After 5 Months,

By LINDA GREENHOUSE

The Urban Development
Corporation today will re-
ceive a §140-million loan
from an obscure state in-
surance fund, half {he money
the once-msolvent agency

. needs to finish its building -

program and one of the cru-
clal pieces in the complex
rescue effort that followed
the corporation’s default five
months ago,

There is no longer an at-
mospnere of crisls at the cor-
poration’s still elegant mid-
town headquarters. The fact
that such a major transac-
tion, a shor{-term loan from
.the sState Property and Li-
ability Insurance Security
Fund, couid take place with
no sense of urgency and Iit-
tle public rotice underscores

a 11
. Inst2ad, the atmosphere is
rfow one of the slow, grind-
ing, often tedious work that
will be required over the next
months to finish what was
started and to discover what
wept wrong with one of the
country’s most ambitious ex-

peritments in harnessing pri-
_vate capital to serve public
fieeds,

Thal work is proceeding
en four levels. First, Richard
Ravitch, the U.D.Cs chair-
man, who is largely credited
with its survival, is still try-
ing lp find a source of long-
term financing to replace the
ghort-term loans from the
state and the major com-
mercial banks,

+  Construction Continued a

The tentative offer a large
group of saving hanks made
in March to lend the agency
5275-million over 15 years
has so far not materialized,
although Mr, Ravitch says an
agreement is now very
close,”

Second, the day-to-day op-
eration of the agency, with
the responsibility for com-
pleting the 11,000 of the
U.D.C.’s 33,000 housing units
that remain unfinished, as
well as three “new communi-
ties,”” has been taken over
by a new management group,
Construction has continued

without interruption. A new
board of directors meets

weekly, compared with less:

than once a month in the
agency's first seven years.

The acting chief executive
of ficer, succeeding Edward J.
‘Logue, who had run the
U.D.C, since its creation in
1968, is John G. Burnett, a
former law clerk to Justice
William O. Douglas who first
-joined the agency as general
counsel in 1969, The staff has
been reduced by more than a
third since March, to about
335 peaple, :

Third, under the terms of
the rescue legislation adopted
in Albany this spring, the
management of completed
projects is gradually. being
turned over to the State Di-
vision of Housing and Com-
munity Renewal, which al-
ready runs_the state’s own
public housing. .

In effect, then, the U.D.C.
retains only one of the three
roles envisioned for it at its
creation, that of a kind -of
huilding contractor extraor-
dinaire,

+

1t has given up the two
other parts of its original
mission, the entrepreneurial
function of raising capital

‘and starting new. projects, .

and the ongoing supervision
of the work it completes.

As the final part of the
crisis aftermath, the More-
Jand Act Commission that
Governor Carey appointed in
February to determine the
cause of the U.D.C.'s collapse
and to recommend changes
for the future is preparing
to hold a series of public
hearings beginning’ in Oc-
tober.

Tangled History

With a budget of 51.2-
million and a staff of more
than 20 jawyers, accountants
and investigators, the com-
mission, under its chairman,
Orville H. Scheil, and chief
counsel, Sheldon Elson, has
worked for four months to
sort out the U.D.C.'s tangled
history.

The commission’'s work
will perhaps provide answers
to questions raised by several
bizarre events of the past

the Crisis Mood at U.D.C. Gives Way

year, including the fact that
both the U.D.C. itseif and a
speclal task force appointed
by former Gov. Malcolm Wil-
son issued reports in late De-
cember, 1974, pointing out
problems but failing to men-
tion that the U.D.C, was suf-
fering & net-cash outflow of
such dimensions that it
would rTun out of money
within the first month of
Governor.Carey's term.

And there dre a number of
pressing questions that only
the experience of the next
several months will be able
to answer,

For example, will the
U.D.C., which received near-
ly $200-million in direct state
payments this year and will
get another 280-million next

spring, ever be self-support-.

ing? Will its completed proj-
ects ever generate enough
revenue, through tenants’
rents and Federal rent subsi-
dies. to cover the cost of hoth
maintenance and  regular
mortgage payments?

Legislators were
last spring, by Mr.

warned
Ravitch
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to a Steady .Salvage

and the Governor, that the
answers to these questions
could well be “no" and that
the U.D.C. might need state
subsidies of $40-million to
$80-million a year for the
next 40 years. -
In an attempt to make in-
come cover expenses, the
U.N.C. since June has raised
rents between § and 10 per
cent in 31 of its projects,
with increases pending in
another 19, Rents vary great-

ly depending on ' location, -

from about $125 a month for
a one-bedroom apartment in
a small upstate project to
$225 a month for similar
quarters in New York City.

Qf 48 projects that have’

been ready for bccupancy
for at least a year, 41 are
fully rented, which the agen-
cy defines as at Jeast 94 per
cent, occupancy. According
to the U.D.C.'s own.figures,
all the projects are meeting
at least their maintenance
and operation expenses- and
29 ara. current on their mort-
gage payments, Thirteen of
the projects are behind in

mortgage payments and six
are an-the borderiine.

A modest, manageable
proportion” of the agency's
projects, Mr., Burnetl said,
will probably have ongoing
problems due to iocation or
other factors, But on the
basis. of the performance of
most of the completed proj-
ects, he said, the original

_estimates of large continu-

ing subsidies may turn out
to be too pessimistic.
Selt Commercial Projects .

1.D.C. officials were say-
ing this spring that the cost
to complete construction
work that was begun or con-
tracted for would be about
$370-million. This figure has
now been brought down to
280-million with the tenta-
tive decision to seil some of
the agency's commercial
projects this fall.

That figure is covered hy
the $140-million state loan
and the $140-million of long
term financing must be in
place by next Febgary.

Originally it was thought

Operation

that- the® Project Finance
Agency, a kind of precursor
of “the Municipal Assistance
Corporation that was set up
in February to assume mort-
gages on u.D.C. projects, -
‘could provide this financing
by long-term bonds, But this
is scarcely a possibility in
the current municipal bond
market.

The U.D.C.'s own bonds
continue to trade at about
half their original value, the
Jevel to which they plunged.
last February when the agen-
cy defauited on $104.5-mil-
fion in notes. The sharehold-
ers .were later repaid. :
~ Of the agency's major.on-
going projects, Roosevelt Is-
fand, the 'new community®
in the East River,.poses the
_largest question mark. Morg
than 2,000 units are com-
-pleted or under construgtion,
with 400 apartments on the .
market at an.average rent of
§115 a room and 83.leases
signed, But tlere is no fl-
nancing now =zvailable for
the rest of the 5000 units
that were originally planned.




Banks Lend $180 Million
ToHelpRescuethe U.D.C.

- By JOSEPH P. FRIED

The yearlong attempt to' Once the most powerful state
rescue the stricken State Urban develppment agency in the
- Development Corporation taok country, the U.D.C. was unable
a major step forward yesterday to market its tax-exempt bonds
when 76 savings banks provid- and notes after the private fi-
~ ed a $180 million loan for the nanclal .community lost con-

agency’s use. fidence in the agency's sound-

If, as expected, the State Legls-| ness, Officials who headed the
lature appropriates an addition-| agency at the time insisted that
_ al $80 million this year, a com-| their programs were sound and
plex rescue package envisioned that they were being unjusti-
last spring will be complate and fiably abandoned by the banks

the U.D.C. will he “assured of
the resources’ needed to finish
its $1.5 billion construction
program, according to Richard
Ravitch, the agency’s chairman,

However, it is highly uncer-
tain whether the agency wil
ever again begin any new con-
struction, even the additlonal
work needed to complete cer-
tain over-all plans, Mr. Ravitch
and other officials added.

Among the construction jobs
planned but not actually begun
.by the agency are 3,000 apart-
-ments that were to have been
part of .the UD.C’s ‘“new
town” on Roosevelt Island in
the East River, The construc-
tion of some of the 2,100 apart-
ments planned has been started
© in the istand project, and all
2,100 apartments will be com-
pleted under the financial res-
cue package,. according to.
Robert Dormer, another U.D,C}
official. -

Tramway to Opeén

Afr, Dormer noted that 200
famllies were already living in
" the Roosevelt Island new town,
~where occupancy hbegan lasi
April, He said that the renting
pace was expected to pick ug
-after the opening ~— possibly
next month—of an aerial tram-
‘way that will provide direct ac-
.ves58-to Manhaltan,

The financial-rescue plan that
‘was *“substantially furthered” .
yesterday, as Mr, Ravitch pul
it, stemmed from the Urban De.
ve.opment Corporation’s finan-
cial collapse a year ago,

and investment houses.
" AcChallenge for Caray

In any case, the agency de--
faulted a year ago on $130 mil-
lion in notes and loans, and the
rescue of the U.D.C, so that it
could at lsast complete the con.
struction in progress was the
Carei administration’s first ma.
Jjor challetige, .

The $180 mijlion loan from
the savings banks will, among
other things, permit the repay-
ment of $140 million in short-
term loans that were extended
last spring by Il commetcial
banks, The earlier loans were
part of an over-all rescue pack-
age that also involved $280 mil-
lion in state dppropriations—
including the $80 million still to
be granted bg the state this year
—angd a $140 million loan from
a state insurance fund,

Until the savings banks' loan
was closed yesterday, the res-
cue effort rcmained uncertain
beczuse it lacked the long-term
bank commitment that many
felt was needed, The atest
loan can be.repaid over a 15-
{o-20-year period, It is in the
form of purchases by the banks
of tax-exempt bonds paylng
914 percent annual interest, is-
sued by the Project Finance
Apency, which was created (o
channel funds to the U.D.C.
The rescue plan will permit the
completion—among other things
of several thousand of the
34,000 apartments underfakes
by the U.DLC, since its estab-
lishment in 1968. ’
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