —- though a very imperfect one —- exists in last |
November's hasty legislation authorizing'tﬁe aborted City note sale. Again,
in my judgment, the arrangement for setting aside funds would have to he
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To keep this concept in perspective, it should be remembered that setting

. aside revenues — even governmental revenues -- is not a novel concept. Certain

taxes and State aid are earmarked by pay MAC's debt service. I am required

to impound State revenues before each maturity of State ntes. Indeed, the

City recognized the need for a mandated set-aside when it drafted the State

'statufe authorizing the attempted City note s=ale and providing for me to

withhold State aid to pay the notes,

You have also asked what the future role of the Municipal Assistance
Corporation should be. As defined by its statute, the Corporation's
responsibilities are twofold.

First, it is a mechanism through which the City has been able to borrow

‘money in the past and may borrow in the future. The statute provides that

revenues which are needed to meet the debt service on MAC borrawings, and to



meet the Corporation's cash requirements, remain outside th“e control of the
City and be set aside through my Office,

Second, the State gives MAC the responsibility and the authdrity to
monitor the City's progress toward the achievement of a balanced budget.
MAC's covenants with its bondholders perpetuates this requirement over the
life of these bonds, and therefore MAC has a continuing legal responsibility
for this effort.

I point with sawe pride to the fact that we have eliminated much of the
duplication that could otherwise have resulted from these parallel mechanisnis
by contiacting with MAC so that the Office of the‘Special Deputy Comptroller
performs the same function for MAC in monitoring and reporting on' the City's
Financial Plan as it does for the Emergency Financial Control Board. In aty
opinion, this arrangérrent has also strengthened the ovemll control mechanism.

‘Howev‘er, I do not believe that MAC would be an effective replacement for

the EFCB. Investors and the public regard it as a financing wvehicle. T tend

to think it should remain such and not be given control powers as well.
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to :
TIHE CITY CILLUB OF NEW YORK
- at
A LUNCHEON IN NEW YORK CITY ON
JANUARY 6, 1978 AT 1} P_,M.,

TALK BY STATE GOMPTROLLER ARTHUR LEVITT

HOTEL BILTMORE (19TH FLOOR)

I'welcor;ne the opportgnity to meet with you at this parficula.r
time. More than any other time in the City Club's illustrious 85wyear
history, the p‘eéple of the City. -~ and the State; -- need your objective
and i;xcisivé appraisal .o.f our problems -~ ;?;nd your considefed recoms-
mendations for c0ping with t}.uann° )

Because your concern is centered on New York City, 1 will
depart from my usual practice in reporting to interested gi:oups across
the State. That practice -~ which I consider one of my duti.es as the
independently elected State Comptroller ~- is to discuss one or more
of the mg_jor responjsibilities of my office. -'_[‘h-ese responsibilities are
broader thaﬁ is often realized. They include performance audits which
i.xn'prove the effe;fiveness of Statg and local programs andrpoi‘nt the way ‘.
to very substantial savings of taxpayer money; apprbval of the financial
aspects of lal-l' State contracts; prévnaudit.of a million and a half vouchers
a Yéar to assure e.xpeditiousrbut proper payment of State l;ills; the an-
nual s‘axle of nearly $5 bil.lion o£.St'ate bor;ds and notes; qpeiating the

State's sophisticated cash management system; providing voluminous



legal and financial advice to thousands of local government entities;
and managing the $9 billlion retirermnent systems I run for government
.employees outside the CGity.

Instead of outlining the continuing improvements we are
making in those programs, 1l propose to share a few thoughts about
New York City problems.

The City has tra\:'eled a long road in the last two and a half years,
but we all know that éerious problems still abound. There are long-
range problems, interrﬁediaté—range problems and immediate problems,
The long-range problems relate to turning around the City's economy
and re-aligning Federal, State and City responsibilities for providing the
services an urban area requires. The iﬁtermediate—rang‘e problems
are how to complete the twin tasks of restoring the City's fiscal
integrity and modelrnizing its management. The irnmediate problem
is to get more breathing time -- or, as I prefer to view it, Workin:o;
time - to éddress the other problems.

My concern here today is with that immediate problem. A

.
baianced consideration must start by putting it in perspective. In
mid-1975, you will recall, the City had staggering amournts of
.shorﬂt;:rm debt coming due almost monthly, chaotic accounting,

an unreliable so-called financial information systcm, underfunded’
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pension systems, and a budget out of contrel. Eveﬁ more serious,
many of the people whose actions most directly affected operation of
the City -~ Citylofficials, comnunity groups, union leaders and Sﬁate
legislators -~ clung to the illusion that somehow the City could
muddle through without decisive and painful reforms.

In the in£ervening time, there have been dramatic changes -~-
in practices and attitudes. Pursuant to directives from my office,
accounting is being revised to accord with génerallylaccepted accounting
principles. A modern financial information system has been started. A
large part of the short-term debt has been converted into léng—ferm debt.
There is a plan for improvement of pensi;n funding and a start has been
made to implement it. Nearly $150 million of operational expenées have
been shifted from the capital budget to the expense budget. The expense
budget is under much tighter control. No informed person any longer
questions the existence of serious problems and the need for continued
vigorous acfion. Injaddition, there has been a truly remarkable a%ount
of talent offered from the private sector and accepted by the City's
‘officialdom. Seldom before has it had the dedicated help of a Shinn,

a Margolis, an Ellinghaus, an Axelson, a Rohatym or a Ravitch, té
mention but a few. Taken together, these accomplisﬁments could well be
termed a revoiutionary achievement.

Despite the progress we have made, it is clear thatrappreciaﬁly
more time will be needed before the City can meet its large annual -
requirements of money by borrowing in the public market. Last.Noﬁember's
unsuccessful note sale shows that even a modest amount of shortwtérm

notes cannot be sold under present conditions. The sale of loung-term



bonds cannot even be contemplated at this time, All Federal loans
of seasonal money must be repaid before June 30, The municipgl
pension funds, the main source of long-term money in the rece;t
past, are gpparently unwilling to buy more City bonds. The stark
fact is that there is no presently perceived alternative to
additional Federal help'és the way to provide the extra working
time we need after July 1.

Until two days ago, ; had thought.there was no responsible
disagreement on that po;nt.. I have not seen the Proxmire-Brooke
ietter to the President which has just been reported. Frankl?,.l
agree that the City should do its utﬁost to borrow on its own;
however, there must be some mechanism to ensure that i% it fails,
the money can be obtained elsewhere. |

Assuming, as 1 do, that Federal help is not yet out of the
question, it is still not clear to me how the State and the City
.propose to meet an elémentarf gondition the Federal Government
would certainly attach to any help: State and City creation of a
reasonable expectation that, given more time,_tpe City will be able
to satisfy both its seasonal aqd long-—~term needs in the market.

I am coﬁqerned that there is not yet a framework of State statutes
adequate to create that expectation. I am more concerned that time *

is passing without attention being addressed to drafting and

enacting such statutes.



We cannot control the pace of Fedcral decisions, PBut il would
!
be highly imprudent to await thermn before working out other arrangements
which should strengthen our case in Washington, which will be necessary
whatever form Federal help may take, and which Will be equally
‘essential if Federal he.lp is not available. These arrangements will'h
themselyes require time -- time for general formulation, time for
difficult legislative drafti_ng, time for negotiation and review. And time
is short.‘ While our deadline rdate is June 30, a Prudent té.rget date would
be March 31. That is the date by which, as a practical matter, arrange-
ments must be completed for the State's annual $4 billion short-ierm
Spring Borrowing. As you probably know, the State uses the $4 billion
to provide part of its annual $7 billion program of local assistance.
Every local government in the State .. including the City - “is dependent
on this assistance. While two years éf arduous work has restored
investior éonfidence in'the State's credit, there could be some difficulty
in carrying out ﬁext Spring's borrowing unless it has become reasonably
clear by the end of March that the City's operations can be funded
bey’ond June 30,
‘ .

I am sure that you have read, as Ihave, of several three-
year or four year "Plans' for raising the moncy tile City needs, In
general, these plans are well conceived. At the least they-sti:nulate
needed thought, They deserve serious discussion. As you rmay
remember, these Plans stress the City's neced for Federal help in

obtaining long-term money as well as a phased-out extendion of short-

‘term loans. They also speak of "bonding out' the City's seasonal



'
needs and the State's annual $800 million advance, of speeding the

shift of the remaining $600 million of operational expenses from the
capital to the eﬁpense budget, of an expensive new program of
“economic development, and of the City directly or indirectly selling "
to investors several billion dollars of now bonds, The Plans all
proceed .on the premise, however, that City Bonds -=- Or a new class
of MAC bonds supported'énly by City bonds - can be sold in the
public market in the near future. This seeras also to be the prer;lise
of the Proxmire-Brooke letter. What all these Plans omit is con—.
sideration of the specific measures which must be taken before
there can be any realistic pro.5pect of that result being achieved,

In that respect, these Plans are like an architect's r-;znderiné of a
beautiful building which has no foundation. That does not fnean the
rendering should be disregarded. But it does mean someone must
plan the foundation,

My remarks today are addressed to the design of some
basic elemonts of that foundation, Iregard this as a first-things.
first approach, Much of what [ have to say may be (;onsidered
"obvious", But even the "obvious" sometimes needs articulation.

Even "obvious' things require doing -~ and preparatory spadework,



' . !
It may help to keep in mind our basic goal in asking for the

time which Federal help will provide: {o re-establish the City's ability
to sell its sho.rt-«tcrm notes and long-term bonds in the public market,
Stated more prosaically, the goal is Ito induce banks, insurance
companies and well-to-do individuals to buy the City's notes and bonds.

'Thus a threshold question is what such investors will require
as an inducement -~ besides a reasonable rate of tax-free interest,
In general terms, the answer is clear: real assurance, from the
outset, that their interest and principal wi}l be paid on time. ’Ijhve
Federal officials, 1 am sure, would want such assurance to be held
out to private inve§tors before extending any Government loans or
guarantees, The question then translates into exactly whatharrangen
ments investors would consider adequate to give them thét assurance,
The theoretical minimum is probably what you or I would view as
adequate if we were investing our own money. The practical minimum
may be greater. Given the large amounts involved, it would probably
have to encorﬁpass additional protection to meect demands of the
proverbial investor "West of the Hudson" -~ even dlema,nds we may
consider unreasonable.

In view of the existing distrust of the City, I believle_ there would
have to be State legislation which created a mechanism for the City’

continually to set aside, before interest op principal became due,

- -



enough money to lpay it. This money would have to be from a 'y eadily
identified and cerﬁain source of City revenue. To preclude any City
effort to use it for other purposes, it would have to be put’in a separate
“account in trust for the noteholders or bondholders. 1 feel sure )
investors would insist on a depository outside the City government.
And a reans would have to be provided for 'easy enforcement of the
set-aside,

Bonds and notes might well call for some-what different
sét—aside n‘xechanisms.ﬁ For bonds, most of the money might come
from the real estate tax. As you no doubt };noxv, that tax is really
the total of two parts, the first sufficient to pay the year's debt service.'
on City bonds, and the second to meet other expenses. The first part
could be set aside as it is collected. Probably with some amount as
a cushion, the annual set-aside would have to be continued for the life
of all new bonds; thus it would become permanent. For notes, the
set-aside mechanism would be more complicated because of greater .
difficulty in predicting the City's receipt of some other taxes and
revenues. A model -- tl;xough a \lrery imperfect one '~.~ exists in last
November's hasty legislation a.utlnlorizin.g the aborted Ci’c-;r note sale,
Again,. in my judgment the arrangement for setlting aside funds would
have to be permanent, though some of the initial safeguards or margins
for error might‘be dispensed with as experience and confidence were B

built up. .



To keep this concept in perspective it should be rcnmx]nbercd

that sctting aside revenues -~ even governmental revenues -- is not a
novel concept. | Certain taxes and State aid are earmarked to pay
MAGC's debt service. I am required to impound State rcv’enucs before
each nlat:urity of State‘notes. Indeed, the Cit).r recognized the neced
for a ma.mdated set-aside when it drafted the State statute author?é.ing
the recently attempted City note sale and providing for me ﬁo withhold
State aid to pay the notes,

| Togically, a set-aside of revenues should by itself satisfy.
investors. As we all know, howgvmrr the investment community does
not always a.ct on pure logic. To digress a moment, the aborted City
note sale last November illustrates that fact, When asked to rate |
the notes, Moody's concluded that "we sece nothing which should prevgnt
the timely payment of these obligations”. It added that "the seccurity
features for these notes appear adequate' -~ a reference to Sate aid
being set aside. Yet, because there was the "possibility of bankruptcy
in future years' -- =gl after the notes would have been paid -~ the

service gave them its lowest investment rating and ther ecby killed the

sale. With Wall Street profeséionals adopting such P TmiEn
reasoping, it would hardly be surprising if investors gencfally --
especially out-of-State investors -~ insist on protection beyond that

which may be recally necessary.
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With that consideration in mind, it scems clear that the revenue
set-aside must be accompanied by the additional assurance that the
City's annual expense budgels will be balanced -~ realistically balanced.
The point here is that- balanced budgets will preclude the faossibility-
the City could be tei’npte.d even to try any other use of the set-aside
money. The State's Emergency Financial Control Board is due to
expire at year-end. There seems to be universal agreement on what
is needed, new Staté legislation prescribing stringent guidelines for
City budgeting and ésta:blishi;ng machinery to enforce them., The
‘Ina.chinery could take several forms -~ extension of the Control Boa‘rd,
revamping of MAC or designation of some other independen:‘_ fiscal
and monitoring agent, In my judgment, the legislation would have to
remain in effect for a period of at least ten years and conc eivably for
the anticipated duration of new bonds,

As Ihave said, 1 find it disturbing that no work is under way to
draft the detailed and technical statutes which will be required. It
will not be easy, I realize, to accommodate the understandable home-rule
sensibiliticd of City officials or the apprehensiohs of representatives
of City emnployees. That is all the more reason for gettiﬂg to work on
the lc;gislation .Without further delay.

A prototype of measures to do the two things I have mentioned -~

set aside revenues to pay debt service and control City budgeting - -

S
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c¢an be found in legislation enacted in 1976 for Yonkers. It to’ok scveral
months to get agreement on its main features. But it enabled that
city, which had also been foreclosed from the market, to make a
" public sale of $84 million of long-term bonds -- a large amount for a
city of its size. The sale funded accumulated deficits and put Yonkers
on a road which should lead to full financial health. For oné reason
. :

or another, the Yonkers prototype may not be acceptable for New York
City, but it points the direction which could be iakcn.

| As you are aware, therc have been some discouraging comments
from Washington. One of them is that the State rmust incr ease whal a
Senator called its "weak, fe.ebleﬁeffort” to help the City. The GoveArnolr
refuted that characterization by detailing the very substantial assistance,
regular and special, which the State has been providing o.ut of 2 total
budget smaller than the City's, It includes, to mention but one item,
the special advance o’f $800 million which the State plans to make next
Spring for the third year -~ $800 million that the State must itself
bc;rl'oxv. Morecover, there are serious financial, practical and legal
obstacles to any significant increase in the State's ;:011t1'ibution., The
State has just completed the ardltlous restoralion of its own credit in
the aftermath of the CitY. and UDC defaults. Responsible F;::deral

officials must realize the folly of pushing the State into a precarious

position as the price for avdding another City crisis, True, the Governor
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has proposed some State tax cuts, his assumption neccssaril}y being
that the State could otherwise ;*.how a surplus in its next fiscal year,
There is reason to believe, however, that some tax reduction is
necessary for the economy of the City as well as other parts of the‘
State. From a practical standpoint, which reaiists in Washington
should appreciate, the Legislature is most unlikely to approve the
alternative use of that ?;ojected surplus t.o provide extra help to
the City without granting comparable help to the rest of (;ur loca’l
governments -- which would cut in half any rrﬁon.ey which could be:'
made available to the Gity, Fina.lly, the State has very limited
‘sources of new money, At $4 billion, its Spring Borrowing has
reached the maximum of Shortmt‘erm notes the market will absorb
even if the Legislature should authorize additional n;of:es to help
the City. With respect to bonds, the State is Constitutionally pro-
hibited from selling them without approval of the electorate as well
as the Legislature. The Constitution also prohibits any State
guarantee of City bonds or notes,

I find another pl-lblished propasal both disturbing and

.

Impractical, It is that the State Retirement Systemns should buy a
large amount of new City bonds or notes, As trustee of t\y‘o- of
those systems, I could and would agree to no such commitment,
For one thing I am a trustee. My investment of trust as-.sets must
conform to the legal requirements of the Prudent Man Rule. I musk

compare all available investments and select those which bcst meet



the requirements of safety, rate and diversification. The beneficiaries
of the trust are nearly 750,000 individuals who work or have worked for
the State and some 2500 local governments outside New York City. Unlike
beneficiaries of the City pension funds, they have no direct interest in
the City's finances. 1In addition, the State systems are likel; to be
called on to make a back-up commitment, as in 1977, to buy part of the
State's 1978 Spring notes or actually to buy some of them as in 1976.
Personally, I'am'cautiously optimistic that the necessary
Federal help will ultimately be forthcoming. To date the Federal
loan ﬁrogram has not cost the Treasury a dime. 1In fact, it has probably

regulted‘in a profit. Federal officials also acknowledge the significant
pfogress the City has made in the last two and/ialf years. Nohetheless,
I can understand their reluctance to continue the precedent of‘a special
program for this City. I can understand also the frustfation of
members of Congress who may have believed the City's need forx special
help would be a thing of the past by next June., The hard fact, hoééver,
is that an extension of Federal assistance may still be vital as the
City's "bridge to the public ﬁarket". It may be the only real hope of
averting a resurgence of the 1975-76 crisis for the City and maybe 
the State and the financial community. It would be a tragedy if the

'

Federal Government withdrew its lifeline just as the City is headed

for shore. I would hope that reason will prevail along the Potomac.
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However, I suggest that it will measurably advance that result if the
City and State move promptly to draft and enact the legislation I have
described as the foundation for the City's ultimate return to the

“capital market.
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TALK BY STATE COMPTROLLER ARTHUP LEVITT

' to
THE MU\IICIPAL LAW SECTION OF THE NYS BAR A-SSOCI_AI‘ION
AT A LUNCHEON IN THE NEW YORK HILTON ON JANUA}{Y 19,

1978.

There are several reasons 1look forward to qunmff you every

year and dddressmg you every other yeeu For one thing, as a laWyer

, myself it is a pleasure to-be back home, in a sense, \Vlf:h my

- ‘px.'ofessmnal colleagues As the elected State Comptrollcr, I Welconoe
: _the opportonzty' to share a few thoughts on State and local flnance with
. an‘mtelhgent ‘md ;vell-—-mfm ‘med audience Wlth r(,pres entatlon from all

'types of local government and all partq of the State.

' My ﬁsual practice in talking to gi‘oups with a more Specialiyed

: orientation is fo report on some phase of my Offlce s act1v1t1es Whlch

'dlrectly affects the pa.rucula.r group, In your case, however the range

of your 1nterests and competence is so W1de as to make selectlon oi' a

' top1c its elf a problem Indeed, in the two years between my talks here
. there is usually substanual progress to report Wlth reSpect to many
'lof my re%ponsﬂnhhes whlch are of concern to you This year is no

 exception. .[‘hus I have been tempted to dlscuss f,he mcreaszng

ef_fecti\;eness of our performance audits, Whlch point the wa.y to very

subs tantial sa.vmgs of taxpa,yer money at State and Iocal levels



the .growing sophistication Qf'the State’s cash management; fhe help
we are giving local governments in drafting disclosure documents
for their bonds and notes and in bringing their accounting closer to
generally accepted accounting principles;_ recent legislation affecting

‘the State-operated retirement systemns I administer for Jocal as well

as State employees; or even improvements in our pre-audit function

to.'perrnit more expeditious handling of over a billion and a half

-

vouchers a year,

On reﬂection, though, I propose instead § to bl;ing you ﬁp-—to-—.date

. on tﬁe subject I discussed here two yéars agor Thcn I will report and
_ comment on the extremely heavy pressure be?ng exerted on me io ‘.

. commit assets of theVSLate—run rehrem‘clent 5ystems to New York C1ty

Two years ag§ my talk deali with the dlfflcultles I foresaw

' in -cé'rr.ym‘g out the State s annual $4 billion Spring Borrowing in

1976 1 chOSe that ‘;ubJ ect parily because I knew you were 1nterested

- P— " . 1“
-in the Well bemg of the State as well as that of your localltles My

‘ v/
main reason, however, was that almost all of f.he $4 bllhon is used
A\ . L

to make pay:rnents of State aid to your local governments -~ for

T

education, Welfare and general—lpurpose revénue shari'nnr Any Cita.f,.eR

problems in carrying out its Sprmcr Borrowmg automatlcally become :

'yOur problems in the most real sense,



The difficulties I foresaw, you will recall, were substantial,
They did not arise from any weazkness in the State's own finances,
Hard revenues scheduled to be received later in the year were more

than ample to pay the short-term notes the State proposed to sell,

L

Howaver‘, the emotional fall-out from New York City's horrendous
81tuat10n had ma.de.nnportant investors -- lespemally out.- of-Sta.te
“banks énd 1n‘<‘-urance companles on w}uch we depend for purcha‘se of

'z.!. 51gn1f1cant-part of ou?: notes - - relLfm.tant .to buy any paper bee;ring )
- @ New York label, Hard as it was to believe, even the ma3or New

_ 'f'ork banks on two occasmﬁs had refus ed to make bids on relatlvely
“sm.al.l issues of the State's full-faith-and. credit bonds
As it turned out, my forecast of e};treme dlfflcultles proved to ..

be no exaggeration. Nonetheless, by gxtraordiné.ry éfforts ~-- and with
coo.pérz'ttion from the Governor, the Lecuslature, lcadmg financiers
‘(.)f natlonal repute and others - I was able to accomphsh the i976

: Sprmg Borrowing. I neorotla.ted individual sales of two-thirds of the
notés to nearly 200 1nst1£ut10ns throughout the country, though at an
unprecedented 7% short- tern:l tax-exempt rate of interest. In
consideration of the soundness of the notes 'Lnd that rate of interest,

.the trustees of various State-related funds -- including the State—oPeratedr

.‘ pension funds -~ saw their way clear to take the rema.mmg third.
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As Isaid in my annual report for the State's 1975—76 fiscal
year, we had weathered what vas probably the worst financial crisw
in the Siate's history -- certainly the worst since the eighteen forties,
Needless to say, the 1976 notes were all i’ully paid at maturity;
As that ycar progressed, We took & number of conotructlve acz;ons to ‘
allay investor appréﬂensmns in future years. VThe‘se actlons combined
W1th 2 less enllng of emotmnahsm in the Caplti;\.l market, produced the
desired results In 1977 our Spring I’E’;orrowmg b.eca;.me almost routn;e :
once_a more. The entire $4 billion of notes was sold to an underwrltz;lg
sﬁdlcate which successfully retailed them. A normal 4. 4% mtel'est
was pa:.d- 'ihe State-run pension Systems;, while still reguired to make |
an appreciable back-up commitment, were not ca_ll_e;i-o.z-l actually .to buy

any of the notes.

In my annual report for the State's 1976-717 fiscal year I was

As we approach the 1978 Spring Bérrowing,- I'am cauilously

: 0ptimisti;:.. 1 us'e tile word ”cautiously“ in view of a new cloud ron the
'horlzon the recent th:mcertalnty over contmuatlon of ¥ edéral help to
New York City afte1 June 30. That uncertaipty is unlikely to be
dispelled until late Spring, and it is bound to have some adverse effect

- on the State's seasonal financing,.
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In Erasping for alternative Sources of money for the City, Federal

and City officials _. with, I am BO¥Iry to report, at least tacit sSupport

from Some State officials . have focused on the State-ryn Pension

trustees . -: I'have been singled out ag the public target of the Pressure,

Demands are being made that I make a blanket commitment o buy a

"
L



: He dcclarcd that Arthur Levitt would be responsxble if New York City
goes bankrupt. That is 1rre5pon51ble nonsens e.r But I am sure yf;u
can undersf.and how I feel, as a persém and as an eleéted official, i:o. "
be on the recelving end of such demac;oguery | T have gréaf respect

' for Ed Koch generally and am confident he will reconmder-};us views

as he gets; a broader perspective,

-

lhere is one thing he and others overlook to begm Wlth It is

pensmn funds, 1 notl "State pension funds”.r F¥or lthese funds Ia.re nét

_ owned by the State. Nor are they owned, excepf in a technical sens e,
b)-r me. The real owners are nearly 750, 000 pres ent or former |
ernployees of the Stéte and of over ZbGO local government bodies ~.
other than than New York City. The funds are a-nra.-ccumulatlon of mo;qey
these mdlvlduals have contributed £ irom their paychecks or theu‘ |

h employers havg paid as part of thell‘ agreed compensatlon Their

interests must be paramount in investment of that money.
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Another thing., The Legislature has not simply authorized me
to invest the funds in my discretion -~ as it has with respect to surplus
money the State itself has on ha.nd Irom time to time. On the contrary,
it has directed me to invest them explicitly as a trustee, Indeed, two

years ago the Court of Appeals ruled that the members of the retlre-

‘ment systems had a Constltutmnﬂ rlght to have the funds 1nvested in

The Court voided an attempt by the Lecrlslaturc and the Governor to

' Id1recf. me to buy a fixed amount of MAC bonds For any of you who

may be mtcrested, the citation is Sgaglione V. Levitf, 37 NY 24 507,

Incidentally, Ialso have a statutory Investrment Adv1sory Commltf:ee _

L to he_:lp me, Ihat Commlttee, cmnposed of eleven experlenced leaders

of the 1nvestrnent world, has unanlmously endorsed my refusal to

make any blanket commitment of the trusteed funds for New York City.

ILast ¥Friday a New York Times Veditorial on the subject came
like a breath of fresh ajr, Let me read par.t of it:.
”(i)n fa.irness Mr, LeV1tt cannot be Iaulted for
-tdkmg seriously his 701’)11“;112101;1 as a trustee
' _I‘here are rlsks which other bond buyers can
accept for their own accounts but which he
cénnot accept on behalf of the state's pénsioners. "

and

- accordance with f1duc1ary pr1nc1ples as apphed by me as thelr trustee. -
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"Senators Proxmire and Brooke. .. should move

to make such investrnents on his part more

defensible, "
The way out, the editorial continued, was to take a leaf from an existing
Federal statute, the Housmg and Community Developmen(. Act aﬁd
provide a 90% Federal guarantee for a new issue of City bonds which
would be offered to the State-xrun pensmn systems and perhapb tor
other investors., If 10% State bacrmg were added- the Tune;s pre%umed :
X would regard .such City securities as a prudent 1nvestméni Subj ect
to the interest rate and the Qquantity of *Lhe secur:.ttl-cs i)emc acceptable,
tfle Times! pr esumption is correct. Needless to say, thls p.roposal is
far different from the demand for 2 blanket commitment whlch hés |
been presented to me,

| ) BesideAs employees, past and Present, of the 2500 loca.l govern-
mént Bodies, those bodies themselves would appear to have an 1nterést
~in havmor the pensmn funds invested in ac-lcordance wzth trust prlnc:lples
' Tﬂey are what is known as parhmpatmg émployérs” who have elected
to haw, Lhelr workers 1nc1uded in the State-run systems It would not
be surprisi ing if the trust concept was an 1mportaﬁt element in leadmg
them to make the electlon I suggest that those of you -Who are
currently active mun1c1pa1 attorneys should famlllarue yo;lr clients

with this matter,
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Perhaps I am a bo rnrc)ptim,ist. I cannot help but believe that
responsible public officials - . Federal, City and State -- will
ultimately recognize that I must and will remain faithfal to nﬁy
fiduciary responsibilities. If the funds in my chargc are to be used
for the City, I must be offered securities .'\’Vith s1l1fficient built-in
s;peciél protection .to qual‘ify thern as being "éf inyestment grade,
Insteald of castigating xﬁe, thesc officials should be ﬁsing their

" considerable ingenuity to structure and develbp securities of that

' kind.



