THE CITY OF NEW YORK
QFFICE OF THE MAYOR

PHILIP L. TOIA NEW YORK,N.Y. 10007
DEPUTY MAYOR FOR FINANCE '

QOctober , 1978

Hon. W. Michael Blumenthal
Secretary of the Treasury
Main Treasury Building

15 Street & Pennsylvania Ave.
+ Washington, D.C. 20220

Dear Mr. Secretary:

I am responding to your request that the City provide
information to assist in the determination required of you
under Section l(c) of the Pension Legislation enacted by the
Congress in October 1978, the effect of which is to preserve
the "qualified status" of the City pension funds with respect
to agreements by these funds to purchase MAC and guaranteed
City bonds during the City's 1979 through 1982 fiscal years.
More specifically, the enclosed information is responsive to
the "percentage limitations" applicable to the pension funds'
1979-1982 purchases of "City indebtedness", as set forth in
Section 2, subsection (a) (1), and to the overall approval
standard for purchase agreements, as set forth in Section 2,
subsection {b) (1) of the Pension Legislation.

As you know, the City pension funds are expected to
enter into a Bond Purchase Agreement and a Guaranteed Bond
Purchase Agreement in the near future. Pursuant to these
agreements, the City retirement systems will be obligated to
purchase MAC bonds and guaranteed City serial bonds during the
City's 1979-1982 fiscal years in the following amounts:

Purchases Under Base and Standby Plans
(§ 1in Millions)

-1979 - 1980 1981 1982 Total

City Serial Bonds $250 $125 $ - $ - $375

(Base)
MAC Securities - ‘ 60 224 225 116 625
City Serial Bonds (Standby) - - 150 300 450

Total Long-Term 5310 $349 $375 $416 $1450




Pension funds' purchases of guaranteed City bonds in fiscal
vears 1981 and 1982 will be required only on a stand-by
hasis. Under certain conditions, scheduled guaranteed City
bond purchases in any fiscal year may be increased by the
amount of such bonds not sold to the pension funds in the
prior fiscal year.

The City pension funds are also expected to enter into
~a Loan Agreement pursuant to which the funds may purchase up
to $400 million of City short—term notes during fiscal year
1979. All ‘of the above purchases will be made in connection
with the 54.5 billion four year financing program supporting
the City's Financial Plan for fiscal years 1979-1982 to be
approved by the Control Board prior to the consummation of
such purchases.

. In connection with the percentage limitation criteria

of Section 2, subsection (a)(l), we have enclosed fiscal

years 1979-1982 cash flow and asset projections for the City
retirement systems in Exhibits I-IV, as more fully described
in the Table of Exhibits and Attachments. In order to

account for all potential purchases of City-related securities
by the City systems during the Financial Plan period, these
data reflect base line purchases and the combination of base
line and standby purchases.

The data also include the purchase by the systems of
$450 million of City short-term debt in each of fiscal years
1980-1982, in addition to the purchase of up to $400 million
of such debt in fiscal year 197%. Although the City currently
has no agreements with the funds with respect to seasonal
financing in these years, such purchases are included to
demonstrate the impact on the funds of an agreement to provide
seasonal financing assistance in the event the City is unable
to meet its seasonal needs from other sources. The City's
Financial Plan projects $900 million of short-term borrowing
in each of fiscal years 1980-1982. It is assumed, in the
event the City is otherwise unable to finance its seasonal
needs, that the pension funds may provide as much as half of
these seasonal needs.

As a further extension of our "worst case" approach in
these analyses, calculations of the percentages of retirement
systems assets invested in City-related securities do not
include redemptions of City bonds scheduled to be purchased
by the systems during fiscal years 1979-1982; although these
bonds will begin to mature in limited amounts in fiscal
year 1980, precise amounts of maturities are not yet known.
Any redemptions would reduce the percentage of  fund assets
invested in City-related securities.



Despite the foregoing assumptions, these data indicate
that, except for the Fire Department Pension Fund which is
assumed to make no purchases during these four years, all of
the retirement systems will have positive cash flows during
fiscal years 1979-1982. These analyses also indicate that
holdings of City indebtedness will at all times be within
the percentage limitations established by the Pension Fund
Legislation. For comparative purposes, four year cash flow
data that include no further purchases of City-related securi-
ties are shown in Attachment A.

For historical information, we have also enclosed cash
flow and funding status analyses for fiscal years 1976-1978,
in Attachments F and G. You have already received from the
City Actuary 1977 Annual Statements and Annual Reports for
‘the Teachers' Retirement System, the Board of Education
;. Retirement System and the Fire Department Pension Fund and
1976 Annual Statements and Annual Reports. for the Employees'
Retirement System and the Police Pension Fund.

With regard to the overall standard for approval of
purchase agreements set forth in Section 2, subsection (b) (1)
of the Pension Legislation, you are referred to the City's
Four Year Financial Plan for fiscal years 1979-1982 as sub-
mitted to the Control Board on August 25, 1978 and revised on
September 25, 1978 and October 6, 1978. The Plan, as
indicated in Exhibit VI, the Four Year Plan Summary, provides
for required City contributions to the pension funds during
these four years in the aggregate amount of $5.416 billion,
inecluding adjustments for the recent labor settlements. As
shown in Exhibit VII, the Four Year Combined Statement of Cash
Sources and Uses, the City will require external long-term
financing of approximately $1.3 billion in fisecal year 1979
and approximately $800 million in each of the next three
fiscal years, in addition to approximately $900 million of
short-term financing in each such year. The projected
investment by the City pension funds constitutes a significant
proportion of this required financing.

Thank you for your attention to this matter.
Very truly yours,

DRAFT

Philip L. Toia
Deputy Mayor for Finance






