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13 June 1977

Bernard Friedlander, Es(.
CITY OF NEW YORK
Department of Law

1549 Municipal Building
One Centre Street

New York,

Dear Mr.

New York

10007

Friedlander:

Pursuant to the Amended and Restated Agreement of November 26,

1975,

(the "Agreement"} the New
"ganks") and the New York City Pension Funds

vork Clearing House Banks (the

(the "Pension

Funds") agreed not to tender or otherwise accept any offer for

exchange of any City notes

held by them for bonds of the

Municipal Assistance Corporation For The City of New York
(the "Corporation").

Prior to November 19,

1976, which period included the dates of

the Corporation's various offers to exchange City notes for its
Series 1 through 6 bonds, none of the parties to the Agreement
had stated to the Corporation that they did not consider them-
selves bound by the terms thereof.

Subsequently,

the Banks have stated that they do not consider

themselves bound by certain terms of the Agreement as a result
of a decision of the New York State Court of Appeals on Novem—
ber 19, 1976, in Flushing National Bank v. Municipal Assistance

Corporation, 40 N.Y.

5d 731 (1976). The City and the Corpora-

tion have

Stated that they believe that the Banks continue to

be bound by such terms.

The terms
1977, for
term City
Letter of

notes pursuant
dering party.

of the Corporation's Exchange Offer dated March 22,
its 1977 Series 7 Bonds expressly excluded short-
notes held by the Banks and the Pension Funds. The
Transmittal which accompanied each tender of City
to that Exchange Offer, as signed by each ten-
jncluded the statement that:
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"“The undersigned hereby futher represents and warrants
that the Notes are not tendered for the account of one
of the 11 commercial banks which are members of the

New York Clearing House Association, Inc., or the five
New York City Pension Funds, all of which are parties
to the Amended and Restated Agreement with the Corpora-
tion dated November 26, 1975."

On the basis of the foregoing facts, it is the Corporation's
information and belief that none of the Banks and Pension
Funds have exchanged City notes which were held by them for
their own accounts and which were subject to the Agreement
on November 26, 1975, pursuant to any of the Corporation's
various offers to exchange bonds of the Corporation for cer-
tain outstanding City notes.

Further, you are hereby informed that the Corporation has not
issued any new bonds based upon debt service savings to the
Corporation resulting from the operation of paragraph 5 of
the Agreement.

MUNICIPAL ASSISTANCE CORPORATION
FOR THE CITY OF NEW YORK

Signed Eyn Y i ) )
Stephen J. Weinsteiln
Deputy Executive Director and Segretary

SJW/1sd
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Momorandum Ke: New York ¢ Lty Proposed Plan é CLUﬁJ&7

The following items are intended Lo he for discussion
purposes only, in connection with the City's proposoed plan.
1. The Emergency I'inancial Coatrol Board would contirue in
existance for the duration of the emergency period, as now
provided for by law. The emergency poeriod mesans under thoe

law,the period ending when ths Control Board determines vnat

the expense budget has been in balance for one fiscal vear.

The Centrol Board 1s charged with responsibility for tho review
and approval of proposed City contracts or obligations and,
in coordination with MAC, the approval of long-term or shorit-

term borrowing by the City or any covered organization.

2. Undecr the City plan, the Lebt Service Fund would be
implemented immediately, but the review by MAC or other
third party would not be effertive until the jurisdicticn

of the Control Board terminates,

3. After the Control Board terminates, it is suygested
that the real property tax eslimates be put on a formula
basis. This should help potential investors to casily
understand the method by whico such taxes, a percentage of

which are Lo Lo pald into the bebt Service Fund, are estimated.

4. MAC or other third party 1eview would begin aftexr the
termination of the Control Bouard supervision. The review

would cover compliance with a palanced budget by the City -

and the review party would rcport its findings to the Governor
and the public. The review party would have to approve all bond

o bond anticipat ion note igaoes by | he Cily, which approval would
A

not be glven if the City werc not, in Lhe review party's oupinliorn,



in substantial compliance. ilowvever, approval of bonds to

fund bond anticipation notes would not require such approval.
There should be a limitation on the amount of bond anticination
notes which can be outstanding at any one time (c.g. not cxceeding
an amount equal to 5% of the total tax receipts of the proceding
fiscal year which would amount to about $300 million). DBond
anticipation notes should mature not later than one vyear,

although they may be renewed for one year.

5. In the event that at the cnd of any fiscal yecar, the City has
o N2y ey e |
a cumulative deficit of in excess of 5% of itfs total revenues for
such year, MAC or other third party would have to certify that,
in its opinion, the City is in compliance with its balanced budgct
requirements for the next fiscal vear., The City Qould,by law, ba
required to make such adjustments in its budget or the covered
organizations in their budgets, or a combination of both, so that
MAC or other third party could make such certification. Such
certification will be requirca cach fiscal ycar ntil the City cnds

a fiscal year with a balanced hLudget.

6. The method of estimating rnvenues and expenses under Paragraph
.

5> above,should be more restrichive than permissible under the City's

proposed plans.

7. Reminder: Make sure City can comply with the defined accounting
principles or the new law provides for exception that the independent

auditor must recognize and give eoffect Lo.
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THE CITY OF NEW YORK OFFICE OF THE MAYOR ABRAHAM D. BEAME

Tel: 566-5090 101-77
For Release:
Wednesday, March 9, 1977

Mayor Abraham D, Beame, Comptroller Harrison J. Goldin
and MAC Chairman Felix Rohatyn, today announced agreement on a
plan to solve the billion dollar moratorium financing problem,

The plan will be presented to the Emergency Financial
Control Board on Thursday morning. On the basis of the plan,
the loan requested by the City under the Federal seasonal financ-
ing program could then be approved by the EFCB and considered by
the Treasury Department for payment by Monday.

The major components of the plan to repay $983 million
in moratorium notes held by the public are:

-= $410 million in cash from the sale of Mitchell-Lama
mortgages;

—= $50 million paid back to the City by the Educational
Construction Fund from proceeds of financing;

~- $109 million to be invested by three special funds;

-- $57 million available in the City's cash flow result-
ing from improved cash management;

-- $90 million from the stretch of MAC securities cur-
rently held by employee pension funds and City sinking funds; and

~= $250 to $300 million intended to be provided by a MAC
exchange offer to holders of City notes at attractive, tax-free
interest rates.

The details of the plan are attached.

In addition to the funding provided in the foregoing
moratorium plan, the following sources could be used to compensate
for any possible shortfalls:

~~ The Cily anticipates that a public offering of City
or MAC obligations in the amount of $200 -~ $250 million can be
achieved in fiscal 1978,

-~ The City could also realize $60 million in cash during
the next nine months from the investment of additional Federal sewage

treatment reimbursements which requires Federal legislation.
(more)



-2
3

In light of presentation of the moratorium repayment
plan to the EFCB, and subject to the approval of the EFCB and
Treasury Department of the Federal seasonal loan, the employee
pension funds pledged to resume thelr long-term financing. The
unions have agreed to recommend the reaffirmation of the pension
fund commitment to a five-year stretch of the MAC securities they
hold as well as to fashion an appropriate solution for the repay-
ment of their City notes.

The Clearinghouse Banks, MAC and the City agreed to
continue consideration of a stretch of MAC bonds held by the banks
and also to consider an appropriate solution for the repayment of
the City notes held by the banks.

All parties underscored their commitment to the City's
reentering the marketplace on its own at the earliest feasible
time. Toward this end -- at the request of the Mayor and Comptroller
~- the City, MAC, the unions, the banks and non-bank underwriters
will create a committee to consider conditions which may be neces-

sary for the sale of City securities, including an appropriate

monitoring device,

FINANCING PLAN: FOR THE MORATORIUM  SETTLEMENT

The decision of the Court of Appeals on February 8, 1977,
in the Flushing National Bank case requires the City to devise and
implement a plan to pay the moratorium noteholders in full. The
plan must provide for payment to certain individual - noteholders
within approximately thirty days and remaining noteholders over a
period of approximately six months.

From the beginning, the City has attempted to accommodate
the interests of the investing public, the Municipal Assistance
Corporation, the Employee Pension Systems and .the Clearinghouse
Banks. As a result of discussions with MAC, labor representatives,
the Clearinghouse Bankg, and with advice from other members of the
financial community and the Federal Government, the City proposed

a plan on February 15, 1977. This plan anticipated that the
settlement would be financed through the contribations ©of all

participants in the City's fiscal life ~~ the pension funds and
(more)
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banks, the investing public, and the City itself through cash
made available from refinancing Mitchell-Lama projects.

When it became apparent that there was insufficient time
to reach agreement on all items, the City reviewed again its own
existing and potential cash resources in order to structure a hew
plan.

Some of the elements of the new plan were included in
original plan, Other items reflect continuing improvement in the
City's cash condition, increaged sales of Mitchell-Lama mortgages
and several new financing initiatives which were not anticipated
in the previous plan. 7The elements of the new plan are as

follows:

1. Mitchell-Lama Proceeds: The City expects to realize

approximately $200 million in cash from the sale of
Mitchell~Lama mortgages by June 30, 1977. An
additional $210 million can be provided by December
31, 1977, but will require intensive effort by the
City to achieve the additional amount, These funds
can be made available for payment of moraterium notes.

2. ECF Bond lssue: The City will obtain partial repay-

ment of funds previously advanced to the Educatiocnal
Construction ¥Fund in October, 1975, This will be
accomplished through a bond issue backed by Telephone
Company lease payments which will yield approximately
$70 million in proceeds, $50 million, the amcunt not
required by ECF to meet its construction needs, should
be available by June 1, 1977.

3. Investment of Cash Reserves: Several special City

accounts have available a total of $109 million in
cash. The City may use these funds to meet morator-
ium requirements either directly or by investing in
City or MAC bonds maturing over the next several yvears
to meet the special reguirements of each account.
These accounts are the Transit Unification sinking
funds ($40 million}, Capitalized Lease Program

Escrow (536 million) and Debt Service Reserve for

{more)
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retirement of City debt on sewage treatment facil-

ities ($33 million).

Improved Cash Management: As previously announced

in Deceﬁber, the City has made considerable progress
in acceierating payment of Federal and State aid,
thus providing more cakh than previously anticipated
in the EY 1977 cash flow plan. This is why the pro-
ceeds oﬂ Mitchell-Lama mortgage sales are no longer
required to finance the FY 1977 and FY 1978 cash flow.
Similar%progress has been made in improving the rela-
tionshiﬁ between expenditure and collection of reim—
bursabla capital, thus resulting in $57 million in
cash noé expected to be required to meet capital

cash needs through June 30, 1977.

MAC Stretch: The unions have agreed to recommend the

reaffirmation of the pension fund commitment to a
five~year stretch of MAC securities they hold and to
reinvest the proceeds of bonds which matured on
February 1, 1977. This, together with similar
action by the sinking funds, will provide $90 mil-

lion in.icash to the City by June 30, 1977,

MAC Excﬂange Offer: MAC will offer to exchange
Second ﬁesolution Bonds for Moratorium Notes held
by institutions, corporations and individuals. The
MAC bonds, at attractive interest rates, will be
designeq to enable holders of moratorium notes to
realize the face ¥alue of their notes in transac-
tions with bond dealers. It is intended that the
exchange will retire from $250 to $300 million of

the moratorium notes.

In addition to the items listed above, the City could

also realize an additional $60 million in cash during the next
nine months from inveﬁtment of additional Federal sewage treat-
ment reimbursements which requires Federal legislation. This

would provide a parti@l back-up for any shortfall in Mitchell-

Lama sales or in the MAC exchange offer. It should also be noted

(more)
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.that the MAC exchange offer could provide a substantially larger
retirement of moratorium notes than contemplated by the plan,
thus reducing the amount of City cash required,

In the event there is a shortfall in the plan, the City
would use existing cash resources in the FY 1978 Financial Plan
(primarily planned pension fund borrowing) to meet moratorium
requirements and the City or MAC would seek to enter the market
in the spring of 1978 with either City or MAC bonds to replace
these funds.

In FY 1978, the budget impact of the moratorium plan
should be positive (interest on all moratorium notes currently
included in the FY 1978 Financial Plan less interest on new MAC
bonds exchanged for a portion of the moratorium notes plus other
minor adjustments). Thus, the FY 1978 budget requirements for
debt service could be $20 to $30 million less as a result of

implementing the new plan.,
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THE CITY OF NEW YORK OFFICE OF THE MAYQR’ ABRAHAM D. BEAME

Tel: 566-5090 92=-77

For Release:
Tuesday, March 1, 1977

STATEMENT BY MAYOR ABRAHAM D- BEAME ™

.Pfeéident Car%er's comments today are a restatement of
the Federal Government's understanding that the current moratorium
crisis should be resolved locally. I concur with that appreach.
That is why I am pressing the banks and the unions to cooperata and
work toward a satisfactory solution.

The President has also demonstrated his faith iﬁ the City
of New York by indicating his support for seasonal financing by
the Federal Government over the noxt & to é-year period, and that we
will not be abandened on a national level. It.is now incumbent
on our local institutions to demonstrate the same faith and commitment

in our City.

LI
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New CllLy Dond - February 10, 23 and 24 MNoobdngs, 2/25/777, .2

)
o

2. Reserve Muand [(2/19, 2/24)

Cilty, continued:

(a)

3. Short termm

L Reserve 1s btappoed, City will issuc a budget o
Lo ib, and will appropriate awount Lo rotire bu
note in the [ollowing BY. Will consid

- ldea of

ot

lget
Toa

plan ol proporticnate redemwlbion of budgot noto.

Ros
L00% of any cuarr

Wil consdider idon of alloeating any surplus bo
Reserve during bualdld-up poriod.

3% Jevel, d-voear bulld-=up may Lo too LitbLlo, Lo
Some resisoance Lo use of Roscorve Tor oo
Falls; neoed clear written 1iat ol
expenses ', including groy avcas.

Budgoet neltes lossucd to Reserve should have o ol
retirement schoedule during the sollowiag

SN

secr Lo agroe,

surpius shoula go to Rescrve Jducing bul
Perhans this couwld apoly only Lo oortaln
(e.vg., excoss rovenuas) .

debe (2/19, 2/23, 2/24)

RANG

CHls:

Lessue against 200 of specilic ou
or advances; could go down ho 7579
arce melt (fundasd Resorve, balancod
in cash Plow patiern); 1 U acainagi Dal
Lo Reserve,  Cannob cortily vecelvenlos arce
when RAN 45 issuced bocause 10 worn 'l bhe “rue
vecolvabloe willl be oscrowed witl: Lrustoe o

ALL RAds will Lo roticed by 10/30 (exicnsion Lo
0/30 way be necessary in Lulwrey |

Shorcd Dsane agadnsl 290 off seoe vl TR

uicoencrollahy

crvae can purchase TANS and RANS Isoued againol
anbt year rocelvable (or advance) .

DS Ow

(:

Tind

HE2 SRR ST ST

I hl
vl

quoes bion aboul need for RANG Lo axlond boyond /20,
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New Clty Bond - IFebrodary 1o, 43 and 24 Mool L, 2725777, . G

3. oshort tern debl (2/19, 2/23, 2/24), continacd

CANG : Agreement on City proososal

E | BANs:  Agree to ddentifly purposes [or which lssued in bhe

: - City prospectus, and to redeemn DANs From procooeds of
next bond sale.  Agreement on Linits sronosaed by Ciuy
on masdiimam BANS odcstanding.

Budger Notes:

Cilby: Will issue Tirst +o Ros Munia, Lhon Lo i
i necessary.  Will roti i onext Fiseonl .

b Cannotv robire with '"[irst rovenues!
in next fiscal vear--will considosr .
proporilonate retivemenc schedule during vear.

Cln . Desirable Lo use "first revonueo! AT GACn - -

o recognizce July financing probloems and RAYN Limic
probicus.  Prouortionalte rotivewnent schodulc
might do--should boe Front-loadoeo.

q 4. Phreac-vear wlan (2/19, 2/24)

Clty: Will provide in Corm tike Treasary Aeporin,. WD conglde:

Dwrther brearxdowns ol ewponso atd rovesue oo Legorioes,

" CH Form ot plan should be Lu bond covenans.  Shoula nelucs
cash flow. Shouliod give somowhat more dotasl Shan 1o
Roeport.  Oversighit body should roviow lor

5. Cash flow plan: capital crpend o ur

(LS Lug

City: Will prepare a monthly cash £low plan Tor fiscal yoear,
showing all projected bosrowings.  Cash Flow plan wiil
include capital cash Tlow. Oversight Hody can rovicw—s-
standard is "feasibility' of borrowings propesad by
cash [low plan.

E ERTRr SV 3

Ty

CHI . Agroac.,

\ G. Debt Scrvice Fand {2723, 2/24)

: Cilty: (a) Pax rovenues would go Lo Crusioo fundelbarmined? .
(L) Fund held in cash, Lreasurios oo oG,

' (c) Yorhors model ("portion! coonroach) el
O0-day 'buckalb' would add $2 nillicn anrnas v to
CiLly Borrowing cosls al prosoie incarost robo EToac,

"Roliing!t 20-dayv resarve cudos aore Lo DOITOWLIG Clasen
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Now City Bond - IFebruary 19 0 235 and 24 Moealings, 2577, L4

5. Lubb Service Fued (2/23, 2/24)

City, continuaed:

(d) Juiv 1 funding of Fund a 'cosmetic' problemn. City
must borrow Sl bidlion in Jaly or go Lbankraont,
Can [und TPund on Juiy 1 by TaN horrowing {(twe monih
maturity), RAN bovrewing or working capitais (which
would have to be ralroed by long term borrowin:g)

(e) Prepayvment discount for toxces would not solve Jiiy 1
problem; changing tax payment datos is infcasible.

() Trusten may raise rescrve For uncollec-od b
purpose of computing Yonkers-noedel portion of Laxes
allocated co Fund.

Clis: (a) (L) Agrec.

(e} Rolling 90-day reserve for dell servicds
Lo investor. Cost of 90-dayv buchel wi
surplus when rate spread bocones normal.

() July L problem crilbical. Thero nust be ooocure
source of July/sucust dobl servioon.
Or rolling resorve would bzl : : Loreira
Onoannual shorb-tern borrowing Loy Julv/August oo
sorvice.

LN o

{e) Prepayment dizcount might help.  Undevstoand LT O L ems
n, in changing tax payvment dates.

1Ly Agroo.

7. Accowiting {(2/%19)
City: Will adhore to Goncrally Accoplbed Acacunt ng Princinlos
(GAAP) In financial skatomnents. Wil noo UG el acoruon
pension llability--will keep 2-vear la..

ClB - should have definite schedule for moving totally Lo GAAD
in inudgoting.

dvations (3/14G)

Cily: () Oversigab body should rovicw Uity unroorio, Loas

Lo CL0us Lo voe BF thoy are mcasonaboy ool boed

and b thay provide for al:l fogatl oblicalbions ond
contingent Lidbilitics of Lhoe Clbty to-che O.0. g

(L) Not clear on oswor of oversiohi ooy wiln roespoect
to budoet of coach .0,

N



Hew Cilby Bond - eiruary 19, <3 and 249 Maocllngs, 2/725/77, po 5

3. Covoraed Cryanications (2/19)

City, continued:

fo) City must tawxe political heot For decigsions about
funding of C.0.s in discretionary arcas. I8 over-
sight body reviews these decisions, 16 will bhe
‘politicized', which may oo inconsistont with Dro-
fessionalis.

Cllig e (a) Agrecd.
() (¢ Concerned aboulb polential Cliv dolficits caused
by bailing oulb C.O.g late in tne figscal vear. Under-
stand City's points. City should make o Droposal.

9. pudit (2/19)

Agreed:  Oversight body will have accnss o all working pasors
ol outside auditor, including 'internal coontrol e

10. Roie of Oversight pody in City borrowing {(2/24)

Cicy: Oversight body muslh nol have any duty vo cortin ‘ g
pricr Lo oa CiLy borrowing--this would ascani o bracocacucic
approval of borrowiug and 1s unac

=l . ER -
G Lamie.

Cl3: Want oversight body o male some sl ol costlficantion
an to the budgel or official stabenment prioe Lo

City borrowing. Will consider oxacrtly what !
_ and why. Do not want oversight body Lo apvrove
" borrowing 1liself.
Attached is a summary of tho February 18 mecoting.  Pointe L, =, 3

L
and 7 ol that summary have nob boon discussed adain.,
co Mossrs, Zuccotlhl .
Burlton ]
Kumnizr Leld

Lifford

lLornan

AAT M
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THE CITY OF NEW YORK OFFICE OF THE MAYOR ABRAHAM D. BFEAME

Tel: 566-5090 79-77

For Immediate Release:
Monday, February 21, 1977

STATEMENT BY MAYOR ABRAHAM D. BEAME

We believe that the City's proposal to deal with the
moratorium issue is a sound approach , and we are pPrepared to
discuss this matter in detail with the banks and unions tomorrow.

I am sure that all parties will demonstrate a cooperative
and constructive approcach in achieving a sound and expeditious

resolution to this problem.

o H



Olfceotthe Mayor  Office of iviaragement e Bud
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M v oarle, WY qiidnes

Lacnais 1 syt g
Lararlor

Fobruary 18, 1977

T3 Pile
FRCM:  Alexandra Altman

RE: PMoratorium - New City Bond -~ February i/ Meelin

The following ds a summary of the Feoruary 17 meeting
at Bankorsz Trust with representatives of the Clearing Housce banks
tcollectively referred to as "CHB") o discuss the Citv's February
proposal on financial conditions to accompany the public sale of
City bonds. Messrs. succobtli, Kummerfeld, CLiff ord and Burton
represented the City.

L. Use of MAC as oversight body

CHE position: MAC has no separate idenlbity in markaotplace
from L1ly MAC is percelved as an ineflfective vehiclo Lo rastoro

City's fiscal credibility; MAC perceived by market . a Sinancing

vehicle; agree that multiplicity of oversignt agenc:ns 1g
undesirable; control of oversight body's budget by City o
MAC has undesirable appearanco.

Agree to entertain idea of oversiahilL body

] w MAC, which would gsupercede MAC's Fiscal over-
quhL powers and exercise new ones, whosco Ladget would Lo
appropriated by the State legislature.

2. Composition of oversight bhody

CIB position: State appointecs should he majority; howevar,
City plupooal of ninth dircctor clected by four Ciiy and Four
State directors (with staggoered Lerms) may e acceptablo;
directors should be personally liable for their acls.

Cily posilion: Same as 2/16 proposal. No objocbion to direc. .

iLdJLllLy
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Moratorium -~ New City Bond - February 17 Meeting, 2/18/77, o, 2

Enforcement powers of oversight body

Lo
a

CHB position: Agree to consider 2/16 proposal as claborated
{i.e., on need for exvedited court procodurc: burden of proof
in court is on oversight body:; standard for court to apply

is reasonablencss of Cilty action: court must find alle eged non-
compliance to be material). Point out need for decision on
timing of enforcement process.

City pogition:  Same as 2/16 proposal. Will consider timing

of enforcement process.

4. Role of oversight body in City bhorrowing

CHB position: Oversighl body should have transactional approval
power and certify that City prospectus is accurate. Acknow]edgc
that these may be impracticable or unnecessary. Want 'cold
comfort letter' from oversicht body at time of City borrowing.

CJLV“BQELEEQQ' Oversight body must not have transactional
approval or its eguivalent. Oversight body may at any time
state that City budget is out of balance, eflfectively halting

any City borrowing.

5. kole of oversight bndy Lo approving feasibility of City capital
cxpcxmltlures (L.e., FJLLdl cash fJON)

CHB position: Oversight body chould review ca pital cash Flow;
capital cash (low should be "feasgible' in terms of bond saies
possible during Liscal year.

City position: Will consider CiiB position.

G. Treatment of COV(TLd O]GdDLXdL ons

s : Ovorsight body should review City budget o

sec that budget satisfics City's legal obligations to coveroed
organizations (MHC, TA, BHE). Control by oversight body over
total budgets of covered organizations is desirable, but such
control may politicize oversight body; will consider this issuc.

sition: Same as Lo City budgoet review. Wil: consider
her HHC can and should be made a mayoral agency. Mayor
must be responsible for decisions about non-mandated City conlri-

butions to covered organizaltions,
=l
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7. Budoet wediflcations; contract appiroval; thoce-year pluwn

CIB position: Oversight body should review all budget mods

to see IT budget is scill in balance; perhaps mods reducing

funds for mandated costs should be prohibited. Oversight body

should review coatracts prior to execukion to review (a) City

estimates of cost of conkract in current and fTuture Yeanrs,

(b) whether proposed City budget wod will cover current voear
osts, and (¢) whether three-year plan can reasonably accommodate

tuLure year costs. Three-year plan should limit City powoer

to Backload labor contracts; will consider City position.

Reguest Lformat of three-year plan.

City position: Same as to review of budget mods; but with
regard to mandated costs, no general restraints on transfers
are acceptapble. Oversight body must not have prior approvaT

of any contract; its duty is only to check that budget remains
in balance (i.e., that contract cost is reasonably cstimated

in budget mod and that funding of budget mod is adequate) .

On problem of backloaded contracts: oversight body cannotb
control poor Judgment of City through throc-vear plan; Figures
in three-year plan are soflt; three-yvear pilan will Lully reflect
contract obligations and projected revenuoes; oversight body
should review reasonableness of ostimatos in three-vear nlan;
LE contract lg backloaded, budgot for fubure year must be
balanced nonetho}ﬂﬂqw—City musk meet the problem in that future
vear. Agree Lo provide treasury report format of financilal plan.

. Accounting; expendifture controls; reports; audit

CifB position: City should move to CAAP for its budgot and
financial statements within specilicd period of time; recoagniso
that pension and fixed asset accounting present problems;

agree to independent audit by CPA firm retained by the City;
City's expenditure controls must be adeguateo.

Cily position: Same--but oversicht body cannot mandate particular
types of expenditure controls, as long as City controls arc
adequate .

9. Debt service Fund

Cil¥ posit: Yonkoers apbroach (City prowvosal) is accepltable.
provided oversight body (or trustee of the fund) can review and
adjust reserve for uncollectced real estalbe taxes.

City Lor Same.  Hole of State Cowmplroller as trustee
of Fha Lund 15 negoltiable, '"Bucket' approach is costly and
creates a July L problem.
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12,

Coy

Principles of budgeting

CHD pos
Specifically, City should agree that all expenses nust he
appropriated in the budget; that aid estimates for reimbursable
programs be consistent with (a) projected City program expendil-
tures and (b) State and Federal laws and regulations on the
percentage (or ceiling) of reimbursement; that the budget should
be consistert with GAAP.(Query procedurcs on formula grant
rstimation, )

City position: Same as to specific principles discussed.
Cversight body can review all estimates and all principles

employed for reasonableness.  formula granls wmust be estimated basc

on current statutes and known trends of formula variablos
{e.g., state revenue sharing and education aid).

Deficits
CHE position: lintire audited doflcit must be appropriated

in succceeding fiscal year. Deficit estimate For first three
quar"l*c_rs should be reviewad by oversight body and budgeoted; af
audited deficit is greeter than the estimate, the budageaet must
be cut te make up the difference.

Cilty position: Same except as Lo procedure when audited deficit
exceeds estimated deficit. Will consider U3 proposal. Deficits
cannot arise from overruns in controllable cxpenditurcs undoer
cncumbrance control system and personal service expendibure
rate contrel system (effective 7/1/77) City will provide

a delfinition ol "uncontrollable” oypcndlfuro;, which can cause
deficits,

ir

Reserve fund

CWlB

1n¢ revenue shortlfalls and uncontrollabie expense
overrruns suggest thalt until reserve is fully funded by
applOpLLdL ons, any surplus City revenues be credited Lo the
reserve.

Ciky position: Will considor proposal on surpluses. (Digscussti
oL rescrve broken off by termination of mcocoting. )

Messrs. Burton
Clitflord
Kummerfeld
Auccottli

Arjm

ition: Want budgeting princ: iples stated in bond covenants.

n:  Agree to incremental appropriation of cash rescrve
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Flushing National Bank v. MAC

Dear Gene:

I enclose a form of notice and applications in
connection with the procedure for the payment of notes in
the above matter. These were prepared by Allen London
(from the Corporation Counsel's office) and myself, and
will be submitted for discussion at a meeting I will attend
this afternoon among the varbus court clerks and officials
representing Judge Gibson involved in this matter.

My understanding is that Mr. Gamso, Clerk of Judge
Gibson's Part, wishes to finalize these papers by late
Monday, so they can be submitted to Judge Gibson on Tuesday,
with a view to printing and publishing the notice by the
end of next week. As we presently envision the timing,
that would mean noteholders would begin obtaining and filing
applications at the beginning of the following week.

Would you let me have any comments you may have
on the enclosed papers as soon as possible, We may not
have any further inmput after they go to Judge Gibson.

. Laufer

RI.L:mhk
Enclosures



-P)\UL. WEISS, RIFKIND, WHARTO.. 8 GARRISON

Lugene Keilin, Esq. ~2- February 18, 1977

P. 5. I am also enclosing a copy of the letter from the
Court of Appeals and the Supreme Court mandate we
have received in the Boston Stock Exchange case.

Robert L. Laufer
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OFFICE MEMORANDUM . Date_Yebruary 15, 4977

Memo of Fact [EI Memo of Law [_]

3

Simon #H. Rifkind Flushing National Bank

To Subject
From Robert L. Laufer v. MAC
cC: Allen L. Thomas

Howard &. Veisz

The following are the items to be discussed with
Judge Gibson tomorrow, in the order we would hope to take

them up:

Lo 1. A date must be set for the trial of Flushing's
3 l :
claim, at which it will present its notes and prove its

ownership or custodianship thereof, and the City will have
an opportunity to challenge the claim (e.g., if some of the
notes were purchased after the suit was commenced).

| 2. A schedule should be set for the briefing and
argument of the issue of interest. We will suggest that
Flughing serve its papers within 10 days and that the defendants
have 10 days to respond, then Flushing will have 5 days
to reply, and then oral argument before Judge Gibson will
be held.

3. After Judge Gibson rules on the appropriate

interest, Flushing may settle its judgment on the usual notice

to defendants, and Judgce Gibson will then enter the judgment, '



‘with the appropriate costs. (We will take the position that
Judge Gibson cannot enter judgment for Flushing for ther_
payment of principal without f;rst determining the open
interest issue.) Either side Qill then have the right to
apéeal the judgment to the Appellate Division.

4, At tomorrow's meeting, we will suggest to

Judge Gibson that he approve in the near future the following

T

forms:

a. An application for payment -- in the form of an
affidavit or proof of claim —-- to be filed by all B.l and B.2 note-
holders. (We should suggest that our side will uhdertake to prepare

an appropriate form, working from Bernie Richland's draft, to be
reﬁieﬁed by Amicus Bastow.) The application will contain,
among other things, the name and address of the noteholder, a
statement as to who is the real or beneficial owner, the date
of purchase, a statement that they presently hold the note and
a s%atement that the noteholder did not execute any agreements
to withhold demand for payment or enforcement of the notes,
as well as a requirement that fhere be attached to the appli-
cation both a coby of the front and back of the note and docu-
mentary evidence as to the date and manncr of purchase.

b. A form of notice to be published in the

New York Times and Wall Street Journal (and perhaps a third

publication) informing noteholders about the application pro-
cedure and telling them how to obtain a copy of the appropriate
application from some City official.

e 5. We will suggest to Judge Gibson that applications



may be filed by all notecholders (whether B.1 or B.2 note-
holders) as scon as the appropriate forms are available.to
such noteholders.
6. The applications of all noteholders will be

proéessed as follows: |

a. All applications will be filed with the
Clerk, who will then forward copies to the City, thé St?te
and MAC. T

b; The City will have 30 days to challenge
any application by filing an appropriate objection with

Judge Gibson and mailing a copy to the noteholder or his

representative.

1
4

: i' i c. If a challeﬁge by the City is filed,

Judge Gibson will schedule a hearing on notice to the note-
holder.

d. All challenges to applications of B.1
notepolders will be heard and determined before any pfo—
ceedings are conducted in connection with applications of
B.2 noteholders,

. e. If no challenge is filed (or if Judge
Gibson rejects the City's challenge without a hearing),
judgment may be settled immediately for the B.l noteholder
as previously outlined.

f. If the noteholder sustains his case at
the hearing, judgment can be settled as previously outlined

at the time Judge Gibson rules in the noteholder's favor.



7. After all applications by B.l noteholders are
processed to judgment (or to decision by Judge Gibson holding
that the applicants are not entitled to judgment as B.l note-
Holders), Judge Gibson will:

| a. Schedule hearings on any challenges by
the City to the applications of B.2 noteholders; and
b. Hold a hearing on the City's capaciti to |
pay the B.2 judgments in order to exercise his discré%idn con-
cerning the length of the stay of enforcement of such judg-
ments.

8. We will also establish the following with Judge
Gibson at tomorrow's meeting: |
I a. That any motions to intervene or consolidate
must be brought on before him like a nofmal motion with the
statutory notice to the Ciﬁy, the State and MAC,\who shall then have
an opportunity to serve responsive papers,

5 b. That any noteholders who executed agreements
to withhold demand for payment or enforcement of their notes
are not within Judge Gibson's jurisdiction, but must proceed
by sepgrate action or proceeding in the appropfiate court.

¢. That the Court of Appeal's remittitur pre-
cludes any class or group representations, since it requires

any noteholder seeking judgment to apply and present the neces-

sary evidence on his own.

R.L.L.
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11./19

11/20

11/21

11/22

CHRONOLOGY FOR MORATORIUM DEBT
REPAYMENT

Act declared unconstitutional

Carey, Zuccotti, Goldin, Rohatyn meet to
discuss alternatives

Beame to return to city from Israel vacation.
Orin Kramer as rep. of Carter meet with City
and State officials

{A) Carey and Beame aides and MAC meet on
Court decision

(B) Simon and Robert A. Gerard agree to
continue federal loans to New York because
of progress City has made with 3-year
financial plan

(C) Kramer. Nothing Carter can do not except
be supportive and pledge cooperation

(D) Rohatyn and Zuccotti state best hope is
some form of fed. guarantee of MAC bonds to:
{l) permit MAC to issue bonds of long
term duration
(2) permit lower interest rates

(E) Aides for Steingut, Anderson say no need
for special legislative session before reg.
session begins in early January

(F) Beame calls meeting at night at Gracie
Mansion with members of Bd. of Estimate and
leaders of City Council

(A) Beame calls Carter. Carter expresses
sympathy and understanding, tells Beame he
will discuss N.Y. crisis with Simon at their
meeting that day

(B} Beame meets with reps. of Carter, Simon,
MAC

(C) Beame states at press conference whatever
fiscal package is fashioned would not include
new city taxes or new drastic cuts in city
services. Also states he will talk to leaders
of employee pension systems

(D) Rohatyn states solution should insure that

holders of $600 million in city notes who traded

for MAC securlities be treated at least as well

. as holders of $1 billion



11/26

11/30

12/1

12/5

(C) City officials brief leading bankers in
afternoon at NYC Clearing House Assoc. headquarters

(D) Idea Super—MAC bond reported in press -
issue MAC bond and then use proceeds to buy city
bond. Thus super—-MAC bond would have credit of
city's stock transfer, sales and real estate
taxes - idea looked at by Goldin

Rohatyn meetings with Goldin, Zuccotti, Deputy

Mayor John C. Burton, Budget Director Donald D.
Kummerfeld. Officials state $1 bil. repayment

plan would have to include agreement of city banks
and pension funds to deferral of principal payments
on MAC bonds they now hold if to have local solution

Would mean $175 mil. this May, 1977. Clearing House
banks decline comment. Gotbaum will look at it.

But must include guarantees against further lay~off
of city personnel

(A) Meeting of City officials, MAC, Pension Funds,
banks, Richenthal

(i) Jack Biegal, consultant for pension funds -
"do not see possibility of additional
commitments by pension funds to purchase
NYC or MAC bonds. Biegel notes that merely
to enable pension funds to meet present
commitments to buy bonds through June 1978
~ by which time $3.8 bil. of funds total
assets of $10.7 bil. will be invested in
city and MAC bonds -~ they had already
needed a new fed. law. However, endorsed
postponement of principal payments.

(ii) Clearing House Bonds ~ withhold comment.
(B) Mayer, Goldin, Rohatyn, George D. Gould,

member of MAC board, and Richental meet to discuss
repayment formula

(A) DBanks announce that their agreement to forego
principal payments of $819 mil. of short—term city
notes now abrogated by Ct. of Appeals decision

(B) Biegel states pension funds will wait and see
what banks do about immediate repayment

(C}) Gotbaum insists on fed. help in resolving
city crisis.

Gracie Mansion meeting between MAC, city, union and

‘Carter rep.

(1) agreement must be one common proposal.
Fear of unions that after committing to
invest in new MAC bonds, they would confront
state budget that would city aid to city
and threaten jobs



(2} Gotbaum: must be.one whole package -
"involving state budget, city budget, fed.

12/7 (A) Carey projects $1 bil. state budget gap -
need to restructure formulas channeling aid to city

(B) Carter reps.: welform reform, categorical-
grants, some market assistance but probably no
direct aid

12/6 Beame outlines tentative plan at meeting with MAC,
Goldin, Richenthal: $983 mil. to be raised through
stretch-out of MAC bonds, refinancing of city
Mitchellfama mortgages, and a private and public
offering of new bonds to commercial banks, pension
funds and to trustees of city sinking funds

12/9 $200 mil. surplus found to assist in note pay-off.
[$60 mil. from fed. countercyclical revenue sharing
funds; $40 mil. from speedier collection of state
and federal aid; $83 mil. carried over from a lowerx
than expected deficit for fiscal year ended last
June 30; $75 mil. from fed. reimbursement for
water resources projects; $35 mil. from budget
cuts ordered by EFCB; $27 mil. from reductions in
debt service] Following plan proposed:

« $200 mil. in cash from city's cash surplus.
In particular from sale of mortgages in city-
financed middle-income housing projects in the
Mitchell~Lama program

- $200 mil. from 5~year deferral of payment of
principal on $1.8 bil. in existing MAC bonds
held by banks, pension funds, and city sinking
funds

-~ $100 mil. from new MAC bonds or other securities
to be sold to 1l major Clearing House Bonds

- $100 mil. from sale of new bonds to pension funds

- $60-%75 mil. from MAC or other bonds to be sold
to savings banks, insurance co.'s and state
. employee pension funds

-~ $300 mil. from MAC bonds to be sold to public

12/15 Meeting at City Hall. Beame, Richenthal, MAC officials,
Gotbaum, Biegel

(A) (i) Richenthal rejects proposal that noteholders
be paid with long-term bonds if city cannot
pay them in cash over next year

(ii) Richenthal would not approve note payment
plan being discussed because it was contingent
on city’'s getting cash from loans by banks '
and municipal employee pension funds



12/16

12/20

12/21

12/28

{(1iii) Richenthal accepts payment over l-year period

{(iv) Richenthal rejects giving city 30 more days
to put plan together

(v) Richenthal demands payment at full interest
rate

(B) City Plan

20% of $983 mil. to be paid by end of Jan.
30 % 1] 114 r L1} 1] n 11 June 3 0
50% 1] [ 1] n 11} n 1] " NOV- 19

Outline of plan same as that set forth on Dec. 9.

(C)  Gotbaum and Biegel - would not agree to plan
unless assurances by fed. govt. and state of assistance

(D) Banks - Plan still leaves city open to budget
difficulty in year and years ahead

(A) Richenthal petitions NY Ct. of Appeals for
redemption of notes in cash by Nov. 1977

(B) Banks
(i) Fear that new regulations expected from
Financial Accounting Standards Board will
force them to "write down" value of their
holdings in MAC securities should they agree
to deferral of payment of principal

(ii) Want resolution of suits brought against
state and city, particularly FI.I challenging
diversion of city revenues into fund
guaranteeing repayment of MAC bonds

Sen. Proxmire, Chairman of Senate Banking Committee,
warns N.Y. not to expect Fed. intervention in
resolving $1 bil. note payment. BStates some
assistance might be available in future.

Rohatyn states NYC will not be able to re-enter
credit markets when fed. loans end in mid-1978

Beame; Carey, Zuccotti, Rohatyn meet with Carter

(A) Carter states bankruptcy not alternative for
N.Y.; that Feds. would work to insure that City
borrowing needs were met in the future; and that he
would review administrative actions he could take to

‘help city overcome its budget deficit next year.

(B) City and State officials state that this is
expression of "federal partnership" that banks and
pension funds were looking for



12/29

12/30

(C) Sec'y of Treas. designate W. Michael Blumenthal
appointed to review options including:

(i) continuing existing fed. loan program
(ii) creation of new loan guarantees
(iii) establishment of "urban development bénk"
(iv) Adm. actions to help city

(D) Carter emphasizes that $1 bil. repayment problem
should be resolved locally without fed. assistance

(A)' Jack Biegel says Carter's statements make him
"cautiously OptlmlSth" but leave many unanswered
guestions

(B) Banks - Carter statements positive but still
have reservations. Want guarantee of fed. and state
assistance. Also want FI.I suit cleared up.

(C) Unions request meeting with Blumenthal.

Memoranda outlining repayment plan sent to banks
and unions by MAC and City.



11/23

11/24

{E) Richenthal - not yet decided what to

ask Court of Appeals to do, but would like

10 Clear House banks to lend city $1 bil. and
take long-term city securities in return

(A) Aides of Carey and Beame, as well as
Rohatyn rule out appealing to Fed. Govt.
"except as absolute last resort" for assistance
in raising $1 bil. Rohatyn states unfair to go
to feds. while they are in middle of transition
and trying to get organized

(B) Carter and Simon meet - express determination
to keep city from bankruptcy

(C) Richenthal meets with MAC officials

Richenthal states they are prepared to
put forward ways for noteholders to
receive package of cash and long-term
bonds issued by MAC or city

Rohatyn -~ declines to discuss forms of
financing

(D) Carey rules out state financial assistance
in form of any loans due to state's fJnanc1al
position

({E) . Gotbaum - pessimistic about taking on any
additional pension burdens unless in context of
overall federal package

(F) Richenthal meets with Rifkind to discuss
situation

(A) Richenthal, Carey, Beame, Rohaltyn news
conference

(i) agree to try to devise joint proposal

for repayment

(ii) Carey appoints Rohatyn as state ‘
representative at negotiations. Beame
to represent city

(iii) Rohatyn states they will be "discussing

‘ alternatives that don't reguire federal
assistance"

(B} Beame, Rohatyn meet with Gotbaum and 4 othex
leaders at Gracie Mansion. Outline to labor
tentative proposal as follows:

(i) Postponement on payment of principal on
$1.8 bil. in MAC bonds held by banks,
labor unions, sinking funds to service
new MAC bond issue

(ii) Proposed new MAC bonds issue with
portions to be assigned to bonds, pension
funds, public and private holders of short-
term notes. Labor leaders refuse comment.



L/1/77

1/2

1/3

1/4

1/5

1/6

CHRONOLOGY FOR MORATORIUM DEBT
REPAYMENT

Rep. of Clearing House Banks agrees to discuss
proposal with Rohatyn

Zucotti announces more than 10,000 municipal
workers to be laid off unless banks and unions
agree to MAC stretch for 5 years

Bond Buyer reports unlikely NYC will get specific aid
from Congress (see 12/20)

Wall Street Journal reports bond market enters
new year with highest prices and lowest yields
in up to about 4 years.

Unions chide Zuccotti for layoff statement; press
for discussion of $1 billion problem and 1977-78
deficit.

Rohatyn announces plan to issue 300-%5-- million

in MAC bonds, drop request that banks and pension
funds purchase $1 million MAC bonds each~-because
of improvement in market conditions for MAC bonds.
Meeting with Dep. Mayor for Finance.

Beame confirms firings if banks and pension funds
don;t agree to stretch. Flushing announces it will
not appeal Flushing I.

Federal government approves Westway.

MAC proposal to issue $500 million MAC bonds--
citing refusal of banks and pension funds to purchase
new bonds and extraordinary price gains of MAC bonds

New York State legislature opens

Meeting among city officials, Bankers Trust, Citibank,
Chase and Morgan, on behalf of Clearing HOuse banks,
MAC in which banks "suggest" alternatives to stretch
request and request to underwite $500 million bond
issue and back up public sale: (1) new form of

city bond tied to permanent legislative controls

on city budget procedure, balanced budget, separate
debt service account overseen by out of state bank
as trustee, independent audit of city's books;

(2) comprehensive budget plan for City, (3) lump

sum payment of moratorium debt in fall, 1977,

(4) extension of EFCB beyond 12/77.

Carey gives State of the State address and requests
$200 million tax cut

Richenthall terms action by banks of 1/5 as "unconscionable”

Beame proposes progranm to eliminate budget gap of
586~725 million, with budget balancing measures totaling
$777 to 802 million--includes economies such as

7500 reduction in city jobs, MAC stretch,

state and federal actions, e.g., revenue sharing

and speed up in payments of other funds, increase

in real estate taxes.

Keilin meeting with Burton at 4:30.

Working meetings re bank "suggestions"”



/7777 EFCB meeting

-~ Bigel warns that unless banks drop objections to
City-MAC plans to reimburse city noteholders (1) unions
wont go along with plan if banks don't, (2) unions

wont advance $250 million to City in February

which is part of City's 3 year plan

- Rohatyn informs EFCB that negotiations at an
impasse, advises rejection for time being of latest
demands, states that many proposals are feasible and
chief objection to banks counter proposal is failure
to take immediate advantage of upturn in MAC market;
Richenthal attacks bank conditions asg "hypocrisy with
compound interest"

Union leaders meet with Blumenthal

MAC board members meet to discuss Flushing IT
litigation

1/8/77 City and MAC officials meet at Gracie Mansion to
discuss bank proposals

MAC Board members meet to discuss Flushing II
litigation

1/10/77 Beame announces appointment of Thomas Coleman
to MAC Board of Directors

City officials announce opposition to extension of
EFCB beyond 12/31/78; Committee consisting of
Burton, Kummerfeld, Keilin and Clifford begins to
draft proposal for city bond incorporating various
bank proposals other than extension of EFCE

MAC and City officials meet at City hall to discuss
controls required to market City bonds, specifically
identity and powers of an overseer to provide
assurances that the City maintain a balanced budget

1/12/77 City and MAC officials meet to discuss Flushing IT
litigation and indicate that City will ask Court
of Appeals for time to devise plan to pay off
holders of nearly $1 billion in City notes.

City and MAC officials agree to approve concept of
issuing new city bond to pay off at least part of
moratorium debt, with earmarking of revenues for

debt service independent audit of city books and

some form of continuing control on city finances,
provided banks agree to MAC stretch and participation
in MAC undersriting

Supreme Court declares $270~a of the New York Tax
Law unconstitutional.

MAC, city officials and bank representatives meet
to discuss City-MAC proposal for a City bond

EFCB staff meets to discuss e -

1/13 City and MAC officials meet with bank representatives
to discuss proposal for a city bond: bank represen-
tatives request time to review proposal and additional
information thereon



1/14/77

1/15

1/17

1/19

1/2¢G

1/21

1/22

1/23

Court of Appeals grants City until February 3 to
submit remittitur with respect to repayment of
moratorium debt

City and MAC officials propose new plan to banks:
(a) $300 million immediate MAC bond issue;

(b} $200 million through MAC stretch; (c) $250
million from sale of Mitchell~Lama mortgages;

(d) $250 million summer City bond issue

Law Journal publishes letter by Richenthal
demanding payment of moratorium debt by February 1,
1277 unless noteholders are paid contractual rate
of interest during enitre period after original
maturity dates.

MAC officials meet with brokerage firms representatives
to discuss ...

MAC officials meet with Citibank representatives to
discuss ...

Carey and MAC officials meet with bank officials.

They demand segregation of real estate tax revenues

as security for city bond,five year extension of
federal loans to the City and local finance commission
to control City finances as condition for banks'
participation in MAC stretch and underwriting of

MAC and City bonds to repay moratorium debt. They
warn Carey that State's ability to borrow $4 billion
in spring, 1977 will be jeopardized by failure to
quickly solve City moratorium debt problem,

MAC officials meet with union pension consultants to
discuss ...

Proxmire warns banks not to expect five vear
extension of federal loan to City; chastises banks
for their reluctance to go along with City proposals

Steingut proposes sunshine law for banks and law
which would permit state to appoint member to
Board of Directors of each bank in the state

Rohatyn briefs Beame, Goldin and other City officials

on 1/19/77 meeting. Bigel states that he would
not recommend further loans to City by service
unions pension funds - due 2/15/77 - unless banks,

MAC and city work out plan for repayment of mora-
torium debt.

Rohatyn endorses concept of long-term fiscal oversight
body for City, run by private citizens, city and

state elected officials and hiring of blue-chip

Wall Street firm as financial advisor to guide

City back to marketplace, requesting banks' agreement
to MAC stretch and new underwriting in exchange
therefor,.



1/24/77 NY Times reports Senate Banking Committee preparing
: report advising against extension of Federal loan
to the City beyond 6/30/78 termination date.

Wein and Quirk institute court challenge to legis~
lation authorizing delivery of stock transfer
taxes and sales taxes to MAC

Beame meets with bank officials; Beams reports general
agreement on nature of financing package but lack

of agreement on nature and degree of outside

oversight over city fiscal operations. City officials
agree to seek third-party opinion on that issue.
Reports differ as to whether banks demand issuance

of City bond prior to payment of moratorium debt

by City.

MAC officials meet with Richenthal to discuss....
MAC officials meet with their attorneys to discuss ...

Carey advises bankers that while he appreciates right
of private sector to monitor government spending,

he will not permit the banks to run the government,
directly or indirectly.

1/25 Beame and Carey acknowledge that new outside
monitoring agent for city's finances will be
required if City is to raise money in the bond
market., Both suggest strengthened MAC could be
such an agent.

MAC officials meet with Beame to discuss ..

1/26 Union leaders meet with MAC and City officials and state
(1) refusal to accept long-term continuation of
EFCB or any other like outside control mechanism
for City finances and (2) refusal to purchase
further bonds until dispute is resolved. Rohatyn
states that unions' stance made it unlikely that
City would have plan to repay moratorium debt
to present to Court of Appeals on 2/3/77.

1/26 Meeting of bank working group to discuss ...

Banks deny charges that they demand freedom from
City affirmative action programs in exchange for
handling City banking

1/28 NY Times reports investment bankers who underwrite
municipal bonds advise City officials that outside
agency is required to monitor City finances

Bank and union representatives meet with City and
MAC officials to discuss ....



THE CITY OF NEwW YORK
OFFICE OF THE MAYOR

NEwW YORrRK,N.Y. 10007 DEB&L ?19?@

JOHN C. BURTGON
DEPUTY MAYOR FOR FINANCE

December 16, 1976

Mr, Stephen J, Weinstein

Deputy Executive Director
Municipal Assistance Corporation
Two World Trade Center

New York, New York 10047

Dear Steve:

As promised, I enclese a copy of our letter of transmittal
to Arthur Richenthal complying wich his request for information,
For your reference, I have also enclosed a copy of a schedule of
New York City taxes prepared by the Office of Management and Budget,

I believe that you have in your files the other information we sent
to Mr, Richenthal,

Very truly yours,

e

mes R, Brigham, Jr,
Special Coumselor

JRB, Jr,:sgl
Enclosures



JOHN G, BURTON
DEPUTY MAYCR FOR FINANCE

THE CiTy OoF NeEw York
OFFICE OF THE MAYOR
NEW YORK, N.Y. 1C00O7

December 15, 1976

Arthur Richenthal, Esquire
Richenthal, Abrams and Moss
122 East 42nd Street -~

New York, NY

10017

Dear Mr. Richenthal:

Pursuant to your request for documents, dated November 29, 1976,
we are furnishing you with this letter the following documents:

ITtem 4.

Ttem 6.

The latest Official Statement of the City de~
livered in connection with a sale of general obligation
serial bonds to the City pension furnds on November 15,
1376. The Official Statement does not reflect the
decision of the New York State Court of Appeals on
November 19 declaring the Moratorium Act unconstitutional
under the New York State Constitution. The short term
debt of the City which was in moratorium is described
in the Indebtedness section. Any solution to the pro-~
blem of discharging this indebtedness will probably
involve funding from external sources, as well as a
major revision in the City's Financial Plan and Cash
Flow Plan. 1In connection with an issue of Serial Bonds
contenplated for JFanuary 1977, we are breparing a new
Official Statement which we wilil send to you when
conpleted.

As a result of the decision of the Court of Appeals,
the City has not made the Official Statement generally
available. Consequently, will you please treat the
Official Statement as a confidential document and limit
its circulation to the members of your ¢roup who are
working on this project.

Expense Budget Fiscal Year 1977 as adopted, to-
gether with a budget control run comparing the Budget
as adopted with the Budget as modified as of November
192, 1976.



Arthur Richent, .1, Esquire - 2 - Lecember 14, 197¢

ftem 11, The amended and Testated agreement of November
26, 1975, among the Municipal] Assistance Corporation,
certain New York City commercial bonds, New York City
Pension Punds, and yew York City Sinking Funds; the
credit agreement among the United Stateg of America,
the State of New York, the City of New York and the
New York State Emergency Financial Control Board.

Item 12, A schedule of all taxes imposed by the City of
New York, and the collectiong thereof, for Fiscal
Years 1974, 1975, 1976 and 1977 (estimated).

I understand that you have Previously been furnished with ITtems
2,3,5, and 9, by Municipal Assistance Corporation and ftems 1, 7, g,
10, and 13, by the Office of the Comptroller.

The information which yon requested regarding the status of the
City's expenditures under the Capital Budget is being compiled by

JRB:rar
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Felix G, Rohatyn
Chairman

Board Membars
Francis J, Barry
George M, Brooker
John AL Coleman
Thomas D. Flynn
Gearge D, Gauld
Crick Netzer
Bonna E. Shalala
Robert C. Weaver

State of Now York
Municipal Assistance Corporation
For The City of New York
Two World Trads Center

New Yark, N. ¥. 10047 Eugene Keilin

Exacutive Diractor

(212} 488-5720

Writer's Direct Wire: {212) 488- 2723

7 Decarber 1976

MEMORANDUM

TO:

FROM:

RE;

Eugene Keilin

Allen L. Thomas hﬁii)
Stephen J. Weinstein f/)

Payment of Interest on City Notes in Moratorium

The first anniversary of notes of The City of New York which were

subject to the Moratorium is December 11, 1976. On that date, the City
is scheduled to make the interest payments on such notes at the
reduced rate of 6 percent, as provided in the Moratorium Act. In light

of the

recent decision of the Court of Appeals which invalidated that

legislation, the City has been considering alternative approaches to
such payments. We were informed today by the City Camptroller's office
that, at present, the City intends to make the 6 percent payments as
scheduled. However, the City also proposes that the following statement
accompany all such payments, which language I am submitting for your

review

and comment.

"PAID AS OF DECEMBER 11, 1976
AN AMOUNT EQUAL IN SUM TO
SIX PERCENT OF FACE AMOUNT
HERECF, WITHOUT WATVING ANY
RIGHTS OF THE HOLDER OR 'THE
CITY WITH RESPECT TO 'THE
PAYMENT OF PRINCIPAL OR
INTEREST DUE HEREON"

I have informed Ken Hartman and Sol Lewis in the Camptroller's office

that we would review this proposal and react to it as soon as possible.

SIW/mp



DRAFT 11/24/76 L
PN NOVE 41975

CURRENT PROCEDURAL STRATEGY FOR DEALING WITH FLUSHING TIX

This will outline our current thinking on the
procedures that are likely to be followed in the Flushing
TT Moratorium case as a result of the November 19, 1976

opinion of the Court of Appecals.

Our consideration of the alternatives available
to us and the strategyv to be followed are still at a pre-
liminary stage. Since the date of our November 21 memorandum;
however, we have had the benefit of several meelbings with

Arthur Richenthal, attorney for the plaintiff.

1. Legal Options; Likely Procedures.

The legal options available to us at this time
are several. We maw move for reargument; attempt to
formulate and serve on plaintiff our own proposed order
(remittitur); wait for the plaintiff to serve a proposed

T el e gl £ s m;»Q}ﬂMMgf«“&l
order on us; or attempt to negotiat an order with plain-

fesl
tiff. We have chosen the lakkar course.

Both in_his meetings with Judge Rifkind on
Monday and at the news conference yesterday, Mr. Richenthal
indicated that he would work with us to attempt to
formulate a joint proposed order to be submitted to the
Court. As indicated vesterday, both sides have agreed to
attémpt to reach agrecement on such a proposed order by-

Decemboer 15, 1976.



So long as the parties are negotiating in good

faith on such an order, we do not believe that Mr. Richenthal

. i

will attempt to put in an order of his own; éﬂ@’ye do not
B

a——

intend to submit an order of our own so long as such

negotiations continue.

We have no indication from the Court of Appeals

that it would not be agreeable to the procedure and time-
ol o) radaliely we unl L,
table outlined above) We believe that such a procedure
Ha
is consistent with the language of the opinion.

2. Richenthal's Pos%;ion.

As outlined in Item 1 above, we do not believe
F that Mr. Richenthal will attempt to put in an order of his
own so long as he believes we are negotiating in good
faith with him and are likely to reach a Jjointly acgreeable
order. If negotiations were to break down, however, or if
Cad e abeud *K\L%MO
they were to bear no fruit axmugﬁtany deadline agreeable
to him (currently December 15), then Mr. Richenthal would

probably submit a proposed order to the Court on his own.

Such a proposed order would probably, in such a situation,

be a harsh one. He would, presumably, ask for an order

directin&l&mmediate payment of all amounts due all note-
holders. He might even reguest that "first revenues” be
sobt acide to fund such a paymant. gZThis is the procedure

contemplated for bonds -- but not antlicipation notes --
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Richenthal, all dafendants would have

proposed order by Mr.

bbluumUT 30 davs in which to respond and, thereafteg,the Court might )
. &¢Juypm~LF- : Coul A
L order ‘a hearing on such proposed order.

dadl o~
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3. Implementation.
m@u&

Counsel are currently researching the question

Q, of how any final order by the Court of Appeals {or by
poAAR _ | : VQj?UAAQél
the State Supreme Court on remission from the Court of
nudﬂﬂA{S Jo o Q
Appeals) would be implemented. It is obvious that, if 4{11
K ¥ o

an order agreeable to plaintiff and defendants were entered, J§>¢£Leﬂ
it would be in defendantg' interests to have the matter
//’“ ‘ declared a class action so that it would be binding on

all members of the class. Some class actions do not

i\ i
permit members of the class to opt out. Research on thegaf,, )

points continues.

_ b -
If an order were enterved that is not agreeable anUHg

to defendants, we would probably fight the designation

of the matter as a class action.

We cannot determine at this time whether State
or Federal legislation would be needed to implement the

order. d2 will not know that until we know the nature

e N

of the ordu;R‘ 1t is possible, however, abt least
' A

Stato

legislation will be rveguired.




To: Orrin Kramer Date: November 21, 1976

From: Eugene Keilin

The attached memorandum summarizes the legal conse-
guences of, and some of the alternatives for dealing with,
the Court of Appeals decision. We may distribute a similar memo
to the MAC board and others concerned with the decision. 1In

addition, the following points may be useful to you:

1. We do not want, and we do not believe it is

necessary to have, an immediate crisis.

-Assuming the Treasury makes its December loans
{(about $770 million) and either the Treasury or the City pension
fundg provide another $105 million about January 14, the City

should not need further loans through the end of February.

~The Court decision does not specify the actions
to be taken or their timing, and will not do so until thé |
parties have discussed alternatives, proposed thelr own plans,
and had a chance to criticize their adversaries' proposals.  Pro-
posals may be made to the Court in the next week or two, but a
final decision is unlikely before January, and may take much

longer (see the attached for détail).

~-For our own planning, we are assuming an SEC

report on its investigation of the issuance of City Notes by



the end of the year, but one which will not have an immediate

impact on City financing.

-City and State budget proposals are due by the
end of December or early January, but they will not require

immediate action.

2. The principal short-term objective is to secure
continuation of existing financing arrangements. The Treasury
has already indicated its willingness to proceed with the
December loans. Since Carter is seeing Simon on Monday, he
might support this decision and encdurage Simon to provide
the $105 million required January 14. {Simon should also be
asked about his recommendations concerning the City; he has
been directly involved in the City issue, and he and his staff
are familiar with the problems the City will face over the next

few years.)

3. MAC will probably call for some kind of signi—
ficant federal acticn. The Court of Appeals decision simply
accelerates the financing needs which the City would have
faced at the end of the moratorium. These needs inclgde
seasonal and capital financing subsequent to the 1978 fiscal
year, and the compelling need to rearrange the front;loaded,

high~cost debt structure of the City and MAC. Any realistic



and permanent solution for the City's fiscal problems requirés
some form of federal financing assistance. However, we have
not determined whether the plan submitted to the Court of

~ Appeals to deal with the notes in moratorium should rely on

federal assistance.

4. Any federal assistance should be part of a program
to continue the City's progress toward fiscal responsibility
and réform. We believe that MAC, as a State agency with a
twenty-year life and $4 billion in bonds outstanding, could be

appropriately included in such a program.

5. While all of the above indicates no immediate
need for action by the new Administration, we may well want
or need Congressional action during the first six months of
next year. Significant opposition or disagreement is likely
on hoth sides of the asile, and the Congressional process is
lengthy. MAC, the City and State will want to make and begin
seeking support for firm legislative proposals as early as

possible.



November 21, 1976
To: All Interested Parties

From: Allen L. Thomas
Eugene Keilin

Subj: Consequences of the Decision Declaring the Moratorium
Act Unconstitutional.
This memorandum outlines the possible legal and
practical consequences of the decision rendered by the New
York State Court of Appeals on November 19, 1976, in Flushing

National Bank v. Municipal Assistance Corporation For The

City of New York, et al., holding that the New York State

Emergency Moratorium Act for The City of New York (the "Mora-
torium Act") violates the faith and credit provision of the
New York State Constitution. In addition, this memorandum
outlines the possible courses of action that might be taken
by the State of New York (the "State")}, The City of New York
(the "City") and the Municipal Assistance Corporation For

The City of New York (the "Corporation") in order to deal
with such consequences.

1. The Immediate Legal Steps that are Likely to Follow
the Court's Decision.

The Court held that the Moratorium Act violates

the provision of the State Constitution requiring that any



obligation issued by the City must be secured by the "faith
and credit of the City". Because the Court decided the
case solely on State Constitutional grounds, we do not see
any reasonable basis for an appeal to the United States

Supreme Court. The decision is, therefore, final.

The decision of the Court is not self-executing
and will not be legally effective until a "remittitur" is
entered by the Court pursuant to which the Court will order
the method of implementation of its opinion or the method
by which such implementation will be determined. Accordingly,

the moratorium remains in effect for the time being.

The Court stated that the proposed remittitur must
be settled on thirty days' notice. This means that the
Court will not act on any proposed order for at least thirty
days after a proposal is submitted by one of the parties.
Because of the schedule of the Court of Appeals over the
next two months, it appears unlikely that the Court would
adopt a remittitur before the beginning of January, at the

carliest.

The remittitur may be expected to be the subject
of negotiation between plaintiff, Flushing National Bank,

and the various defendants (the State, the City and the



Corporation}.

The type of remittitur which the Corporation
would prefer to sce approved by the Court is attached here-
to as Exhibit I. From the defendants' point of view, the
mosé gignificant element of such a proposed order {other
than the direction to the lower court to grant judgment
declaring the Moratorium Act unconstitutional) is to stay
all proceedings for a specified period in order to provide
sufficient time to develop financing arrangements accept-
able to the City under which the public holders of the City
Notes would receive payment for their notes. In addition,
such a stay period would prevent the flood of suits brought
by holders of City Notes which might otherwise be expected.
Upon the expiration of this stay, the trial court would
take evidence and approve the terms of payment. In the
event that the terms of payment were unacceptable either

to the plaintiff or the defendants, the lower court's de-

cision approving the plan could be appealed.

ir. The Effect of the Court's Decision on the City's
Current Financing Arrangements.

The most serious effects of the Court's decision

on the financing arrangements now-in effect for the City'



are on the Federal Credit Agreement (the "Credit Agreement")
by and among the United States, the City and certain other
parties, and the Amended and Restated Agreement of November
26, 1975 (the "Amended and Restated Agreement") by and
among certain New York Clearing House Banks (the "Banks"),
City Pension Funds (the "Pension Funds") and City Sinking

Funds.

1. .The Credit Agreement. Under the Credit Agree-

ment, the Secretary of the Treasury is authorized to lend

the City up to $2.3 billion within each of the 1976-77 and
1977-78 fiscal years. Such loans, which are demand lcans,
are subject to conditions, chief of which is that the Secre-
tary must determine "that there is a reasonable prospect of
repayment of the loan in accordance with its terms and con=-
ditions." Following the Court's decision and absent spe-
cific plans to insure payment of the City Notes, the Secretary
would probably have a basis on which to fail to make the
determination of a "reasonable pfospect of repayment" and

the Secretary might, therefore, refuse to make additional
loans. Furthermore, the Court's decision probably consti-
tutes an "event of default" under the Credit Agreement. If
an event of default occurs, the Secretary may, but is not
required to, demand immediate and full repayment on all loans

outstanding under the Credit Agreement.



Although the Secretary of the Treasury probably
has the power to refuse to make additional loans and to
demand repayment of all outstanding loans under the Credit
Agreement, he has indicated that the Federal Governmént
would make the loans previously scheduled by December if
the parties appeared to be working on a solution and if
there were no unexpected -adverse developments, and that he

would not demand payment on any outstanding loans.

2. The Amended and Restated Agreement. The Banks

and Pension Funds hold approximately $819 million of City
Notes. Pursuant to the Amended and Restated Agreement, the
Banks and Pension Funds have agreed to defer the payment in
full of such City Notes until 1986, subject to equal annual
reductions of outstanding principal from the "end of the
moratorium period" to 1986, if, among other things, the'City
pays 6% interest on such City Notes. It is possible that
some Banks and Pension Funds might read the Amended and Re-
stated Agreement as not requiring such a deferral to continue
after a declaration that the Moratorium Act is unconstitu-
tional. if such a view were to prevail, the Bank and Pension
Fund-held City Notes would be pavable on the same basgis as
the publicly-held City Notes. The Corporation will call a

meeting of the Banks in order to obtain a reaffirmation of



the Banks'® commitments under the Amended and Restated

Agreement.

Under the Amended and Restated Agreement, the
Pension Funds are required to purchase $2.53 billion (of
which $1.625 billion rémains to be purchased) of the City's
or the Corporation's bonds through the end of the 1977-78
fiscal year. The Court's decision that the Moratorium Act
is unconstitutional does not in itself release the Pension
Funds from their obligations under the Amended and Restated
Agreement to make additional purchases of the City's or
the Corporation's bonds. The decision may, however, re-—
sult in the fallure of one or more of the cldsing conditions

for such obligations.

The Trustees of the Pension Funds will be asked
to reaffirm all of their commitments under the Amended and

Restated Agreement.

. Assuming that the efforts made with respect to
the reaffirmation of the commitments of the Banks and Pen-
sion Funds discussed in this section are successful, the
scope of the financial problem which the City faces follow-

ing the Moratorium Act case is represented by the approx-



imately $1 billion of City Notes held by the public.*

3. Important Financing Dates. There is attached

hereto as Exhibit II, a calendar of important dates in the
City's current cash-flow schedule under its Financial Plan
which must be kept in mind when dealing with the consequences

of the Court's decision.

* The approximately $1 billion figure for outstanding City
Notes now held by the public is derived as follows:

At the time the Moratorium Act was enacted, the City had
approximately $2.65 billion of City Notes outstanding,
exclusive of City Notes held by the Corporation. {The
Corporation received City Notes in the course of its fi-
nancing of the City, but the Corporation is not in any
way dependent on receiving payment on its City Notes to
pay its debt service.) Of this amount, $250 million was
held by the State and has subsequently been repaid and,
as mentioned in the text above, the Banks and Pension
Funds hold approximately $819 million, leaving approx-
imately $1.6 billion of City Notes originally held by the
public. Pursuant to exchange offers of bonds of the
Corporation for City Notes, approximately $600 million

of such $1.6 billion of City Notes have been exchanged
for bonds of the Corporation, leaving approximately $1
billion of City Notes outstanding in the hands of the
public. Although it may be expected that former holders
of City Notes who exchanged their City Notes for bonds of
the Corporation may now sue to attempt to rescind their
exchanges, it is the present intention of the Corporation
to resist vigorously any such suits and, based upon the
complete disclosures that were made in connection with
such exchanges, the Corporaticn expects to prevail in any
such lawsuits.



v, Sources of Financing To Be Explored.

Although it is possible in theory to devise a
plan under which public holders of City Notes could be
paid solely out of cash revenues of the City, such a plan
would either cripple the City or defer payment in Full
into the far future and therefore would be unlikely to be
approved either by the plaintiff or by the Court. Financ-
ing sources are therefore required to pay the City Notes
under any order likely to be approved by the Court. Any
repayment plan proposed to the Court must be based upon a
schedule of when such cash sourcesg would be expected to

become available.*

More than one cash source may be combined in a
proposed financing package and, with respect to any public
offerings of bonds not backed by a Federal guaranty, several
such offerings might be scheduled over a period of time to
allow the market time to absorb large amounts of securities.
Among the cash sources (in no special order) to be consid-

ered for the payment of the City Notes are the following:

* Although the City, the Corporation and the State wish to
take the initiative in developing an acceptable payment
plan, it is possible that if such a plan cannot be devel-
oped, the City might have to seek the protection of the
Federal Municipal Bankruptcy Act. It is unclear, however,
what the relative jurisdictions of the Federal and State
Courts would be in such a situation.



1. The sale by the Corporation of bonds issued

pursuant to its Second General Bond Resolution. Such bonds

are backed primarily by State revenue—sharing payments
which would otherwise flow to the City and also by a sec-
ondary call on sales tax and stock transfer tax revenues
(which support bonds issued under the Corporation's First
General Bond Resolution). The Corporation recently (but
before the Moratorium Act decision) successfully completed
a public offering of $250 million of bonds issued pursuant
to its First General Bond Resolution. Therefore, a public
market may exist for the bonds of the Corporation. The
Corporation has capacity under the law and its general bond
resolution to issue approximately $1 billion of bonds under
its Second General Bond Resolution. (It does not have ca-
pacity to issue any substantial amount of bonds under its
First General Bond Resolution.) Public receptivity of the
Corporation's bonds would obviously be increased by a

FPederal guaranty of such bonds.

2. The sale by the City of a new form of bond

comparable to that which was recently marketed successfinlly

by Yonkers, New York, a city which also has recently exper—

ienced a severe financial crisis. An outline of the pro-

visions of such bonds appears in Exhibit III, and, as in
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the case of the bonds referred to in paragraph 1, the mar-

ket for such bonds would be increased by a Federal guaranty.

3. Debt service savings resulting from a restruc-

turing of bonds of the Corporation held by the Banks, Pen-

sion Tunds and the City Sinking Funds. Such holders hold

approximately $1.77 billion of bonds of the Corporation
which currently are being paid on a level debt service
basis, with a final maturity of 1986. If, with the consent
of the institutional holders of such bonds, the final matur-
ities of such bonds could be stretched five years, until
1991, with level debt service payments commencing in 1982,
that is, with no principal amortizement during the next

five years, all or a portion of the debt gervice savings
resulting between the present date and 1982 could be applied

to the payment of City Notes held by the public.*

4. Debt service savings resulting from a restruc-

turing or refinancing of all outstanding debt of the Corpo-

ration. The Corporation currently has ocutstanding approx-
imately $4 billion of bonds. If such bonds could be refinan-

ced, with longer maturities and lower interest rates, the

* The City is, however, already counting on these savings
for its 1977-78 flscal year to achieve the required bal-
anced budget for that vear.
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resulting debt service savings occurring in the initial
several vears could be applied to the payment of publicly-
held City Notes in the manner described in paragraph 3
above. It is assumed, however, that such new bonds would
have to be backed by a Federal guaranty in order to achieve

sufficiently lower interest rates and longer maturities.

5. ILoans from a Federal Reserve Bank. Under

certalin circumstances, a Federal Reserve Bank may make
emergency loans to corporations and may purchase short-term
obligations issued by municipalities. Although such loans
and purchases have not been fully explored, it appears that
such funds would only supply cash on a short-term basis and
would therefore be of little assistance in providing funds

for the payment of City Notes.

6. Refinancing of City debt. The City has out-

s

standing a substantial amount of bonds. It is possible

that a method could be devised to refinance all or a por-
tion of such debt through the use of Federally-guaranteed
securities. Officials of the City are exploring this pos-—

gibility.

In order to explore the wvarious financing sources
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1
referred to above, representatives of the City, State and

the Corporation will be meeting with underwriters in order
to determine whether or not a public market exists for any
of the securities referred to above. In addition, such rep-
resentatives will be meeting with congressional leaders in
order to discuss the possibility of any of the Federal

guarantees of any of the obligations referred to above.

In addition, counsel to the defendants in the Mora-
torium Act lawsuit will be meeting with counsel to the plain-
tiff and possibly with judges of the Court of Appeals in
order to attempt to determine what repayment measures will
be acceptable in order to carxy out the decision of the

Court.



EXHIBIT I

QUTLINE OF PROPOSED

1. A dircction to the Sunremo Court to grant
plaintiff's motion for summary judgment daclaring the

Moratorium Act unconstitutional.

2. Ordering a stay of this and all othe

H
s
5]
Q
Q
(o
Q
]
o
s
1
4]

under the Court of Appeals decision until the expiration of
days after the commencement of the session of the New York

State Legislature, commencinag January, 1977,

3. A direction to the Suprem= Court providing that,
unpon the expiration of the stay specified in Paragraeph 2, the
Supreme Court will consider the matt=zr of relief under. the
Court of Appecals decision bv means of a proczsding in the
nature of a mandamus under hrticle 78: in such a procseding
the Supreme Court will receive evidence and wi

11
a remedy appropriate to the circumstances of the City and

f4£., "The Court of Appeals shall retain jurisdicticn
of the matter until the expiration of the stay period speci-

fied in Paragraph 2.]

‘I5. A1l other actions szeking to eniorce New York
Coty short texm obligations shall ba stayed untll the final

delermination of this action.]




EXHIBIT IT

Important Dates for City and State Financing

Month Event

Decemberx Treasury loans totalling
$770,0600,000 beginning
about December 3 and weekly
thercafter.

Proposed orders submitted to
the Court of Appeals contain-
ing plans for dealing with
notes subject to the moratorium.

January City submission of f£financial
plan for the 1978 fiscal vear
by January L. This plan is
expected to involve budget
reductions and a restructuring
of MAC or City debt to achieve
budget savings.

State submission of its budget
for the 1978 fical yvear which

is expected to contain signi=-

ficant budget reductions.

City borrowing of $105,000,000
about January 14,either from
U. 8. Treasury or City Pension
Funds.

State legislature convenes early
in January.

March State budget adopted by March
31.

City cash flow anticipates first
receipt of proceeds from sale

of Mitchell-Lama mortgages
guaranteed by FHA.



Mongﬁ

April

Note:

Event

State issues substantial amount of
temporary notes to cover year—end
cash needs. In addition substantial
amounts of notes or other financing
will be required in the period April
through June.

City financial plan asszumes first
$400,000,000 to be advanced by State
to City against subsequent aid pay-
ments to the City. The financial
plans assume an additional
5200,000,000 in each of the months
of May and June by November 30.

Attached is the cash flow forecast contained in the City's

financial plan statements for September 1976, showing monthly
cash needs and sources.

As indicated in the calendar above,

gsome of the figures in this schedule require updating, which
the City is expected to furnish by November 30.



EXHIBIT IIX

The Yonkers Plan: An Qutline of its Highlights

1. In June 1976, New York State, supported by a
home rule message of the Yonkers City Council (the "Council”),
enacted a comprehensive law, known as the Speclal Local Finance
and Budget Act of the City of Yonkers (the "City") constitut-
ing Chapters 488 and 489 of the laws of 1976 (the "Plan").
The Plan was designed to provide the City with the oppor-
tunity to pay its debfs by restructuring its short-term indebt-
edness by the issuance of certain long—term bonds while pro-

viding for certain checks upon the City's borrowing power.

2. Under the Plan, the City is specifically author-
ized to issue serial bonds for the purpose of funding and pay-
ing short-term indebtedness. The debt service on any bonds
issued under the Plan is funded by taxes levied on real

estate in the City.

3. The Plan includes certain provisions which serve

as checks on the City's borrowing power:

A. Upon the issuance of any bonds, the Council

is required to establish and maintain a special debt service

fund with the State Comptrollerl/ for the purpose of paying

1/ Or with the approval of the State Comptroller, any trust

- company or bank having the powers of a trust company in
the state, appointed by resolution of the Council, and
any successor trust company or bank having the powers of
a trust company in the state which may be substituted in
its place pursuant to such resolution.



special debt service due or becoming due in subsequent fis-
cal years. ‘The Plan provides for a method for calculating
the amount of real estate taxes collected that must be
deposited in such fund.

B. All proceeds of each City bond issue must
be deposited with the State Comptrollerg/ in a special and
separate bank account, held in trust, and expended only for
the object or purpose for which such bonds were issued.

C. The Council is required to levy taxes on
real property in an amount sufficient to provide a balanced
budget for the City including expenditures estimated of
not less than those of the previous audited year and revenues
estimated at not more than those of the previous audited year.
In addition, the Plan reguires that certain expenditure’
items be provided for in the operating budget such as any
audited deficit and a reserve for uncollected taxes.

D. Operating fund monies cannot be utilized for
capital expenditures, and budget notes cannot be issued in any
fiscal year for the purpose of paying any wage and salary

increases or increases in pension payments which take effect

2/ See footnote 1.




during the fiscal year pursuant to collective bargaining
agreements executed after the adoption of the original budget
for such fiscal year.

E. No bond ordinance authorizing the issuance
of any bond under the Plan can take effect until a certified
copy of such ordinance is approved by the Emergency Financial
Control Board (the "Control Board"). The Plan outlines the
clrcumstances undér which the Control Board may approve or

disapprove the ordinance.

4. The Plan authorizes the Council to function as
the finance boaxrd of the City and vests it with the requisite

powers to effectuate the sale of any bonds issued by the City.

5. The Plan specifically grants to holders of bonds
issued by the City the right to bring suit individually, and
as a class, to enforce all contractual or other rights to
which such bondholder or bondholders are entitled, including
any right to reguire the City to assess, levy, collec£ and
apply taxes to carry out the provisions of any aqreement with
such holder or holders and perform its duties under the Plan;
to require the City to account as if it were the trustee of
an express trust for such holder or holders, and to enjoin any
acts which may be unlawful or in violation of the rights of
such holder or holders. The Plan, moreover, specifically
confers jurisdiction upon the State courts to hear such suits,
so that the defense of sovereign immunity is effactively

walved.



THE CTTY OF MREW YORY OFFICF OF THF MAYOR ARRAHAM D). BEAME

Tel: 566-5000 : 395-76

For ITmmediate Release
Friday, November 19, 1976

CUUATEMENT MY PIRST DFPUTY MAYOR JOHM ZUCCOTTT

We have received word of the decision by the State Court
of Appeals on the suit by the Flushino National Pank. We have not
reviewed the opinion. Ve do not intend to make a formal statement
until we have had an opportunity to fully study the opinion.

I have been in touch with the Mayor and he has advised me

that he will be returning on +the first availahle plane.

PDEC- 11976
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October 19, 1976

To: Felix G. Rohatyn
From: Paul G. Giddings
Re: Debt Restructure

Now York, N, Y., 10047

{212) A88.5720

Eugene Keilin
Exscutive Director

Writer's Direct Wire: (212) 148- 5723

1. We have always considered the Corpaoration as the ultimate source
of payment for City notes in moratorium, through exchanges for MAC bonds,
both as part of the intent of the moratorium legislation and because no other
moneys are avallable to repay the notes.

$983 million publicly-held City notes,
bonds backed by Federal guaranty and at

There are presently outstanding
If these notes were exchanged for MAC
8% level debt service for 20 or 25

Years, the annual debt service reguirement would increase:

8% - 20 years:
8% ~ 25 years:

$100 million
$ 92 million

If payment of principal were deferred 5 years, debt service for

that initial period would be $79 million annually.

The annual debt service savings shown at paragraph 4 of my memorandum
of 10/18/76 would be reduced accordingly:

{($ millions}) Fiscal Year

Criginal Savings

Added Expense Revised Savings

1977 243-271 79~100 143-192
1978 241-269 79-100 141-190
1979 268-296 79-100 1l68-217
1980 372-4G0 79-100 272-321
1981 145-173 79-100 45-94
l9s2 117-145 92-100 17-53



To: Felix G. Rohatyn -2= October 19, 1976

5. The effect on the City would be to reduce its debt outstanding
from $8,088 to $7,105. At 8% level debt service over 20 or 25 years,
City debt service would be $670-725 million per year, plus $100 million
seasonal, or $770-825 annually, for a savings in the range of %1 billion

per year for the next several years. (~-§£4_ F} b yz fzf{&)
3. fThe reduction in real estate tax rate would be nother $.25,

utting the total reduction above 25%.
putting &&ap},zm/,g)



PAUL, ¥ ”SS, RIFKIND, WHARTON 8 GART "ON /%W
348 PARK ..VENUE NEW YORK, N.\ 10022 _

October 1976
L -
DRAFT
MEMORANDUM
To Messrs. Pelix G. Rohatyn From Paul, Weiss, Rifkind, Wharton
George D. Gould Subject & Garrison
Eugene Keilin Possible Courses of Action in the

Event of an Adverse Decision in
Flushing IT

You have asked us to outline the possible
courses of action available to the Municipal Assistance
Corporation For The City of New York (the "Corporation")
and The City of New York (the "City") in the event the New

York Court of Appeals renders a decision in Flushing National

Bank v. The City of New York, et al. ("Flushing II") declaring

the Moratorium Act unconstitutional. In addition, you have
asked us to outline the effects of such a decision on the

City's current financing arrangements.

I. Possible Adverse Decisions by the Court of Appeals

An adverse decision by the Court of Appeals
declaring the Moratorium Act unconstitutional under the
*

New York State Constitution could assume several forms,

principally the following:

#1. an injunctive decree ordering immediate
repayment of the outstanding short-term notes of the City

subject to the Moratorium Act (the "City Notes");

*/ We assume that any adverse decision by the Court of
Appeals would be based, at least in part, on the State
Constitution and would not be based solely upon the
Federal Constitution.
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#2. an injunctive decree setting forth an

extended schedule for repayment of the City Notes;

#3. a remand to the State Supreme Court with
instructions to fashion an appropriate schedule for the pay-

ment of the City Notes; or

#4. a decree purporting to compel payment,
pursuant to Article 8, Section 2, ¢ 4 of the New York State
Constitution, after five vears from the issuance of the

City Notes.

The likelihood of the Court of Appeals issuing
an injunctive decree ordering immediate repayment of the
City Notes (#1) is, in our view, remote. If there were
no Moratorium Act, the vehicle for enforcement of the
rights of holders of the City's obligations would have
been a mandamus proceeding to compel payment. Historically,
mandamus proceedings for the enforcement of municipal
obligations have been controlled by equitable principles,
involving consideration of the debtor's ability to pay and
the needs of other persons dependent on the continuation
of government services., The City and its citizens would
have the right in such a proceeding to present evidence
bearing on the condition of the City's Treasury and the
repercussions that various payment schedules would entail.
There is no apparent reason why invalidation of the

Moratorium Act should leave the City in a worse position
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than it would have been in had normal legal remedies pre-
vailed from the start. Invalidation should mean no more
than that the judiciary, rather than legislature, is the
branch of government to be entrusted with the development
of the appropriate remedy when a city is unable to pay its

debt obligations when due.

The likelihood of the Court of Appeals issuing
an injunctive decree setting forth an extended repayment
schedule for the City Notes (#2) is also remote. Nothing
in the record on appeal, as it now stands, would enable
the Court of Appeals to balance the competing interests
referred to above and fashion a repayment schedule for

the City Notes in an informed manner.

The more likely possibility, in our view, is
that the Court of Appeals would remand the case to the
State Supreme Court with instructions to take evidence
concerning the competing factors referred to above and to

establish an appropriate repayment schedule for the City

Notes, after taking into consideration such factors (#3).

It is also possible, but not probable, that
the Court of Appeals would uphold the Moratorium Act under
the State Constitution, but nevertheless state that the
City Notes must be paid, pursuant to Article 8, Section 2,

§ 4, within five years from their issuance (#4).

II. Possible Courses of Action

#l. If the Court of Appeals were to compel
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immediate repayment of the City Notes, the following avenues

would be open to the Corporation and the City:

a) There would be a period of 90 days in
which to petition the Court of Appeals for reargument.
Any such petition could be accompanied by a motion f0f
a stay of all further proceedings pending reargument.—/
Subject to a review of the actual opinion, we
recommend that such a petition for reargument and
motion for stay be filed promptly after the issuance

of such an adverse opinion. We will prepare drafts

of such papers to be ready in advance.

b) Under Article II, Title 6-A, of the Local
Finance Law ("Title 6-A"}, no proceeding to enforce
the judgment could commence until appropriate notice
was served upon the City Comptroller and 30 days
expired thereafter without payment of the debt.
During that 30 day period, the City, or the Emergency
Financial Control Board, would have the perogative
to petition the State Supreme Court for a further
stay of proceedings. Under Title 6-A, such a
petition would be predicated on a showing of the
City's continued inability to pay its debts as

they mature, and a statement of intent to file a

However, in order to avoid an immediate event of
default under the Federal Credit Agreement, such stay
must be granted within 10 days after the date of the
decision (see Section III of this Memorandum).
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"repayment plan.” Such a petition would auto-
matically commence an additional 90 day stay,

subject to statutory provisions for extension or
curtailment by court order, and to judicial rulings

on the constitutionality of Title 6-~A. Should the
constitutionality of Title 6-A be upheld ~- which

may be unlikely if the Moratorium Act failg to pass
constitutional muster -- and a repayment plan approved
by the courts, the stay then in effect could be
extended for the time necessary to carry out the

terms of such repayment plan. Despite the substantial
adverse consegquences of a Title 6-A proceeding on

the City's current financing arrangements (see

Section III of this Memorandum), we recommend that

a Title 6-A proceeding be commenced if the Court

of Appeals orders immediate payment and’either

denies a petition for reargument or reaffirms the

original decision after reargument,

¢) Were the usefulness of Title 6-A to cease,
because of either the expiration of a stay period
or an adjudication of unconstitutionality, recourse
could be had only to Chapter IX of the Federal
Bankruptcy Act (the "Bankruptcy Act"). A petition

under the Bankruptcy Act, like Title 6-A, would
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stay all proceedings to enforce the Court of
Appeals judgment as well as the underlying cbliga-
tions. Again, as with the use of Title 6-A,
despite the substantial adverse consequences of

a bankruptcy proceeding on the City's current
financing arrangements (see Section IIT of this
Memorandum) , we recommend that such a proceeding
be commenced if the Court of Appeals orders
immediate payment and the usefulness of Title 6-A

ceases.

d) Finally, if immediate payment of the
City Notes were ordered, the City or the Corporation
could seek Federal financial assistance, and might
have to seek Federal assistance if any of the City's
currently projected cash sources evaporated as a
result of the utilization by the City of Title 6-A
or the Bankruptcy Act (see Section III of this

Memorandum) .

#2. If the Court of Appeals were to establish
a repayment schedule which was unsatisfactory to the City,
the procedures set forth in Section II, #1 above could be
utilized by the City to defer implementation of such an

unsatisfactory repayment schedule.

#3. If the Court of Appeals were to remand

the suit to the State Supreme Court to fashion an appro-
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priate payment schedule, no immediate action would be
required. In such case the State Supreme Court would pro-
vide an adequate forum for the presentation of the City's
case. A mandamus-like proceeding in the State Supreme
Court, pursuant to such a judgment, could conceivably

result in an acceptable schedule for the retirement of

the City Notes. If the State Supreme Court were, however,
to fashion an unacceptable repayment schedule, opportunities

for appellate review would follow.

$#4. In the event the Court of Appeals upheld
the constitutionality of the Moratorium Act, but stated
that the City Notes must be paid within five years from
their date of issuance'pursuant to Article 8, Section 2,
1 4 of the State Constitution, nothing need he done
immediately. In such a case, however, no future exchange
offers would be likely to be successful and, accordingly,
alternative sources of financing the remaining City Notes

subject to the Moratorium Act would have to be found.

ITI. Bffects of an Adverse Decision on City Financing
Arrangements '

The most serious effects on the City's
financing arrangements of a decision holding the Moratorium
Act unconstitutional would be on the Federal Credit Agree-
ment (the "Credit Agreement”") and the Amended and Restated
Agreement of November 26, 1975 (the "Amended and Restated
Agreement") by and among certain New York Clearing House
Banks {(the "Banks"), City Pension Funds {(the "Pension

Funds")} and City Sinking Funds.
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1. The Credit Agreement. Under the Credit

Agreement, the Secretary of the Treasury is authorized to
lend the City up to $2.3 billion within each of the 1976-77
and 1977-78 fiscal years. Such loans are subject to
conditions, chief of which is that the Secretary must
determine "that there is a reasonable prospect of repayment
of the loan in accordance with its terms and conditions.”

If the Moratorium Act were declared unconstitutional,

the Secretary would be far less likely to make the
determination of a "reasonable prospect of repayment" and
the Secretary, might, therefore, refuse to make additional
loans. Furthermore, if the Moratorium Act were to be
declared unconstitutional and such decision were not vacated,
set aside or stayed within 10 days from the date thereof,

an "event of default" under the Credit Agreement would occur.
If an event of default occurs, the Secretary may, but is

not required to, demand immediate and full repayment on all
loans outstanding under the Credit Agreement. If a long-
term repayment schedule were to be adopted by the lower
court on remand from the Court of Appeals, the Secretary
might waive the event of default (which he has the statutory
power to do) and determine that there was still a "reasonable
prospect of repayment" so that the federal seasonal loan

program could continue.

In addition, the filing of a petition under Title

6-A or the Bankruptcy Act also constitute events of default.
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Whether the Secretary would waive such an event of default
and make the required determination would obviously depend
on the facts surrounding the use of Title 6-A or the

Bankruptcy Act.

Failure to repay any federal seasonal loan, or
any interest thereon, is also an event of default and one

that the Secretary probably would not or could not waive.

2. The Amended and Restated Agreement. The

Banks and Pension Funds hold approximately $819 million

of City Notes. Pu;suant to the Amended and Restated
Agreement, the Banks and Pension Funds have agreed to defer
the payment in full of such City Notes until 1986, subject
to equal annual reductions of outstanding principal from

the "end of the moratorium period" to 1986 if, among other
things, the City pays 6% interest on such City Notes. Under
the Amended and Restated Agreement, if the City filed a
petition under Title 6-A or the Bankruptcy Act, 6r failed

to pay the required 6% interest on the City Notes following
a declaration that the Moratorium Act was unconstitutional,
the Banks and Pension Funds will be released from their
obligations to defer payment on such City Notes and the Bank
and Pension Fund held City Notes would be payvable on the same

basis as the publicly held City Notes.

Even 1if, as a result of a declaration that the
Moratorium Act is unconstitutional, the City does not file

Title 6-A or Bankruptcy Act petitions, it appears from






