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Minorities oei v̂
Leftovers in No-Bid
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The latest City Hall scandal may have opened the door to
wider disclosure of who does business with the city but
the foundation of the public's finances remains closed to
scrutiny.

Municipal bonds, the engine that fuels the city's massive ef-
forts to repair, rebuild and grow, are untouched by Mayor
Richard M. Daley's proposals to end clout and political favoritism
in city contracts.

The city's multi-billion dollar bond business is steered through
no-bid contracts to big Wall Street and LaSalle Street securities
companies and law firms, an investigation by The Chicago Re-

porter shows.
City officials say the no-bid contracts make it possible to give

bond business to firms owned by minorities and women, in line
with city contracting rules. And while one-third of the partici-
pating firms fall into those categories, they rarely share in the
most lucrative part of a bond deal.

Alderman Robert Shaw (9th), who has been critical of the
city's contracting practices, said the system is "a buddy-buddy,
old boys' network. Much of it is based on campaign contribu-
tions. It's a quid pro quo. I give you bond business and you sup-
port my campaign. And that excludes minorities."

The municipal bond industry imposes restrictions on how
much bond dealers can —Continued on page 6
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BOND BUSINESS
Continued from page 1

contribute to politicians' campaign coffers. But there are no re-
straints on the lawyers who help shepherd the bonds to market.

The law firms doing most of the bond business have anted up
more than $91,000 in donations to Daley's 1995 campaign, in a
practice known in the industry as "pay to play," the Reporter found.

It takes a lot of money to finance The City That Works. Between
1990 and 1996, the city sold 69 bond issues, raising $8.7 billion to
pave streets, improve airports, build housing and develop neighbor-
hoods. The Reporter analyzed 63 bonds by pulling documents from
the comptroller's library; officials could not provide the other six.

In a typical bond issue, the city appoints a securities underwrit-
ing firm, or "lead manager," who teams with secondary underwrit-
ers, or co-managers, to help sell the bonds. Co-managers may be lo-
cated in a state or region where a particular bond might sell best,
or specialize in the type of bond being sold, such as one devoted to
housing or airports.

As one underwriter described it: "If you're a car dealer, and
you're selling Buicks, you want as many Buick dealers as possible."

Attorneys are hired to prepare
the sometimes complex legal doc-
uments required by potential buy-
ers and regulators.

The city's largest bond deal of
the 1990s, a monster $644.7 mil-
lion bond to fund O'Hare Interna-
tional Airport improvements, in-
volved 21 securities firms and five
law firms.

The city gets good marks from
federal regulators and securities
firms for its efforts to diversify. Of
the 75 underwriters involved in
bonds examined by the Reporter,
44 were white-owned, 23 minor-
ity-owned, and seven were led by
women, city records show. The
Reporter could not determine the
ownership of one of the firms.

"They have a [30 percent] com-
mitment and they live up to it,"
said Eric L. Small, president and
chief executive officer of SBK-Brooks Investment Corp., an African
American-owned securities firm that has co-managed five city bond
issues. "I wish more cities had the same commitment"

But it is the lead manager who grabs the lion's share of the prof-
its in a bond deal, and this is where minority firms lose out. Firms
earn a commission on each bond they sell, and the lead manager's
share can range from 30 percent to 60 percent, experts say. Fees
and commissions can run into the millions.

Of the 63 bonds analyzed, minority-owned firms were hired as
lead managers on just eight issues, worth $342.2 million, or about
4 percent of the total, the analysis shows. Three black-owned firms
handled the eight issues.

Black-, Latino- and women-owned firms are more often chosen
as co-managers, who may get 5 percent or less of the bonds to sell,
while the biggest bond deals go to large, white-owned firms, the Re-
porter found. Since 1990, the 32 largest issues went to such old-
line firms as Smith Barney Inc. and Goldman, Sachs & Co.

Build Chicago
Between 1990 and 1996, the City of Chicago has fueled its con-
struction boom by selling 69 separate bond issues. The bonds
have raised more than $8.7 billion for projects from airport im-
provements to street repaving and sewer repairs.
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Source: City of Chicago, Department of Finance, Office of the Comptrol-
ler, analyzed iyThe Chicago Reporter.

City officials and industry players insist that a highly capitalized,
well-known firm is needed to sell the large issues. Lead managers
must buy the bonds up front and usually employ an extensive sales
force.

The lead underwriter "guarantees everything in the deal at a cer-
tain rate so you have to have a big, nationally known firm that buy-
ers feel safe going to," said Tariq Malhance, the city's deputy comp-
troller. "Small companies may not be able to sell all the [bonds]."

The 33rd largest bond deal, worth $92.3 million, was a 1993
deal handled by Grigsby Brandford & Co., a black-owned, San Fran-
cisco-based company that rose to become the largest minority bond
firm in the nation. Grigsby handled four of the eight Chicago bond
issues managed by minorities, worth $190.5 million. The firm was
disbanded in 1996.

The only city bond handled by a Chicago-based minority firm
was a $23 million sale in 1994 by black-owned Gardner Rich & Co.

No Records
Bond sales are overseen by the city Department of Finance, but of-
ficials insist they keep no record, other than a few private scribbled

notes, of who gets what.
^•ilHBIBHBHHHB The Reporter first asked for

general information about bond
deals in mid-August and on Sept.
24 asked for a percentage break-
down of the firms involved in the
69 bond issues. An Oct. 16 Free-
dom of Information Act request
was ignored. On Nov. 4, Mal-
hance said he could provide the
information in "about a month."

The final decision on a bond
issue is largely in the hands of
one man: Walter Knorr, the city's
chief financial officer since Au-
gust 1995. Knorr consults with
the mayor about bond deals,
which then must be approved by
the City Council, Malhance said.

Knorr was city comptroller
under Daley from 1989 to 1995.
He was vice president at The
Northern Trust Company from-

1986 to 1989 and comptroller under Mayor Harold Washington
from 1983 through 1985.

"There's a myth in the business that Walter Knorr has a large
chart on his wall that says who has done what," said an executive
from a white-owned securities firm who asked not to be named. "If
you don't put a list together, then nobody can get it through [a] free-
dom of information request."

After a brief meeting with the Reporter in August, Knorr referred
all subsequent questions to Malhance and the mayor's press office.

Most securities firms are reluctant to speak on the record, even
though some are privately dissatisfied with the city business they re-
ceive. And those looking for a piece of the action don't want to
jeopardize their standing with the Daley administration.

"These people are extremely sensitive because they have to deal
with Daley's empire," said Jackie Leavy, executive director of the
Neighborhood Capital Budget Group, a watchdog organization that
tracks capital spending. "This isn't just the city. It's the Chicago
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Transit Authority, the School Board, the Park District. This mayor
has consolidated his sphere of influence over all those areas."

Pinstripe Crew
Like other big city chief executives, Daley has found that selling
municipal bonds is a good way to fund improvements without rais-
ing property taxes, though ultimately it is those same taxes that will
be used to pay back the bond holders.

Here's how bonds work: A municipality sells a bond today and
promises to repay the buyer's principal, with interest, over a specif-
ic time frame, commonly 10 to 20 years. The city gets the money
up front to spend on large improvements and the buyers, typically
large, long-term investors like banks and insurance companies,
enjoy the guaranteed return and a federal tax exemption.

A typical case: In 1995, the city sold $ 157.8 million in water rev-
enue bonds to fund various capital improvements, including a
$37.4 million extension of the water tunnel from Lake Michigan to
the Southwest Side.

The three-year project involves excavating 150 feet below 79th
Street from West Columbus to South Harvard avenues. Kajima En-
gineering and Construction Inc. is building the 19,243-foot tunnel
linking the South Water Filtration Plant to several pumping stations.

At the site, mud-caked workers in yellow slickers are hoisted 30
feet above the ground in a cramped, wire cage elevator, then quick-
ly lowered from the entrance at Eggleston Avenue to the soggy tun-
nel floor. Once underground, workers slog in ankle-deep water
through the flotsam of cranes, lights and generators, then board a
train that shuttles them to the front edge of the hole. Other work-
ers stand on risers in the gloomy, 30-foot high concrete tube, caulk-
ing and sealing the space between massive sections of the tunnel.

The project, which employs about 100 workers, should be fin-
ished by next summer, said Renee A. Prejean, director of program
information for the city Department of Water.

But before any of the blue-collar folks could get started, the pin-
stripe crew—eight underwriters, including three minority-owned
firms— had to crunch the numbers to sell the bonds.

The lead manager on the deal was Chicago-based EVEREN Se-
curities Inc., the nation's ISth-largest securities firm. EVEREN's se-
nior managing director of investment banking is David C. Wilhelm,

In 1995, the city sold a $157.8 million bond to fund capital improvements,
including a $37.4 million water project Workers seal the inside of this
20,000-foot tunnel, which runs from Lake Michigan to the Southwest Side.

Bullish on Bonds
Other $155 million Special

Service
District/

Area
$87

million
General Obligation

$4.24 billion

General Obligation Bonds and Notes are used for a va-
riety of improvements citywlde. Bonds indicate long-term debt,
notes are short term. These are used to rebuild infrastructure,
buy equipment, pay down debt and cover daily expenses.
Enterprise Fund Revenue Bonds finance a specific com-
munity or building project For example, they paid for the new
International terminal at O'Hare International Airport.
Special Service District/Area Bonds support specific
neighborhood projects, such as Tax Increment Financing dis-
tricts. The Central Station housing development, the home of
Mayor Richard M. Daley, was financed with a $4.4 million issue
of this type in 1991.
Revenue Bonds fund many projects, including tourism pro-
motion, pension payments, lease obligations and other miscella-
neous expenses.
Other Bonds include Special Revenue Bonds and Motor Fuel
Tax Bonds, for street repairs.

Note: Combines bonds, notes and obligations. Source: City of Chicago,
Department of Finance, Office of the Comptroller, analyzed byThe
Chicago Reporter.

who managed Daley's mayoral campaigns in 1989 and 1991 and
Bill Clinton's 1992 presidential campaign.

Knorr insists that negotiated, no-bid contracts give him more
flexibility in dealing with the large investment houses. In a com-
petitive process, minority- and women-owned firms, which are typ-
ically less capitalized and have smaller sales staffs, may be unable to
compete, he said.

"Our goal is 70 percent majority to 30 percent minority," Knorr
said. "We're probably the only major city that extensive."

Minority firms' efforts to break into the municipal bond business
date back to the 1970s and early 1980s, when blacks began getting
elected to run major cities. Black- and women-owned firms sprang
up and started sharing in the city business previously reserved for
old-line Wall Street and LaSalle Street firms.

"We are trying to increase the participation of minorities in this
business," said Ernest G. Green, chairman of the National Associa-
tion of Securities Professionals, a 12-year-old organization of mi-
norities in the investment business.

"We have major municipalities across the country governed by
minorities and people concerned who their bankers are," he said.
"They're asking that whoever is doing their business look like them
or look like how their cities look."

When Washington was elected Chicago's first black mayor in
1983, minority-owned firms and lawyers got a piece of the bond
pie. Beneficiaries included Washington allies such as then-state Rep.
Carol Moseley-Braun and state Sen. Richard Newhouse, both

—Continued on page 8
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Small Potatoes

Minority-owned firms make up nearly one-third of the
bond underwriters..,
Minority-owned securities firms got some piece of the action in
56 of 63 bond deals. Women-owned firms were involved in 24
deals.

Women-owned firms: 7

Jnknown: 1

Minority-owned
firms: 23

Total s 75

... But those firms rarely are put in charge of a bond
Typically, the city contracts with one securities firm to act as
"lead manager" in a bond deal. The lead manager controls be-
tween 30 percent and 60 percent of the bond sales and allots
the rest to the co-managers, in addition to any profits made from
the bond sales, the lead manager also decides how to diwy up
the commission, paid by the city, of between 1 percent and 1.5
percent of the bond. That commission alone could be worth sev-
eral million doEars.

Number of bond issues
Total dollars

White lead
managers

54
$8.17 billion

Minority lead
managers

8
$342 million

...and minority firms usually get the smaller deals
Minority-owned firms only get lead manager status with small-
er bond issues. City officials said the firms lack the capital and
the sales staff to take control of the larger bond deals.

Dollar value of bond
More than $250 million
$10Q-$249 million
Less than $100 million

No.
of

issues
11
21
31

White
lead
mgrs.
11
21
22

Percent
Minority minority

lead
mgrs.

0
0

lead
mgrs.

0%
0%

25.8%

Notes: The annual reports kept by the city Department of Finance list 69
bonds worth $8.7 billion that were issued between 1990 and 1996. The
Chicago Reporter found Official Statements listing the underwriters for
63 bonds. City officials could not provide six of the bond documents.
One of the 63 statements didn't list the participating underwriters. On
one issue, two white-owned firms shared lead manager status on one
issue above $250 million.

Source: City of Chicago Department of Finance, Office of the Comptrol-
ler, analyzed by The Chicago Reporter.

BOND BUSINESS
Continued from page 7

South Side Democrats, who received legal fees for bond work.

New Rule
But the new minority clout didn't last.

In 1994, the Municipal Securities Rulemaking Board, the indus-
try's self-regulatory organization, enacted Rule G-37, which re-
stricts the political activity of officials, traders and analysts in the
municipal bond departments of underwriting firms.

The rule prohibits a bond team from doing business with a mu-
nicipality for two years after making political contributions. But it
does allow staff members to give a maximum of $250 to a candi-
date running in the district in which they vote. Firms are required
to file quarterly statements with the Board listing contributions and
the bonds they worked on.

Reaction to the rule has been mixed. Some black-owned securi-
ties firms argued they were hurt by the restriction, since most of
their staff and capital was devoted to the municipal business and
the rule effectively stopped all their political giving. Large white-
owned firms sell numerous other financial products and could still
give to influential politicians.

Arthur Levitt, chairman of the Securities and Exchange Com-
mission, has since turned his sights on the bond attorneys. And in
August, "pay-to-play" for attorneys were condemned by the Amer-
ican Bar Association at its annual convention.

In Chicago, 46 law firms received bond business between 1990
and 1996, the Reporter found. Two of the 63 bond statements did-
n't list the attorneys. The top 10 firms contributed $91,360 to
Daley's campaign in 1995, campaign finance records show.

Either individually or together, the 10 firms had a hand in all but
one of the 61 bond deals.

The top donor was Katten Muchin & Zavis, a 25-year-old prac-
tice at 525 W. Monroe St., which participated in 28 bond issues.
The firm and 23 of its attorneys donated $36,955 to the mayor's
campaign. A 10-member team at the firm works full-time on bond
deals, said its leader, Robert M. Star, who donated $1,500.

Sanchez & Daniels was the largest donor among the minority-
owned firms. The firm gave $1,500 and partner Manuel Sanchez
added another $2,300.

Black attorney William P. Tuggle worked on 20 bond issues, the
most of any minority firm, and donated $1,250. Tuggle disputes
"pay-to-play" had anything to do with his contribution.

"I don't think that's a fair perception," Tuggle said. "I have long
supported [Daley], and I will continue to support him. I was asked
to do work based on my competence."

The Chapman and Gutter law firm worked on 24 deals and do-
nated $13,095. The largest individual donor was David Williams.
He has given S4,325 between 1990 and 1996, records show, but
he said he couldn't remember the donation.

"I give checks to a variety of people," Williams said. "We do
work all over the state, county and city. You can draw your own
conclusions."

Lawyers in a bond deal certify that an issue follows federal rules,
individual state requirements and any local legal and tax codes.
They also draft and distribute the often cumbersome and detailed
legal documents.

"The work is very technical. There are lots of laws to review, fed-
eral law, tax laws, state laws," said Star of Katten Muchin. "Every-
thing has its own wrinkle. Some of it is quite complicated. We may
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have 15 to 20 people sit down and meet for five to six hours just
to discuss one issue."

And like much of the record-keeping involving Chicago bond
deals, data on legal fees are hard to come by. The Reporter's three-
week-old request for attorneys' fees for bond issues is pending with
the Law Department.

Spokeswoman Nina Cadsawan said those bills were difficult to
gather and had to be collected from several different sources.

Experts said the industry standard has been to pay a bond coun-
sel $1 to $1.25 per $1,000 of bond value and the underwriter's
counsel 80 cents to $1. In recent years, some firms have been paid
a fixed fee or an hourly amount.

Katten Muchin & Zavis worked on 27 issues worth $4.5 billion
as co-bond counsel and one issue worth $23 million as under-
writer's co-counsel. If they split
their fees equally with their co-
counsels, their Chicago bond
business in the 1990s may have
been worth $2.34 million.

All attorneys' fees are paid by
the city.

Securities firms also must list
their lobbyists in their quarterly
reports to the Municipal Board.

The law firm of Daley &

But bond deals won't be disclosed unless city officials have the
means, and the inclination, to collect and make available the nec-
essary documentation, observers said.

And with no database or written performance criteria for the
firms contracted to handle the city's bond business, the finance de-
partment can't be adequately judged on its actions.

Better record keeping is essential, said Toni Hartrich, who mon-
itored the city's bond sales as director of research at the Civic Fed-
eration, a tax watchdog group, from 1986 to 1993.

"If you're going to do contracting, you should be putting the
time and effort into how well the the contracts are done. And you
should have a database on every single contractor and how they did
the business," said Hartrich, now an associate professor at Roo-
sevelt University's School of Policy Studies.

Bonding with Law Firms

George Ltd., whose name part-
ner is the mayor's brother,
Michael, was paid $180,000 in
expenses for 1996 by Smith Bar-
ney, the filings show. And they
state that Daley & George will
not lobby the city of Chicago for
bond business.

Public Eye
While "pay-to-play" is being de-
bated nationally, City Hall is fac-
ing ail-too familiar charges of po-
litical influence and deal-making.
Alderman Patrick Huels (llth)
was forced to resign on Oct. 21
after the Chicago Sun-Times re-
ported that he helped a trucking
company in his ward win tax
breaks and city contracts, then
accepted a $1.25 million loan
from the firm to bail out his pri-

The top 10 law firms that worked on city bond deals between
1990 and 1996 contributed $91,360 to Mayor Richard M.
Daley's 1995 mayoral campaign. The city pays law firms be-
tween 80 cents and $1.25 per $1,000 of bond value for their
legal expertise. Katten Muchin & Zavis worked on 28 bond is-
sues, making its share of legal fees worth as much as $2.34 mil-
lion. In all, 46 law firms participated in the 61 bond issues ana-
lyzed by The Chicago Reporter.

No. of
Issues

28
25

Race
White
White

Donations to
Daley hi 1995

Campaign
$36,955
$13,095

Firm
Katten Muchin & Zavis
Chapman and Cutler
Tuggle & Hasbrouck &

Bordelon
Gardner Carton & Douglas
Earl L Neal & Associates
Haggerty Koenig & Hill
Hopkins & Sutter
Carney & Brothers
Jenner & Block
Sanchez & Daniels
Notes: In a typical municipal bond issue, the city pays fees to a bond
counsel, co-bond counsel, underwriters counsel, and underwriters co-
counsel. Totals for William P. Tuggle include the firms of William P. Tug-
gle and Tuggle & Hasbmuck. "Race" indicates the race of the majority of
each firm's partners.
Source: Bond issue Official Statements from the City of Chicago, Depart-
ment of Finance, Office of the Comptroller; campaign disclosure records
from the Illinois State Board of Elections; 1997 Chicago Lawyer Diversity
Survey; analyzed by The Chicago Reporter.

vate security business.
After the revelations, Daley issued an executive order applying

tougher restrictions on his immediate staff and other city workers
for employment, loans and contracts. He also called for opening
contracts to the public eye and tightening the ethics ordinance to
limit individual campaign contributions to aldermen to $1,500.

Alderman Virgil Jones (15th) weighed in with a proposal to give
the City Council oversight over contracts larger than $50,000. The
Council lost that right in 1989, when Daley chose not to renew an
executive order first signed by Washington.

The proposal seems destined for oblivion, Shaw said. "Most al-
derman have snow poles for backbones," he said. "The mayor is
the light and the heat, and they melt when he shows up."

Getting Out
Several high-flying national firms
have walked away from the bond
business, such as Credit Suisse
First Boston. Chicago's top co-
manager in the 1990s has been
Gardner Rich, but the firm hasn't
done a deal since February 1995.

And attorney Earl Neal, who
participated in 15 bond deals be-
tween 1990 and February 1996,
said he has decided to focus more
on land development. "We're not
pursuing [bond business]. Or
maybe we're not being pursued,"
Neal said. "Our decision is to con-
centrate on our specialty."

A smaller pool of players suits
Chris Melvin just fine. As presi-
dent of a black-owned company
that has participated in 10 city
bond deals, he said the business
has been good to his firm, Melvin
Securities Co.

"When I started in this busi-
ness in 1992,1 had four employ-
ees. Now I've got 22," he said.
"The big firms say it's not as prof-
itable. Maybe this is returning to a
boutique business where smaller
firms can hire smart people and
build a niche."

And in September, another
black-owned investment firm opened in Chicago. Jim Reynolds,
president of Loop Capital Markets at 175 W. Jackson Blvd., said his
company has participated in bond deals worth $800 million, in-
cluding two for the city and the state. Reynolds said race doesn't af-
fect how the firm gets its business.

"When we make a [sales] call on an issuer we make a strong pre-
sentation. We do our homework," Reynolds said. "If we walk out
with a [sale] we can't say we got that through any means other than
a superior proposal." C33

Contributing: Dan Bischoff, Rul Kaneya. Interns DeQuesha L.
Hopkins, Michelle King andMurielle Tan helped research this

article.

20
17
15
15
15
15
10
10

Black
White
Black
Woman
White
Black
White
Latino

$1,250
$13,900
$3,500
$2,750
$1,250
$1,675

$13,185
$3,800

THE CHICAGO REPORTER • NOVEMBER 1997


