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SUBJECT: New Federal bankruptcy legislation

-

As of this date the proposed new Federal
bankruptcy law has not been enacted. The Senate and
the House have each passed differing bills which are
before a Conference Committee at this time.

There is unified opposition to the proposed
new legislation on the part of the Securities Industry
Association and the various organizations of State and
local government officials. This opposition is being
expressed to the Conference Committee. Tf a bill
substantially in the form of either the House bill or
the Senate bill is reported to the respective houses,
this opposition will be expressed against enactment of
the Conference bill. If, however, such a bill is
enacted, the opposing interests will request the
President to veto it.

Both bills make for easier municipal bankruptcy
by dispensing with the requirements in the existing law
that 51 percent of the bondholders must agree to a plan
before a court hearing a bankruptcy proceeding with
regard to a local government agency.

Both bills differ from the President's
recommendation in that they apply generally to all
State and local obligors and not merely to municipalities
with a population of one million or more.
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As of this moment I have no more detailed
information as to the bills, but I am pursuing the matter. *
The reason for the united opposition of the ¥
securities industry and the local government interests
is that easier access to bankruptey on the part of all
local governments will make local government paper less
attractive to investors and thereby increase interest costs.
Their feeling is that investor confidence, particularly in .
general obligation bonds, has been badly shattered by the
New York experience and that there should not, at this
critical time in the history of public finance, be added ‘
another negative factor such as easier municipal bankruptdy{

I share thisgs view and, you will recall, I so
advised the Board some weeks ago when I asked if the menber
saw any impediment to my taking that position publicly. '

In my view it remains true-that the restoration '
of New York City's credit will be harder if an ecasier
bankruptcy route ig opehned.

You reported to the Board that the Governor's
position was not to support any proposed bankruptcy
legislation, but to concentrate his efforts in Congress
on procuring assistance which would avoid default and
thereby avoid the necessity for considering any bankruptcy
alternative.

If you agree with me, you might consider the
advisability of asking the Governor whether he might be
willing to go one step beyond his formal position with
regard to the proposed bankruptcy legislation and express .
his opposition to the enactment of the pending legislation.
The opposition would be expressed at the first instance to.
the Conference Committee and, if necessary, to the houses
of Congress considering a Conference report and, finally,
if Necessary, to the President.

It would be easy to take the position before the
President that the bill before him is not what h2 recommended
since it is not limited to cities of one million or more in
population. Also, his proposal was an alternative to loan
or loan guarantee proposals being made on behalf of New York
City, and since the loan bill has now been enacted, the
alternative bankruptcy law has no immediate necessity.

Furthermore, I am advised that the House Judiciary
Committee is planning early next year to conduct a study,



with possible hearings, on the whole matter of bankruptcy.
In any representation to the Conference Committee, to the
Congress or to the President, it can appropriately be
argued that any action to ease the bankruptcy laws for -

municipalities at this time should be deferred until that
study is completed.

e

DBG : MW Daniel B. Goldberg
Counsel
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IN TTE SENATE O TITE UNITED STATES

Noveasin 4, 1979
My, Proxaune, from the Committee on Banking, Housing and Urban Adlairs,
reported the following bill; which was read twice and ovdered to e placed
on the calendar

To provide for a voluntary reorganization of munieipal deht
under condittons of fiscal reform, and for other purposes.

1 Be it enacted by the Senate and House of Lepresenta-
9 tives of the United Slales of dmerica in Congress assembled,
3 SIIORT TITLE AXD STATEMENT OF pPURTOSE

4 Seeriox 1. (a) This Act may he cited as the “Volun-
5 tary Municipal Reorganization Aet of 19757

G (h) The Congress finds that it is in the national interest

7 to prevent the default by State or local governments on

8 {heir outstanding obligations in a manner consistent with
9 sound fiscal reform, as required under scetion 5 of this Aet,
10 and to establigh a temporary program of emergency credit

1r
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1 assistance to State or local govermnents unable to meet the

2 requirements of section b.

q DEFINITIONS

4 SEc. 2. As used in this Aet—

5 (1) “Board” means the Nmergency Municipal
6 Fiscal Reform Board;

7 (2) “assisted municipality” meaus a city incorpo-
8 rated under the laws of a State and any governmental
9 agency, public authority, or public beneflit corporation
10 which receives or may receive moneys divectly, in-
11 divectly, or contingently (other than moneys veceived
12 for the sale of goods or the rendering of services or the
13 loan of moneys to the city) from that city;

14 (3) “State” means the State of the United States
15 which has jurisdiction of the assisted mmuieipality, in-
16 cluding an agency of that State; and

17 (4) “Governor” means the chief executive officer
18 of a State.

19 LESTABLISIIAMENT OF TIIE BOARD

20 Sre. 3. There 13 established an Iomergency Municipal

21 TIiscal Reform Board composed of the Secretary of the

99 Treasury, as Chairman, the Chairman of the Board of Gov- o
93 crnors of the Federal Reserve Systemn, and the Secretayy of
94 Labor. Deecisions of the Board shall be made by majority

95  vote.
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AUTHORITY
Sre. 4. The Board, on such terms and conditions as it
deews appropriate, is authorized-—

(1) to guarantee or make conunitments to guaran-
tee the timely payment of principal and interest to hold-
ers of obligations to be issued by a State on behalf of
an assisted municipality in order to prevent a default
and carry out fiscal reforin in accordauce with section
5; or | |

(2) in the eveut of a default or oflier mability of an
issaer to meet its obligations, to provide elnergency
gnarantees of the timely payment of prineipal and inter-
est to holders of obligations of that issuer or of a trustec
or receiver of that issucr or of a State on behalf of an
assisted municipality to support the provision by that
issier or assisfed municipality of essential services in
accordanece with section 6.

Such obligations shall, to the extent feasible, he secured by a
first Tien on all future revenues of State or other issner,
STANDARDS AND CONDITIONS TOR GUARANTEERS TO
PREVENT DEFAULE
See. 5. (a) No gnarantee shall be mnade by the Board
under this scction unless—~
(1) the Board finds that the obligations to he gnar-

anteed are to be issued hy a State for the purpose of
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financing the eredit needs of a municipality subject to
its jurisdiction, that the State and the assisted munieipal-
ity ave not able to obtain such credit in the private
market, and that the failure to obtain such credit is likely
to cause the assisted municipality or State to default on
its outstanding obligations;

(2) the assisted municipality submits, with the ap-
proval of the Governor of the State, in such detail and in
accordance with such accounting principles as the Board
ml‘zt,y preseribe, a financial plan which in the Judgment
of the Board will hring the assisted munici pality’s operat-
ing expenses (including deht service) into halance with
its recurring revenues Beginning with its second full
fiseal year following the initial application for assistance,
Such financial plan shall provide for reductions in the
cost of employee pension plans to the assisted munici-
pality through vednctions in the level of henefits, Imita-
tions on the amount of overtime pay which can he
counted in compriting retirement henefits, fncreases in
the amount of employee contributions, or otherwise.
Such financial plan shall also provide for the maximum
feasible participation by the emplovee pension funds
of the assisted municipality in supplying the eredit

needs of the assisted numicipality. Such finaneial plan
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may be revised from time to time with the approval of
the Board ;

(3) the State demonstrates that it has the au-
thority to control the fiscal affairs of the assisted
municipality for the entire period during which the Fed-
eral guarantee will he outstanding, including the author-
ity to determine all revenue estimates, set aggregate
expenditures Himits, disapprove all expendituves not in
compliance with the plan required under paragraph (2),
approve all borrowing, and authorize all contracts during
that period;

(4) the State provides assurances satisfaclory to
the Board that it will repay ‘e.tllj‘ losses the United States
Governuent may sustain as o vesult of paymments made
pwsuant to a guarantec under this section, and in fur-
therance of such assuwrances, the State and assisted
municipality agree to waive the right to all payments
which they would otherwise he entitled to receive under
the State and Local Fiscal Assistance Act of 1972, or
other comparable general purpose financial assistance
from the F.ederzﬂ Govermment, at such time and in such
amounts as the Board may determine to he necessary

o reimburse the United States for any losses sustained
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as a result of payments made pursuant o a guaanlee
under this section;

(5) the assisted municipality agrees (i) to make
available to the Board, the Comptroller General of the
United States, and any certified public accountant
designated by the Board all its accounts, hooks, records,
documents, or other information which the Board may
request bearing on its financial situation prior to, and dur-
ing, the entire period in which the Federal guarantee
is outstanding; (i) to follow such gencrally accepied
accounting principles as the Board may prescribe; and
(iii) to provide such periodic reports as the Board may
requirve;

(6) the State agrees to pay to the Board sneh guarantee
fee as may be preseribed by the Board hut not o exceed 84
per centum per anuum of the fotal principal amount of
guaranteed obligations outstauding, except that such fee
shall not exceed 1 per centum if the interest on the obligations
1s included in gross income for the purpose of the Tederal
income tax laws;

(7) the State agrees to provide in accordance with
this paragraph and at sueh times as the Board may
preseribe a grant to the assisted municipality for each

of the municipality’s fiscal years during which a guar-
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antee under this seetion may he outstanding., Such a

grant shall—

(A) be in an amount equal to at least one-half
of the anticipated operating deficit of the assisted
municipality for the fiseal year or portion thercof
during which a giarantee under this section is ot
standing as  determined  without regard to the
amount of the grant in accordawce with aceounting
principles prescribed by the Board;

(B) be derived from the general tax revenues
of the State;

(C) De in addition to all other grant or similar
assistance provided to the assisted municipality by
the applicant or the State pufsnaut to programs es.
tablished or commitments made prior to its initial
request for a guaranice under this scction:

(1)) be provided at such times as the Board
may prescribe; and

(E) be used by the assisted municipality to
meet i3 operating expenses i accordance with the

{inaneial plan under paragraph (2) ; aud

(8) the BState presents vohutary agreements
acceptable to the Board by the holders of obligations

issied by or on hehall of the assisted municipality to
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1 exchange such obligatious as preseribed herein. Such
9 agreements may be conditioned wpon the approval of
3 guaraniee asststance under this seetion and shall reduce
4 the linancial burden on the assisted municipality n sueh
5 mauner and degree as the Board may determine neces-
G sary to enable the assisted municipality to meet all its
7 credit needs without further Federal guarantee assistance
8 at the earliest practicable date. Such volunfary agree-
9 ments shall not be accepted by the Board unless—
10 (A) the holders representing at least 65 per
11 centum of the aggregate principal amount of the
12 obligations issued by a State ageney on hehall of the
13 assisted municipality agree to exchange those obliga-
14 tions for bhonds issued by that ageney with serial
15 nmaturities of not less than five years and Dearing
16 mterest al such rates as the Board may deterine
17 are necessary to achieve the purposes of this para- }
18 graph, but in no case may a holder receive a hond
19 with an carlier maturity than the obligalion ex-
26) changed; and
91 (B) the holders representing at least 40 per
29 centin of the aggregate principal amount of the
93 obligations of the assisted municipality maturing
9.1 prior to June 30, 1976, agree to exchange those
25 obligations for honds issued hy the nrnmeipality with
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serial watarities of not less than five years and
bearing interest at such rates as the Board may de-
termine are necessary to achieve the purposes of
this paragraph.

(b) (1) The maturity of any obligations guaranteed
under this section may not exceed one year.

(2) The aggregate principal amount of obligations
guaranteed by the Board under this section shall not exceed
at any -tinlle $4,000,000,000 prior to June 30, 1977,
$3,500,000,000 during the iwelve-month period ending
June 30, 1978; $2,500,000,000 during -the twelve-month
period ending June 30 1979; and $1,500,000,000 during
the twelve-month period eading June 80, 1980.

(3) The Board may not make any commitment to
guarantee any obligations under this section during any
period when it determines the State or the assisied munici-
pality is not meeting its obligations under this section or that
the plan requived under paragraph (2) of subsection (a) is
not heing achieved on schedule.

(4) In approving guarantees under this section subse-
quent to June 30, 1976, the Board shall require, to the
maximum extent feasible, that investors participate in sup-
plying the credit needs of the assisted mumicipality without
Trederal guarvantee assistance by purchasing bonds issued
by the municipality with serial maturities of not less than

8. 261H5-—2
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five years so as to climinate the need for Federal guarantee
assistance at the earliest possible date, but in no event later
than June 30, 1979,
STANDARDS AND CONDITIONS FOR ((UARANTRE OF OBLIGA-

TIONS OF ISSUERS TN DEFAULT

Sec. 6. (a) The Board may not gnarantee obligations
under this section unless—
(1) the Board finds that—

(A) assistance under section 5 cannot be pro-
vided because of a failure to meet the requirements
of that section;

(B) the issuer of the obligations (i) has de-
faulted on its outstanding obligations, or (ii) has
filed a petition under the Bankrupiey Act;

(C) the issuer is unable to obtain credit in the
private market ; and

(D) a guarantee under this section is neces-
sary to permit the issuer to carry on essential serv-
ices or programs the inferrnption of which would
endanger the health, safety, or welfare of the resi-
dents of the affected arvea;

(2) the issuer submits a finaneial plan aceeptable
to the Board in such detail and in accordance with sueh

aceounting principles as the Board may preseribe. for
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bringing its recwrring reveunes into halance with its
essential cash needs;

(3) the issuer provides assurances satisfactory to
the Board that it will repay any losses the United States
Goverument may sustain as a vesult of payments made
pusitant Lo a guarantee vuder this section, and in further-
ance of such assurances the issuer agrees to waive the
right to all payments which sneh jssuer would otherwise
be entitled to receive under the State and Local Fiscal
Assistance Act of 1972, or other comparable general
purpose financial assistance from the Federal Govern-
wment, at such the and in such amounts as the Board
way determine fo he necessary to reimbwse the United
Slates Tor any losses sustained as a result of payments
wmade pursnant to a guarantee nnder this seetion ;

(4) the issuer agrees to—

(A) make available to the Board and the
Comptroller General of the United States all its ac-
counts, books, records, documents, transactions, and
any other information bearing on its financial situa-
tion which the Board may request prior to and dur-
ing the entire period during which a Tederal guar-

antee 1s outstanding:
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(B) follow such generally accepted accounting
principles as the Board may preseribe; and
(C) provide such periodic reports as the Board
may require;

(5) the issuer agrees to pay to the Board such guar-
antee fee as may be prescribed by the Board but not to
excee(i 34 per centum per annum of the total principal
amount of gua.rant-eed obligations outstanding, except
that such fee shall not exceed i per centwm if the inter-
est on the obligations i3 included in gross income for
the purpose of the Federal income tax laws; and

(6) mn the case of an issuer which is a unit of local
government, the State in whieh sueh issuer i3 located
agrees to provide [rom its general tax revennes and at
such times as the Board may prescribe, a grant to such
wiit i an amount equal to one-hall of its anticipated
operating  deflicit during any period when a Federal
cuarantee under this section may be outstanding as
determined withont regard to the wmount of such grang
in accdordance with accounting principles preseribed by
the Board. Such grants shall be i addition to all other
arants or sinilar assistance provided to such ssuer by the
State pursuant to programs established or commibtinents
made prior to the initial request for guarantee assistance

wnder this section.
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(b) (£) The maturity of any obligations guaranteed
under this section shall not exceed three nonths.

(2) The aggregate principal amount of obligations guar-
anteed under this section shall not exceed, at any tinie,
$500,0600,000.

(3) Tor the purpose of this section, the term “issuer”
melades any municipality on behalf of which an obligation
wuder this scetion is issued for the purpose of assisting such
municipality in meeting its credit needs.

EMERGENCY MUNICIPAL DEBT GUARANTEER PUND

BEC. 7. (a) There is established i the Treasury an
ciergency muuicipal debt guarantee fund (hereinafter re-
ferred to as the “fund”) to be a;:lmiuistm'od by the Board.
The fund shall be used for the paynent of the expenses of the
Board and for the purpose of fulfilling the Board’s obliga tions
under this Act. Moneys in the fund not needed for enrvent
operations may he invested in direct obligations of, or obliga-
tions that are fully guaranteed as to principal and interest l)ly,
the Tnited States or any agency thercof. Moneys in the fund
not needed for current operations or for any future obligations
shall be covered into the geueral fund of the Treasary.

(b) Guavantee fees paid under this Aet shall he depos-
ited in the fund. Notwithstanding any other provision of lasw,
the Secretary of the Treasury shall deposit in the fund any

payment, or portion thercof, which a State government or
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unit of local government would otherwise be entitled to re-

ceive under the State and Twoeal Tiscal Assistance Aet of

1972, or any other comparable program of geueral purpose

financial assistance from the Federal Government, and which
is waived by such Government pursuaut to this Act. Any
other smus received by the Board under this Aet shall be paid
to the fund.

(¢) Paynients requived to he made as a consequence of
any gﬁarmﬂee by the Board shall be made from the fund. In
the event and to the extent that the moneys in the fund are
insufficient to make such payments, the Secretavy of the
Treasury is anthorized and direcled to make sueh payments
on behalf of the Board and for that purpose he is authorized to
use as a public debt transaction the proceeds from tho sale of
any securities issued under the Second Liberty Bond Act, as
amended, and the purposes for which sceurities may bo issued
under that Act are extended to include any such payments.

(d) The Federal Financing Bauk shall purchase all
obligations guaranieed under this Act the interest on svhich
1s excluded from gross income for the purposes of the Ioed-
eral incoine tax laws,

FEDERAL RESERVE BANKS AS FISCAT AGENTS

Src. 8. Any Ifederal Reserve hank which is requested to

do so shall act as fiscal agent for the Board. Bach such fiseal

agent shall be reimbursed by the Board for all expenses and
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losses incurred by it in acting as agent on helall of the
Board,
PROTEOTION OF GOVERNMENT'S INTRREST

Src. 9. (a) The Attorney General shall take sueh action
as may be appropriate to enforee any right accruing to the
United States or any officer or agency thereof as a result of
the issuance of guarantees under this Aect, Any sums re-
covered pursuant to this section shall be paid into the f-un'd.

(b) The Board shall be entitled to vecover from any
issuer of an obligation guaranteed wnder this Act or any
other person liable thercfor, the amount of any payments
made pursuant o any guaraniee wade under this Act, and
upon making such payments, the Board shall be subrogated
to all the rights of the recipient thereof,

REPORTS

Sre. 10. The Board shall submit a quarterly report to the

Cougress as to its operations under this Act.
TERMINATION

Sec, 11. The authority of the Board to make Ay guar-
antee under seetion 5 terminates on June 8 , 1979, and
under section 6 on March 81, 1976. Such termination does
not affeet the carrying out of any contract, guarantee, or
other obligation entered into pursuani to this Act prior to
that date, or the taking of any action necessary to preserve

or protect the interest of the United States in any amounts
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advanced or paid out in carrymg on operations under this
Act.
S$TOCK TRANSFER TAX
See. 12. The first sentence of seetion 28 (d) of the
Sccurities Exchange Act of 1934 (15 US.C. 78bb (d) ) 1s
amended to read as follows: “No State or political subdivi-
ston thereof shall impose any tax on any change in bene-
ficial or record ownership of securities effected through the
facilities of-—
“(1} arvegistered clearing agency ; or
“(2) a registered transfer agent when performing
the function deseribed i seetion 3 (a) (25) (18} of this
title or, 1 connection with such fuuction, any lfl.m(:tio_l'ls
described i seetion 3 (a) (25) (B) theough (D) of
this title,
or any nominee thereof or custodian therefor or upon the
delivery or transfer of securitics to or through or receipt from
s_uch agency or agent or any nominee thereof or custodian
therefor, unless sucl change in henelicial or record ownership
or such transfer or delivery or receipt would otherwise be
taxable by such State o political subdivision if the facilities
of such registered clearing agency, registered transfer agent,
or any nominee thereof or custodian therefor were not physi-

cally located in the taxing State or political subdivision.”,
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A BILL

To provide for a veluntary reorganization of
municipal debt under conditions of fiseal re-
form, and for other purposes.

By My, Proxyirs

NovEMmBER 4, 2975
Roead fwiee and orvdered fo be placed on the ealendar
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. Qcroser 31,1975
Mr. Asurey {(for himself, Mrs. bummw Me. Rews, Mr. Pazeessay of Cali-
fornin, Mrs. Srreuaay, Me ‘Lsoxeas, Mr. St Gresscs; and Mr. Me-
1\,1\\}1) intvoduced the following bill; which was veferred to tho Com- .
mittee ou Bnnldng, Cuucnq and Ifoubm!

¢
e N e Rl e e s i ek

1" n-—M Fw-r‘ h-q
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Mo authorize emergency puavantees of obligations of BStates
and political subdivisions thercof; to amend the Internal

2evenue Code of 1954 to provide that mcome from certain

obligations guaranteed by the United States sball be sub-
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ject to taxation; to amend the Bankmptey Act; and for
other pmpo%es

1 Be it e)mc{e([ by the Senate and Ilouse o[ laepf'e:sexzt(a~

2 tives of the United States of merica in Congress assembled,

3 §1. Shovt title
g r.l‘hl\ Act mav he cited as the “lutergoy eramental Brier- ;
S weney Assistanee Acl”

.[. _ §
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TITLE I—-INTERGOVERNMENTAL EMERGENCY
ASSISTANCE o
§ 101. Definitions and rules of construciion

(a) The definitions and rules of construction set forth

in thig s‘ection_shalL be applicable for the purposes of this -

ER | .

title.

(b) The term “State” means any State, the District of

Colambia, the Commonyvealth of Puerto Rico, or any terri-

tory or possession of the Unrited States.

{¢) The terma “political subdivision” shall have the -
~same meaning as used in section 103 of the Internal Rev-

- enue Code of 1954.

d) Anvy action authorized or required under this fitle
Y L June

Dy or with respect to a State may be taken by or with re-

speet to any ageuey or lstnunentality theveof approved by

the Board for that purpose, having regard to the purposes

of the State law creating any such ageney or instrumentality.

- §102. Establishment of the Board

There is created an Intergovernmental Binergency As-
sistance Board (referred to in this title as the “Board”)
composed of the Secretary of the Treasury, as Chaivmuan, the

Secrctary of Tlousing and Urhan Development, the Secretary

3 of Tlealth, Bducation, and Wellare, the Chalrman of the

Board of Governors of the Federal Reserve System, and the

vy
g mae r b ey
St N, T

i
i.
i
i
f
i
4
4
o
3
L
[

|

T

-
PR R SICE WNEE NGNSy

s T, T A B AT b A e o L

£
i




eV - .
TP S NN AT

ty

T

10

12

13

1t

1B

©
[y

Chairman of the & t:bulltle and Exchange Conmssion. Deci-
sions of the Board shall be made by majority vote,

- . . '
§ 108, Authority for guaranices

The Board may guarantee the payment, whole or

part, of mieleat pnnmpaﬂ or bmh of obhoahona of Stmm

_ (mdudmo‘ agencies and m:l:nunentahtle;, thereof as desenil ed .,

L 1n section' 10‘7d) ) the interest on which is subject to k) ed- -

eral tma,t:um n acomdance with this mle. Th(, ‘Board shall

- give prompsé consideration to any application for a guarantee ..

under this title and shall, in the event such guarantee is
demed seb forth the ressons for such knlal i a wrilten

statemont copies of whicl shall be funmhed to Hle GO\ CITLOY

of the State cm"scemed, {be Comuitice on Bﬂ.nku'lg, Housing

and Urban Affairs of the Senate, and the Committee on
Banking, Cwrency and Iousing of the House of Repre-
sentatives. - ' .

§ 104, Purpose

The Board may make guarant ees under this title only for
. the purpose of—

(1) cnabling o political. subdivision of a State to

continue to provide esseutial public services and facili-
ties; ov
(2) prov enting, ov mmnanuu the effects of, d(fmlt

i the payvment of obligatinns of a pelitical su hdivision of

!
4
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!
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3
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AMENDMENT

Mr. LaFalce of Wew York

p.- 4, Seciion 105 line 17, stiike sewi~colon and add ...

"in amounts and terms sufficient to meet the municipality's financing
needs during the period covered by the plan required to be submitted

pursuant to Section 105 (2) of this Title;"

[
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a State where such default has had, ov, in the judgment

of tlie Board, eould reasonably be expected to have, o
serious adverse effect on general cconomic conditions or
on the marketability of obligations of States and their
pohtxeal subdmmona in general

§103. Conditions of ehfrlblhty

(a) Except as provided in subsection (b) of this sec-

tion, the Board may make guarantees under this title to o

“State for the benefit- of a politieal subdivision theveof only

if—

(1) the Board finds that the State or State ageucy

whose obligations would be guaranteed (hereinafter

referred to as “the applicant State”) and the political

subdivision whose credit needs would be financed hy

such obligations (Leveinafter referred to as “the assisted

municipality”) are eflectively unable to obtain credit i

the private market or elsewhere; LV ! d’“vf &2

S

(2) the hssisted municipality submits, with the

approval of the Governor of the applicant State, in such

detail and i accordance with such accounting princi}_)les

as the Board wmay presciibe, a plan for bringing its
operating expenses into halanee with its 1'0_(:(11‘1-111@; reve-
nues for its sccond full fiseal year following the initial
application for assistance, and therealter for ns long as

any such assistance remains outstanding;
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(3) the applicant State demonstrates that it has
he audl 1 Le fi
the i louty o coutrol the fscal affairs of the assisted

mupicipality for the entive perlod during which the

Federal guamntee will be m.xtsmndmg mcluding the

©authority ito determine all reveuue estimates, set agore-. -

gate espenditure lmits, disapprove all espenditures not
in compliance . with .the plan 1equued uoder pauomph

(2), aud approw all horrowing and cuntmo s duriug

.that period; and

(4) the applicani State agrees (o provide n ac-.

cordance with this subsection a”grant or Joan to the

assistod municipality for each fiscal year of the muuici-

“ pality - dwing which a guarautee under this title may

be outstanding, Such grant or loan shall—

(A) be in an wmount determined by the Board -

bub not exceeding one-third of the anticipated opexr-
atmn deficit of the assisted munteipality for that fiscal

year or portion t‘umcm as determined in accordance

with accounling puncxpleb preseribed by the Board;

(B) be dexived from fhe general tax revenues
of the applicant State; |

(¢) bein addition to all other graul or siimilar
assistance provided to the assisted municipality by

the applicant Btate pur suant to programs establishied
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15.

G
~or comuitments made prior to its initial request for

a guarautee undey this tide;
|

(D) be provided at such times as the Board

may prescribe; and

S Sl {B) beused by the assisted municipality | to.

e ;mhnanual phul required ander pamnmph (2 ) . ‘ .
(b} ln the case of a political subdivision: whmh h.ls

filed o petilion under the Bankmupiey Act or which: 11_:15. actu-

ally defaulted on one or more of its obligations, the Board

may, for a period of six months following the filing of such

petition or the date of such default (as determined by the
Board), nnke guarantees under this title without regard
to one or more of the condiiions prescribed i subsection (a)
of this section to a State for the benefit of such.political. st
division if the Board defermines thai an emergency exists
which makes compliauce w Lh such condition or conditions
impracticable.
§ 106. Guarantee fees

Whenever any obligution is guavanteed under this title,
the Board sliall assess and colleet from the obligor a guaran-
tee fee which shall not exceed three-quartevs of oue percent
per annmin. Any saeh fees shall be paid into the Tmergency
Municipal Debt Guarantee TFund established under section

111 of this title.

:meat ils operating expenses in. accordance thh the -
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8 107. Limitations on amount of gurarantiees oulstanding

(a) Liscept as proviled in subsection (b) of this sec-
tion, the total amouut of all guarantees (exclusive '_of un-
carned interest) which may be Auufcs-tanding under this title
at any one time shall not excesd— . . o

(1) $5,000,000,000. d.uring the period from the

dutelo.f enactment. of t‘fﬁs title through September 50,

1989, aud L N |

2 5';‘2'3,000,0(-)0,.000 during the period from Oc-

tober 1, 1989 through September 30, ‘1999-_ ,

(b)' In filddjtipn to the amounts ﬁuthoriwd ander sub-
section (a) of this section, prior to October 1, 1978, thére
may be Qut-si'mlding af auy oue thue nob exceeding $2,000,-
OO0,000‘ i the form of guarmjltees'of obligations having a
matwrity of elevewn mwonths or less from date of ssue.

(c,) No 'oblig'ation nmy'be guaranteed under this title
whicl bas a matwity beyond September 50, 1999. |
§108. Obligatim;xs callabie after three years S

Any obligation guaranteed wnder this fitle may be called
for redemption at the option of the issuer and without the
payment of a call premiam at any tirne more than th;ree
years afler the date of issue.

§ 109. Additional Terms and Conditions
(a) As a condition to wmaking any gaarantee nnder this

title, the Board shall impose reasonable requirements with
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- yespect to the renegotiation or exchange of outstanding obli-

oations entered futo by, on behalf of, or for the benefit of, the-

politival subdivision for whose benefit such guarantee 18 1u-

tended. Where such renegotiiation or exchange mwhea thu :

terins of honds, not s, or aumLu obligativns previously en-

'-'fnoe of buch Obh”dthlla "he exchanged for nonwuamuteed

'\tauha,ll lowet UJ.tQLB')b rate, or both. 3V here :,uah 1(:.11(300[_[&"'
¥y

tion involves. the mmb of contracts of other pmvmona for -

compensatlon (including pensions and other benPﬁtn) for
personal services rendered or to be renderved, there may De
taken under consideration the compensutiou and other bene-

fits provided for similar sexvices by other cmployers, with

particular reference to employers which are political subdivi-

sions of the same State or of other States. Tn any renegotia-

~tered info, the Boald nhall require that a substantial perceut-

-

.obhnatmns beanno 2 subz,tantmﬂv longer '111utur1ty, o sub- -

tion, there may also be taken Into consideration (lie reduction

which the rosults of snch renegotiation may effect in the risk

fhat tho . political subdivision invoived would be unable fo

Aulfill Jts coxmmtmentb

M In addition to the terms and eonditions otheriwise
vequired by or under this title, the Board way impose such
terins and cOnditIoné, nob inconsistent with the general pur-
poses of this title, as it deems appropriate with vespect to the

making of any guarvantes under this title.
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- §110. Audits

(2) No guarantee may be made under this title for the
l ,
enefit of any State or political subdivision thereof unless

the General Accountiug Oince 15 authorized to make su(h

, au(hts as may be deemed applopnate by either the Bomd or

ihe- Geneml Accouutmo Office of all accounts, books, records,

and h msaetwns of the B‘mte the pohncal subdm:,xon, i

Ay, mvolved, and ‘any agency or mahumemahty of sach

State or political subdivision. The (reneral Accounting Office

shall-report the results of any such audit to the Board and

to Ulu COllﬂleab.

§111. Emer«remy 1‘aIumc;p(11 Debt Guarantee Fund

(2) There is established in the Treasury an eIICIZeNCY

ucinal debt ewarantee fund (hereinafter veferred to as the .
_ )2 g L

“fund”)‘ to be administered by the Board. The fund shall

De used for the payment of the expenses of the Board and

for the 151.11_'9059 of fulfilling - the Board’s obligations uwnder

this Act. Moneys in the fund not needed for current oper-

ations may be invested in divect obligations of, or obligatious

fhat are fully guaranteed as to principal and nterest by, the

 United States or any ageney thereof.

(b} Suwms vealized from the gunantee fee required
ander this Act shall be deposited in the fund. Notwithstand-
fug any other provision of law, the Secrctary of the Treasury

shall depostt in the fund any paywent, or portion thercol,
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1~ which a State government ov wuit of local government would .

2.

o

.)
10
11
12

18

14
15
16
18

19

20

a1

22

20
24

29

otherwise be entitled to receive under the Sinte and Lioecal

\ :
LFiscal Assistauce Act of 1972, or any comparable program

L]

of fiseal assistance to State and local government, and wb_ieh

.18 waved by such governrent pursuant to :this, AGL

R ) Pa,ymants required to be made as a com,equencu of
lany guala,ntee by the Boar d shdﬁ be madu from the fund In _j:_-'
the evenh and to the e:s.tent Lhaa the moneys in. the fund are
1muf’icaem to make such paymuxta the Secretary. o}: tha leaaf:_, -

uly is authorized and directed to malke ‘such pay ments -on .

belalt of the Boald and for that purpose L is au(:houded to-

use\a.s"zi public debt transaction tlie proceeds from the sale of

any seewrities issued under the Mecond Taberty Bond Act, as

" amended, and the purposes for which sceurities may be issued -

uuder- that Act are extended to nclude any such piyments.
§1i2. redera} Reserve banks as ﬁs.(,cd agents
; Any Federal Reserve hank n]mh 13 u,quf-a[(,d to do S0
shall act as fiscal agent for the Board. Each suah fiscal ag‘ent
shall be reimbursed by the Board for-all -expenses and losses
mcmled by it i acting as agent on behalf of the Bomd
§ 113. Protection of Goverm‘nem 5 inlerest
(a) The Attorney Geueral shall tuke such aclion as

may be appropriate to enforce any right accruing to the

Tnited States ov any officer ov agency thercof as a yesult

of the issuance o fguarantees under this title. Auy sums
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recovered pursuant to this scetion shall be paid into the
cmergency loan guarantee fund. o ot

(b) The:.Board shall be eatitled to recover from tho

'horrower,.or:'sﬁny other person L’uble therefor, the amuﬁnt
-of any - pdyments maue pursuant to any ouamntc agree- o
" ment: outeled mto undel this title, aud upon nml\nw any
-Vsu'caf:,‘:paynient,::- the ‘Board shail be submgated to all the

vighis - of: the .1'ecipient thereof.

ey T 1e*e s ere! by leaen'efl to the med Statea the

vieht to offset against au} suus otherwise due 101 auy reasoi
from thc United States (including but not lmited to any

sums which mayv be due under the State and Liocal Fiscal -
: ! Y |

Assistance Xet of 1972, or other comparable general purpose

financial assistance)  to any State whose obligations are guar-

“anteed under. this title, or to awy political subdivision for

whose Denefit any guaraniee is made under this fitle, the

amotab in whole or part of any payment actually made hy
the United States pursuant to any such guarautee. Such righit -
of olfzet shall he exercised only with respect to such sources --
of Federal vevenue, and at such rate, as the Beard way deter-

nine to he appropriate with a view to reimbusiug the United

Stales as expeditiously as may be practicable under the cir-
cistnnces as they exist at the tune.

(d) Whenever auy guavauntee wnder this tile is out-
; .

standie, and there is o failuve on Hie part of the obligor
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~or on the part of the political subdivision for whose benelit

such assistance was extended to fwifill any commltment or
undertnkimr which it agreed to fulfill m consideration of

such assistance, the Board may, in ils chacu,tmu for any

period during which such failure continues, assess an addx~ >
tlonal guarantee. fee in any amount such that the total of

the original guarantee fee and any such additional. fees for

such penod h)en not prodice a toml 'Whl(’h 15 at a 1ate 10

CeXCess. of fhree times the rate otheim:,e, authouzed under

sectlon iOb.

' §114 Repor‘cs

The Loald auall submit to Lrle (Jongress qualieﬂy & full-

report of its operations uader this title,

- 8115, Termination

The authority of the Board to make guarantees under

this title torminates on September 30, 1979. Buch termina-

tion does not affect the carrying out of any contract, guaran-

tee, comumitment, or other obligation entered into pursuant

to this title prior to that date, or the taking of any action
necessary to preserve or proteci the interes ts of the United
States in any amounts advanced or paid out in carrying on

operations under this title,

P T

A b o
Sttt

funr

TR L2

R e,

T B L i S i e e T e e T T T

Yeimd 1 T

<o




i A . b e oA e T

[

—— s - P s
e o R e b B b g o o i B 2 S Pt i Bk W T kM o

i)

o

13

TITLE TI—AMENDMENT TO INTERYAL REVENUE

CODE O 1954
) i
§ 201. Taxability of certain federally guaranteed obliga.

tions

- Section 103 (a) (1) of the Internal Revenue Code of

1934 (velating to Interest on certain governmental obliga-
‘tions) is amended by inserting immediately hefore the semi-

colon at the end thercof the following: , except in the case =

of an obligation whose payment 15 guaranteed 1o whole or

" part under authority of seetion 103 of the Tutergoverninental”

Hmergency Assistauce Act”.
- TITLE I6X AMENDMENT TO THE
BANERUPTCOY ACT
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CARTER, LEDYARD & MILBURN

LUKE B. LOCKWOQD ROLAND L. REDMQND
GENERAL COUNSEL COUNSELILORS AT LAW DEAN K. WORCESTER
RENATO BEGHE JOHN P, ALLEE
ﬁf‘E"l’:EﬁABYARD o 2 WALL STREET JOHN K.SCHEMMER
[0 M .CAMERON
A COUNSEL
BERNARD CEDARBAUM NEW YORK,N.Y, IOC0O5
EOWARD F. CLARK, JR. i
RICHARD B. COVEY TELEPHONE:(212) 73az-3200
FRANCIS M., ELLIS TELEX: 12-7750
ROBERT S.ERSKINE, JA,
FETER P. McN. GATES 6GI18 INTERNATIONAL
ROBERT R.GREW
JACK KAPLAN CABLE ADDRESS
WALTER A.KERNAN "LEDYARD" NEW YORK

RICHARD G. McCLUNG
DEVEREUX MILBURN
WILLIAM 4, O'DAIR, JR.
PANDIA C. RALLI
JAMES W, RAYHILL
STANLEY F. REED, JR.
RCBERT M. RIGGS
HEYWOOD SHELLEY
LOUIS LEE STANTON, JR.
E.SHELDON STEWART
JOHN He YOUNG

Nowerber 14, 1873

Alien L. Thomas, Eag.

Paul, Welss, Rifkind, Wharcon
& CGavxison

345 Park Aveaaue

wew York, New York 16022

Re: United States Trust Company
of New Yoxk - MAC

Dear Allen:

Heve are coples of Mr, J. Sinclair Armstrong's
Istters of today to Sendtor Proxwlre and Hr. BReuss, to-
guther with enclosuxes, reflecting the Yrusi Company's
technlcal comments on 8. 2615 and H.R. 104681, as discussed
with you yesterday.

Best personal regards.
Sincerely yours,
7
(/
Robart R, Grew

RRGrEQ
Bnglosurs

ac:  J. Sinelaly Armstrong, Esg.
Danial B. Goldbaryg, Eadq.
Donald J,. Robinson, Z2s8d.



UniTeEp STaTES TrRUST COMPANY

oF New York
45 WALL STREET NEW YORK, N, ¥, 10008

212-425-4500

J. SINCLAIR ARMSTRONG
Executive Vice Pretident

November 14, 1975

Dear Senator Proxmire:

Re: S. 2615, Proposed Voluntary
Municipal Reorganization Act
' of 1975

In accordance with my prior communications with Mr,
Kenneth A. Mcl.ean, your Staff Director, I am pleased to enclose,
on behalf of the Trust Company, Trustee under the General Bond
Resolution, adopted July 2, 1975, of the Municipal Assistance
Corporation For The City of New York, a memorandum setting
forth technical comments on the above Bill,

Sincerely,

Honorable William Proxmire

Chairman

Committee on Banking, Housing
and Urban Affairs

5300 New Senate Office Building

First and C Streets, N. K.

Washington, D. C., 20510



Unitep StateEs Trust CoOMPANY

orF New York
45 WALL STREET NEW YORK, N. ¥. 10005

212-425-4500

J. SINCLAIR ARMSTRONG
Executive Vice President

November 14, 1975

" Dear Mr. Reuss:

Re: H. R. 10481, Proposed Intergovern-
mental Emergency Assistance Act

On behalf of United States Trust Company of New York,
which acts as Trustee under the General Bond Resolution, adopted
July 2, 1975, of the Municipal Assistance Corporation For The
City of New York, I am pleased to enclose a memorandum setting
forth the Trust Company's technical comments on the above Bill.

Sincerely,

/L.M'uam‘ Mag,

Honorable Henry S. Reuss

Chairman

Committee on Banking, Currency
and Housing

2186 Rayburn House Office Building

Washington, D, C. 20515



CARTER, LERDYARD & MILBURN
LUKE B.LOCKWOOD

GENERAL COUNSEL COUNSELLORS AT LAW
RENATO BEGHE 2 WALL STREFET
SPENCER BYARD
WILLIAM A o NEW YORK,N.Y. 10005

BERNARD CEDARBAUM
EbWARD F. CLARK, JR.
RICHARD B. COVEY
FRANCIS M. ELLIS
ROBERT S.ERSKINE, JR.
PETER P, McN. GATES
ROBERT R. GREW
JACK RAPLAN

WALTER A, KERNAN
RICHARD G. Mc CLUNG
DEVEREUX MILBURN
WILLIAM J, O'DAIR, JR.
PANDIA C. RALLI

JANES W RAYHILL MEMORANDUM FOR

Y F. . .
ROBERT M. RIGES MR. J. SINCLAIR ARMSTRONG,
e aTANTON, JR. Executive Vice President
SO SaEanT United States Trust Company

of New York
45 Wall Street
New York, New York 10005

ROGLAND L. REDMOND

DEAN WK, WORCESTER

JOHN P. ALLEE

JOHN K.SCHEMMER
COUNSEL

TELEPHONE:![212)) 732-3200

TELEX. I12-7750

6118 INTERNATIONAL

CABLE ADDRESS

"LEDYARD" NEW YORK

November 13, 1975

Re: 5. 2615, Proposed Voluntary Municipal

Reorganization Act of 1975:

H.R. 10481, Proposed Intergovernmental

Emergency Assistance Act.

Bills now before the United States Congress have

been introduced in response to the threat of default by the

City of New York. These bills would provide for some form

of federal guarantee of municipal debt. By means of this

memorandum, we are giving you our technical comments on the

Senate Bill, 8. 2615, which was reported out from the

Senate Committee on Banking, Housing and Urban Affairs on

November 4, 1975, and on the House Bill, H.R.

10481, which

was reported out from the House Committee on Banking,

Currency and Housing on November 6, 1975.

Many of our questions and comments on the earlier

vaersion of the Senate Bill have been clarified as a result of



the Committee revisions. A number of technical concerns
remain, howevevr, as well as guestions regarding the new
provisions. Our comments on the Senate Bill, S. 2615,
are as follows (a mark-up of the Bill to reflect these
suggestions is enclosed for your convenience, with the

circled numbers correponding to the paragraph numbers of

this memorandum) :

1. MAC is a State Agency and Not a

City Agency.

Page 3.

Line 6.
Change

"issued by a State on behalf of"
f[an assisted municipality]

to read

"issued by a State to finance the
credit needs of" [an assisted
municipality].

"State" is defined to include a State agency such
as MAC. Page 2, line 14, The characterization of the
issuance of MAC obligations as "on behalf of” the City is
inappropriate because it may suggest MAC is a City Agency,
whereas in fact it is a State agency.

The phrase "to finance the credit needs" of the



municipality is consistent with other language in the

Bill. Page 4, line 1.%*

2. Lien in Favor of Holders of Guaranteed
Obligations.

Page 3.

Line 19.

Change

"first lien on all future revenues of State"

to read

"first lien on all or a designated por-
tion of all future revenues of the
State."”

The last sentence of Section 4 provides that, "to
the extent feasible," guaranteed obligations shall be secured
by a first lien on all future revenues of the issuer. The
section-by-section analysis in the Senate Report relating to
the Bill states that "[t]lhe guaranteed obligations shall be
secured by a first lien on the municipality's future revenues",
omitting the words "to the extent feasible". Senate Report

No. 94-443, November 4, 1975, p. 31. See also the last

*If this suggestion is adopted, conforming changes
would be made at the places indicated on Attachment A
hereto.



paragcraph on page 5 in the Report.

The addition of the words "or a designated por-
tion" would provide greater flexibility in achieving the
aim of the Bill and would reflect the means by which New
York State has dealt with the problem of financing New York
City.

This is because, in the case of MAC, New York law
provides two revenue sources for the benefit of the holders
of MAC obligations.

One, consisting of a specified portion of the
State Sales Tax and the State Stock Transfer Tax, has been
pledged by MAC, in accordance with the direction of the New
York State Legislature, to secure the presently issued and
outstanding MAC Bondsg, and no lien prior to that can be
created by MAC with respect to those revenues. Municipal
Assistance Corporation for the city of New York Act, §3036:
New York State Municipal Assistance Corporation Act, §3012(3),
and General Bond Resolution, Adopted July 2, 1975, §§601 and
907.

The second source of revenue available under New York
law for the benefit of the holders of MAC obligations is the
New York per capita state aid funds. State Finance Law,
§54(7) (c). This law, as amended in September, 1975, provides

an additional source of revenue for MAC. This second source



has not as yet been pledged by MAC to secure its obligations.
For a description of this revenue source, see "Additional
Source of Revenue for Municipal Assistance Tax Fund®™ at

page 24 1in Suppiement No. 1, dated September 24, 1975, to the

MAC Official Statement, dated August 15, 1975.

3. Generally Accepted Accounting Principles
to be Followed by the Municipality.

While we believe no change in the Bill is needed in
this respect, we should like to point out a possible confiict
between the requirement that the assisted municipality follow
such generally accepted accounting principles as the Emergency
Municipal Fiscal Reform Board may prescribe (p. 6, line 10
and p. 12, lines 1 and 20) and the provision of New York law
that the City of New York adopt the accounting principles
set forth in the New York State Comptroller's yniform system
of accounts for municipalities. Municipal Assistance
Corporation for the city of New York Act, §3038(2).

We suggest that conflict might be avoided if it were
acceptaple to the Congress to include in the final report
on the Bill a statement that the Emergency Municipal Fiscal
Reform Board should consult with the State Comptroller or
other appropriate state official in prescribing the accounting

principles to be followed by the assisted municipality. We



assume the Board would consult with the Securities and
Exchange Commission as to accounting principles if and to

the extent that were deemed appropriate by the Board.

4. Exchange of Securities.

Page 8.

Line 14.

Change "bonds" to read "obligations".

Section 5(a)(8) (A) provides that, as a condition
to obtaining a federal guarantee, 65 percent of the holders
of MAC obligations agree to exchange those obligations for
rates determined by the Board.

Subparagraph (B) next following contains a
similar requirement with respect to City obligations.

In the interest of flexibility, and because the
word, "obligation" is generally used elsewhere in the Bill, we
suggest this change be made. It also would conform with MAC
usage, since §202 of its General Bond Resolution adopted
July 2, 1975, contemplates the issuance of both bonds and
notes. In fact, a MAC note has been issued (to the State of
New York) and we understand that additional notes are

scheduled to be issued to other purchasers later this month.



Similar flexibility for the City's refinancing

is likewise desirable.*

5. Further as to Exchange of Securities.

Page 8.

Line 25.

Change

"issued by the municipality"
to read

"igssued by the State or municipality."

As drafted, Section 5(a) (8) (B), which reguires
the refinancing of at least 40 percent of the assisted
municipality's short-term debt {(notes of the City maturing
before June 30, 1976), provides that holders of City debt
be offered long-term City (not MAC) cbligations.

It would seem desirable to permit the State and
local officials, should they decide that it 1s necessary or
appropriate to do so, to arrange for the exchange of MAC

obligations, or some combination of MAC and City obligations,

*If this suggestion is adopted, conforming changes
would be made at the places indicated in Attachment B
hereto.



for the City's short—-term notes.

Similar flexibility should be provided to State
and local officials under Section 5(b) (4}, which relates
to purchases by investors of obligations that are not
guaranteed. {(Page 9, line 25, change "by the muncipality”
to read "by the State or municipality.”)

6. Post-default Guarantees.

It is the intent of the Act that guarantees under
Section 6 following a municipal default be guarantees of
obligations of the municipality itself, a trustee orx
receiver or an assistance corporation such as MAC. Authority
for the Board to provide these post-default guarantees is
contained in Section 4(2) at p. 3 of the Bill.

The suggestions set forth on Attachment C hereto
would help to clarify the Board's authority under Section 6
to guarantee MAC obligations if it determined to do so.
Certain of these suggestions would also conform to language

uced in Section 5.

7. Subrogation.

Page 15.
Line 14-
Change

"all the rights of the recipient thereof"



to read

"all the rights of the recipient thereof
with respect to such obligation.”

This language would, we believe, more precisely

define the scope of the subrogation rights intended.

8. Stock Transfer Tax.

We assume the Congress is aware that the revenues
available to MAC for the benefit of the holders of its
obligations will be favorably affected by the provisions
of Section 12 of the Act. This is of importance to the Stace
and MAC in achieving the objectives of financing the credit

needs of New York City.

9. Other,

(a) Page 7, line 14. Change "the applicant
or the State" to read "the State". This would conform to
other changes made in the mark-up of the Bill.

(b) Page 10, line 3. "1979" should probably
be changed to read "1980" to conform to the date set forth

on page 9 at line 13.

H.,R. 10481

We have the Following comments regarding the Bill

reported out by the House Cormmittee on Banking,



Currency and Housing, H.R. 10481, and its relationship to the
Senate Bill (a mark-up of the House Bill to reflect these
suggestions is enclosed for your convenience, with circled
numbers corresponding to the paragraph numbers in this

memorandum) :

10. Generally Accepted Accounting Principles.

The same point as mentioned in paragraph 3 above
would apply to accounting principles prescribed by the
Intergovernmental Emergency Assistance Board under this

Bill. (Page 4, line 24; page 5, line 23.)

11. Use of Defined Term "Applicant State."

The use of the defined term "applicant State"
gives rise to some imprecision in the language of the Bill.
The Senate Bill has been revised to avoid the use of this
term. An example of the problem would be the use in line
14 on page 5, where, if MAC obligations are to be guaranteed,
the apparent intention is that the grant or loan be Supplied
to the assisted municipality by the State, but this is not
entirely clear. If clarification is deemed appropriate,

Attachment D hereto shows where the changes might be made.

-10~



12, MAC is a State Agency and Not a City
Agency.

This 1s the same point as mentioned above in
paragraph 1. At page 8, line 7, change
"by, on behalf of, or for the bhenefit of,

the political subdivision for whose
benefit such guarantee is intended."

to read
"by the State to finance the credit needs
of the assisted municipality or bv the
assisted munigipality."”
13. Subrogation.
This is the same point as is made in paragraph 7,
above.,

14. Other.

Page 10, line 1ll. Change "is waived by such

government"” to read "has been offset" to conform to the text

at page 11, line 17, and to make it clear that the deposit
required by Section 111(b) takes place when a right of
offset has been exercised by the United States pursuant to

Section 113{c).

(uitl, Vel d 2004

ilélé/?B 1rLe -e?aard & Mllbugztt

5.G.F.

ce: Mr., Malcolm J. Hood
Vice President
Mr. Frederick H. Sandstrom
Assistant Vice President

17 =



Attachment A

Page 3, line 1l4. Change
"to finance the credit needs".

Page 7, line 24. Change
read "the State or".

Page 8, line 12. Change
finance the credit needs".

Page 13, line 7. Change

respect".

"on behalf"

11/11,

(s.26

to read

"or on behalf of" to

"on behalf"

"on behalf"

to read

to read

/i 5
15)

1 tO

llin
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Attachment B

Page 8, line 18. Change "a bond" to read "an
obligation".

Page 8, line 25. Change "bonds" to read "obli-
gations",

Page 9, line 24. Change "bonds" to read "obli-

gations".

~13-



Attachment C

Page 10:

Line 12. Change "issuer of the obligations" to
read "assisted municipality".

Line 18. Change "issuer" to read "assisted muni-
cipality".

Line 22. Change "issuer" to read "assisted muni-
pality".

Page 11:

Line 3. Change "issuer" to read "State".*

Line 7. Change "issuer agrees” to read "State
and assisted municipality agree".*

Line 8. Change "such issuer" to read "they".*

Line 16. Change "issuer" to read "assisted muni-
cipality”.*®%*

If these changes are made, it may be determined that
subparagraph (3) of Section 6(b) is no longer reqguired. Page

13, lines 6-9.

*These changes would also conform to the text of Section
5(a) (4).

**This change would aiso conform to the text of Section
5(a) (5).

—-14-
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(H.R. 10481)

Attachment D

Page 4:
Line 11. Change
"the State or State agency whose obli~-
gations would be guaranteed (hereinafter referred
to as 'the applicant State)"
to read

"the issuer, the obligations of which would be
guaranteed,"

Line 23. Strike "applicant”.
Page 5:

Line 5. Strike "applicant".*

Line 14. Strike "applicant".*

Line 2. Strike "applicant".

Line 5. Strike "applicant".*

*An alternative, depending upon the intention, would be to
change "applicant State" to read "State or issuer",

-15--



As received at
CL&M 11/5/75

MARKED TO REFLECT CL&M
SUGGESTIONS. 11/13/75

Calendar No. 429
S Qe R

[ Report No. 94-443]

IN THE SENATE O THE UNITED STATES

Novemser 4, 1075

AMr. Proxarer, from the Committee on Banking, ITousing and Urban Affairs,
reported the following bill; which was read twice and ordered to be placed
on the calendav

A BILL

To provide for a voluntary reorganization of municipal debt

under conditions of fiseal reform, and for other purposes.

1 Be it enacted by the Senate and House of Eepresenta-
2 tives of the Uniled States of America in Congress assembled,
3 SHORT TITLE ANXD STATEMENT OF PURPOSE

4 Secrion 1. (a) This Act may be cited as the “Volun-

5 tary Municipal Reorganization Aet of 1975”.

6 (b) The Congress finds that it is in the national interest
T to prevent the default hy State or local governments on

8 their outstanding obligations in & mauner consistent with
9 sound fiseal reform, as requived under section b of this Act,
10 and to establish a temporary program ol emergency credit

i1
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assistance to State or local governments unable to meet the

..requirements of section 3.

DEFINITIONS
SEC. 2. As used in this Act—
(1) “Board” means the Fiergency Municipal
Fiscal Reform Boﬁrd;
(2) “assisted municipality” means a city incorpo-

rated under the laws of a State and any governmental

agency, public authority, or public benefit corporation

which receives or may receive moneys directly, in-
directly, or contingently (other than moneys received
for the sale of goods or the rendering of services or the
loan of moneys to the city) from that city;

(3) “State” means the State of the United States
which has jurisdiction of the assisted municipality, in-
clading an agency of that State; and

(4) “Governor” means the c¢hicf exceutive officer
of a State.

ESTABLISIIMENT OFF TIIE BOARD

SEC. 3. There is established an Emergency Municipal

Tiscal Reform Board composed of the Sceretary of the
Treasury, as Chairman, the Chairman of the Board of Goy-
crnors of the Federal Reserve System, and the Secretary of
Liabor. Decisions of the Board shall he made by majority

vote.
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finaneing the eredit needs of a municipality subject to
its jurisdiction, that the State and the assisted municipal-
ity are not able to obtain such credit in the private
merket, and that the failure to obtain such eredit is likely
to cause the assisted municipality or State to default on
its outstanding obligations;

- (2) the assisted municipality submits, ﬂvith the ap-
proval of the Governor of tl}e State, in such detail and in
accordance with such accounting principles as the Board
may prescribe, a financial plan which in the judgment
of the Board will bring the assisted municipality’s operat-
ing expenses (including debt service) into halance with
its recurring revenues heginning with its second full
fiscal year following the initial application for assistance.
Such financial plan shall provide for reductions in the
cost of employee pension plans to the assisted munici-
pality through reductions in the level of henefits, limita-
tions on the amount of overtime pay which can he
counted in computing retirement henefits, increases §i
the amount of employee contributions, 01; otherwise.
Such financtal plan shall also provide for the maximum
feasible participation by the employee pension funds
of the assisted municipality in supplying the eredit

needs of the assisted municipality. Such financial plan
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5
may be revised from time to tine with the approval of
the Board;

(8) the State demonstrates that it has the au-
thority to control the fiscal affairs of the assisted
municipality for the entire period during which the Fed-
eral guarantee will he outstanding, including' the author-
ity to determine all revenue estimates, set ‘aggrega'te
expenditures limits, disapprove all exbenditures not "in
compliance with the plan required under paragraph (2),
approve all borrowing, and authorize all contracts during
that period;

(4) the State provides assurances satisfactory to
the Board that it will repay any losses the United States
Government may sustain as a resulf of payments made
pursuant to a guarantee under this section, and iu.fﬁ-r—
therance of such assurances, the State and assisted
municipality agree to waive the right to all payments
which they would otherwise he entitled to receive under
the State and Local Tiscal Assistance Act of 1972, '651'
other comparable general purpose financial assistance
from the Tederal Government, at such time and in such
amounts as the Board may determine to he necessﬁry

to reimburse the United States for any losses sustained
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as o result of payments made pursuant to a guarantee

under this section;

- (5) the assisted municipality agrees (i) to make
available to the Boaxd, the Comptroller General of the
Un'ited States, and any certifted puiﬂic accountant

designated by the Board all its accounts, hooks, records,

~ docwuments, or other information which the Board may

request bearing on its financial situation prior tlo, aud dur-
ing, the entire period in which the Iederal guarantee
is outétzmding; (i1) to follow such gen-erally accepted
accounting principles as the Board may preséribe; and
(ili) to provide such periodic reports as the Board méy
require; |

(6) the State agrees to pay to the Board such gnarantee

fec as may he prescribed hy the Board hut not to exceed 3%
per centum per sunwm of the total principal amount of
guarantecd obligations outstanding, except that such fee
shall not exceed 1 per Cenﬂun if the interest on the obligations
is included in groés income for the purpose of the Federal

income tax laws;

(7) the State agrees to provide in accordance with
this paragraph and at such times as the Board may
prescribe a grant to the assisted municipality for each

of the municipality’s fiseal years during which a guar-
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antee under this section may be outstanding. Such a

grant shall— ' L ;

acceptable to the Board by the holders of oblig:\tiops'

(1\;) be in an amount equal to at least one-half
of the antivipated operating deficit of the assisted
municipality for the fiscal year or portion thereof
during which a guarantee ander this section is out-
standing as determined without regard to the
amount of the grant in accordance with accounting
prineiples preseribed by the ]éom‘d;

{B) be derived from the general tax 1'ev-enu_e‘s

of the State:

Yo
LR

- {C) Dbe in addition to all other grant or similar
assistance provided to the assisted municipality by
the-apphest-or the State pursuant to programs cs.
tablished or commitments made prior to its initial
request for a guarantee under this section;

(D) be provided at such times as the Board

may preseribe; and

(X} Dbe used by the assisted municipality to

meet its operating expenses in accordaunce with the

financial plan under paragraph (2) ; and

(8) the State presents voluntary agreements

issued by or om—heheif—of the assisted municipality to

the State

©
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i exchange such obligations as prescribed herein. Such
9 agreements niay be conditioned upon the approval of
3 guarantee. assistance under this section and shall reduce
4 the financial burden on the assisted nmunicipality in such
5 manner and degree as the Board may determine neces-
G sary to enable the assisted municipality to meet all ity
7 credit needs without further Federal guuramtee assistance
8 at the emrliest practicable date. Such voluntary agree-
9 ments shall not he aceepted hy the Board unless— @
10 (A) the holders representing at least 65 per
: to finange
11 centum of the aggregate principal amount of the | the credit
needs
: 19 obligations issued by a State ngeuq;lﬁi—h@ha—h{l of the
13 assisted municipality agree to exchange those obliga-
14 tions forlj&e-ml-a- ssued hy that ﬂgency with serip] [Obligations
13 matarities of not less than five years and bearing @
16 interest at such rates as the Board may deterniine
@ 17 are necessary to achieve the purposes of this -pam-
— _
an obligation| '|g graph, but in no case may a holder receive| abond ‘
19 with an earlier maturity than the obligation ex-
20 changed; and ;
21 (B) the holders representing at least 40 per |
99 centum of the aggregate principal amount of the
93 obligations of the assisted municipality  maturing
af prior to June 30, 1976, agree to_exchange those
25 obligations f:.nlln-rnda—f.«sm-d hy t]wluumicilm]ity with m
®
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-serial maturities of not less than five years and
bearing interest at such rates as the Board may de-
termine are necessary to achieve the purposes of
this paragraph. '

(b) (1) The maturity of any obligations guarantced
under this seetion may not exceed one year.

(2) The aggregate principal amount of obligations
guaranteed by the Board under this section shall not exceed
at any time $4,000,000,000 prior to June 30, 1977;
$3,500,000,000 during the twelve-month period ending
June 30, 1978; $2,500,000,000 during the twelve-onth

| period ending June 30 1979; and $1,500,000,000 duﬂng

the twelve-month period ending June 30, 1980.

(8} The Board may not make any commitment to
guarantee any obligations under this section during any
period when it determines the State or the assisted munici-
pality is not meeting its obligations under this section or that
the plan requived under paragraph (2) of subsection (a) is
not being achieved on schedule.

(4) In approving guarantees under this section subse-
quent to June 30, 1976, the Board shall require, to the
maximum extent feasible, that investors participate in sup-

plying the credit needs of the assisted municipality without

®

Tederal guarantee assistance by purchasing] bonds issued

by tho)Lmunicip.'dit.y with serial maturities of not less than

8. 2615~—2

[obligations|
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five years so as to eliminate the need for Tederal gunarantee

assistance at the earliest possible date, but in no event later

than June 30,|-1—9-7% (1980 ' ]

STANDARDS AND CONDITIONS FOR GUARANTEE OF OBLIGA-
TIONS OF ISSUERS I¥ DEFAULT
See. 6. (a) The Board mhy not guarantee obligations
under this section unless—-
{1) the Board finds that—-
(A) assistance under section 5 cannot be pro-

vided because of a failure to meet the requirements @

of that section;

assisted municipality

(B) theliﬁsaet'-eﬁ—t}&e—ﬁb}ig&m (i) has de-
faulted 011” its outstanding obligations, or (ii) has
filed a petition under the Bankruptcy Act;

(C) the issuer is unable to obtain credit in the
private market; and

(D} a guarantee under this section is neces-

sary to permit thel¥swer to carry on essential serv-
ices or programs the interruption of which would

endanger the health, safety, or welfare of the resi-

dents of the affected arvea;

(2) the]4sswer subinits a financial plan acceptable
to the Board in such detail and in accordance with such

accounting principles as the Board may preseribe, for
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1 bringing its recurring revenues into balance with its :

: @ 9 essential cash needs;

State - - - : ) . . _
3 : (3) theldssuer- provides assurances satisfactory to @ :

i

. i

4 the Board that it will repay any losses the United States
) _ State and'

5 Government may sustain as a result of payments made |assisted!

' 7 _ municipality

6 pursuant to a guarantee under this section, and in further- Jagree B

~3

8 right to all payments which MHﬁmagv-ould otherwise |_they |

ance of such assurances t-hf—i—ismei&-&g#ees to waive the !
!
|

9 be entitled to receive under the State and Local Fiscal @
|
t
10 Assistance Act of 1972, or other comparable general ' ‘,
11 purpose financial assistance from the Federal Govern- &
. . ‘ ) i
12 ment, at such time and in such amounts as the Board L
l; I
13 may determine to be necessary to reimburse the United b
b
14 States for any losses sustained as a result of payments |
b
18 made pursnant to a guarantee nnder this seetion; B
: _ ;
16 (4) thelissuer agrees to— |assisted municipality |
N I
. |
17 (A) make available to the Board and the OF o
18 Comptroller General of the United States all its ac- N
19 counts, books, records, documents, transactions, and i |
20 any other information bearing on its financial situa- l
21 tion which the Board may request prior to and dur- i
i
22 ing the entire period during which a Federal guar- '

23 antee is outstanding: : -
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(B) follow such generally accepted accounting
‘principles as the Board may prescribe ; and
(C) provide such periodic reports as the Board
may require;
(B) the issuer agrees to pay to the Board such guar-

antee fee as may be prescribed by the Board but not to

“exceed 34 per centum per-annum of the total principal

amount of guaranteeﬂ ‘obligations outstanding, except
that such fee shall not exceed 1 per centum if the inter-
est on the obligations is included in gross mcome for
the pwpose of the Federal income tax laws; and

(6) 1o the case of an issuer which is a vmt of Jocal
government, the State in which such issuer is located
agrees to provide from its general tax revenues and at
such times as the Board may prescribe, a grant to such
unit in an amount equal to one-half of its anticipated

operating deficit during any- pertod when a Federal

“guarantee under this section may he outstanding as

~ determined without regard to the amount of such grant

in accordance with accounting principles prescribed by
the Board. Such grants shall be in addition to all other
erants or similar assistance provided to such issuer by the
State pursuant to programs established or commitments
made prior to the initial request for guarantee assistance

under this section.




] i w b et

-1 &

w

b1}
)

14
15
16
17

18

25

13
(b) (1) The maturity of any obligations guaranteed
under this section shall not exceed three months.
{2) The aggregate principal amount of obligations guar-
anteed under this section shall not exceed, at any time,
$500,000,000. '

(3) For the purpose of this section, the term “issuer”

mecludes any munieipality fon—behadft of which an obligation
A

under this section is issued for the purpose of assisting such

municipality m meeting its credit needs.

EMERGEXCY MUNICIPAL DEBT GUARANTEL FUXND

orc. 7. (a) There is established i the Treasury an
emergency municipal debt guarantee fund (hereinafter re-
ferred to as the “fund”) to he administered by the Board.

The fund shall he ased for the payment of the expenses of the

Board and for the purpose of fulfilling the Board’s obligations

under this Act. Moneys i the fund not needed for current
operations may he mvested i direct obligations of, or obliga-

tions that arve fully gnaranteed as to principal and interest hy,

the United States or any ageney thereof. Moneys in the fund

not needed for current operations or for any future obligations

shall be covered into the general fund of the Treasury.

{(b) Guarantee fees paid under this Act shall be depos-
ited in the fund. Notwithstanding any other provision of law,
the Secretary of the Treasury shall deposit in the fund any

payment, or portion thereof, which a State government or

in respect|

©
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unit of local government would otherwise be entitled to re-

ceive under the State and Local Fiseal Assistance Act of

1972, or any other comparable program of general purpose

financial nssistmu_'u from the Ifederal Government, and which
is waived by such Government pursuant to this Act. Any
other sums received by the Board under this Act shall he paid
into the fund. _. |

(¢) Payments required tolbe made as a consequence of
any guarantee by the Board shall he made from the fund, In
the event and to the extent that the moneys‘in the fund a.i‘e

insuflicient to make such payments, the Secretary of the

Treasury is authorized and directed to make such payments

on behalf of the Board and for that purpose he is authorized to
use as a public debt transaction the proceeds from the sale of
any securities issued under the Seeond Tiberty Bond Act, as
amended, and the purposes for which secuyrities may be issued
under that Act are extended to include any such payments.

(d) The Federal Financing Bank -shall purchase all
obligations guarantced under this Act the intergst on ‘which
is excluded from gross iilC'OllIO for the purposes of the Fed-
eral income tax laws.

FEDERAL RESERVE BANKS AS FISCAT AGENTS

&EC‘ 8. Any Federal Reserve hank which is requested fo

do so shall act as fiscal agent for the Board. Tach such fiscal

agent shall be reimbursed hy the Board for all expenses and
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losses incurred by it in acting as agent on behalf of the
Board. |

PROTECTION OF GOVERNMENT'S INTEREST

Sec. 9. (a) The Attorney General shall take such action
as may he appropriate to enforce any right aceruing to the
United States or any officer or agency thereof as a result of
the isswance of guarantees under this Act. Any sums re-
covered pursuant to this section shall be paid into the fund.

(b) The Board shall be entitled to recover from any
issuer of an obligation guaranfeed under this Act or aﬁy
other person liable thercfor, the amount of any payments
made pursuant to any guarantee made under this Act, and

apon making such payments, the Board shall be subrogated

to all the rights of the recipient thereof. | with respect to
obligation

such

REPORTS B
Brc. 10. The Board shall submit a quarterly report to the
Congress as to 1ts operations under this Act.
TERMINATION
SEC. 11. The authority of the Board to make any guar-
antee under section & terminates on June 50, 1979, ‘ang_l
under section 6 on March 31, 197G. Such termination does
not affeet the carrying out of any contract, guarantee, or
other obligation entered into pursuant to thix Act prior to

that date, or the taking of any action necessary to preserve

or prolect the interest of the United States in any amounts
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advanced or paid out In carrying on operations under this
Act.
STOCK TRANSIER TAX
Sec. 12. The first sentence of section 28 (d) of the
Securities Exchange Act of 1934 (15 T.S.C. 78bh (d)) is
amended to i‘ead as follows: “No State or politioal subdivi-
sion thereof shall impose any tax on any change n bene-
ficial or record ownership of securities effected through the
facilities of—
“(1) arcgistered clearing agency; or
“(2) a registered transfer agcﬁt when performing
the function described in section 3 (a) (25) (E) of this
fitle or, in connection with such function, any fanetions
described in section 3 (a) (25) (B) through (D) of
this title,
or any nominee thereof or custodian therefor or upon the
delivery or transfer of securitics to or througl or receipt from
such agency or ag‘ent or any nominee thereof or custodian
thercfor, unless such change in heneficial or record ownershi p
or such transfer or delivery or receipt would otherwise he
taxable by such State or political subdivision if the facilities
of such registered clearing agency, registered transfer agent,
or any nominee thereof or custodian therefor were not physi-

cally located in the taxing State or political subdivision.”.
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[Report No. 94-632, Paft I]

IN TIHE IIOUSE OF REPRESENTATIVES

Ocronzr 31, 1975

Mr. Asoeey (for himself, Mrs. Survivan, Mr. Rees, Mr. Parrensox of Cali-

fornia, Mrs. Sreviatax, Mr. Tsoxcas, Mr. St Grrararxn, and Mr, Mc-
Krxxey) introduced the following bill; which was referred to the Com-
mittee on Banking, Cuarrency and Housing

Novemper 6, 1975

Reported from the Committee on Banking, Currency and Housing with amend-

ments, and referred to the Committee on Ways and Means for a period
ending not later than November 13, 1975, for consideration of title IT;
and ordered to be printed

[Omit the part struck through and insert the part printed in italic]

A BILL

To anthorize emergency guarantees of obligations of States

W

uin |

and political subdivisions thereof; to amend the Internal
Revenue Code of 1954 to provide that income from certain
obligations guaranteed by the United States shall be sub-
ject to taxation; to amend the Bankruptey Act; and for

other purposes.

Be it enacled by the Senate and House of Iepresenta-
tives of the United States of America in Congress assembled,
§ 1. Short title

This Act may be cited as the “Intergovernmental Emer-
gency Assistance Act”.

I
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TITLE I-INTERGOVERNMENTAL EMERGENCY
ASSISTANCE

§ 101. Definitions and rules of construction

(a) The definitions and rules of construction sct forth
n this section shall be applicable for the purpoécs of this
title. |

(b) The term “State” means any State, the District of
Colunbia, the Commonwealth of Pucrto Rico, or any terri-
tory or péssession of the United States.

(c) The term “political subdivision” shall have the
same meaning as used in scction 103 of the Internal Rev-
cenue Code of 1954,

(d) Any action authorized or required under this title
by or with respect to a State may be taken by or with re-
spect to any agency or wstrumentality thereof approved by
th(.z Board for that purpose, having regard to the purposes
of the State law creating any such agency or mstrumentality.
§ 102. Establishment of the Board

There is created an Intergovernmental Emergency As-
sistance Board (referred to in this title as the “Board”)
composed of the Secretary of the Treasury, as Chairman, the
Seeretary of Housing and Urban Development, the Secretary
of Iealth, Lducation, and Wellare, the Ch-ziirman of the

Board of Governors of the Federal Reserve System, and the
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- Chairman of the Securities and Exchange Commission. Deei-

sions of the Board shall be made by majority vote.
§103. Authority for guarantees

The Board may guarantee the payment, in whole or
part, of Interest, principal, or both, of obligations of States
(including agencies and instramentalities thereof as deseribed
in section 3624 707(d)) the interest on which is subject to
Federal taxation, in accordance with this title. The Board shall
give prompt consideration to any application for a guarantee
under this title and shall, in the event such guarantee is
denied, set forth the reasons for such denial in & written
statement copies of which shall e furnishied to the Governor
of the State concerned, the Committee on Banking, Housing
and Urban Affairs of the Scnate, and the Commitiec on
Banking, Currency and Mousing of the House of Repre-
sentatives.
§ 104, Purpose

The Board may make guarantees under this title only for
the purpose of—

(1) enabling a po]iti(_-hl subdivision of a State to
continuc to provide essential public services and facili-
ties; or

(2) preventing, or mitigating the effeets of, default

in the payment of obligations of a political subdivision of
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1 a State where such default has had, or, in the judgment
2 of the Board, could reasonably be expected to have, a
3 serious adverse effeet on gencral economic conditions or
4 on the marketability of obligations of States and their
5 political subdivisions in general.

6 §105. Conditions of eligibility
7 (a) Txcept as provided in subsection (b) of this sec-
8 tion, the Board may wmake guarantees under this title to a

9 State for the benefit of a political subdivision thereof only

10— {issuer, the | @
®) 11 (1) the Board finds that tli(imoz—ﬁmc»mm
of whichw 12 wirese obligationsj\would be guarnntecdi{-}r&e-}hﬁ#@r
13 referred—tomta-the-apphernt-Sintelt) and the political
14 subdivision whose credit needs would be financed by
15 such obligations (hereinafter referred to as “the assisted
16 - municipality”) are eflcctively unable to obtain eredit in
17 the private market or elsewheres elsewlere in amounts
18 and lerms sufficient {o meel the municipalily's financing
19 needs during the period covered by the plan required
20 to be submitted pursuant to section 105(a)(2) of this
21 fule;
22 (2) the assisted municipality submits, with the
23 approval of the Governor of the W[ﬂ@in sneh
24 detail and in accordance with such accounting prineiples

25 as the Board may prescribe, a plan for bringing iis
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operating expenses into balance with its 1'0011}'1‘i11g reve-
nues for its sccond full fiscal year following the initial
application for assistance, and thereafter for as long as
any such assistance 1'0111:1i1@0ntsm1'1ding;

(3) the Mtatc demoenstrates that it has
the authority to control the fiscal affairs of the assisted
municipality for the entire period during which the
Federal guarantee will be outstanding including the
authority to determine all 1'evenule estimates, set aggre-
gate expenditure limits, disapprove all expenditures not
in compliance with the plan required un'del' paragraph
(2), and approve all borrowing and contracts during
that period; and

(4) the ap»pﬁeaﬂ%tate agrees to provide in ac-

. cordance with this subscction a grant or loan to the

assisted municipality for each fiscal ycar of the munici-
pality during which a guarantce under this tifle may
be outstanding. Suchr grant or loan shall—

(A) De in an amount defermined by the Board
but not exceeding one-third of the anticipated oper-
ating deficit of the assisted mmﬁcipzﬂity for that fis-
cal year or portion thereof as determined in accord-
ance with accounting principles prescribed by the

Board;
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(B} Dbe derived from the general tax revenues
of the apph Stafe;

(C) be in addition to all other grant or similar
assistance provided to the assisted municipality by
the Mh@pursu&ntto programs established
or commitinents made prior to its iﬁitial request for
‘a guarantee under this title;

(D). be provided at such times as the Board
may prescribe; and

(E) De used by ﬂic assisted municipality to
meet its operating expenses in accordance with the
financial plan required under paragraph (2)

(b} In the case of a political subdivision which has
filed a petition under the Bankruptey Act or which has actu-
ally defaulied on one or more of its obligations, the Board
may, for a period of six months following the filing of such
petition or the date of such default (as determined by the
Board), make guarantees under this title withont regard
to one or more of the conditions preseribed in subseetion (a)
of this section to a State for the henefit of such political sub-
division if the Board determines that an energency exists
which makes compliance with such condition or conditions
impracticable.

§ 106. Guarantee fees

Whenever any obligation is guaranteed under this title,
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the Board shall assess and collect from the 01.)Iig;);' @ guaran-
tec fee which shall not exceed three-quarters of one percent
per annum. Any such fees shall be paid into the Emergency
Municipal Debt Guarantee Fund established under scction
111 of this title.
§107. Limitations on amount of guarantees outstanding

(a) Except as provided in subsection (b) of this sec-
tion, the total amount of all guarantees (exclusive of un-
earned interest) which may be outstanding under this title
at any ouc time shall not exceodw'

(1) $5,000,000,000 during the peried from the

date of enactment of this title through September 30,

1989, and

(2) $3,000,000,000 during the period from Oec-

tober 1, 1989 through September 30, 1999.

(b) In addition to the amounts authorized under sub-
seetion (a) of this section, prior to October 1, 1978, there
méy be outstanding at any one time not exceeding $2,000,-
000,000 in the form of guarantees of obligations having a
maturity of eleven months or less from date of issue. |

(¢) No obligation may be guaranteed under this title
which has a matuarity beyond SopiemUGr 30, 1999,

§ 108. Obligations callable after three years
Any obligation guaranteed under this title may be called

for redemption at the option of the issuer and without the
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payment of a call premium at any time more than three
years-after the date of issue.
§ 109. Additional terms and conditions
(a) As a condition 1o waking any guarantee wnder this
title, the Board shall impose reasonable requirements with

respect to the renegotiation or exchange of outstanding obli-

the State to
finance the
credit needs

of the assisted

municipality or{g

by the assiste
municipality.

11
12
13
14
15
16
17
18
19
20

21

23
24
25

gations entered into by)‘ ot hrehat-ofmor-for-the-benefit-ofy-the
poittieat-sithdiviston-for—whose-bonefit-stelgrarantoomigeind

tended!” Where such renegotiation or exchange involves the
terms of bonds, notes, or similar 'obligations previously en-
tered into, the Board shall require that a substantial percent-
age of such obligations be exchanged for nonguaranteed
obligations hearing a substantially longer maturity, a sub-
stantially lower interest rate, or both. Where such renegotia-
tion involves the terms of contracts of other provisions for
compensation (including pensions and other benefits) for
personal services rendered or to be rendered, there may he
taken under consideration the compensation aud other bene-
fits provided for similar services by other employers, with
particular 1'ef01'011-cé to employers which are political sabhdivi-
sions of the same State or of other States. In any renegotia-
tion, there may also be taken into consideration the reduction
which the results of such renegotiation may effect in the risk
that the political subdivision invelved would be unable to

fulfill its cominitments.

=TT —



LU

Lt

W -3 & ¢,

10
11
12
13
14

16
17
18
19
20
21
22
23

24

9

(b) In addition to the terms and conditions oflrerwise
required by or under this title, the Board may impose such
terms and conditions, not inconsistent with the general pur-
poses of this title, as it deems appropriate with respect to the
making of aﬁy guarantee under this title.
§ 110. Audits

(a) No guarantee may be made under this title for the
benelit of any State or political subdivision thereof unless
the General Accounting Office is authorized to make such
audits as may be deemed appropﬁate by either the Board or
the General Accounting Office of all accounts, books, records,
and tramsactions of the State, the political subdivision, if
any, involved, and any agency or instrumentality of such
State or political subdivision. The General .Accbuuting Office
shall report the results of any such audit to the Board and
to the Congress. -
§ 111. Emergency Municipal Debt Guarantee Fund

(a) There is established in the Treasury an emergency
municipal debt guarantee fund (hercinafter referred to as the
“fund”) to be administered by the Board. The fund shall
be used for the payment of the expenses of the Board and
for the purpose of fulfilling the Board’s obligations under
this Act. Moneys in the fund not needed for current oper-

ations may he invested in direct obligations of, or obligations
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that are fully guaranteed as lo principal and interest by, the
United States or any agency thereof,

(b) Sums realized from the guarantee fec required
under this Act shall be deposited in the fund. Notwithstand-
g any other provision of law, the Secretary of the Treasury
shall deposit in the fund any payﬁent, or portion thereof,
which a State government or unit of local government would
otherwise be entitled to reccive under the State and Local
Hiscal Assistance Act of 1972, or any comparable program

of fiscal assistance to State and local government, and which

lli-ﬁﬂwa&-vedvbfs&ek—gemmn@mﬁ:umuant to this Act.

(¢} Payments required to be made as a consequence of
any guarantee by the Board shall be made from the fund. In
the event and to the extent that the moneys in the fund are
insufficient to make such payments the Secretary of the Treas-
ury is anthorized and directed to make such payments on
behalf of the Board and for that purpose he is authorized to
use as a public debt transaction the proceeds from the sale of
any sccurities issued under the Sccond Liberty Bond Act, as

amended, and the purposes for which securities may be issued

-under that Aect are extended to include any such payments.

§ 112, Federal Reserve banks as fiscal agents
Any Federal Reserve bank which is requested fo do so

shall act as fiscal agent for the Board. Each such fiscal agent
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shall be reimbursed by the Board for all expenses and losses
incurred by it in acting as agent on Dehalf of the Béard.
§ 113. Protection of Government’s interest

(a) The Attorney Genefal shall take such action as
may be appropriate fo cnforce amy right accruing to the
United States or any officer or agency thereof as a result
of the issuance of guarantees under this title. Any sums
recovered -pursuant to this section shall be paid into the
emergency loan guarantee fund.

(b) The Board shall be entitled to recover from the
Lorrower, or any other person liable therefor, the amount
of any payments made pursuént to any guarantce agree-
ment entered into under this title, and upon making any

such payment, the Board shall be subrogated to all the

\,

®)

ﬂghts of the l'ecipient thercofAwith respect to such obligation.]

(c) There is hereby reserved to the United States the
right to offset against any sams otherwise duc for any reason
from the United States (including but not limited to any
sams which may be duc under the State and Liocal Fiscal
Assistance Act of 1972, or other comparable general purpose
financial assistance) to any State whose obligations are guar-
anteed under this title, or to any politieal subdivision for

whose benefit any guarantee is made under this title, the

emount ipn whole or part of any payment actually made by
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the United States pursuant to any such guarantee. Such right

- of offset shall be exercised only with respect to such sources

of Federal revenue, and at such rate, as the Board may deter-
uine to be appropriate with a view to reimbursing the United
States as expeditiously as may be practicable under the cir-
cumstances as they exist at the tinie.

(d) Whenever any guarantee under this title is out-
standing, and there is a failure on the part of the obligor
or on the part of the political subdivision for whose henefit
such assistance was extended to fulfill any commitment or

undertaking which it agreed to fulfill in consideration of

-such assistance, the Board may, in its diseretion, for any

period during which such failure continues, assess an addi-
tional gu-aran'tec fee in any amount such that the total of
the original guarantee fee and any such additional fees for
such period does not produce a total which is at a rate in
excess of three times the rate otherwise anthorized under
section 106.
§ 114. Reports

The Board shall submit to the Congress quarterly a full
report of its operations under this title.
§ 115. Termination

The authority of the Board to make guarantees under
this title terminates on September 30, 1979. Such termina-

tron does not affect the carrying out of any contract, guaran-

—_— EAE S
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tee, commitment, or other obligation entered into pursuant
to this title prior to that date, or the taking of any action
necessary to preserve or profect the interests of the United
States in any amounts advauced or paid out in carrying on
'(;perations under this title.
TITLI II—AI\IEND)\[]*lN'.[‘ TO INTERNAL REVENUE
CODI OF 1954
§ 201. Taxability of certain federally guaranteed obliga-
tions |
Section 103 (a) (1) of the Internal Revenue Code of
1954 (relating to interest on certain governmental obliga-
tions) is amended by inserting immediately before the semi-
colon at the end thereof the following: “, except in the case
of an obligation whose payment is guaranteed in whole or
part under authority of scetion 103 of the Intergovernmental
Emergency Assistance Act”.
TITLE TI1 AMENDE\:T_ENT TO THE
 BANKRUPTCY ACT



