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contributions Lo the plan or tiast and satisiy its
futvre obligations Lo pay norsion and retirement
bencfits to its members and bheneficlarioes and {(B)
protecting the source of funds to provide benefits
for its menbers and beneliciarios.

-~  gonsiders, after Decembor 31, 1978, for purposces of
determining whother to retain investments held on
that date, the A and BB factors.
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any of the foregoing acltions by partics to the Agrecment:

. Any amendment to thoe Agreoment adopted after
Deocomber 5, 1975, and any waiver of any reguirement of the Agroe-
ment after Docewber &, 1975, which relate to the application of the
A and B factors to the regulrements of the Code concerning prohibitod
trangsactions.way be vetooed by the Secretary of the Treasury i1f he
Adotermines, nolt later than 30 days after a copy of such amendment
or waiver Lz suboltted te him, that the takine effect of such

amondment 0y waiver is inconsistent with the A and B factors; and

2. No amendment of the Agreement which has the effect
of extending the expiration date of the Agreement to a dale later

than December 31, 1978, may bo made.

a.  General Background

As originally conceived, 1i. R. 11700 was a simple
bill which would have cxempted from the pronibited transaction

provisions of Section 503(b) of the Code pension plang and trusts



croated by Stales or political subdivisions therveol vhose oulslanding
obligations were guarantceed by the Faderal covernment. When it becanc
sonarvent that such a bill would boe too hroad in scope, a bill nmore
Timited in scope,and liwmited in its application to thosc pension plana
and trusts which were parties to the Agrecment,was drafted with the

sl ednnoe of the stafl of the Jolnt Commipioes on Tntornal Moo
Pasabion (cne "Joint Comalttes Stail”) . in addition to belng
limited to pavties to the Agreement, H. R. 11700, at the insistence of
Fhie Joint Commilttee Staff, contained a provision that an amendment
of the Agreement or a waiver of any of its regulrements, which
related to Lhe application of the A and b Tactors, would take eflfect
only if approved by the Sccretary ol the lreasary not ater than 30
days after submission of a copy thereot to him. Another provislon
rogquired by the Joint Committee Staff provided that no amendonent
could be made which had the effect of extending the expiration date
of tho Agreement to a date later than June 30, 1986, Unsuccessiul
attemots were made on behalf of MAC and the City of New York to have
the latter provision deleted as unnecessary in view of the require-
menl that the Secretary of the Treasury consent to any such amend-

ment .

H. R. 11760 was cnacted by the Congress, following
hearings before the House Committee on Ways and Means, with only two
substantive modifications of the kill as introduced by Congressmen
Charles B. Rangel, Otis G. Poke and Barber B, Conable, One modification
rrovided that any amendment of the Agreement or any waiver of any of

ite reguirements would pecome effecltive on the date thereof unless
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disapproved by the Secretary of the Treasuvy not later than thirty
days after submission of a copy thereof o him. 'The second modification
provided that no amendment coﬁld L wede to the Agreement which hae
the effect of extending its expiration dale Lo a date later than
December 31, 1978 ({instead of June 30, 1986). Corresponding

cace changes ware 150 aads 0o o bhar DTOV LS L onG ok W R L

for example, the last day before which +he plan and trusts may
consider the A and B factors in making investments was changad From
July 1, 1986 to January 1, 1979 and the plans and trusts are
permitted to consider the A and B factors for purposes of determining
whether to retain investments held on December 31, 1978 (instead

of June 30, 1986},

b. Meaning of the "Bxoization Date™ of the
Agreenent,

The Agreement neither contains ror makesg any reference
to‘an expiration date. H., R. 11700, as introduced, provided thai
no amendment to the Agreement which had the effect of extending its
expiration date to a date later than June 30, 1986, could be mado.
That date was arbitrarily selected and insertod into an earlier
draft version of the bill - a draft version ﬂhat contained no
provision requiring approval of any anendment or waliver of the
Agreement by the Secretary of the Treasury - at the insistence of
the Joint Commitltee Staff that there be some outside date beyond

wiich the proposed legislation would not be effective with respect
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to new investments by the plans and trusts.?  As noted above, attempls
on behalt of MAC and the City of New York to rewmove this restrickion

:

Trom the bill as unnecessary after o reguicoment of

approval hy Lhe

Lecratary ol the Treasury was added, were unsuccessful ,

At tha hearing hafore the Honse Ways and Maans Comml - boo
i i HL LLYGu, br. Lawrence woodworith, then the head of the Joint
Comuittee Stalf, testified that June 30, 1986 was not a meaningful
diate because he understood that the Agreement expired in 1978, the
last year in which the plans and trusts are obligated under the
Agreaemen: to make any investments in New York City Notes or MAC
Bords ., Accordingly, he recommended that H. R. 11700 be modified to
chanue the June 30, 1986 date to December 31, 1978. As set forth
zhove, this change was made prior to enactment of #H. R. 11700. Wo

other ceference is made in the Agreement, in H. R, 11700,01 in its

legislative history to the term "expiration date™.

It appears from the foregoing, that June 30, 1986 was
an arbltraxy date originally and that the "expiration date" of the
Agreement, as that term is used in H. R. 11700, weans December 32,
1978, a date beyond which the plans and trusts are not required under
the Agresment o invest in MAC Bounds or New York City Notes and a
date after which no amendment to the Agreement that obligates them to

do so will Le effcotive for purposes of the protection afforded by

7. nw, L1700,

* The Agreement does provide that July 1, 1986 is to be the last
maturity date with respect Lo certain New York City Notes that
may be exchanged for other New York City Wotes and the last

naturity date with respect to certain MAC bonds that may be oxchanged

for New York City Notes. It is likely that the June 30, 1986
expivation date was suggested by those dates.
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Executive Director
gstate of New York
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Dear Mr. Keilin:
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Thank you for your thoughtful and informative

corresponde
City Retireme
As you Know,

nce of November 1, relating to the New York
nt Systems' role in the City's fiscal crisis.
the Fmployee Retirement Income Security Act of

1974 mandates & study by the Congress of Public Employee Retire-
vour willingness TO afford this Subcommittee the

ment Systems.
benefit of you
ciated, and wil

p experiences and your expertise is greatly appre-
11 aid us 1n sttaining the fair and sensitive

understanding of the city's Retirement Systems which the Con-

Zress must ha
federal legis

Tt would be helpful, L believe, to place i
spective th
the Task Force is b
much publicity
Task Force of

e review of New York City's Retirement S5YS
resently engaged and which has generated 30

in recent weeks. As T indicated above,
+he Subcommittee On Labor Standards ig instructed

ge if it is to offectively assess the need for
lation regulating public employee retirement systems.

n a proper per-
tems in which

+he Pension

in FERISA to conduct & full study of PERS. our efforts to date,
including the extensive studies which are now underway , have been
Focused on PERS on & nationwide basis. The events of the last

year concernin
Fiscal crisis

g the city's Retirement gystems' role in the City's
require that a particular effort be expended in

understanding the events, issues, and concerns that have beeh
so sharply focused by that participation. Thus, cur work with

New York City's Retirement Systems represents only a s
although important, part of our general study of PE

a report on PERS that artifically does not discuss
City experience could not achieve the integrity and credibility
so vital if it is to prove useful to the Congress.

mall,

Surely

the New York



Mr. Eugene Keilin -2

The analysis you provide ol the events of last Tall
represent, in my view, & reasonable and wholly good-faith assess-
ment of the complex issues with which the City, State, Federal
governments, and Retirement Systems were faced. Your treatment
is a compelling and persuasive one, and must be included in any
Report that intends to deal with its subject matter fairly and
sensitively.

But clearly there are other, differing assessments of
these same events that are also reasonable and in complete good-
Faith. And these differing views, I believe, must be brought to
the attention of the Congress if an accurate view of the Retire-
ment Systems is to be achieved. For example, the December, 1975
enactment by the New York Legislature (Chapter 890, Laws of
1975) can be characterized as an attempt by the State to lessen
the standard of conduct to which Pension Plan Trustees must adhere
in +their investment of Plan assets. The Federal legislation,

H.R. 11700, permitting the tpansacticns called for in the November
26, 1976 Agreement, is viewed by many as merely an isolated waiver
of already lax Internal Revenue Code standards, due to an extraocr-
dinary situation in New York, and not as an approval by the Con-
gress of the investment of huge portions of the Retirement Systems'
assets in MAC securities. Another important peint on which reason-
able persons have expressed sharply differing views is the desir-
ability of the original MAC Bonds as an investment vehicle. As you
indicate at page 6 of your November 1, 1976 letter, Standard and
Poor's has reaffirmed its "A+" rating of the MAC Bonds in question.
Tt is equally true, and equally important, that the Congress Dbe
aware that Moody's sharply lowered its rating of the same Bonds.
Other important elements that must be brought to the attention

of Congress are the substantive challenges to the legality of
various parts of the Agreement and related developments which are
now pending in both state and federal courts. The recent public
statements by Mr. Rohatyn and others, TO the effect that despite
great progress that has already been made, significant problems
still remain, must be included in any Report that is truly complete.

Tn short, Mr. Xeilin, it is my belief that the evenls
surrocunding the Systems' cubstantial investment in MAC and other
government Bonds (as part of the Agreement in November 26, 1975},
can be interpreted in sharply differing ways by persons who are
acting reasonably and in good-faith. The Report which this Sub-
committee is mandated to prepare for the Congress, if it is to
be a complete and useful document, must sensitively and justly
present these varying interpretations.



Mr. Hugene Keilin -3

Your submission 1s an extremely effective articulation
and interpretation of the events with which we are concerned, and
will be closely studied by this Subcommittee. Your offer of future
assistance and cooperation is also earnestly appreciated. I am
confident that a Report can be prepared which will present a true
picture of PERS in the United States today, including the New York
City Retirement Systems, and that the goal of meaningful reform
in these systems, to the betterment of both plan participants and
plan sponsors, will thereby be furthered.

With every kind regard, I am
Sincerely yours,

S

CHN H. DENT
Chairman

JHD: sh



Fatis G, Fnhatyn
Chairman

Board Mambuis
Framwin J, Barey

Grorg M Brook or

John AL Coleman
Thys 4 Flyne
Gearge U, Gould
ik Fatrer
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Rabert C, Weaver
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State of New York
Municipal Assistance Corporation
For The City of New York
Twa Warld Trade Center
New York, N, Y. 10047

{2120 720

Viriter's Dirnet Wire (2120 488

November 1, 1976

Hon. John H. Dent

Chairman Subcommittee on Labor Standards

United States House of Representatives
House Office Building

Room 2104

Washington, D. €. 20515

Dear Mr. Chairman:

We thank you for this opportunity to comment
upon the draft staff report of the Pension Task Force of
the Subcommittee as such draft relates to the Municipal
Assistance Corporation For The City of New York (the
"Corporation") and its efforts to aid The City of New York
(the "City") to avoid default, bankruptcy and the fiscal
and social chaos that would inevitably follow.

The Corporation shares your belief that there
is much valuable and useful work to be done by Congress in
this area and that such work requires thorough and careful
analysis of the many complex factors involved.

The Corporation first became aware of the draft
report from the press account in the New York Daily News.
No one at the Corporation had been asked by the staff to
make any presentation to it or otherwise to reflect upon
or contribute to its work. This is unfortunate, because
we believe that those of us who have lived with and worked

on the City's problems for the last year and a half can make

a substantial contribution to the staff's understanding of
several of the areas covered by the draft report.

Eugene Keilin
Executive Diroctor

5720



Hon. John H. Dent
Chairman Subcommittee on Labor Standards

The draft of the staff report which we have
been given contains sections dealing with the Corporation,
the City and the City Pension System which, we believe, do
not take full account of the complex economic, legal and
social issues involved in the City's fiscal emergency or
the monumental efforts of the State and Federal Governments
to deal with the emergency. In the judgment of the Corporation,
the course outlined in the draft would inevitably lead to
a massive default by the City, not only upon its debt
obligations, but also upon its obligations to its employees
and pensioners.

November 26, 1875 Agreement

The draft report criticizes the agreement by
the five City Pension Funds to invest up tc an aggregate
of $2.53 billion in bonds of the City or, in certain limited
amounts, in bonds of the Corporation.

This commitment to invest is reflected in a
voluntary agreement, dated November 26, 1975 {Appendix A),
among the Corporation, the eleven New York City commercial
banks that are members of the Clearing House Association,the
five City Pension Funds which make up the City Pension System
and the City Sinking Funds. The November 26 Agreement was
the result of extensive negotiations among the parties
carried on in early November, 1975. 1t is one of the inter-
dependent pieces of a financial plan to provide funds
desperately needed by the City not only to avoid default on
its outstanding debt obligations, but also to provide it
with the cash to meet its operating needs during the three-
vear period during which the City's budget is to be brought
into balance as provided in the emergency legislation passed
by the State of New York. The November 26 Agreement was also,
we believe, a key element underlying the passage by this
Congress of the New York City Seasonal Financing Act of 1975
(Appendix B), pursuant to which the Federal government entered
into a Credit Agreement (Appendix C), under which it is providing
up to $2.3 billion of essential intra-~year seasonal financing
for the City.

The voluntary agreement of the Pension Funds to
purchase bonds of the City or of the Corporation, as reflected
in the November 26 Agreement, 1s but one of many drastic
and unprecedented steps taken during 1975 in order to attempt
to solve, on a long-range basis, the financial crisis of the
City. The State of New York created the Municipal Assistance
Corporation For The City of New York by statute in June, 1975
{Appendix D), established the Emergency Financial Control
Board by statute in September, 1975 (Appendix E), and enacted
legislation imposing a moratorium on payment of principal on



Hon. John H. Dent
Chairman Subcommittee on Labor Standards

short-term notes of The City of New York in November, 1975
(Appendix F).

Solution of that financial crisis was believed
by all of the participants in such program, including re-
presentatives of the Pension System, to be necessary not
only to insure that the City would be able to continue to
provide essential services to its inhabitants, but also to
continue to meet its obligations, and those of its Pension
System, to its employees and to those former employees who
had retired and were receiving benefits under the Pension
System.

The November 26 Agreement incorporates numerous
safequards for the Pension System. First, the $2.53 billion
is not to be invested at one time. Rather, it is scheduled
to be invested over the entire length of the three-year
financial plan during which the City must balance its budget.
The schedule of purchases was designed so as not to inter-
fere with the obligations of the Pension System to retired
employees. In this connection, liquidity cof the other
investments of the Pension System and the scheduled cash
infusions by the City in the Pension System were taken into
account in determining the investment schedule under the
November 26 Agreement.

Second, a lengthy list of conditions to obliga-
tions of the Pension System to make such investments was
included in the November 26 Agreement, at the request of
representatives of the Pension System, including the following:
the City must be current in the payment of principal and
interest on all of its bonds; the City must be current in
its contributions to the Pension System; and the City must
have received seasonal aid from the Federal government. In
addition, the November 26 Agreement requires the City, for
the first time, to deliver a full disclosure statement to
the Pension System in connection with its purchases of City
bonds. There are a total of nine conditions, built into the
November 26 Agreement, to the obligations of the Pension
System to purchase City bonds thereunder.

State Legislation

In December 1975, after careful consideration
and extensive discussions with representatives of the City
Pension System and their counsel, the State legislature
passed an act designed to clarify the obligations of the
Trustees of the Pension System in respect to their purchases
of bonds of the City or of the Corporation. This act



Hon. John H. Dent
Chairman Subcommittee on Labor Standards

provides, in part, that the Trustees of the Pension System:
" .in determining investments by such
systems and funds may consider, in addition
to other appropriate factors recognized by
law, the extent to which such investments will
(a) maintain the ability of the city of New
York (1) to make future contributions to such
systems and funds and (2) to satisfy its future
obligations to pay pension and retirement
benefits to members and beneficiaries of such
systems and funds and (b) protect the sources
of funds to provide retirement benefits for
mempers and beneficiaries of such systems
and funds."

As can be seen, this enactment permits the
Pension System, as a matter of law, to take into account
(in addition to and not in substitution for other considerations
required to be taken into account) all of the economic
realities involved. It permits the Trustees to recognize,
if in thier judgment they think it correct, that the
continued existence of the City as a financially viable
entity and its continued ability to make payments to the
Pension System may be vital to the continued ability of
the Pension System to provide the required benefits to all
members of the System, including persons already retired
and receiving benefits. The legislation recognizes that
to do otherwise would be foolishly short-sighted and might
lead to a destruction of the Pension System rather than its
preservation.

The draft report includes an incorrect reference
to the Sgaglione decision,which involved a legislative
requirement that the State Pension Funds invest in the
Corporation's securities. In contrast, the legislation
described above does not interfere with the discretion of
the Pension System with respect to whether to invest in
bonds of the Corporation or those of the City. It recognizes
that such investments may be made only voluntarily.

Federal Legislation

A striking irony of the draft report is that it
omits a discussion of the legislation previously passed by
this Congress, after a full hearing, that recognizes and
approves of the investment program that the report now
criticizes.

In February of 1976, this Congress passed a
Bill designated H.R. 11700 (Appendix G). That bill was



Hon. John E. Dent
Chairman Subcommittee on Labor Standards

was designed to exclude from the operation of Section 503 (b)
of the Internal Revenue Code all transactions provided for in
the November 26 Agreement by each member of the City Pension
System and to make clear that such transactions do not
adversely affect the gualifications of any such member under
Section 401 (a) of the Code. These clarifications were
necessary in order to permit the Trustees of the Pension
System to make the investments in bonds of the City or the
Corporation contemplated by the November 26 Agreement.

In addition, H.R. 11700 tracks the language of
the State legislation discussed above to the effect that
the Trustees may consider, without violating the provisions
of Section 401 (a) of the Code, the extent o which such
investments maintain the ability of the City to make future
contributions to, and satisfy future obligations to pay
benefits under, the Pension System and protect the sources
of funds to provide retirement benefits.

The identical gquestions of policy and prudence
that are now raised by the draft report were raised by
H.R. 11700, albeit in the context of the Internal Revenue
Code "qualification" principles. Witness after witness
testified that the investments contenmplated by the November
26 Agreement were, based on all relevant factors, necessary
and appropriate for the Pension System (Appendix H). The
Corporation believes that judgments reflected in the passage
of H.R. 11700 continue to be correct.

Furthermore, as stated by Congressman Ullman
on the floor of the House on behalf of the Ways and Means
Committee which considered the bill, "H.R. 11700 is designed
to complete the Federal Government's role in assisting the
City of New York to achieve an orderly restructuring of its
finances." It reflects the considered judgment of the
Federal government -- which judgment was first reflected
in the New York City Seasonal Financing Act of 1975 -- that
the preservation of The City of New York as a financially
viable entity is of primary concern to the Federal government
as well as to all of the citizens of the City including its
pension beneficiaries. The investment program reflected in
the November 26 Agreement is an integral part of the
financial emergency program, was a prerequisite to the
willingness of the Congress to adopt the New York Seasonal
Financing Act of 1975 and has been scrutinized and approved
by Congress in its passage of H. R. 11700.

Bonds of the Corporation and the City

Finally, we would like to comment upon soundness
of bonds of the Corporation and bonds of the City which the



Hon. John H. Dent
Chairman Subcommittee on Labor Standards

draft report criticizes as unsound investments.

Bonds of the Corporation are backed by a sound
revenue stream derived from State sales tax, stock transfer
tax and State aid sources. Conservative coverage tests have
been built into the Corporation's general bond resclutions
to insure adequate scurces of funds to pay debt service on
all of its bonds. The Corporation is current in payment of
both principal and interest on all of its bonds.

Although the bond market originally reflected
substantial confusion as to the soundness of the Corporation's
bonds, recently such confusion has largely been dissipated
and the market in the Corporation's bonds has strengthened
substantially. 1In addition, in connection with the marketing
of the Corporation's bonds, both publicly and to the Pension
System, disclosure statements have been issued that are
largely unprecedented in their thoroughness and detail with
respect to the sources of payment and other factors affecting
the bonds. Further, the Pension System's present holdinags
of Corporation bonds are entirely of bonds
on which Standard and Poor's has reaffirmed its "A+" rating.

As far as the City bonds are concerned, it should
be noted that the City is current in payment of both principal
and interest on all of its outstanding bonds. City bonds,
unlike its notes, are not affected by the Emergency Moratorium
Act.

In addition, the City has prepared and issued to
the Pension System, in connection with purchases of City
bonds under the November 26 Agreement, an official statement
that discloses in great detail the factors affecting payment
of City bonds.

v



lHon. John H. .ont
Chairman Subcommittee on Labor Standards

Conclusion

By its adoption of the New York City Seasconal
Financing Act of 1975 and H.R. 11700, Congress took a
responsible leadership position in recognizing that the
financial viability of The City of New York is vital to
the interests of the nation and that continued investments
by the City Pension System in bonds of the City, or bonds
of the Corporation, are in the best interests of the pension
beneficiaries of the City Pension System. Accordingly, we
recommend further study and analysis of this complex and
important subject that would take into consideration the
material outlined in this letter, as well as the Congressional
policies reflected in those prior actions.

We thank you for giving us this opportunity to
express our views cn this vital matter. We have instructed
our staff and our counsel to stand ready to give you and
your staff any assistance you think useful. In addition,
members of the Board of the Corporation will be available
to consult with you or to testify before your Subcommittee.

Respectfully submitted,

MUNICIPAL ASSISTANCE CORPORATICN
FOR THE CITY YORK

A

N -
By

Etifne Keildn, Executive Director

Enclosures



Hon. John H. Dent

Chairman Subcommittee on Labor Standards
United States House of Representatives
House Office Building

‘Room 2104

Washington, D.C.

20515

SCHEDULE QE_ APPENDICES

Appendix A . Amended and Restated Agreement of November 26, 1975.

Appendix B New York City Seasonal Financial Act of 1975, Public Law 94-143,
December 9, 1975.

Appendix C Credit Agreement By and Among United States of America, State
of New York, City of Mew York and New York State Emergency
Financial Control Board, December 30, 1975.

Appendix D New York State Municipal Assistance Corporation Act, Chapter 168,
Laws of 1975, State of New York, June 10, 1976; Municipal Assis-
tance Corporation For The City of New York Act, Chapter 169, Laws
of 1975, State of New York, June 10, 1975.

Appendix E New York State Financial Emergency Act For The City of New York,
as Amended, Chapters 868, 869, 870, Laws of 1975, State of New
York, September 9, 1976.

Appendix F New York State Emergency Moratorium Act For The City of New York,
Chapters, 874, 875, Laws of 1975, SBtate of New York, November 14,
1975.

Appendix G H.R. 11700, Public Law 94-236, March 19, 1976, An Act Relating to
Certain Provisions of the Internal Revenue Code of 1954 to Specify
Transactions By Certain Public Emplcoyment Retirement Systems
Created by the State of New York or Any of Its Political Sub-
divisions.

Appendix H House Report Accompanying H.R. 1700, Report No. 94-851, February 25,

11/1/76

r

1976; Hearings Before House Ways and Mecans Committee on H.R. 11700,
February 23, 1976; including Testimony of Municipal Assistance
Corporation For the City of New York.
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Dear Felix:

T enclose a revised draft of the letter
to Congressman Dent. This draft letter responds to
the draft staff report that was critical to New York
City Pension System investments in bonds of the
City and the Corporation. .

Steve Weinstein and I have redrafted the
letter to Congressman Dent in order to soften
its attack upon the draftsmen of the staff report.

I am also sending copies of this new
draft to Steve for review by him, Gene and Paul. I
believe that they will send a copy of the draft to
Jim LaRocca for his review.

Please give your thoughts and comments to
either Steve or ne. |

Best regards.

Sincétébly, oy

\
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Hon. John H. Dent

Chairman Subcommittee on Labor Standards
United States House of Representatives
House Office Building

Room 2104

Washington, D.C. 20515

Dear Mr. Chairman: :

We thank you for this opportunity to comment
upon the draft staff report of the Pension Task Force of
the Subcommittee as such draft relates to the Municipal
Agsistance Corporation For The City of New York (the
"Corporation")} and its efforts to aid The City of New York

(the "City") to avoid default, bankruptcy and the fiscal

and social chaos that would inevitably follow.

The Corporation shares your belief that there
is much valuable and useful work to be done by Congress in
this area and that such work reguires thorough and careful

analysis of the many complex factors involved.

The Corporation first became aware of the draft

report from the press account in the New York Daily News.
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Hon. John H. Dent
Chairman Subcommittee on Labor Standards

No one at the Corporation had been askaed by Lhe stalf Lo
make any presentation to it or otherwise to reflect upon

or contribute to its work. 'This is unfortunate, because

we believe that those of us who have lived with and worked
on the City's problems for the last year and a hall can -make
a substantial contribution to the staff's understanding of

several of the areas covered by the draft report.

The draft of the staff report which we have
been given contains sections dealing with the Corporation,
the City and the City Pension System which, we belicve, do
not take full account of the complex cconomic, legal and
social issues involved in the City's fiscal cmergency of
the monumental efforts of the State and Federal governmenls
to deal with the emergency. In the judgment of the Corporation,
the course outlined in the draft would inevitably lead to
a4 massive default by the City, not only upon its debt
obligations, but also upon its obligations to its employees

and pensioners.

Novenber 26, 1975 Agrcement

The draft report criticizes the agreement by
the five City Pension Punds to invest up to an aggregate
of $2.53 billion in bonds of the City or, in certain limited

amounts, in bonds of the Corporation.



Hon. John H. Dent
Chairman Subcommittee on Labor Standards

This commitment to invest is reflected in a
voluntary agreement, dated November 26, 1975, among the
Corporation, the eleven New York City commercial banks
that are members of the Clearing House Asgscocliation, the
five City Pension Funds which make up the City Pension
System and thercity Sinking Funds. The November 26 Agreement
is_the result of extensive negotiations among the parties
carried on in carly November, 1975. It is one of the inter-
dependent pieces of a financial plan to provide funds
desperately needed by the City not only to avoid default
on its outstanding debt obligations, but also to provide
it with the cash to meet its operating needs during the
three-year pericd during which the City's budget is Lo be
brought intoc balance as provided in the emergency legislation
passed by the State of New York. The November 26 Agreement:
was also, we believe, a key assumption underlying the passage
by this Congress of the New York City Seasonal Financing
Act of 1975, pursuant to which the Iederal government is
providing up to $2.3 billion of essential intra-year seasonal

financing for the City.

The voluntary agrecement of the Pension Funds to
purchase bonds of the City or of the Corporation, as reflected
in the November 26 Agreement, is but one of many drastic

and unprecedented steps taken during 1975 in order to



Hon. John H. Dent
Chairman Subcommittee on Labor Standards

attempt to solve, on a long-range basis, the financial crisis
of the City. Solution of that financial crisis was bhelieved
by all of the participants in such progranu, including re-
presentatives of the Pension System, to be necessary not

only to insure that the City would be able to continue Lo
provide essential services to its inhabitants, but also to
continue to meet its obligations, and those of its Tengion
System, to its employees and to those former emplovees who
had retired and were receiving benefits under the Pension

System.

The November 26 Aéreement incorporates numerous
safeguards for the Pension System. Fixst, the $2.53 billion
is not to be invested at one time. Rather, it is scheduled
to be invested over the entire length of the three-year
financial plan during which the City must balance its budget.
The schedule of purchases was designed so as nobt to inter-
fere with the obligations of the Pension System to retired
employees. In this connection, liguidity of the other
investments of the Pension System and the scheduled cash
infusions by the City in the Pension System were taken into
account in determining the investment schedule under the

November 26 Agreement.

second, a lengthy list of conditions to obliga-

tions of the Pension System to make such investments was

DY D LD CALLM L Mastes sues f Seode o e

b b ae ammranriate factors recognized by
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Hon. John . Dent
Chairman Subcommittee on Labor Standards

included in the November 26 Agreement, at the request of re-
presentatives of the Penslion Systemn, including the following:
the City must be current in the payment of principal and
interest on all of its bonds; the City must he current in
its contributions to the Pension System; and the City must
have received seasonal aid from the Federal government. 1In
addition, the ﬁovember 26 Agreement reguires the City, Tor
the first time, to deliver a full disclosure statement to
the Pension System in connection with its purchases of City
bonds. There-are a total of nine conditions, built into the
November 26 Agreement, to the obligations of the Pension

System to purchase City bonds thereunder.

State Legislation

Tn December 1975, after careful consilderation
and extensive discussions wilth representatives of the City
Pension System and their counsel, the State legislature
passed an act designed to clarify the obligations of the
Trustees of the Pension System in respect of their purchases
of bonds of the City or of the Corporation. This act pro-
vides, in part, that the Trustees of the Pension System:

" ., .in determining investments by such

systems and funds may consider, in addition

to other appropriate factors recognized by

law, the extent to which such investments will

(a) maintain the ability of the city of New
York (1)} to make future contriputions ta such
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Hon. John H. Dent
Chairman Subcommittee on Labor Standards

systems and funds and (2) to saltisfy its fulture

obligations to pay pension and relbivemaent

benefits Lo members and beneficiaries of such

systems and funds and (b) protect the sources

of funds to provide retirement benefits lor

members and beneficiaries of such systens

and funds."

As can be seen, this enactment permits the
Pension System, as a matter of law, to take into account
(in addition to and not in substitubion for othor congsidoraltions
required to be taken into account) all of the economic
realities involved. It permits the Trustces Lo recognize,
if in their judgment they think it correct, thalt the
continued existence of the City as a financially viable
entity and its continued ability to make payments to the
Pension System may be vital to the continued ability of
the Pension System to provide the required benefits to all
members of the System, including persons already retired
and receiving benefits. The legislation recognizes that
to do otherwise would be foolishly short~sighted and might

lead to a destruction of the Pension System rather than its

preservation.

The draft report includes an incorrect relerence
to the Sgaglione case, which involved a legislative direction
o the State Pension Funds to invest in the Corporation's
securities. In contrast, the legislation described above

does nol interfere with the discretion of the Pension System



Hon. John H. Dent
Chairman Subcommittee on Labor Standards

with respect to whether to invest in bonds of the Corporation
or those of the City. It recognizes that such investments

may be made only voluntarily.

rederal Legislation

A striking irony of the draft report is thal it
omits a discussion ol the legislation previously passed by
this Congress, after a full hearing, that recognizes and
approves of the investment program that the reporl now

criticizes.

In February of 1976, this Congress passed a
Rill designated H.R. 11700. That Bill was designed to
exclude from the operation of Section 503 (b) of the
Internal Revenue Code all transactions provided for in the
November 26 Agreement by each member of the City Pension
System and to make clear that such transactions do not
adversely affect the gualification of any such member under
Section 40l{a) of the Code. These clarifications were
necessary in order to permit the Trustees of the Pension
System to make the investments in bonds of the City or the

Corporation contemplated by the November 26 Agreement.

In addition, H.R. 11700 tracks the language of
the State legislation discussed above to the effect that
the Trustees may consider, without violating Lthe provisions

of Section 401 (a) of the Code, the extent to which such



Hon. John . Dent
Chairman Subcommittee on Labor Standards

investments maintain the ability of the City to make future
contributions to, and satisfy future obligations to pay
benefits under, the Pension System and protect the sources

of funds to provide retirement benefits.

The identical uestions of policy and prudence
that are now raised by the draft report were raised by
H.R. 11700, albeit in the context of the Internal Revenue
Code "qualification" pPrinciples. Witness aftor witness
testifieq thaf the investments contemplated by the November
26 Agreement were, based 6n all relevant Tactors, necessary
and appropriate for the Pension System. The Cerporation
believes that Jjudgments reflected in the pPassage of H.R.

11700 continue to be correct.

Furthermore, as stated by Congressman Ullman
on the floor of the House on behalf of the Ways anqg Means
Commitfee which considered the Bill, "H.r. 11700 is designed
to complete the Federal Government's role in assisting The

City of New York to achieve an orderly restructuring of jirs

finances." 71¢ reflects the considered Judgment of the
Federal‘government —= which judgment was first reflected
in the New York City Seasonal Financing Act of 1975 ~~ that

the preservation of The City of New York as a financially

viable entity is of primary concern to the Federal government:

as well as to all of the citizens of the City including its

8



Hon. John H. Dent
Chairman Subcommittee on Labor Standards

pension beneficiaries. The investment program reflected in
the November 26 Agreemenl is an integral part of the
financial emergency program, was a prerequisite to the
willinaness of the Congress to adopt the New York Seasonal
Financing Act of 1975 and has been scrutinized and apprdved

by Congress in its passage of H.R. 11700.

Bonds of the Corporation and the City

Finally, we would like to comment upon soundness
of bonds of the Corporation and bonds of the City which

the draft report criticizes as unsound investments.

Bonds of lthe Corporation are backed by a sound
revenue stream derived from State sales tax, stock transfer
tax and State aid sources. Conservative goverage tests have
been built into the Corporation's general bond resolutlons
to insure adequate sources of funds to pay debt service on
a1l of its bonds. The Corporation is current in payment of

both principal and interest on all of its bonds.

Although the bond market originally reflected
substantial confusion as to the soundness of the Corporation’s
bonds, recently such confusion has largely been dissipated
and the market in the Corporation's bonds has strengthened

substantially. In addition, in connection with the marketing
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of the Corporation's bonds, both publicly and to the Pension
System, disclosure statements have been issued thal are
largely unprecedented in their thoroughness and detail with
respect to the sources of payment and other factors affecting

the bonds.

As far as the Cilky bonds are concerned, it
should be noted that the City is current in payment of bokth
principal and interest on all of its outstanding bonds. City
bonds, unlike its notes, are not affccted by the Emergency

Moratorium Act.

In addition, the City has prepared and issued to
the Pension System, in connection with purchases of City
bonds under the November 26 Agreement, an official statement
that discloses in greal detail the factors affecting pdy«

ment of City bonds.

By its adoption of the New York City Seasonal
Financing Act of 1975 and H.R. 11700, Congress Ltook a
responsible leadership position in recognizing that thé
financial viability of The City of New York is vital to
the interests of the natioﬂ and that continued investments
by the City Pension System in bonds of‘thc City, or bonds

of the Corporaltion, are in the best interests of the
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Hon. John Il. Dent
Chairman Subcommittee on Labor Standards

pension beneficiaries of the City Pension System. Accordingly,
we recommend further study and analysis of this complex and
important subject that would take into censideration the
material outlined in this letter as well as the Congres;ional

policies reflected in those prior actions.

We thank you for giving us this opportunity Lo
express our views on this vital matter. We have ingtructed
our staff and our counsel to stand ready to give you and
your staff any assistance you think useful. In addition,
members of the Board of the borporation will be available

to consult with you or to testify before your Subcommittee.
Respectfully submitted,

MUNICIPAL ASSISTANCE CORPORATION
FOR THE CITY OF NEW YORK

By ' —
Felix G. Rohatyn, Chairman -

By

George D. Gould, Chairman
of the Finance Commitbtce
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MEMORANDUM

To Messrs. Pelix G. Rohatyn From Alien 1,. Thomas

George D. Gould Subject - of ;
Melvin L. Heineman | Response to Draft Report of House

Herbert Elish Subcommittee on Labor Standards
FKugene J. Keilin Pension Task Force

Stephen J. Weinstein

I enclose a draft response addressed to
Congressman Dent, as Chairman of the Subcommittee, with
respect to the draft report of the Subcommittee's staff
which criticized purchases by the New York City Pension
runds of MAC bonds and those of the City. For your
information, I also enclose a copy of the draft report

and of the New York Daily News story on that draft report.

As you know, we had originally intended to
testify before the Subcommittee on this subject. When
that scheduled testimony was cancelled and the draft
report remanded for further study by the staff, Congresswman
Dent, through Jim LaRocca of the State's Washington office,
asked that we submit our "rebuttal" in letter form to him

as Chairman of the Subcommittee.

May I please have the comments and suggestions
of each of you. I will incorporate them in a revised
draft. I suggest that we send the revised draft to Jim
LaRocca for his review (and if he thinks appropriate, for

the review of Congressman Dent) prior to putting the letter
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in final form for formal submission to the Congressman.



STATE OF NEW YORK

WASHINGTON OFFICE
1812 K STREET, N.W.

WASHINGTON, D.C. 20006

JAMES L.LAROCCA
DEPUTY SECRETARY TO THE GOVERNOR AREA CODE 202
AND 331-1355

DLRECTOR,WASHINGTON OFFICE

September 28, 1976
Dear Herb:

The staff draft report which reached the
Daily News was the work of a single-minded and
troublesome young fellow who deliberately kept his
handiwork from all of us - his Chairman, New York
State, New York city, and AFSCME, to name a few.
The leak was apparently the work of the unthinking
staff of a New York Delegation Member - in obvious
ignorance of the significance of its contents.

T frankly know of no way to protect
against these kinds of circumstances.

Working with AFSCME and others, we have
igolated the report for what it is, i.e. the draft
of a single staff member. The gubcommittee will
not adopt it, and further study has been directed.
George Gould and Allen Thomas and T have been in
touch in preparing MAC's input.

The author of the staff draft has a long
history of trouble-making and ijas leaving the 1ill
as of November lst. This latest [lap apparently
helped accelerate his departure date.

Herb, we live with a great number of
frustrations in the washington office, including
criticism for events over which we cannot exercise
control. This was one of those events.

Sing

Mr. Herbert Elish

Executive Director

Municipal Assistance Corporation
for the City of New York

Two World Trade Center

New York, New York 10047

cc:  David Burke
Felix Rohatyn



State of New York
Municipai Assistance Corporation
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Felix G. Hohatyn Two Waorld Trade Center

Chairman New York, N, ¥. 10047 Herbert Elish
Executive Director

Board Membars

Francis J. Barry ="

John A, Colernan

Thomas . Flynn

George D, Gould

Dick Netzer

Donna E. Shalala

Robert C. Weaver

September 22, 1976

Mr. Jim ILa Rocca

Deputy Secretary to the Governor
New York State Washington Office
le6l2 K Street, NW, Suite 810
Washington, D.C. 20006

Dear Jim:
We at MAC were stunned to see the headline in the Daily News

of Tuesday, September 21, about the House Labor Subcommittee Report
criticizing the City pension funds' investment in MAC and City bonds.

This report is potentially very damaging to our efforts. If
we had had information about it before it was available to the
newspapers, we might have been able to contact the staff and
provide information to influence the result.

We would like to know whether or not you have the resources
and can attenpt to get information about reports such as this while
they are being prepared and when we can possibly affect the
final product. We would very much like to avoid a recurrence of
this situation.

Sincerély,

{

erbert Elish

cC: David Burke
Felix Rohatyn
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Public employee

retirement
Sy stenis,

26 USC 01,

26 USC 303,

PUBLIC LAW 94-236 [H.R. 11700]; March 19, 1976

INTERNAL REVENUE CODE OF 1954—NEW YORK
: RETIREMENT SYSTEMS

An Act relating to the application.cf certain provisions of the Internal Revy.
enue Code of 19533 to specified transactions by certain public emgloyes
retirement systems created by the State of New York or any of it
politicai subdivisions.

Be it cnicted by the Senate und House of Representatires of the
{Tuited Stutes of tmericy in Congress assembleod, That (a) any pen-
ston plan or trast which. on December 5. 1975, was o party to the
amended and restated agresment of November 26, 1975, set forth on
*Eucm S21308, 821509, and 521310 of the Congressional Record pub-
shed on such date, and any trust forming u part of such a plan, sh
not b considered to fail to satisfy the requirements of seerion 101 la) of
the Internat Revenue Code of 1934, and shall not be considered to huve

engued i a prohibited transaction described in section 30%(h) of

T
ust does any or all of the

stk Code merely becanse such pian or tr
following:
(1) (A) enters into such agreement or
of such agreement;
(B) forebears from any act prohibited by such agreement ;
(C) acquires or holds any obligation the acquisition or holding
of which is provided for by such agreement;
(D) makesany election provided for by such agreement ;
(E) executes a waiver of any requirement of such agrecment
(¥) after the expirution of such agreement. holds any obliza-
tion acquired or held pursuant to such agreement; or
{G) performs any other act provided for by such agreement:
(2) on or after \ugust 20. 1975, and before Junuary 1. 1970,
vonsiders. for purposes of deternining investments to be made by
the plan or trust, the extent to which such investments will—
{A) maintain the ability of the city of New Yark--
{i) to make future contributions te the p
and
{il) to satisfy its future obligations to pay pension
and retirement benefits to members and beneficiaries of
such plan or trust. and
{B) protect the sources of funds to provide retirement
benefits for members and heneficiaries of the plan or trust; or
(3) after December 31. 1978, considers., far purposes of deter-
mining whether to retaln mvestments held on December 31, 1075,
the fuctors enumerated in paragraph {2},
For purposes of par ph (1), the acquisition or holding of any
abligation of the Municipal Assistance Corporation for the citv of
New York on ar after dugust 90,0 1975, and before November 28,

T on or holding provided for by

agrees to an amendment

fan or trusi.

19750 shall be considered an acquis
stich wrreenient,
(b)Y Inthecase of—
{1} any amewdment to the ageeement’
{a) which relates to the application

desceribuad In sub-ection
of the factors set forth in
subsection {a} to the requirements of =cction +01{a) ar 307
of the Internal Revenue Code of 1953 and which is adopted afrer
December 5. 1975, and .

INTERNAL REVENUE CODE OF i¥od

- iver ; ireme s porecment by a plan
5P T(2) any waiver of any requirement of the nerec voay

—=gr trust after December 3, 1975,

amendment or waiver shall take mm.ﬁ.“ for _Em.vomcw of m__.ﬁuqh”,.»,.u.umm
b : ‘hich a copy of such amendment or waiver b
== (a) on the date on which _a copy

i i g 30 days after snch date of
e Secretary determines, not later than : 3 ;! ;
U%nnmmo: {or, if later, the date of the enactment of this Act) ﬁrw:r,
o toking effect of such amendment or waiver for purposes of sub-
the taking

gection (a) 15 inconsistent with the considerations set forth in sub-

4 otive for any period for purposes of subsection (a). No
; ,.Daﬂﬂwmwzmﬁw the mm".mm&amn which has the effect of extending the
A ion .
e Mkuwwwmmﬂmz take effect for purposes of subsection ?L.. bed i subeee-
EEES (e} The trustees of each pension plan or trust desen e _wu .:.__g e
& Mwman {a) shall furnish a copy of the annual report filed by such p an ...:_
trust with the New York ,Lnﬁ.m m.zm_:."::.m Uﬁ..:&:_m_:nmo_. a:m.j :#,..n .F:
year of the plan or trust beginning after June 30, M.?u.. m.w:_ ene :,r.,m
with the first fiscal year in which there are no oEﬁ::o;v‘m,._.ﬁ. ' :..r.'_:”:
%% ta which subsection (a)} applies, to the Secretary of the ; 2/..7:._ .w;:.w
nJuMWEmH. than 30 days after the date such report is filed with the 2 M.;.. :?
£ ¥5Srate Insurance Departinent. and shall furnish such additional reports

#2252 and other information as the Secretary of the Treasury iy reasanably

2 require. A copy of each m._:.r".n.wo_.»wrz:rm m:.ﬁ:mm:m; E.. :_m ".‘.E.md::..fu
w%fhom the Treasury to the chairman of the Conmittee on Ways and Means
. Zagiof the House of Representatives and the chairmnn of the Commnttee
:on Finance of the Senate.

_prescribe such regulations as may be necessary to

s of this Act. , .

wwﬂ..v This Act shall be effective on and after Angust 20, 1975,
Approved March 19, 1976,

arty out the pur-

LEGISLATIVE HISTORY:

1 u.EOCMMEO?HZO.mhlmmhanoﬂﬁ.obf.mﬁ mbmuﬁmmbh?
: CONGRESSIONAL RECORD, Vol, 122 {1976}
Mar, 1, considered and passed House.
Mar, 4, considesed and passed Semate.

P T . N e Ta el

=X pmitted directly to the Secretary of the Treasury; except that, if

"section (a) (2), such amendment or waiver shall not be deemed to

date of the agreement to a date lafer than December 31,

Z:.- (d) The Secretary of the Treasury or his delegate ts authorized to

il

ST e

Waiver,

Report to
Secvetary of
the Treasury,.

Report

congressional
committees,

Regulations,

Effective date,



MEMORANDUM

March 9, 1976

THE CORPORATION COUNSEL
THE FIRST ASSISTANT CORPORATION COUNSEL

MR. FRIEDLANDER AND MR, GENN

RE: ATTACHED MATERIAL RELATING TO
H.R. 11700 ( PROHIBITED TRANG-
ACTIONS FEDERAL LEGISLATION ).

The attached material consists of the following:

{

{1) Memorandum of March 9, 1976 to rront
Office roqarding Februarv 24, 1976
mark-up session of House Ways and Means
Committee.

(2) Copy of pamphlet on bill prepared by
Joint Committee on Internal Revenue
Taxation.

(3} Copy of pages of Congressional Record of
March 1, 1976 showing amanded text of hill
and its vassage by the Housze of Representa-
tives. ‘

We were advised on March 8, 1976 by the City's Washington
office that the amended version of H.R., 11700 ( as printed in
the Congressional Record ), having been passed by the House of
Representatives on March 1, 1976 and by the Senate on March 4,

is before the Pregldeht for ewecutlve action.



MEMORANDUM

Maxrch ¢, 1976
TO: THE CORPORATION COUNSEIL
THE FIRST ASSISTANT CORPORATION COUNSEL

FROM: MR. FRYEDLANDER AND MR. GENN

Re: Amendments to H,R. 11700
(relating to exemption of
City pension systems from
"exclusive benefit" and
“prohibited transactions”
rules)made at "mark-up"
session of House Ways and
Means Committee held on
February 24, 1976

The purpose of this memorandum is:

{(a) to summarize the proceedings of the House Ways.
and Means Committee on February 24, 1976 in relation to the
amendments to H.R. 11700 made at the Committee mark-up

session held on that date; and

(b) to provide an office record as to these pro-

ceedings, for future reference.

Dr. Woodworth, a member of the staff of the Joint
Committee on Internal Revenue Taxation, made the presentation
of the terms, purposes and effects of the bill to the Ways
and Means Committee. He was assisted by a number of staff

nembers of the Joint Committee, including Mr, Strauss,



Mr. Lieber and Ms. Metzer. He was also assisted by
Mr. Weintraub, special counsel to the Secretary of the

Treasury.

The City's representatives at this Ways and Means
Committee meeting, consisting of Peter Kiernan, Assistant
te the Deputy Mayor for Finance, Bruce Kirschenbaum,
Director of the City's Washington Office, Jonathan Schwartz,
Chief City Actuary and myself, were not called upon to make

any statement. Accordingly, we attended as observers.

In general, Dr, Woodworth's presentation followed
the discussion of the bill set forth in the Joint Committee
pamphlet on the bill, a copy of which is attached to this

memorandum.

Amendment to Subsection (a) (2)

At one point in his remarks, Dr. Woodworth stated
that the November 26, 1975 Agreement among MAC, the banks,
the City pension funds and the City sinking funds expires
in 1978. He referred to Subsection (a) (2) of the bill,
which (before the February 24, 1976 amendments) provided
in sﬁbstance that the City pension funds shall not be deemed
to be in violation of the "exclusive benefit" and "prohibited
transactions" Internal Revenue Code provisions if they con-
sider, on or after August 2, 1975 and before July 1, 1986,

in determining investments, certain matters. These matters



are the extent to which the investments in question will

enable the City to make its contributions to the pension fypgg angSsuve
performance of the City's guarantee of payment of benefits

te fund members and beneficiaries (the "City-survival-

assures-pension-fund-survival standard").

Dr. Woodworth said that since the November 26,
1975 Agreement expires in 1978 (apparently meaning that the
City pension fund purchases of‘City bonds are to be completed
in the City's 1977-1978 fiscal yearj, there was no need for
the Subsection (a)(2) 1986 date referred to above. Accordingly,
he recommended to the Committee that the July 1, 1986 date

- be changed to December 31, 1978.

Whiié Dr. Woodworth was making these statements,
the City representatives conducted a quick discussion among -
themselves as to the effects of this proposed amendment on
the pension fund actions . called for by paragraph 3

of the November 26, 1975 Agreement.

Paragraph 3 relates to approximately S1 billion
of City short-term notes held by the pension funds and the
banks. Under paragraph 1 of the Agreement, the pension funds
and the banks in effect agree to hold these notes subject to
the moratorium and to refrain from exchanging the notes for
MAC bonds under any MAC exchange offer. Paragraph 3 provides

insubstance that after the moratorium (or any renewal or ex-



tension thereof), the pension funds and banks will, by
renewal or exchange or purchase of City notes or by agree-
ment as to presentation of the notes for payment or by con-
tractual deferment of maturity dates, make arrangements
whereby the principal of the notes will be paid off at a
prescribed rate so that final maturity of any note held or
acquired subject or pursuant to paragraph 3 will be no later

than July 1, 1986,

Thus, under the elections available to the pension
funds and banks under paragraph 3, they could be renewing,
purchasing or exchanging City notes (i.e., acting under the

_Agreement) up to July 1, 1986.

Apparently Dr. Woodworth did not have paragraph 3
in mind when he referred to the November 26, 1975 Agreement

as expiring in 1978,

The City representatives decided not to attempt
to interrupt Dr. Woodworth and express objections to his
proposed change of July 1, 1986 in Subsection (a) (2) to

December 31 1978, for the following reasons:

1. Subsection {a) (1) of the Agrecment
provides in substance, among other things,
that the pension funds are not to be deemed

in violation of the "exclusive benefit" and



"prohibited transactions" provisions
where they acquire or hold any City
note the acquisition or holding of
which is provided for in the Agreement, .
or make any election provided for by
the Agreement or perform any other

act provided for by the Agreement.

It therefore seems clear that sub-
section (a) (1) would effectively pre-
vent Internal Revenue Service Ffrom
claiming that any actions of the
pension funds taken up to
July 1, 1986 in relation to City notes
pursuant to paragraph three would
violate the "exclusive benefit" or
"prohibited transactions" provisions.
Thus, subsection (a) (1) protects the
pension funds as to any transactions
under the Agreement and subsection

(a) (2) provides overlapping protection

thereof which is not indispensable.

2. Messrs. Kiernan and Xirschenbaum
had inforamtion to the effect that the
recommendation for a change of July 1,

1986 in subsection (a)(2) to December 31,



1978 was not originated by the Joint
Committee on Internal Revenue Taxation,
but rather resulted from an unwilling-
ness on the part of Ways and Means
Committee members to approve legisla-
tion creating the appearance of long-
term auvthorizations for actions of

City officials in this area.

3. If any need for an amendment
to subsection a(2) appears in 1978,

it can be sought at that time,.

The Ways and Means Committee accepted Dr. Woodworth's

recommendation and voted to substitute December 31, 1978 for

July 1, 1986 in subsection (a) (2).

Bill amendment relating to
Secretary ol Treasury approval
of amendmenlts to the November 26,
1975 Agreement and his approval
of walvers of Agreement require-
ments

Lines 3 to 14 on page 4 of the bill set forth pro-

visions of subsection (b} in general prescribing that any

amendment of the Agreement of November 26, 1975 involving

"exclusive benefit" or "prohibited transactions" matters

and any waiver of Agreement requirements by a pension fund

will not take effect unless the Secretary of the Treasury,



within 30 days after submission of the amendment or waiver
to him, determines that such amendment or waiver is con-
sistent with the "City-survival-assures-pension-~fund-

survival "standard .

On page 2 of a letter, dated February 4, 1876 to
James La Rocca, Director of the Washington D.C. office of
the State of New York, Donald F. Moore of Paul, Weiss,
Rifkind, Wharton & Garrison, general Counsel for MAC, re-
commended that the above-described provisions seﬁ forth
on lines 3-14 of page 4 of the bill be modified as

follows:

"It would be preferable
that any such amendment
becomes effective as of
the amendment or waiver
proviso that it becomes
for all purposes if the

to provide
or wailver
the date of
with the
ineffective
Secretary

certifies within the stated period
that itis inconsistent with the
considerations set forth in sub-

section (a) (2)}."

Mr. Moore, on page 3 of

lines 3~14:

his letter, recommended

that the following matter be substituted for above~mentioned

"such amendment or waiver shall
take effect for purposes of sub-

saection (a) on the date

of such

amendment or waiver; provided,
however, that if, not later than
30 days after the date on which

a copy of such amendment or waiver
is submitted to the Secrctary of
the Treasury (or, if later, the



date of the enactment of this Act),
the Secretary determines that the
taking effect of such amendment or
waiver for purposes of subsection
{(a) is inconsistent with the con-
siderations set forth in subsection
() (2), in which event such amend-
ment or waiver shall not be deemed
to have been effective for any
purpose."

At the Wéys and Means Committee mark-up sessicon
of February 24, 1976, Representative Rangel moved to aménd
lines 3-14 on page 4 of the bill. T am informed that the
taxt of his proposed amendment is the same as that recom-

mended by Mr. Moore.

Representative Rangel's proposed amendment was
voted by the Ways and Means Committee.
City's proposed addition to

Ways and Means Committee's
report on the hall

After the Ways and Means Committee Kag voncluded
its consideration of H R 11700, the City representatives
conferred with Mr. Weintraub,and later with Dr. Woodworth
and Messrs. Straus and Lieber, concerning paraéraph 3 of
_the Agreement (relating to City notes) and the amendment
substituting December 31, 1978 for July 1, 1986 in sub-~-

section {(a) (2).

Mr. Weintraub agreed that subsection (a) (2},



before the amendment, would have given the pension funds
added protection as to transactions up to July 1, 1986

under paragraph 3 of the Agreement,

He suggested that a paragysoh be added to the
Ways and Means Committee's report on H R 11700, stating
that the protection given the pension funds by the bill
covers transactions underparagraph 3. This suggestion

was accepted by the Joint Committee staff members.

Mr. Kiernan drafted and delivered to the Joint
Committee office a proposed paragraph (concurred in by the
other City representatives) to be included in the Committee
report on the bill, ﬁith an accompanying explanatory note
for the Joint Committee staff. The text of this material

is as follows:

"Subsection (a)(l) of the Act covers,
among other things,any exchange, re-
newal, rollover, or reinvestment, as
provided for in the November 26, 1975
Agreement., of City Notes now held
under the Moratorium.

For Report. <Covers exchanges etc.
provided for by Paragraph 3 of the
Agreement. Pursuant to Paragraph 3,
any such Notes, /aftebxpi%ation of

the Moratorium, must mature no later
than July 1, 1986. (See § Paragraph 3
condition {A}"

Peter J. Kiernan
212~566-6722
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Chairman Ullman of the Ways and Means Committee
directed the Joint Committee staff to complete a revision
of H R 11700, with the amendments made by the Committee,
and a Committee report on the bill, by midnight, February

25th, 1976.

Copies to:
MAC and Genceral

City officials Counsel to MAC
Deputy Mayor for Finance MR. Elish

Mr. Keilin 4 MR. Keegan

Mr. Ki€rnan MR. Moore

Mr. Kirschenbaum MR. Thomas

Mr. Lewis

Mx. Wood

Mr., Hartman
Miss Friedwald
Mr. Schwartz
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AL Drecest Bvests ReeatiNa o New Yory Crey's Fisaveran
Ihericrnries

Sinee Mareh, 1975, a series of measures have been faken by the State
of New York. City of New York, conunercial banks, certain pension
and sinking (inds, and the Federal Government to allow thie Clty of
New York to achieve an erderly rationaiizarion of its finances, In

early April, the State provided an ailvanee payvinent of =100 million
to the Ciry for welfare payments doe tndne, 1970, In May the State
advanced the Uity an additienal ston militlon advance payinent for
welfare Dinds doe i 1976, To June. howevers ic beeame appiorent that
the City would be unable to neket ifs seeuritios, The Rtate ereated the
Municipal Assiztance Corporation for the Ciy of New York (MAT)
with the authority 1o use =35 hilllow of s =ecuritivs to linsuce the pue-
chase of (ity notes. T the course of providing the City with a souree
of eredit, MAC ab-o rolled over el of the shorr-terny obligations of
the City o Tonger termn ALY C honds with mstarities of up to 13 years,
MAC securvities debt serviee payments are linnnced by recoipts from
the City's stock transter and =ales tuses. Alsor MAC secuvitlos are
Dacked by the =Moral obligation™ of the State.

Ly aniel=Jubve 19750 MAC swas expertencing difficulties in markering
its securitios. Faced with almost certain default by the Clty, the Stare
legislature passed the Finaneial Fawergeney Act which put together
a w20 hillion financing paekage to neet the City's finaneing needs
through December, 18705, The legislation also created aseven-member
Tmergeney Finaneial Control Board to administer the City's fnanees.
The Beard muzt adopt a three-year {inaneiad plan which moves the
Clity toward @ halaneed budget by the end of the fiseal year (June 30)
1972, The Board mmst approve plans lor decreasing the City's de-
penidence on short-derm borrowing te finance operating expenditures in
the capitul budget, for controliing erowth in expenditnres, and. if
necessary, for froezing ewpdoyee wages. In late Ocrober, 1975, the Cily
presentecd to the Kmergeney Financial Centrol Bowrd the three-yeay
finaneial plan which was subscquently aceepted, :

By carly November, 1975, 1t beeame apparent that Federal agsist-
ance wonkd be a necessary ingredient (o rehieve complete and orderly
restructuring of the City's finances. Also. it became apparent that
temporary reliel Trom short-term debt payments would be necessury,
On November 1TH 1973 the State legtslature passed the Kmergency
Moratorizm Act for New York City which established a conditional
three-year moratorinnm on enforcement of outstanding shovi-term
obligations of the City, The moratoriun beeame etfective only for those
holders of City notes whao are Hrst offered an opportunity to exchange
their short-term obligations for long-term MAC bonds. )

To secuwre additional Gnaneing, the City entered into an agreetent
on November 26, 1975, with 11 New York commereial banlkst five

1 pat Nutioual iy Banl, Banker's Truse Company. (08 Trust Company of New York,
Chase Manbattnn, Marvine Mibdlaw! Baok--New York, Notionat Baok of Nortlh Amee-
tea, Morean Guaranty Urast Conany, teving Tense Company, The Bank of New York,
Mol Curees Hunover Tenst, el Chieaieal Bank,

(1)
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pension funds? fear sinking fupds® and the Municipal Assistanee
Corporation. The apreement of Noverher 26, 1973, wenerally provieles
for purchases amd exchanges of certain socnyities nnder =pecitied
canditinn:.

The penzion Tunds agrend to purchase S2.53 Lillion of serial bonds
of the Ciry nceording to a schedude in the agreement and under certain
conditions, In pavtienlar, these conditions inelude enaeteent by the
State Legistature of loeislation (which was enacted on December 4,
1975 which mdemnifies the truscees and others fromt finaneial toss
arising {rom any =uil resubting feon the purchase by the Tunds of the
oo, or testdting from the sede ol assets held by the fids to
prrchase the securitios. M=o (heir participation s conditioned on @
favorable raling by the Internal Revenue Service, ov the passage of
logristation by the Congress so thad the purehazes do net constitite pro-
Libited 1rnenetions or otherwize adversely ativer the taxequalificd
status of the penston funds,

Participation of other parties fo the agreenent, snost importantly
the 11 commerein] banks, is conditioned on participation of the pen-
sion Tunds,

{ast December the Congress also provided assistance for New York
City. Mter discussions with the Acdministration, the Congress pro-
vided for direer Federsd Toans whieh would he repayable at the end
of each vear to smooth the normal seasonal fluetuations of the City’s
budget receipts in each fixeal year. These loans cannot excevd #2.3 bil-
lion ot any time, The billo TLIL 10481 (Publie Taow 94-143) tools etfect
December 9. 1675, and terminntes June 50, D78,

During December, the Tuternal Revenue Service twice provided
pestricted ~letters of intent 1o rule.” Several of these New York {Mity
pension funds relied on these letters of nfent to purchase New York
1ty securities.

B. Preseyt Lawe Reouinomses ror Searr axp Locan GovERNMENTAL
: Prxsiox Praxs

Prosent Tnw genernlly provides qualified plans with subarantinl
tax benefits, Bmployers within certain limits, are permitted to deduel,
contributions made to these plans for covered employees: earnings o1
the plans” assers e exempt from faxz and covered emplovees defor
payment of tax on employer contributions made on their behall until
thoy actnally receive the benelits, eenerally alter vetivenuwnt when
their incomes aed as a result applicabie tax rates tendl to be lower,
Alga, special [D-vear income avernging is allowed for Tumip-sum
atributions. and certain estate tax and gift rax exclusions are pro-
vided, The eplovers, which are povernments in the case in point
in this legisghation, ave taxcexempt and therefove oluain no benefit
from fax dednetions ar the speetal tax-esempt status accorded trusts
under qualified plans.

Hlowever. the tax benelits for government employees are snflicient to
encournge the wdoption ol qualified plans by governmental units. As

rNew York City Thioployees Retivement System, Bnard of Hdoeation Retirement Hystam
For the €90y of New York, New York City Fire Department Pogsian Pumid --Articls 113
Teachers Retirement Sy<tein for the ity ol New York, amwl (he New York City DPuolice
Ten=ten Fomwl X

ARinking Fumd of the Clvyoar New York, Rapid Pransit Sjonking Pund of the ity of
New York, the Wiater Rinking il of the ity of New York, and the Transit Vallicatinn
Ninking Fuwd o the Clty of Now Yok,
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a result, many govermmental nnits have established retirement plans
designed Lo quetily wder the Tnternad Reverue Code.

Under the code. aquaditicd plan niust be Jor the exelusive benefi
of emplovees mud thenr beneliviories® A plue or trost whicls breaches
the exchsive benefit rile of the code is disqualiticd, T5 w government
plan is disqualified, the special tax trestment for cripdovees wnder
qualificd plaus is denied, In el wease, the einployees wonld be raxed
currentiy on the valne of their vested henetits, the speeiad estare and
gilt tax exelusions would not e avidablesand no special treatment
would be aceorded 1o lnmp-sam dizterihutions,

Under the Tnzernat Qoveme Code certain sanetions also are applied
where o trust engages inoa “prohibited teansaction”™. The Fmployee
Retivement Toeonwe Security et of 19T (FRISA) tightened the
prohibited transaction vequirenient=c but these new vequireinents ave
not, applicd 1o governmental planss There fore, the prohibited trans-
actions of coneern here are only those which woeee aleeady in existence
betare MRI=0 was enacted,

Under the vulex applicable to government plans, a pension (rust
which engages in u prohibited transaction Joses it fax exeniption
(sce. 503 () (1) (13) ). Tor this purpose. a profhibited franssetion is
any transaction in which the fro tends any part of irs income or
corpus, without the veceipt of adequate seeurity and a veasonable rate
of interest. to the crewtor of the trust. to a person who has made o sul-
slantial eontribution to the trust, or to eertain other persons, A trust
may alzo hreach the prohibited transaction les, for example. 1 it
malkes any =ubstantial chase of secnrities or any other proverty
for more than adequale consideration in money or money’s worth from
such a person or if it engnges in any other fravswetion which resnlts i
a substantinl diversion of its income or corpus to such a person (sev.
503 (b)),

Generally, the Tnternal Hevenue Service has (reated o tranagetion
which vielates the prohibited transaction rales as a violation of the
exelusive benelit rule. As indieared above failure to nieet the exelusive
Benefit vule also ean ennse the disqualifiention of the trust and the plat
of which the trust jga part.

O, Provrnears

Severnl ol the steps inken by the City of New York to remedy it
financial condition involve Clty pension [ands Under preseut law, the
ability of these funds to asaist the City without endangering thei
quatified starus depends on the anplieation of the exelusive benehir
and prohibited fransaction vules, For example:

(1) Under the agrecment ol Noventher 26, 1975, Hve New York
City pension funeds beemme ohligated to vetain certain seeurities of
the City of New York and to purchase new debt of the City (ol in
some ciretnstancees M ACY, 10 may he aveved that by entering into the
agrecment the fnnds violated the exclugive benelit rule,

L egrther, o trnst dues not quatify nnless, nmier the teist nstrnment 3 is impossible,
b way tme prioe oo rhe stilsfaction of all linbilities with respect (o emplovees pmd theire
beneliriaries uider the et Toe any it v the carpus wr o baeomy io be owithin the
tuxahle yenr or theroafteri gsmd for Cddtverted oo psteposes othiep than for (he exelisive
Penefit of his cuployees or vhele brae rivs, CRves HE a0 )

S e comparable peovisio : ried by the Department of Labar are

0 = aihednise
sliiilarly tnnpplicable w seoverstetiab plones VRSN Sees By ().
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(2) The fands may also be found in violation of the exclusive beno-
fit vule if they relain City securitios as required Ly the noreerment
of Novewber 26, 1975 beeause it can be aroned that this retention
is not for the exelnsive benefit of emplove - in order to permit the
trustees of the pension funds to fake factor sher tHhan the exelusive
benelit of cinployees o account in deteriis o or fund ivvestnents, on
December 1, 1975, the Stale of New York adopted legislation permif-
ting the trustees to tuke o accomt for nivestmetn purposes the
extent o which investments will maintain the ability of the Ciry of
New York {1} to make future contributions to the relirement sy -
tems and funds and (2) to satisly its Tutare obligntions to pay pen-
ston” and retirement. henetits (o members and beneficinries of those
systems and Tunds, The Teglslation also authorizes the frustees to e
into nceonnt the exvent (o which investments will proteet the souree of
Tunds to provide retircioent benelits Tor menibers and beneficiaries of
the refircment systems and finds, 1§ these factors ave (aken into
aecount New York »tate kow (hut not Tederal law) in effeet permits
them to depart [rom the exelisive benefit rule,

(3) The agreement of November 26, 1975, requires the fnuds to
acquire New York City (and i some ciremmsiances MAC)S Ta
acquire the debt pussuant 1o the agreement, it is understood that
the funds have been required (o lguidare some of 1heir tuvestments
under nnfavorable market conditions, Tn addition, the lignidated in-
vestienls may have been more advantageous to emplovees than the
New York City or MAC debt. Under chese eiveamstanees, they iy boe
violating the exclusive henelit rule, .

() The New York Ciry «dehi to he avquived by the funds is hacled
by the eredit of the Ciry, Questions inay be raised as to whether the
security for the debtisadequate in view of the City's present problens,
especially sinee the Tnferiad Revenue Service has taken the busition
that. the pledee of an comlovers cenera! assets does not provide
adequate seenvity for prvposes of the prohibited transaction viies.:

(5) TInoaddition, funds available to pay off MAC bonds are limited
to funds appropristed by the State of New York, At least two of the
fiands were created by the state of New York, Tf the MAC bonds are
not backed by adeguate security. their ncquisition by these funds will
violate the prohibiced transaction rules.

D, Bl Beronr Coddrrrree

Mr. Rangel, together with Mr. Pilke and Mr, Conable, has introduesd
a bill (H.IL 11700) permitting the five pensions funds to earry out the
provisions ol the agreement of November 1975, without heing consid-
ered in violation of the exclusive benefit or the prohibited transaction
rules. :

More specifically. the Dill provides that a pension plan or truse
which, on December 5000975, was a panty Lo the agreement of Novernber
26, 1975 (and wny trust forming a part of sueh a plany will not be
congidered in vielition of the exctusive henefit role or the prohibited
transaction rules of the code merely becanse it: (1) enters into the

4 Beglnning Angust 200 18750 the funds aequired MACQ deht which, ns of Novomber 24,
1073, nmounted to X665 mitliown,

? Hev, Bul TU-131 197051 OO 185 The ruling doss uof spaelfically 1efor to an employer
whileh is o governmental anit,



o . -~ e A4 Py

5

Noveniber 1075 agreement oragreesfoan amemwdinent to the agrecmoent.
(2) Torbenrs fron anyact prohibited by hat agreement, (3) acquires
or holds any bond or note 1ie acquisition or Lolding of whiel, 15
provided for Ly the aareetnents ¢y makes anv eleetion provided for
by the agrecmient, (5) Execntes »owaiver of any rerquireinent of the
agrecent, or (6) perforns any other act provided for by the apree-
ment. Inaddition (hese Plans or teoses ean cont inue (o hold sty hond
Ornote acquired ar held purswani to the rrrecment aitee the expiraiijon
ol the agreement, As g vesult, the bill wili o uncertatniy us to
whether these ety tor forhearance) violute the exclusive bendfit yule
orthe prohibited transuction riles,

Even with yespoet to riensactions not provided for by the npree-
ment the requirements of present {nw as to the exelisive Benelit
role and the prohibited fransaction rules are set pside only to the
extent these investments wii| matain the ability of (he City of New
York to make furnpe contribitions to (he plans and trists and to
safisly Qs fute oblizations t, Dy pension and vetirement benelits to
members and heneficigries o f the plans and rruste, The bill would also
authorize the tristees (o oo into acconnt the extent to which the in-
vestments will protect (he son reos of funds (o provide refirement hehe-
fits for menihers and beneliciaries of (he Plans and trnsts, These fae.
tors, which corvespond o the test in the Now York Aet of Decemn-
ber 4, 1075, require a halancing of the interests of the employees (and
their beneficinries) and the City.

The factors set ont ahove may be tiken into aeeoun during the
Peviod beginning Angust 200 1075 (ihe idate MAC honds were first
acquired by the trust<) un ending June 30, 1986, Also, the bill pro-
vides that the exelnsive hevefie rule and the prohibited transaction
rules will not be violated i, afrer June 30, 1986, the frustees consicder
these factors for prrposes of determining whethor 1o retain invest-
ments held on June 30, 1926, Beeanse the pension Tunds purehased
MAC bonds before (he Jate of the agreement, and these puechases
were not provided for by the agreciuent, the hill additionalty provides.
the acquisition or holding of NLACY honds on or after August 2001075,
and before Novemher 96 95, e 1o be considerod acquisitions and
holdings provided for hy the agreement.

The bill provides specinl rules with espect to amendments of the
agreement and waivers of requirenents of the agreement, Under tHhese
provisions, if an awmendineni ol the agreement relates to activity (or
forebearuncey descriled m the hill. and e relevang i determining
whether the exelnsive benefit rule o1 (he prohibited transaction rules
of the code ave satisfind. 1he amendnment is to be considered n part
of the ngrecment deseribed i the Bill if within 20 days after the
amendment i= subanitted (o (Lo Secretary of the LTreasmesy (or 30 daps
after the dale of enactment of the hill, i later), the Seervotury of
the Treasury finids that the amenduient js not inconsistent wiih a
balaneed policy of protecting e SCCNTIY of emplaveas henefits and
improvine the finaneial vondition of he City of New York, Under the
bill, anv of thege aendmenis pugsr he CONSIstent with (he policy of
maintaining (he ability of the Ciry of New York'to make future con-
tributions ro the plans and trrsts and to satisty its furyre obligations
to pay pension and retivement benetits (o members and henefieiaries of

I
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the plans and trasts, Aol an nendment nst be consistent with the
policy of profecting the sonrees of funds 1o provide retirenient benelits
for members and beneficiacies of 1he plans and trosts, (Fhiese are the

same factors which the plans and trost= may f()lhi(l(‘]‘ I making -
Vusrm{n! deci=ton=) Similar riles wonld appi\ fo waivers of reguire-
ment=s of the agreement, Of course, the faet that the hill does not rec-
ognize these amendments and waivers without the approval of the
Secrelavy of the Treasury does not prevent them from being effective
for other purposes. '

To lTimit the diration of the =peeisl rules provided hy the hill, the
bill [)m\ idles that o amemdment ln the agreenent which has the eifect
ot extending the expiration date of the agreement o a date later than
June d00 10560« to he ree U"'iii:ft dlor purpeses ol the bill,

Alro, the bill provides that the peision plans and trusts e to Fuee
nish to the Sceretary of the Treasury a copy of their annnal reporis
filedd with the New York =tare bisurance DeparGnent For el ftseal
year heginning wfier June 30,0 1975, and ending heifore July 1L 1n=6,
These reports are (o be filed with the Seeretar v of the Troasary nol
Tater than 30 davs after the date the reports are filed with the New
York State [nsuranee J)(\pulmvnl B addition, the i provides that
the plans ave to furni=h the Secretary of the Trensnry with <uch wddi-
tional information as he mav reasonably veguive. The additional in-
formation could e required at more Tvequent mtervals 1han rhe re-
ports. X copy of each report and the a (|l‘[()llll mformation Tormished
to the Seeretary of the Treasuey i also to be furnisiiend 1o the Chalr-
moan of the © mnlm(lm' on Ways aned Means ot the Tlowse of Repre
sentatives and the Chairman of the Committee on Finance of the
Senate.

The bill will be etfective on and afrer Angust 20, 19735,

o



AT e A i e Bl P

oot £ P I

e AR e i o

o i Tt i

i b s A AR i e A,

vE

JRCEEURRRLITIP

s

e T a3

1396

sitlon. As In the previeus exnposition reso-
Jutions, this measure docs not nvelve
any Federal expenditure for, or poruict-
pabion in, the exposition, )

The UmLM Hrates romains the most
fmpostant produccer ol Inachinsy, new
technology, and coguipmenti jor ihe Yol
troleum industry. In Myt of the ever-in-
creasing cosls of imporied fuels, iL is in
the juserest of all Amerwans Lo provide
an arens for as ir Sroveisn b
possible, therchy eninaneing o be
of payments, In the past whese ¢
tions have genevated 1:1.);101"; 6f o7
i sales of American indusirind

Tlor these rensons, ol
all my colleantes 1o join mtr'
port »t o 1 :
NOIEDTLTOVE
recoginiion of
Jeum E-::«.pm;it.mn.

My, IDIGGS. Mr,
furiher

14

v, T urg
e 13 BUD-

cpenkior, T have no
requesis for lirue
The SPHAR T, The guest

ion is nn the
motion offered by the genteman from
Michignn (air, Drgess (hoab the Xiouse
guzpend the rulcy and puss the yoind
resolution (.0, Res 298).

The questiont was iaken; and ({wo-
thirds having voted in fevor titereot) the
rules were suspended and the joing ress-
lubion was passed,

A niotion to reconsiier was laid on the
table.

WMy, DICGE, My,

Snenker, T ask unan-
imous eonsent thoi the Committee on
Intevuationnl Relaiions e dischar
from fiprther consmvr.mon of the S
jolnt resoiution (5.7 fes, B35, au
fzing the President (o imvite the giades
of the Union and fereian uations to var-
{icipate in the Interpational Pelroleum
Expositlon to be oo =i Tulsa, Ohla,
from May 16, 1876, throvgh May 22, 1874,
and ask for its immcdie te consideration.

The Clerle read the title of the Senate
joint resolution,

The SPRAKER.
the request of the
Michigan?

There sas no obisction,

The Clerk roand the Senale joint res-
lution, as foilows:

3.J. Rus. 5y

Eesolned by the Senate and Howse of Rep-
rescntatives of the Unifed Sictes of Amesicd
in Congress o tfed, That the ident
of the Unitad s .r.ut,hnu'm(
guested to inyvil s vaveh
other manner a. er, T
Statea of the U 35 Tol L T

icipate In Ferrolsim

ta w
frora Wuy I
for {he P
equinment,

1= there objection 1o
zenileman from

o forepm

Tt

a0 el ML Re
roiaueiner b
Lign of
commoerse

and
seliens for the s
domestic  trade  and
producis,

The Senate jeint  resolution  was
ordered to be read & third ime, was vead
the third thne. anc povsed, snd 2 motion
to reconsider w l o e tabile,

] yoooluihon (117,

[TCERARES T AN

GENLRAL LI'AVE

My, DIGGS, Mr. Epeaker, 1 ask unatii-
mous consend that ail Members muyy hava

CONGRESSIC

produeis.

B lecisintive daya i wluacls o revise and
extend their remarics on the joint resolu-
tion inst o
T izr: 51 MAFS} R Ts
the request of e
Iichig :
There was uo objeetion.

there ohjection to
veniieman  [rom

L L Y

MIESSAGH FROM TIHE PRESIDBNT

A megsnze i owriling [rom the Proci-
dent of the United Stutes wos coramuin-
cated to the Iouse Ly My, Morks, one of
his vecretarics.,

B s e L P P —

JE['[A".! NG TO ANTALT l’!()? ‘% }'BY
B i‘\" [JL'

AN S L S
VIO AL mul‘T,

Mr. ULTRAN,
.:uspcvd the
OO0 reloin
mn provisions of
Code of 144 1o s
oertain public enmioycc FOlirement sys-
teins created by the State of New York
or any ol is political snbdivisions, us
amenaed,
The Clerk read as follows:
IR, 10700
Be if endeled by the Sciare and House
of Represznlogives of the Uniied Stofes of
Amerved in Gongrasys assemb Ahat ()
AUV DPeislon pmat or brunt owe o1 Tl
[HO (T 5. 1070, wa DALY 1 1 nended
and e ted ngreameias of Novernboer 26 1575,
sC6 1orth on papes BTSN, 8 S%0onned H21310
of tho Conraesionad nebnsliod on
il aay ¢ ¢ oo opart of
B snall mot oe vo rerd e fadl
o Ly the reguireients of sestion <01
(a) ©f thoe Inbornal Revenns woie of 109064,

AT er, Tomove 1o
e Jatl oL,
11 Of ¢Or
1 frevenue
eviinns by

&
Lofeve

Hon 03 (hY of stlen Code mersy beeanse suiel
piuft or trast does sny or all ol the Tok-
Iowing:

(13 ¢AY  enters Inte sueh apreement or
cd Lo say pmendment ol Agreenient,

{31) forebeary from any i probihited by
Kaeh agreerneit;

[{Sh I e or holds “.W onlipation ihe
seguasivion or holdiag G providoed
for By atch azvevmnani;

[§23)] ; iy elo oo previded for by
sueh 4nr

ap

i

10l
vaiyar 00 ARy renquirement

SUOTL foares
el ar hield
s T
any piher

.ut provueed for

ol

Gl el of

. ¥

{1y ape faoare contithubions to the
plan of trust, and

(1) to tinfy s future oblipatiens to
pay  penslon and vetlemenc  bencits 1o
memhers sd bevelictaries of sueh plan or
trust, and

(13 croleet e sourees of Dadds 0 pro-
vide retirotoent henents for members pnd

et TELI L Gl

qm [
, the o e
sdion of 1ho

Iaclors snmeratod Jn pais:
Yrow purpeoses of e
flon v holdlag of

ONAL RECORD ~ HOUSE

Mareh 1, 1970

Municlpal Asslstahco Corporatlon for Ui
city of New Yorlh on or after Augilst [
1075, and bkefuore November 26, 1976, -
sonsldered wn acguizttion or holdine poee
Lk for by euch agreement.

() Io the ense of-—

{1} auy aipendment o the agrecmivry de.
sorabed In subsectlon (») wihach rel
1he applleatlon of the factoces gel v
subcseetion fa) to tie regqubremenis of e
tioir 4001 or S03(h) cl the Tntirna! Deve-
nide Codde of 1954 nnd which 18 adoprerd aftor
Lovoember 5, 1375, and

(33 any walver of any requiremean:
agreeraent by o plan or trust alter Deciniier
5 1995,
siich amendmoent o walver shall inkha eifeot
Tor purpases of subssetlon {(a) o the date
on which o copy of such amend
ver is submitted dirceunly to L
i the Tressury; coreopd Lliat, §F i
wery deterpnines, not Iater than 30 e
sugin Gato of sabm (or, & taoer,

fohie

uate of the exactiment of this Act) 1

teking etfect of such '1{11"\’111\(,1,1‘, i

Ior pwrpores of suoscotion {a)
sizcent wlih the oot araLlons aei o
£ tlon  (a){2), such  amendoieny  or

r shall not he deemoed to have been
eilective for any perliod for purposss of
sectlon (o). No amendment fo the
mieitt whleh hag the cifect of extendi
expiration date of 1he agree
fater thun Deceraber 81,
effect for purpeses ol subse
(¢) ‘The trustecs of each pension plan or
trust deseribred in subsection {a)y shail Can.
ish & copy of Liwe annual reportd filed by ¢
plan or trush with the New Jork &8
ance Deparsimatin for each disca
vlan or trast erinning afier Jlu I !fl
and euding with the lllbt dsenl yea
there wre no obligations with 1o
which subsection (o) appies, to fnp
tery of the Treasury not later than
witer the dule such roport {8 ded w
New York Sialwe Insaranen qulmw
ahall furnish suceh ag
oiher Intformaticn as i ».)HI‘(,{JI‘ of
Troasury may rofsonuably reguilzo. A
of each such report L he furnistod by 1
Secretary of tha Tlreasury to the chuairims
of thie Commlited on Wavi and Means of tha
[Touse of Representatives and b charrman
of the Commitien on Pinrngee a1 the denote
) e Beorsafary of Lo Tresdary or hie
delegnte 3 suthovized (o preseriise T
rz:g_m‘::ltimm as mng i i

3

11 ne tﬂ!‘(‘uiw‘ anoAnG after
.e‘.u:_:u:t ?(J, 19?\4‘

The BPDAWER., Is a second de-

My, C ONABL“‘ hi%
seeond.

The BPHMARIR, Without objosti:
second will be cmmidcrm Wy Orierec,
There wis no objeciion
The STRATRER. The Chair reee
WG slenian lrenr Qreogon
4,
VTIATAN

v, Aueaker, Udemand

anled and ©
whid entong b

P st L(J e
ks

pr, ULLATAN, Jr. Sneaner, LR,
11500 1s dae ’Iud to compluee tie Fed-
cral Grove sty role i ST T

avir to cehies
ol ite Inonce
Tive

city of N
restruciiring
The i1 allows

an o Grders

GyeTRher 26, ki,
the penalon faonds
Lo assist vhe

tlmt m',m 1 ;
pare of their conuvliment
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v, npreed to purchinse $2.53 b
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esiate and gilt o

L1 by

of the neri-

would nol booond : SR ane for ’ha
suni distribubion s oy L'1 to niciia

ol “"l ATt
The,

Under the asrecrne:s, i‘-u nen
need not buy {hn
dqoliate eilher of thoe
ax lews, Then, e
muake thoeir prechn: ]
ao nol, and his wontd e
the whole Dlan jor the
Vork City hord
The Teal.latwon
sion plans Lo ensone
trapsoevions  withos
tax statns of the y
into the Novemboer
seeond, Lo aeniice foa ;
der the amreenient; “urd 10
tions and woivers undar the amox
and, fourth, to periorin ol
vided Livy the noreemont.
lation pevmits the bl
naneial condilion of the civy m o uf‘u)u' t
in making invesimont 3
Armendments and s
of Lhe agreement w
stonbns of the wrn--
approved by t
ury If found m be i
purposes of the
tary has 30 doavs receint of such
proposed omend or walvers and
supporting materinal (o make Ltz dow
termination. Also, resorls to the Ireas-  Coledcnn with respect to (s
ury and the Consvess must be furnisiied  ean Buob what we have org us here
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pension pinnsg Lo vavriods LoLobeve e
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Mr. BAURMAN. bip
pentleman from Oregon
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TLTIAAN,
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to work., And I inick that tha Conrress

owes 0 Lo the ey of New York ard to
il of the participants in that arresmi et

to vass this 15‘{;}'".“7“()*] al 1
an epporiunity to work, The:
orobioms shend and there gy hove to
La 1 wther tizhtening in the peviod anhend
tay I othink that, i the coonomy eon-
ti:me:‘; oy impreve in the same s
ooy for e mast zeveral?
THAN enn bhe macie ?0 fWelvd

give 1
¢orEsY b

o ad v Vo
noL 'i'LMc an serion o
in ithe past L); UG .mut Lo osrg
it will v )U'- Ioihink wo oy i 19

tien Lo noes
give the

YL 1,.\
,:Tf"]i.‘e'r\ )

g lesisiation and ol oot
n s ononrtuningy i,.) WO
(‘*‘T. My Spenier, will

1 P ow

> copnt lh‘l Oﬂ

N

W pealiar, In firiher reano i
"h-_: ,'m of the gentlennn from
LT Vi lraatess of the tive v

I'H.'ul\. a4 share
1h

it the fuuds
f‘.:)d, furilioy, {heep &
Tion 1n their minds os Lo wihisther or aof
the purehase of the municipnl oblioa-
tions in fact vielsled the exelusive benes
A% mrle and othor provistons ia tho In-
ternal Revenue Code,

The pm‘t‘f‘jmuio;l ui the pension hmri"
was made with the wnderstauding
the purehase weould noet jeonardi
tinx mupt s e Inteon
ice rnted letlers n[ i
Lotuion funds retied

CEr
daons,

o thint hord s
¢ol O arohabiled b

Wi then dotermined Ut ee
action would Le necessmy Lo s
leas of x gunlified status of the
Funds

The Congress manilested

53180 the city of New York in De
when we adopted ¥1.00. 10491 provieing
up to 2.3 billion in Federal loans to tie
ey, i A iz a noens
»of mnasere
W renliz
UroLo soferidy

nensicn

Mrandeinag
EIAC— e
“-"Jvm‘lhi'v
oul nniongr Lt,n,,n
‘.sz of Now
Turds o nie

E?
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Peaniol i,
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ngrecmernt pmvidcs for the purchase by
those pension plans of approximately 82.5
biillion in bonds ef the under cers
tain conditions,

Those conaltions have ineluded: Tirst,
enactment, of dircet Foedern! finaneial ase
sistance to tho cily: gecond, entctment by
the State of New Tork of lenisistion in-
demnilying the wustess of the penson
plans and olaers mm Al fine mcuﬂ loL.s
arising from stits =temmn
chase by the funas ol svch o
tions, or from the sz Cnsnet
funds in orduer to moka i
third, receipt of eiy

At b
ity

from the Doernal 01
passage of apm'mmﬂ'e :c Todion by e
Congress, o the ¢ such oy
clinses wonld nob oo arobdniiern

wactiors” or o1l
verse Iimpooh yoon o i B
of the pension Tunds ule e Tntm'm‘
Reveroe Code. Pardiciymiion of the athor
‘parties Lo thie agreement, particularty the
comumercial banks, iz conditional upon
participation of the pension 1uds

In early Sccomber 1075, the New York
State Legislature passed the approprinte
legislation  indemniiving  irustecs  and
others, ss requived in the ginent. Also
in December, Congress provided Snancial
assistance to the c:'..‘« of New York to
smoolh out, by direc, Foderal loanz, sea-
sonal fluctuations m the cuiy's midget 1o

ceipte during tive flscal year. Lzst vhe
Internal Revenue Scrvice provided re-
stricted “Ietteors of intent to rale’™ in De-

cember with respect Lo the poquisition
by the funds of additional New YVorg City
dobt securiticos.

'This lex wLion is nece
permit the Tunds to U the city withe
out endangering their tox  gualified
status, Specfically, a quahficd plan under
the Internal Revenne €ode must be for
the “exclusive beneiil” of employees and
their beneficiaries. 17 o vlan breaches this
requirement, it will be disqualified,
Bhould the New York City pension mlans
become disguadilied, their speeial tox
treatment would end and employvees
would be taxed curronvly on ithe value of
vested bonoefits, speejad i e and gt iax
exciusions would not o, andg
lump sim dispribg be o¢-
corded no spaclal tee

Also, under rules
ment plans. a pension
gaged 1 p “probhbited  transageiion”
would Iose its tax evempto wh pro-
hibited transactions would fuelude any
in whicl the trise leancd ony pary of i
Incoine or its prine WLTALD T *mv--
ing edenuate xecw ov i

ate of inlerast, to e Q% Coof U
Trust, any perzen who boad noud u REESA T
stantial contribution io the trust. nnd
to certein olher persons. A fund could
also breach these ruics by pureliasing o
substantial ameuncs securities ov other
property for more than adequate cunsid-
eration, or by encuaging I any sction
which resulted in Datantlul diversien
of income or prineiyal. {0 such 2 person.

(m.n the ]“HLE‘”")\h“) botwern those

1y in order to

alme

AT,
Mpiicaile o govern-

fund which en-

RUTY el

questions regarding \\hethm' ar not Lhc-

CONGRESSIONAL RECORD —— HOUSE

elustve

Eranspetion”
niwe Code ha
thewn auestlc
e Loy ;
sl Tty ave foeced w
difffenitivs  in werforp um o
asveement, ¥ ther are Lo et in w vigs
et munner 48 Nduciaries. The State
Gf Wew York has Jum(h' r.dc Grtod Iegis-
Jotion whieh periin e ; L b

benesil! or  "prohibiied
iies of the Interst
d bean viotuted

Ll

111'0 ACCOUnt Loy e (R PTERY
Haetars otiler mm e exclasive ben

ol thae cmple Lachings the exieng
Ly which hnwvesin BVhrAgant to e
saorecieddh WL mininiain e nbiity of
e iy of New Yorl s omoake futare
\'J;‘lAlud“( ms bt {he I‘("i;(‘htnl SONTH

axdd fooenis

s nf Lthe sy:
‘]\\(h\\ r¥

(-‘-'ro':i g
stunees, I helieve onnt

[SITRHIE
S Costgress must

(mopt s 1(‘"131.1'[(1}1 noorder to per-
mit the pension fu: nocontribute Lo
Lhe (1t01t Lo Liprove New Yorl Cil

Lation 15 re-
q utred m or (lm t) mt mo 11 0l e
ersl nid to York witiehy thie
Conaress adopted in December 147 vy
e Jnnnmn\nwd and New :
Daarcim afiairs woved towa:
responsible haris.

T would like Lo midke elear Lo iy fel-
low Members of the House 1hol (s bil]
annlies inot > spoctiie errcvmnianes
only, and thal Ve commitiee i not ree-
ommending any policy decidion wit re-
pard Lo exemplion of ary other $CI-
sien {unds, puplic or privake, from the
“exelusive benefit” or the “prohibired
Traasaction” rmiles of the Internal Heves
hue Code, More plainly, this bill should
not be vecarded s precedent fer oiler
tlors, 1 oege ils poassape,

c ULLAAN R rooLovield
tinte as be may consume 1o the
an from New York (0 Rakces?,
BRANGEL acked ond was given
ion to revise and his

oy

ud1

i

sSit

slich

prontiem
(NI,
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1
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POTLLION AN Eoeure Tinancing (o nreveng
derault ol the v v inle 10 i rostrue -
U s sea) sy stem, The participniion of
mc' pension funds was made with the

= purchase would
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transactions, Ib was then intmr'nnmi
hab corrasnional netlon wonlkd he nee-
ESOrY 1o avert the loss of lax qualif
status of the porsion D

The Conrress mam 4 its indert g
assist the clly of New Yor® in Decoms
ber when we adonted 1L, 10411 1OV i~
B un to 0.3 hillon ia Todere! loapn: i
the oity, TLH. 11770 i3 o SEOTY DTt o)
the tot:] peckace of o Lo S!t\‘t‘. e
ity avin, Thn b s otioe Tl
sunport of the Freasury. T uroe KRN
2ive 1t your suphort.

GENETAL Y Favi

Mr., ULLMAN. Nr. Spoaker. T ok
unanimous consent that all Members
oy hiave § 1«W1'..r.two davs i whirh g

A i their vemnrks on e
nLiv undoer considere ting

The BPEALR. T Lhore chiection fa
the request of ihe L,cmknmn fronm
Orepon?

There wos 1o objection.

The SPEARETR. The guestion is an the
motion offered by the geatleman from
Oregon (AMr. ULnman) that the House
suspend the rules and pass the Lill H 2.
11700, a5 omended.

The question was fukorn.

Mr, ASHBROOK. Mr. Spealker, 1 ob-
ject to the vete on ihe ecround that a,
Gguorum is not present and make Jhe
point of order that a guorum is not pres-
ent,

The SPRAER,
is nob present,

The Sergeant at Avins
sent Memiers,

The vote was taken by elecironic de-
vice, and there were—yeas 208, nays 45,
not voting 89, as follows:

[Roll Wo. 73]
YLAS—-358

reo o

Ividently a guorgm

vill netify ab-

Ahzug Cederberg I'orsyihe
Addiims Chisholm frountain
Aaidabha Clausaen, 7 :on/el R
Alexundar Daon i, g
Allen Ciay
Anthra Cleveland
Andersou, I, Colien man
A p(lrc . Conable Ciion

i ¢ Gonealos

Gradison

Cintver
Hueedorn
H ey

o nnl:‘.
Dulintrs

Broomiiold
Trawn, Aeely,
Brown. ¢

ew 4*(!
tlowe
Hubbard
Halxhe:s
Hungaie
Hyde

v lm"d

Jhio

1-. Ivnn

Canwick
Fincdlew

n‘l_, ut.
Fard, Mich.

Jones,

Ok’.h
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i that 3
make the
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o =dan
yoarth

t 'mmm
Lent

Lavitas
1ioyd, Calif,
Linyd, Tenn,
Leng, L,
Laong, M.
[\l'.\ll

MeFail
AiEay
MaKanney
Lindden
Madizan
Mazuire
Mahon

M Maren

l{athis
Mazsoll
Meods

CMoicher

Lleyner
Mosvinsky
Mikva
Aiford
hliller, Culif,
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Local 2, Amarican Federation of Teachers, AFL-CIO L fﬂ te
280 Park Avanue South ¢ S "

New York, N.Y. 10010
(212) 777-7800

. o -
United Federation uf Teachers ., .. . ... . 5.

Statement Presented To

HOUSE WAYS AND MEANS COMMITTEE
In Support Of

H,R, 11700

February 23, 1976

My name is Reuben W, Mitchell, I am presenting this statement
in behalf of the United Federation of Teachers. I am also a trustee
of the New York City Teachers' Retirement System elected by vote of
the members of the System.

The United Federation of Teachers is the collective bargaining
agent of the teachers and the related professional personnel employed
by the New York City Board of Education. Our members constitute the
bulk of the active and retired membership of the New York City Teachers'
Retirement System, We are very much aware of the value of a sound
retirement system and have worked zealously over the years to strengthen
it, In supporting the legislation under consideration here today, we
are primarily motivated by our desire to protect the interests of the
teachers as present and future beneficiaries of the Retirement System.

As is well known, on November 26, 1975, we became parties to an
agreement between the Municipal Assistance Corporation for the City of
New York, various Commercial Banks and the New York City Pension Funds.
Part of the agreement committed the New York City Pension Funds to
invest $2.5 billion in Municipal Assistance Corporation bonds and/or .
New York City bonds over the next 2% year period. The completion of
this agreement was a pre-requisite to the enactment of Federal legis-
lation to advance certain short term loans from the Federal government
to the City of New York. Subsequent to the agreement, the Congress of
the United States did enact the aforementioned legislation and our
President did approve it and we are now operating in comformity with it,

The trustees of the Retirement System did not enter into this agree-
ment lightly., We did not seek the opportunity of investing a large portion
of our assests in New York City obligations, However, life presented us
with the alternatives of fiscal bankruptcy of our City. We were forced to
extend our concept of fiduciary responsibility to protect the source of
future contributions to our Retirement System. Were this source of funds
endangered by City bankruptcy,the interests of our members as present or
future beneficiaries of the Retirement System would be jeopardized. The -
New York State legislature, in a special session in December, 1875, enacted
legislation endorsing this extension of the concept of fiduciary responsi-
bility. The United Federation of Teachers did, likewise, endorse this
concept,

A stipulation in the agreement signed on November 26, 1975 provided
that a pre-requisite for continued investment of pension funds be that
"the Internal Revenue Service shall have ruled or the Congress of the
United States shall have provided, that such purchases of obligations by
the Pension Finds nursuant to this Agreement shall not constitute prohib-
ited transactions or otherwise adversely affect the qualified status of
the Pension Funds . . . ' [7 (e) vi]. Were this stipulation not met,
all our joint efforts to avoid New York City bankruptcy would be nullified.

We believe that the provision of the Internal Revenue Code regarding
prohibited transactions are wise and salutary. We would not advocate that
they be weakened or repealed. However, we do advocate that where excep-
tional circumstances involving a large and damaging impact on our social
fabric do arise, that these circumstances be examined on an ad hoc basis
and special provisions of the Code be enacted to meet these exceptional
needs., We firmly believe that special circumstances do here exist to
modify the Code to enable the New York City Pension Funds to fulfill
their part in the agreement of November 26, 1975 without endangering their
qualified status.

We, therefore, support H.R. 11700.

Submitted by
REUBEN W, MITCHELL
in behalf of
The United Federation of Teachers
Local 2 (A.F,L.-C.1.0.)

w Affiliated with the New York Stals AFL-CIO, New York City Central Labor Counoll and the New York State United Teachers onq.
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PAUL, WEISS, RIFKIND, WHARTON & GARRISON SIMON M. RIFKIND

BT eI D

W EWIN

345 PARK AVENUE NEW YORK. N.Y. 10022 MORRIS B. ABRAM
MORGECAI ROCHLIN

. PAUL J. NEWLON
TELEPHONE {(212) £44-8000 CABLE LONGSIGHT, N, Y. JOSEPH 5. ISEMAN

TELECOFRIER (212) 644-8202 TELEX 12-7831 #ﬁl'\éggoaﬁléEc‘?{ISEORENsEN
MARTIN KLEINBARD
RICHARD H. PAUL
NORMAN ZELENKQ
RANDQLPH E,PAUL 1946-1958) JOHN F. WHARTON JOHN E. MASSENGALE
LOU'S S.WEISS (1927-1950) LLOYD K. GARRISON JAY TOPRKIS
COUNSEL EDWARD N. COSTINYAN

ROBERT H. MONTGOMERY, JR.
JOHN C.TAYLOR, 3%
BERNARD H. GREENE
ERNEST RUBENSTEIN
ALLAN B. ECKER
STUART ROBINOWITZ
JAMES L. FPURCELL
ARTHUR KALISH

DAVID T. WASHBURN
BERNARD FINKELSTEIN
ARTHUR L.LIMAN

SEYMQUR HERTZ

644-8662 February 20, 1976 Saren R LEnaroT
GERALD D. STERN
ANTHONY B. KUKLIN
MARTIN LONDON
DAVID G. BRODHEAD
PETER R. HAJE
LEONARD W, QUIGLEY
ALLAN BLUMSTEIN
MEALE M. ALBERT
JAY GREENFIELD
KEVIN J. O'BRIEN
ALFRED D. YOUNGWOOD
DONALD F, MOORE
JOSEPH E. BROWDY
SIDNEY S. ROSDEITCHER
ROBERT L. LAUFER
ALLEN L.THOMAS
PETER L.FELCHER

WRITER'S DIRECT DIAL NUMBER

James Keegan, Esq.
L] L] L] 3 TE - = R
The Municipal Assistance Corporation Do0ITE & fhover

RICHARD A. ENGELMAN

for The City of New York GEORGE P. FELLEMAN

STEVEN 8. ROSENFELD

2 World Trade Center -
45th Floor MEMBER . C. BAR ONLY
New York, New York

Dear Jims:

Attached are three final copies of Herbert Elish's
statement. Please note that in addition to the deletion you
suggested on the last page, we have added the clause that
begins with the words "with the consequent loss" at the end
of the first paragraph on page 4.

Best regards.

Sincerely,

Donald F. Moore

DFM:Ja
enc.
By Hand
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JOHN F. WHARTOM
LLOYD K. GARRISON
COUNSEL

February 19, 1976

Hon. Herbert Elish

Executive Director of The Municipal
Assistance Corporation For The City

of New York

Two World Trade Center - Rm. 4540
New York, New York

Dear Herb:

Enclose

statement before the House Ways and Means
Monday, February 23, 1976.

Please let me have yoO
so that we may transmit a coOp

as early as possible tomorrow.

Please note that
the first full paragraph on page 4 an

SIMON H. RIFKIND
HOWARD A.SEITZ
ADRIAN W. DEWIND
MORRIS B. ABRAM
MORDEGAL RCCHLIN
PAUL J. NEWLON
JOSEPH S. ISEMAN
JAMES B.LEWIS
THEODORE C. SORENSEN
MARTIN KLEINBARD
RICHARD H. PALIL
NORMAN ZELENRO
JOHN E. MASSENGALE
JAY TOPKIS
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ROBENRT M. MONTGOMERY, JR.
JOHN G . TAYLOR, 3
BERNARD H. GREENE
ERNEST RUBENSTEIN
ALLAN 8. ECKER
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SIDNEY S, ROSPEITCHER
ROBERT L. LAUFER
ALLEN L. THQMAS
PETER L.FELCHER
MARK H. ALCOTT
JOFN P, MGENAOE
PETER J. ROTHENBERG
DANIEL P, LEVITT #
JUBITH R.THOYER
RICHARD A.ENGELMAN
GEORGE P. FELLEMAN
STEVEN B ROSENFELD

* MEMBER D.C. BAR ONLY

d are three copies of a draft of your
Committee on

ur comments as soon as possible
y to Jim LaRocca in Washington

I have placed pencil brackets around
d the first paragraph on

page 5 of the statement. You may simply wish to skip over

those paragraphs w

DFM:ja
enclosures

BY HAND

sincerely,

\
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Donald F. Moore

hen reading the statement.



Statement on Behalf of The Municipal Assistance
Corporation For The City of New York and the

New York State Emergency Financial Control Board

in Support of Proposed Bill to Exclude - from

Certain Provisions of the Internal Revenue Code
Specified Transactions by Certain Public Employee
Retirement Systems Created by the State of New York
or Any of its Political Subdivisions

Good Morning, my name is Herbert Elish. I am the
'Executive Director of fhe Municipal Assistance Corporation
For The City of New York and the Executive Director of the New
vYork State Emergency Financial Control Board. I wish to thank
the Committee for affording me the opportunity to make this

gtatement in support of the passage of H.R. 11700.

Background

As part of the effort to alleviate the current
fiscal crisis facing New York City, an Agreement was made
on November 26, 1975 (the "Agreement"), among the Municipal
Assistance Corporation For The City of New York ("MAC"),
eleven New York City Commercial Banks, five New York City
Pension Funds (the "Pension rfunds"), and four New York City
ginking Funds. Pursuant to the Agreement, the Pension Funds
obligated themselves, among othex things, to purchase serial
bonds of the City of New Yoxrk during the pefiod from the date
of the Agreement through June 30, 1978 in the aggregate principal
amount of $2,530,000,000. Within certain iimits each of the .
Pension Funds may elect to purchase MAC bonds in fulfillment of

its obligations to purchase ponds of the City of New York.



pursuant to the Three-Year Financial Plan adopted
by the New York State Emergenﬁy Financial Control Board on
October 20, 1975 (now being revised), a total of $6.8 billion
was required to be provided to New York City in cash or cash
savings during the 2-1/2 year period ending June 30, 1978. The
$2.5 billion agresd to be provided Ly the five New York City
Pension Funds through purchases of bondé of the City of New York
is an éssential part of this $6.8 billion. (Such agreement to |
purchase by the Pension Funds was, we believe;'a key assumption
underlying the passage and implementation of the New York City
Seasonal Financing Act of 1975, pursuant to which the Federal
Covernment will provide up to $2;5 billion of necessary

seasonal financing for New York City.)

Unéer the Credit Agreement between the City and
the Federal Government, the maximum amount of seasonal financing
during the fiscal fear ending June 30, 1976_15 $1.3 billion.
To date, the City has borrowed all but $320 million of this.
.On March 1 and March 15, 1976, the City must borrow $250 million
and $70 milliQn respectively. Accordingly, all financing | |
requirements for the balance of this fiscal year must be
provided by the Pension Funds, including a_further_borrowﬁng_
of apéroximateiy $185 million, pursuant to the Agreement,
scheduled.for March 12, 1976. If, for any reason, the March 12
borrowing from the Pension Funds is not forthcoming, it
is anticipated that no other funds will be available and the

City will face the very real prospect of default at such time.



The obligations of the Pension Funds to make
such purchases, however, are expressly conditioned under the
Agreement upon the happening of a number of events, including
the enactment of a New vork State law protecting the
trustees of the Pension Funds with réspect to such
purchases and the enactment of Federal legislation providing,
by way of guarantee or otherwise for the seasonal financing
needs of New York City. Both such laws have already been
passed. A further condition upon the obligation of the
pension Fundsg is that:
"+he Internal Revenue Servicé shall have ruled,
or the Congress of the United States shall have
provided, that purchases of obligations by the
Pension Funds pursuant to this Agreement shall
not constitute prohibited transactions or other-
wise adversely affect the gualified status of
the Pension Funds for the purposes of the TInternal
Revenue code of 1954, as amended . . . N
If any of the conditions upon the obligatibné of
the Pension Funds to purchase bonds of the_City'of New York
ig not met, the Pension Funds may elect not to purchase such

bonds and their obligations under the Agreement will be

limited to the purchase of $500,000,000 of MAC bonds.

The Problem

Basicallv, sections 401{(a) and 503 of the Internal
Revenue Code of 1954, as amended {(the "Code") contain

provisions pursuant to which the proposed purchase






