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
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Mr. William Lieber

Joint Committee on Taxation
Longwirth House Office Building
Washington, D. C.

Dear Mr. Lieber:

We are counsel to the Board of Trustees of the
New York City Employees Retirement System ("NYCERS") .

We have the following comments on the draft of
a bill to protect the gualified status of certain New York
City pension funds (the "Punds"), including NYCERS which
was sent to us by Mr. Paul L. Lee of the Treasury Depart-
ment on September 13, 1978, and accompanying draft Senate
Finance Committee Report.

1. We believe that the bill should provide that
if an acquisition of City indebtedness by a Fund should
for any reason fail to meet the requirements of Section 2,
cuch Fund would not lose its gualified status but would

only be prchibited from making further protected purchases
of City indebtedness.

An attempt is made to clarify this point in the
zccompanying Committee Report. However, we feel that this
chould be made clear in the Bill.

2. The draft report under the section headed
"Wotification by the Secretary" says that the Secretary's
determination with respect to an acguisition is not con-
clusive and that an acguisition may be determined to fail to
meet the reguirements of Secticn 2 in the absence of a notice

LONDON ECEN 2JT, ENGLAND

FRIED, FRANK, HARRIS, SHRIVER

TELECORIER (20O2) 337-6867
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FRANCIS 1 CTOOLE
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MELYIR RISHE
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FICHARD SCHIFTER
DANIEL M, SINGER
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0f the Secretary's determination to that effect. Thers is

no warrant for this statement in the language of the craft
hill, and this statement, which appears to suggest the: the
Funds may not rely upon the Secretary's determination, shculd
be deleted.

3. With respect to Section 2(b) of the drafz bill,
the overall standard applies only to an agreement for the
acquisition of City indebtedness. NoO overall standard is

set forth for acquisition of City indebtedness other tran
pursuant to an agreement. However, Sections 1l{a) and i{c)

of the draft bill contemplate such acguisitions. The
ctandard of Section 2 (k) should be made applicable to such
acquisitions.

4. cubparagraphs (1) and {(2) of sSection 3(a; ot
the draft bill could refer to acguisitions pursuant to an
agreement, acguisitions other than pursuani to an agreegment
or all acquisitions. Tts application should be clarifled.
we recommend it refer to all acguisitions.

5. The final paracgraph of the section heacec
"General” in the Committee Report provides that an agreement
to acguire City indebtedness will be disapproved by the
Secretary unless the performance of the plans thereuncer 1is
conditioned upon the "applicable" standards being satizsfiied
at the time of such acgquisition. We believe that this
paragraph should be clarified to state that both the cverall
and the specific standards (headings used in the Commities
Report) must be satisfied. "applicable" is ambicuous.

6. A way of clarifying the gquestions of accuisi-
tions pursuant to an agreement, other than pursuant toc an
agreement and both weould be to define acguisitions in
Section 4(13). Presumably the definition would cover =zll
three pessibilities; “"Acquisition - the term 'acguisition'
includes both acquisitions pursuant to an agreement ar. cther
than pursuant to an acgreement and also includes -- ...."

If we can be of any assistance to you in cornection
with this letter or these matters, please contact either
George Lander or myself at any time.

Very truly yours,

Wwilliam Josephscr

WJ::m
cct farilyn Friedman, Esd.
(cont.)
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Mr. Allan Thomas

Mr. Martin Katz

Mr. Allen Brawer,
Irving Jaccbson, Esg.

September 14,
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Calendar No. 1115

95tH CoNGRESS SENATE { Rerort
2d Session _ No. 95-956

INVESTMENT OF NEW YORK CITY AND STATE PENSION
FUNDS IN NEW YORK CITY OBLIGATIONS

SEPTEMBER 13 {legislative day, Avoust 16), 187S.—Ordered to be printed

Mr. Moynirar, from the Committee on Finance,
submitted the following

REPORT

[To accompany H,R. 4007]

The Committee on Finance, to which was referred the bill (F.R.
4007), having considered the same, reports favorably thereon with an
amendment to the text and an amendment to the title and recommends
that the bill as amended do pass.

1. SUMMARY

H.R. 4007, as passed by the House, provided that a State legislator’s
lace of residence within his legislative district is to be the tax home
or determining deductible, away-lrom-home expenses. The substance

of the bill was enacted as part of other legislation. The committee
struck the original provisions {rom the bill and added two amendments,
one relating to the New York City and State pension plaps and the
other relating to Federal matching funds for certain child support
payments,

A. New York City and State Pension Plans

This amendment basically extends for four years the provision in
present law which permits five New York City employee pension
lans to retain their tax-exempt status under the provisions of the
nternal Revenue Code, even though they purchase debt obligations
1ssued by or on behalf of the City of New York under the terms of an
agreement with the City or an agency of New York State. The bill
broadens the protection for the first time to three New York State
employee pension plans should they purchase such obligations.
29-010—78 -1



Vv
¢

g g

2

The initial agreement was reached in November 1975 between the
pension plans, several city sinking lunds, several commercial banks,
and an agency of the State government (Nunieipal Assistance Corpora-
tion, or MAC) so that the City could borrow {from them to meet 115
needs.

Public Law 04-236 was enacted in 1976 to permit the pension plans
to carry out their obligations under the 1873 agreement by protecting
them from loss of tax exemption under provisions of the Internal
Revenue Code (1) which require that a tax-qualified pension plan be
for the exclusive benefit of the employvees or their beneficiaries, and
(2) which prohibit specified acts of self-dealing between a plan and the
employer,

Because Public Law 94-236 does not apply to agreements alter
December 31, 1978, Congressional action is necessary now to enable
the pension plans to participate in new financial agreements that will
extend over the mext four vears. Since the agreements have not vet
been formulated, the committee has established standards to guide
the participation of the pension plans.

nder tge bill, if an agreement under which a pension plan would
acquire City obligations Is not disapproved by the Secretary under
overall and specific standards, the plan may acquire the obligations
pursuant to the agreement. At the time of each acquisition under an
agreement, the plan must certify that the applicable standards are met.

The overall standard recognizes the two-fold requirements of (1)
maintaining the ability of the City to make future contributions to
the pension plans and to satisfy the Cirv's future obligations to pay
pension and retirement benefits to members and beneficiaries of the
slan, and (2) protecting the sources of funds for paying retirement

enefits in the future. The Secretary is required to take Inte account
(among other factors) the terms of the obligations to be acquired. The
Seeretary must be assured of significant participation in acquiring City
indebtedness by the State, by an agency otl the State, or private
sources, of through public credit markets.

The Secretary also must consider whether the specifie standards are
met in evaluating the acquisition of debt: the amount of City debt held
by the plans; the progress made by the City toward a balanced budget
in §scal vear 1982; and the projected cash flow of the pension plans.
Under the bill, a City pension plan may not make additional purchases
of City or MAC obligations i} the contemplated purchases would in-
crease their holdings above specified percentages of their combined
assets or above 50 percent (10 percent in the case of each of the three
State pension plans) of each pension plan’s assets. The bilt requires an
annuaﬁ audit of each of the city pension plans and of the city’s finan-
cigl statement by independent public accountants.

With respect to fiscal requircments for the City, the bill requires
that the City adopt expense budgets which, in the judgment of the
Secretary, indicate substantial progress to a balanced budget for fiscal
year 1982. End-of-year financial statements audited by mdependent
sublic accountants also must show substantial progress toward a
Lalanced budget.
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B. Federal Matching for Chiiq Support Servieces to Nonwelfare
Families

Present law requires each State to have A prozram of child support
collection and paternity establishmen: services for both AFD(" and
non-AFDC lamilies, The stetute provides Federal matching of 75 per-
cent for services to AFDC families on a permanent basis, AMatehing
for services to non-AFDC families was originally provided for ona
vear, but has been twice extended, the most recent extension beinu
through September 30. 1378. The committee recognizes the nead fop
rapid action in making Federal lunding for nonwelfare child support
Services permanent to remove the doubt and uncertainty about such
funding many countjes and agencies have in making or renewing a
yearly cooperative contract to perform certain functions for the State
child support agency. The committee amendment would provide rop.
tinued Federal matching for services to non-AFDC families opn 4
Permanent basis effective July 1, 1978,



II. GENERAL EXPLANATION

A. New York City Pension Plans

Present Law

General requirements for governmental pension plans

Present law provides substantial tax benefits to employees covered
by tax-qualified pension plans.! The tax benefits yrovided for govern-
mental employees under qualified plans are su clent to encourage
manyv governmental units to establish such plans?

A ‘qualified plan must be for the exclusive benefit of employees or
their beneficiaries. A plan or trust which breaches the exclusive benefit
rule of the Code, is disqualified. If & governmental plan is disqualified,
the special tax treatment for employees under qualified plans is denied.

Certain sanctions also are applied where n trust engages in a self-
dealing transaction. Under the rules applicable to covernmental
plans, a pension trust which engages in prohibited self-dealing loses
its tax exemption. For this purpose, & trust violntes the sell-dealing

rules if 1t engages 111 0y transaction in which the trust lends any part
of its income or corpus, without the receipt of adequate security and
without receipt ol a reasonable rate of interest, to the creator of the
trust, to & person who has made & substantial contribution to the
{rust, or to certain other persons.

Generally, the Internal Revenue Service has treated a transaction
which violates the self-dealing rules as o violation of the exclusive
benefit rule. As indicated above, fallure to meet the exclusive benefit
rule also can cause the disqualification of the trust and the plan ol

which the trust is a part.
Description of Public Law 94-236

On November 26, 1975, five New York City pension funds, 11
commercial banks, and several other parties agreed to acquire and
hold obligations of the City. and of the &Iunicipnl Assistance Corpora-
tion for the City of New York (MAC). A hill then was enacted to
enable the plans to participate. Under Public Law 94-236, a pension
plan or trust which, on December 5, 1975, was & party to the agree-
ment of November 26, 1975 (and any trust forming a part of such a

i Covered employees defer pavment of tax on emplover contributicns made on
their behalf until they receive plan henefits, generally after retirement _when their
incomes, and as a result applicable tax rates, tend to be Jower. Special 10-vear
income averaging is allowed for lump-sum distributions, and certain estate
tax and gift tax exclusions are provided.

7 GGovernmental employers are exemnpt from tax and do not henefit from tax
deduetions for contributions to plans or the special tax-exempt status accorded
1o trusts under qualified plans.

4)



D P

5

plan), is not considered in violation of the exclusive benefit rule or the
sell-dealing rules of the Code merely because it: (1) entered into the
November 26, 1975, agreement or agrees to an amendment to the
agreement, {2) forbears from any act prohibited by that agreement, (:3)
acquires or holds any obligation which is provided for by the agree-
ment, {4) makes any election provided for by the agreement, (5}
executes o waiver of any requirement of the agreement, or (6) performs
any other act provided for by the agreement, In addition, these plans
or trusts can continue to hold any obligation acquired or held under
the agreement after the expiration of the agreement. As a result, the
law ended uncertainty as to whether these acts {or forbearances)
violated the exclusive benefit rule or the self-deuling rules.

The law provided special rules with respect to amendments of the
pcreement and waivers of requirements of the agreement. These
amendments were not to be inconsistent with the policies of (1) main-
taining the ability of the City to make future contributions to the
plans and trusts and to satisfy the City’s future obligations to pay
pension and retirement berefits to members and beneficiaries of the
plans and trusts, and (2) protecting the sources of funds to provide
retirement benefits [or members and beneficiaries of the plans and
trusts. These are the same factors which the plans and trusts may
considler in making investment decisions under a special New York
State law,

Reasons for the Committee Amendment

The basic financial problem facing New York City is its present:

mmability to enter private credit markets to finance its short-term
financing needs mul its long-term capital needs. Most municipalities
need short-term credit because their pattern of tax receipts and other
revenues does not coincide with their expenditure pattern. Lack of
short-term credit can lead to default on payment of outstanding
bonded indebtedness as well as failure to meet payroll or contract
obligations.

Since 1975, New York City has made progress in reducing its operat-
ing deficit. Adherence to its four-vear plan for 1978-82 and the fulfill-
ment of the underlying expenditure and revenue assumptions are
expected to result in a balance between operating expenditures and
receipts in fiscal yvear 1952, Flowever, without Federal assistance to
encourage creditors to purchase City obligations, and without con-
current permission for New York pension funds to purchase New York
City and MAC obligations, the City may be threatened with bank-
ruptey.

In order to continue to help the City through the next four vears
when it is adjusting its fiscal affairs to the point where it once again
will have ready access to private credit markets, the committee
concluded that a further exemption from the prohibitions in the
Internal Revenue Code for the City pension plans and a similar
exerption for the State pension plans is necessarv. However, the
exemption which is necessary at this time must be spelled out in
detail because now, unlike when Publle Law 94-236 was enacted 1n
1976, there does not exist n signed financial agreement that oblizates
the pension funds, commercial banks, and other parties to a schedule
of future purchases of City and MAC obligations.



6

Explanation of Provisions in the Bill

In General

The bill provides that s participating city plan or state plan? will
not be considered to be in violation ol the exclusive benefit rute or
the prohibited self-dealing rules of the Code merely because {1) during
the four-year period beginning on July 1, 1978, and ending June 30,
1082, the ?lan, pursuant to an agreement, acquires city obligations or
agency obligations (obligations of the Municipal Assistance Corpora-
tion or a similar New York State fiscal agent) if the agreement is
not disapproved by the Secretary of the Treasury, or (2) the plan
holds city or agency oblizations acquired under the bill, under Publie
Law 94-236, or under prior law. I} an gequisition of ¢ity or agency
obligations by a plan does not meet the requirements of the bill,
the status of the plan or trust is to be determined by applying the
exclusive benefit rule and the self-dealing prohibitions without rezard
to the protection provided by the bill. If a plan aequires city or agency
oblizations during a year under an agreement which has not been
disapproved, and the acquisition fails to meet a requirement ol the
bill, the tax status of the plan (or a trust forming a part of the plan)
would not be adversely aftected: however, the protection of the bill
would not be available to the plan acquisitions in subsequent years
until the requirements of the bill are satisfied.

Although the bill allows the participating pension plans to acquire
city and agency oblizations, it is not the intention ol the comumittee
that the participating plans be required to purchase such oblizations.
In addition, the committee does not intend that this bill be consid-
ered a precedent for other state or local pension plans to acqguire
obligations of their sponsoring employers.

A participating plan may acquire city or ageney obligations pursuant
to an agreement if (1) the agreement satisfies the requirements of the
overall and specific standards provided by the bill and (2) the specifie
standards are satisfed at the time of the acquisition. The bill provules
that an sgreement meets the requirements of the overall standard 1f
it is not disapproved by the Secretary within a 60 day, or shorter,
period established by the Secretary, after it is submitted to him as a
proposal. The bill also requires that ench participating city plan
certify to the Secretary of the Treasury that (1) each aequisition of
city or agency obligations is made under an agreement which has not
been disapproved by the Secretary, (2) after taking the scquisition
into account, the plan does not have a projected negative cash flow
for the plan vear in which the acquisition takes place, (3) the 50-percent
Jimit contained in the specific standards is satisfied at the time of any
acquisition, and (4) the certification is gecompanied by supporting
documentation. Each state plan would be required to certify timt the

' The bill limits participating plans to (1} the New York City Employees’
Retirement System (city emplovees), (2) the Teachers Retirement System for
the City of New York (city teachers), (3} the New York City Police Pension
Fund, article 2 {city policemen), (4) the New York City Fire Department Pen-
gion Fund, article 1-B (city firemen), (5) the Board of Edueation Retirement
System for the City of New York (City Board of FEdueation), (8) the New York
State Employees’ Retirement Swstem, (7) the New York State Policemen’s
and Firemen's Retirement System, and (8) the New York State Teachers Retire
ment System.

Bl T R L i R T R I
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10 percent limit contained in the specific standards is satisfied at
the time of any aequisition.

A change in an agreement or in the rights of any party under an
acrcement is treated as a new agreement to which the submission,
dizapproval, and certification procedures apply. For example, an
fequisition pursuant to an amendment of an agreement or a walver
of a requirement of an sgreement would not be protected under the
bill unless the agreement as amended, or the agreement to waive,
is submitted to the Secretary and not disapproved by him.

The bill also treats an agreement to exchange city or ageney obhi-
eations held by a participating plan for other city or agency obiiga-
tions (n rollover) as an agreement to acquire city or agency obligations
to which the submission, disapproval, and certification procedures
appty. Similarly, except as provided under regulations prescribed by
the Secretary, any modification ol the terms of a city or agency obliga-
tion held by a participeting plan, or the participating plan's rights
under such an obligation, is to be treated as an agreement to which the
submission, disapproval, and certification procedures appiy.

The committee expects that an agreement by a participating plan
to acquire city or agency obligations will be disapproved by the
Secrelary unless the performance of the pension plans under the
agreement is conditioned upon the applicable standards being setisfied
at the time of any such ncquisition. Consequently, an agreement is
not expected to require a plan to acquire obligations if the acquisition
could adversely affect the participating plan’s tax status.

Overall standard

In the case of a city plan, the overall standard for the Secretary’s
determination is the same standard as in P.L. 94-236 with respect
to » determination by the Secretary whether to disapprove an amend-
ment of the November 26, 1975, agreement or a waiver of the require-
ments of the agreement. That is, under the overall standard, an
agreement by a city plan to acquire city obligations or agency obliga-
tions must not be inconsistent with a balanced policy of protecting
the security of emplovee benefits and improving the financial condition
of the Citv of New York.

In particular, the overall standard specifies that an acquisition
must not be inconsistent with (1) the policy of maintaining the
ability of the city to muke future contributions to the city plans and
trusts and to safisfy the city's future obligations to pay pension and
retirement benefits to members and beneficiaries of the participating
plans and trusts and (2) the policy of protecting the sources of funds
lo provide retirement benefits for members and beneficiaries of the
plans and trusts.

In addition, in applying the overall standard to a proposed acqui-
sition by 1 city plan, the bill provides that the Secretary is to take
into account (among other factors) the terms of the obligations which
are 10 be acquired under the agreement. For example, the committee
expects that the Secretary will consider such factors as the levet of
the rate of interest and the adequacy of the security applicable to the
obligations, the date of maturity of the obligations, and the time for
pavment of principal and interest on the obligations.

Also, as a part of the overall standard, the Secretary is to disapprove
any agreement by a city or state plan to acquire obhgations unless he
has received assurances 1o his :atisfaction that there will be significant
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participation in the acquisition of city or agency obligations by the
State of New York, bv an azency of the State, or private sources,
or through publie eredit markets, *

The committee does not intend to require that the participation by
the State, by an gency of the State, or private sources o throush
public credit markets be concurrent wit}, the acquisition of city or
agency obligations by the plans.

Specifie standards

In addition to the overall standard, the bi]] provides specific stan-
ards which must be met for an acquisition to be covered by the hill.

city plans, and the finnneial condition of the city.
(1) Limitations on lan investmenys

or a plan year eng Ing in 1979, the bill prohibits any- perticipatine
city plan from acquiring additional clty or agency obligations if (he
total face value of such obligations tlen held by all participatine
city plans exceeds 40 percent of the value of the plans assets. For plan
Years ending in 1980, 1981, and 1982, the limits pre 36 percent. 33
percent, and 30 percent, respectively. Generally, as explained below.
whether p city plan has met those percentage tests for the plan vear is
to be determined gt the close of the preceding plan yoear, Further, the
bill prohibits A0Y participating city plan from eequiring addition) ity
or agzency obligations ot g time when the torga] face value of the city or
agency obligations then held by that participating plan exceeds 50 per-
cent of that plan’s assets, A 10-percent limit j- provided in liey of the
S0-percent limit in the case of 40y participating State plan.

The bill provides that in determining the valye of p‘an assets, city
and agency obligations are 1o be valued CUITently at face value, and
other assefs are 1o be valued semiannually under valuation metho
which i3 consistent with the funding standard provided for private
pension plans under the Code (sec. 4123

f any of the bercentage mits applicable to & plen is exceeded, for
example, as a result of o decline in the valye of corporate securities
held by the plan or another plan, the plan is not required to redyce it
holdings of Ity or agency obligations, Of course, the plan could pot,
subsequently acquire additiong] city or agency obligations unti] the
epplicable percentage standard ig satisfied.

To determine whether the 40 percent, 36 percent, 33 percent an(
30 percent tests (aggregate Dercentage tests) are met for the fiseal
Yyears ending June 30, 1979, June 30, 1980, June 30, 1981, and June 30,
1982, respectively, the bi|l Provides special rules with respect to how
ity and agency obligations are to be valued, how other plan assets
are to be valued and how the test percentages are to be computed.
As explained above, the valye of eity and agency obligntions at any
date is the face value of such obligations, and the value of all other
——

1In 1975, 11 New York Citv tommerciul banks were involver in assisting the
City to meet jte financial needs and avoid bnnkruptcy. The committee EXpect<
that a number of New York City commaercial banks and other financial instity.
tions, including several insurance companies and muytya) savings banks, wil]
participate in assisting the eity over the next four years (FY 19758-52) to meer it5
nancial needs again,
For requirement of audited financial statements of plans, see (3) Financial
condition of plans, belaw,
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plan assets at any date 12 the value of such assets determined under
method which 1s consistent with see. 412 of the Code. Thus, the per-
centage of city and agency obligations held by the plans at any date is
derived from the ratio of city obligations and agency oblications valued
at face at that date to the sum of city and ageney obligations valued
at face plus other plan asset= valued at that date.

Because city and agency obligations are always valued at face, the
committee expects that there will be no difficulty in determining the
rulue of these assets at the close of any plan year for piurposes of ap-
plyving the aggrezate percentage test. However, the committee under-
stands that with respect to plan assets other than city and agency
obligations, asset valuations are not available except as of Decem-
ber 31 and June 30 of each year, and that there is a delax of several
weeks before the figures become available for those dates. Because the
bill relies on quarterly calculations and becnuse the aggregate per-
centage test is to be applied at the close of each plan year (June 30) to
determine the ability of the city plans to make acquisitions during the
succeeding plan year, it 18 necessary to compute the percentage test
on the basis of interpolated values. Accordingly, the bill provides that
the Secretary will prescribe regulations which will promulgate special
rules for purposes of determining the ratio of eity and agency obliza-
tions to the sum of city and agency obligations plus other plan assets
at the close of the plan year on the basis of interpolated values, The
committee intends that in all cases the most recent semi-annual
valuation will be used.

The committee expects that, under these regulations, the ratio nt
the close of any plan year of city and agency obligations to the sum of
city and agency obligations plus other plan assets will be the arithmetic
mean of four fractions representing similar ratios determined on a
quarterly basis.

The first fraction is the ratio of city and agency obligations to
the sum of city and agency obligations plus other plan assets de-
termined at the close of the first quarter of the plan wvear (Septem-
ber 30). The numerator of this fraction is the value of city and agency
obligations at the close of the first quarter of the plan year. The
denominator of this fractior is the sum of the value of all plan assets
at the close of the preceding plan vear pius one-half of the difference
between the value of all plan assets at the close of the second quarter
of the plan year (December 31) and the value of all plan assets at the
close of the preceding plan year (June 30).

The second fraction is the ratio of eity and agency obligations to
the sum of city and agency obligations plus other plan assets de-
tBermined at the close of the second quarter df the plan year (Decem-

er 31).

The third {raction is the ratio of city and agency obligations to the
sum ol eity and agency oblizations plus other plan asseis determined
at the close of the third quarter of the plan vear (March 31). The
numerator of this fraction is the value of the city and agency obliga-
tions at the close of the third quarter of the plan vear. If it is necessary
to determine the fraction before the value of city and agency obliga-
tions and other plan assets at the end of the plan year i= known, the
denominator of this fraction is the sum of the value of all plan assets
determined at the close of the serond quarter of the plan vear (Decem-
ber 31} plus one-half of the difference between the value of all pian

8.R. 956——2
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assels at the close of the second quarter of the plan year (December 31)
and the value of all plan assets at the close of the preceding plan year
(June 30). If the [raction is determined after the wvalue ol ity
and agency obligations and other plan assets at the end of the plan
year is known, the denominator is the sum of the value of all plan
assets determined at the end of the second quarter {December 31)
plus one-half of the difference between that amount and the value of
all plan assets at the end of the plan year (June 30).

The {ourth fraction is the ratio of city and agency obligations to the
sum of the city and ngency obligations plus other plan assets de-
termined at the close of the plan year. The numerator of this {raction
is the value of city and agency obligations at the close of the plan
year. If it is necessary to determine the fraction before the value of
rity and agency obligations and other plan assets at the end of the
plan year is known, the denominator of this fraction is the sum of the
value of all plan assets determined at the clse of the second quarter
of the plan year (December 31) plus the difference between the value
of all plan assets at the close of the second quarter of the plan year and
the value of all plan assets at the close of the preceding plan year.
If the fraction is determined after the value of city and agency obli-
rations and other plan assets at the end of the plan year (June 30) is
known, the denominator is that amount.

If the aggrecate percentage test for a plan year is not met by the
city plans at the close of the plan year, the city plans may not acquire
eity or agency obligations for the first quarter of the succeeding plan
year. If the aggregate percentage test remains unsatisfied at the close
of the first quarter of the succeeding plan year (September 30), the
city plans may not acquire city or azency obligations for the first two
quarters of the plan year. If the aggregate percentage test remains un-
satisfied at the close of the second quarter of the succeeding plan year
(December 31), the city pians may not acquire city or agency oblica-
tions for the first three quarters of the succeeding plan year. If the
aooregate percentage test remains unsatisfied at the close of the third
quarter of the succeeding plan year (March 31), the city plans may not
acyuire ity or sgency obﬁg&tions for the entire succeeding plan year.

For example, 1if at the close of the plan year ending June 30, 1979,
the city plans failed to meet the applicable 40-percent limit, they may
not acquire eity or agency oblizations for the first quarter of the plan
year beginning July 1, 1979. If the 40-percent limit is met at Septem-
ber 30, 1979, however, the city plans may acquire city and agency
obligations for the remainder of the plan year ending June 30, 1950,
provided the other applicable requirements of the bill are met.

In any case where the aggregate percentage test 1s not met at the
close of the plan vear, the test percentage applicable on September 30
of the succeeding plan year is the arithmetic mean of five fractions.
The first four fractions are the same as the first four fractions used to
compute the test percentage at the close of the plan year. The fifth
fraction is the ratio of city and agency obligations to the sum of city
and ageney obligations plus other plan nssets determined at the clo-e
of the first quarter of the succeeding plan year (September 30). The
numerator of this fraction is the value of city and agency obligations
at the close of the first quarter of the succeeding plan year. If the
fraction is determined before the value of city and agency obligations
and other plan assets at the close of the second quarter of the succeed-



11

ing plan year is known, the denominator of this fraction is the sum of
the value of all plan assets at the close of the plan year (June 30) plus
one-half of the difference between the value of all plan assets at the
close of the plan year (June 30) and the value of all plan ussets at the
close of the second quarter of the plan vear (Deccruber 31). If the
fraction is determined after the value of city and azency oblications
and other plan assets at the close of the second quarter of the succeed-
ing plan year is known, the denominator is the sum of the value of all
plan assets at the close of the plan year (June 30) plus one-half of the
difference between that amount and the value of a}l plan assets at the
close of the second quarter of the succeeding vear (December 31).

If the test percentage is not met on September 30, then the test
percentage applicable on December 31 of the succeeding plun vear is
the arithmetic mean of six {ractions. The first five fractions are the
same five fractions used to compute the test percentaze applicable on
September 30 of the succeeding plan vear. The sixth {raction is the
ratio of city and agency obligations to the sum of city and azency
obligations plus other plan assets determined at the close of the seconl
quarter of the succeeding plan year (December 31}, ‘The numerator of
this {raction is the value of ¢ity and agency oblications at the close of
the second quarter of the succeeding plan vear. If the {raction is
determined before the value of city and agency oblizations and other
plan assets at the close of the second quarter of the succeeding plan
vear 1s known, the denominator of this fraction is the sum of the value
ol all plan nssets at the close of the plan year (June 30) plus the
difference between the value of all plan assets at the close of the plun
vear (June 30) and the value of all plan assets at the close of the
second quarter of the plan vear {December 31). If the fraction is
determined after the value of city and agency oblizations at the close
of the second quarter of the succeeding plan year (December 31) is
known, the denominator is that amount,

If the test percentage is not met on December 31, then the test per-
centage appiicable on March 31 of the succeeding plan vear is the
arithmetic mean of seven {ractions. The first six fractions are the first
six fractions used to compute the test percentage applicable on Decem-
ber 31 of the succeeding plan year. The seventh {raction is the ratio
of city and agency obligations to the sum of city and agency obliga-
tions plus other plan assets determined at the close of the third quarter
of the succeeding plan year (March 31). The numerator of this {raction
is the value of city and agency oblizations at the close of the third
quarter of the succeeding plan year. The denominator of this {raction
is the sum of the value of all plan assets at the ciose of the second
quarter of the succeeding plan year (December 31) plus one-half of
the difference between the value of all plan assets at the close of the
second quarter of the succeeding plan vear (December 31) and the
value of all plan nssets at the close of the plan year (June 30).

The committee intends that in computing the {ractions (the arith-
metic mean of which is the aggregate test percentage at a particular
date) actual vatues, rather than interpolated values at that date will
be used except to the extent that the committee has specifically in-
dicated that the denominator of a fraction should be derived on some
other basis.

To determine whether a city plan meets the 530-percent limit or
whether a state plan meets the 10-percent limit following an acquisition
and is thus permitted to make the acquisition, the bill reguires a test
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percentage to be computed at the date of the proposed acquisition.
The test percentage at any date is the ratio of the value of city and
agency obligations held by the plan at that date (including eity and
agency obligations proposed to be acquired) to the value of the total
aesets of the plan at the most recent date {December 31 or June 30)
fer which asset valuation fizures are available,

2) Financial condition of the City.

The bill provides that during the City’s fiscal year ending in 1982
the Secretary is to disapprove an agreement by n plan to acquire city
or agency obiigations (and & plan may not acquire such obhgations
Eursuant to a previous agreement) (1) unless he finds that the City's

udget for that year does not anticipate a deficit and, (2} unless he
finds that the City’'s audited financial statements for the preceding
vears show substantial progress toward achieving a balanced budget
for its fiscal year ending in 1982. An agreement made by a plan
during a fiscal year of the City ending in 1979, 1980, or 1981 to acquire
city or agency obligations is to be disapproved by the Secretary (and
a plan may not acquire city or agency obligations during such vear)
unless he finds that on the basis of {1)its budget for the year and (2)
its audited financial statements for the previous year, the City is mak-
ing substantial progress toward a balanced budget for its fiscal year
ending in 1982, The Secretary is to make a determination about such
progress toward a balanced budget for each fiscal yvear. The budget
requirements of the bill are the same as those provided under para-
araph (5) of section 103 of Public Law 95-339 as in effect on the date
of enactment of this bill. However, the budget requirements also must
be met whether or not they are required to be met under Public Law

95-339 as in effect on the date of enactment of this bill.
The City’s financial statements for its fiscal years ending June 30,
1979, 1980, 1981, and 1982 are to be audited by an independent public
accountant and are to be prepared in conformity with generally
aceepted accounting principles {including principles applicable to
municipal governments which provide s clear division between oper-
ating outlays and revenues on the one hand and capital expenditures
and revenues on the other hand), As under Public Law 95-339, the
independent public accountant’s examination of the City’s financia}
. statements is to be conducted in accordance with generally accepted
- auditing standards and is to include such tests of the City’s accounting
records and such audit procedures as he considers necessary under the
circumstances. In other respects, the audit requirements of the bill are
the same as section 103(7) of Public Law 95-339 as in effect on the
date of enactment of that Act and must be met whether or not they
are required to be met under Public Law 95-339 as in effect on the

date of enactment of the bill.

(3) Financial condition of plans.

The bill requires that the Secretary disapprove any agreement to
acquire city or agency obligations by a city plan if he determines that
for a pian year of an acquisition the plan will have a negative cash
flow alter taking the proposed acquisition into account. In nddition,
the protection of the bill does not extend to the acquisition by a ity
plan of city or agency obligations during any plan vear for which the
plan has a prejected negative cash flow.

Cash flow is to be determined without regard to capital iterns (such
as proceeds from the sale of assets); however, the proceeds of the
scheduled sale of short-term securities and principal payments on debt

»
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obligations held by the plan may be tuken into account. In addition,
the pension plans ure to make available to the Secretary their audited
fnancial statements. The requirements of the bill with respect to
qudited financial statements ol the plans are cenerally the same as
the audit requirements for financinl statements of large private pen-
sion plans under the Employee Retirement Income Security Act of
1974 (ERISA) as in elfect on the date of the enactment of the bill.
Accordingly, in offering his opinion under the bill on the financial
statements of a plan the auditor may rely upon the correctness ol
any actuarial matter certified to by an em'ollecl actuary. The require-
ments of the bill are not satisfied by a plan unless, in the puditor’s
opinion, the plan’s financial statements are prepared in accordance
with generally accepted accounting principles. The bill does not, how-
ever, require the preparation of the schedules required to be prepaved
by large private pension plans under sections 103(b}(3) and 104(h)(3)
of TRISA.

In connection with the cash flow standard and the percentage Wimi-
tations on plan acquisitions. the bill provides that a citv plan’s
acquisition of eity or agency obligations does not meet the requirements
of the bill for & year unless (1) for that vear the plan has prepared anl
submitted cash flow projections and (2) each participating aty plan
has submitted audited financial statements for ench preceding plan
year beginning after June 30, 1978.°

Under the bill, the audit report for each participating eity yian is to
include the relevant figures necessary for the Secretary to Jetormine
each participating city plan’s compliance with the percentage limita-
tions of the bill, The committee understands that audited finan-
cial statements of a plan will include a statement of receipts and dis-
bursements, asset holdings, and changes (o asset holdings. The cash
flow projections and financial statements of each plan are to be sub-
mitted to the Secretary, the Committee on Finance ol the Sennte, and
the Committee on Ways and Means of the House of Representatives.

Certification to the Secrelary
Under the provisions of the bill. it is mandatory that any ety plan

certify that any acquisition of city or agency oblizations are made

under the terms of the agreement under which such obligations are to
be acquired, that following the acquisition the plan continues 1o
satisfy the 50-percent limit of the bill’s specific standards, and that,
after takine the scquisition into account, the plan does not have o
projected negative cash flow for the plan year in which the acquisition
takes place. A similar certification is required of the state plans with
respect to the 10 percent limitation. SWith respect to the cash flow
statement of & plan, the certification is to be based upon a report of
cash flow prepared by the plan showing projected cash flow for the
plan vear ol the acquisition, after reflecting the acquisition, (For an
additional requirement of a financinl report of each participating eity
plan prepared m accordance with generally accepted accounting
principles see “(3). Financial condition of plans.” above.)

In the case of an acquisition which is under an agreement that has
not been disapproved by the Secretary, under the bill, the Secretary
would accept the cortifications (subject to his review) and would not
——e—

¢ The bill does not require submission of audited financial statements with

respect to a plan year until 8 months and 15 days after the close of that year.
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be required to make an mndependent determination that the require-
ments of the bill are mer.
Notification by the Secretary

The bill provides that whenever the Secretary determines that a
future acquisition of eity or agency abligations by a plan will {ail
1o meet one or more of the requirements of (he bill. he is to notify
the plans and the City of New York of his determination. Under the
bill, however, the Secretary’s determination with respect to an acqnisi-
tion is not conclusive; that is, an acquisition may be found to sati=fy
the requirements of the bill despite the Secretary’s notioe to the con-
trary, or an acquisition mayv be found to violnte the requirements of
the bill even in the absence of a notice of the Secrctary’s determination
to that eflect.

Actions by the Secretary

The bill authorizes the Secretary of the Treasury or his delegate
to prescribe reculations to carry out the provisions of the bill. Uneler
the bill, no other function, power, or duty of the Secretary may be
delegated.

Relationship With Public Law 94236

Existing law relating to New York Cily pension funds applics to
acquisitions made before the end of 1978, Ins order to prevent purchases
of long-term delit between July 1, 1979, and December 31, 1978, from
being under two sets of rules (P.1.. 94-226 and the committee hilly, the
committee bill provides that the provisions of Public Law 04238 will
not apply to acquisitions made on or after, upon the eflective date
of the bill.

Effective Date

H.R. 4007 will be effective on the date of enactment. In addition,
on that date, provisions in section 1(a) of Public Law 94-238, which
are substantively identical to those in section (a) of this bill, will cegase
to apply with respect to acquisitions of City indebtedness on or after
such date,

Revenue Effect
It is estimated that this committee amendment will have no efect

on Federal revenues in fiscal year 1979 or in any one of the lour sub-
sequent fiscal years,



B. Continued Federal Matching for Child Support Collection for
Nonwelfare Families

Present Law
The chitd support enforcement program. enacted at the end of the

gith Congress as title IV-D ol the Social Security Act (Public Law
93-A47), mandates aggressive administration at both the Federal
and iocal levels with various incentives for compliance and with
penaities for noncompliance. The program includes child support
enforcement services for both welfare and nonwellare families. The
child support enforcement program leaves basic responsibility for chikd
suppart and establishment of paternity 1o the States, but provides for
an active role on the part ol the Federal Government in monitoring and
evalusting State child support enforcement programs, in provuding
technical assistance, and, In certain instances, in undertaking to give
direct assistance to the States in locating absent parents and obtaining
support payments from them.

"I'n assi<f and oversee the operation of State child support programs,
the Department of Health, Education and Wellare is required to set
up a sepurate organizational unit under the direct control of a person
desienated by and reporting to the Secretary. This office reviews and
approves State child support enforcement plans, evaluates and audits
the implementation of the program in each State, and provides tech-
nical assistance to the States. .

HEW rexional child support staff, under the rectonal child support
represeniative, are responsible solely for title IV-D and report direetly
to the Office of Child Support Enforcement. The manner i which the
Department of Health, Education, and Welfare has complied with
the requirement ol a separate organizational unit for chilld support
eniorcement is in keeping with the spirit and intent of present law and
iz analocous to the organizational structure for child support enforce-
ment in many States-—particularty States with hichly cost-eflective
procrams such as Michizan, Massachusetts, Washington and JTowa.

The Act also provides {or a parent locator service within the De-
partment of HEW's separate child support enforcement unit. The
Act {urther requires that a mother, as a condition for welfare, asslen
her right to support payments to the State and cooperate in identifying
gnd locating the father and securing support paviments except when
cooperation is determined not to be in the best interest of the child.

The legislation creating the child support program requires each
State to have a program of child support collection and paternity
establishment services for both AFDC and non-AFDC femilies admin-
istered by a single and separate organizational unit within the State
under a separate State plan for child support administered separately
from other State plans, The statute provides Federal matching of 75

ercent for services to AFDC families on a permanent basis. Matching
or services to non-AFDC families was provided for one year, but has
been estended through fiscal year 1978.

(13
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Committee Amendment

The committee believes that the requirement that every State
have a program of child suppart collection and paternity establish-
ment services for families that are not receiving welfare is an essentinl
component ol the child support program. The purpose of the require-
ment s to assure that abandoned [amiljes with children have access
to child support services before they are forced to apply for welfare.
It is the opinion of the committee, supported by the statements of
many State child support admiristrators, that access to these services
often means the difference between a family’s reliance on welfare Sup-
1port and bewng supported by a legally responsible parent. Most of the

amilies being served are marginally eligible for AFDC, and without
services are likely to end up on the wellnre rolls,

The committee believes that the existing programs of required serv-
ices for non-AFDC families may flounder iII Federal financing for the
services is allowed to terminate. It also believes that States will be
more willing to develop and expand the programs if they are convinee]
that Federal financing will be (:ontinuen]. In addition, it seems rea-on-
able and fair to assist in the financing of a State program whieh is man-
dated by Federal law. The committee notes in particular that States
which do not have an effective program for non-AFDC families are
subject to a penalty provision which requires a reduction in Federal
matching for AFDC of 5 percent if a State is found as the result of a
Federal audit to have faiie(l to have an effective child support pro-

am. For these reasons, the committee amendment would provide for
?jedpml matching for services to non-AFDC families on a permanent

asis.
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II1. COSTS OF CARRYING OUT THE BILL AND VOTE 0OF
THE COMMITTEE IN REPORTING H.R, 4007, AS AMENDED

Budgel Effect

In compliance with section 252(n) of the Legislative Reorganization
Act of 1970, the following statement is made relative to the costs in-
curred in carrying out H.R. 4007, as amended by the committee.

New York City pension plans

The committee estimates that the New York City pension plan
provisions of this bill will have no effect on the budget receipts for
fiscal vears 1979-83. The Department of the Treasury agrees with
this statement.

Chald support collection for families not on welfare

The Administration has estimated the following costs for the pro-
vision continuing Federal matching for child support services to
nonwelfare families: $40 million in fiscal year 1979, $43 million in
fiscal year 1980, $45 million in fiscal year 1981, and $47 million in fiscal
vear 1982. The committee does not agree with these estimates because
they make no allowance for the savings to be generated. The com-
mittee behieves that it is quite clear from the experience with respect
to welfare families that the savings which can be realized through the
child support enforcement program far outweigh the costs, While the
exact amount of savings from keeping families off welfare by obtaining
support from absent parents has not been calculated, the committee
is convinced that it would substantially exceed the estimated cost of
the provision.

Vote of the Commitiece

In compliance with section 133 of the Tegislative Reorganization
Act of 1946, the following statement is made relative to the vote by
the committee on the motion to report the bill. I1. R. 4007, as amended
by the committee, was ordered favorably reported by a voice vote.

(17)




IV. REGULATORY IMPACT OF THE BILL AND OTHER
MATTERS TO BE DISCUSSED UNDER SENATE RULES

Regulatory I'mpact
Pursuant to rule XXIX of the Standing Rules of the Senate, as
amended by 3. Res. 4, the committee makes the following statement
concerning the regulatory impact that micht be incurred in carryving
out provisions of this bill.

A. New York City Pension Plan Provisions

1. Numbers of individuals and businesses who would be requiated —
The bill establishes criteria which relate to the authority of five pension
plans of employees of the City of New York and three pension plans of
employees of the State of New York to purchase debt obligations
issued by the City of New York or the Municipal Acceptance Corpo-
ration on behalf of the City of New York. These eriteria also relate
to the fiscal performace of the City of New York and the financial
characteristics of debt obligations issued by the Municipal Assistance
Corporation.

2. Economic impact of regulation on individuals, consumers, and
businesses affected.—The bill modifies present law with respect to
the requirements that (1} there be no prohibited transactions. fo.,
self-dealing, between an employer and pension plans for its emplovers
and (2) the pension plans must be managed for the exclusive henefit
of the emplovees. As a result, the pension plans may purchase New
York City obligations, so long as the City makes progress toward

. achieving a balance in its expense budget for the fiscal vear beginning
July 1, 1981, Such fiseal achievement will increase the capahility of
the City’s government to meet the needs of the individuals and
businesses who reside and work in the City.

3. fmpacet on personal privacy.—~The provision has no impact on the
personal privacy of individuals,

4. Determination of the amount of paperwork —There will be a
nominal increase in the amount of paperwork over the present armount
of paperwork for the City and the pension plans to prepare reports
for the.Secretary of the Treasury. He will use the reports in deter-
mining whether the pension plans mayv continue to purchase New
York City indebtedness, us stated in an agreement to be reached
with the City of New York.

B. Child support collection for families not on welfare

The regulatory impact of this provision is minimal and is limited
to those families who are being aided by the child support program
and to State and local agencies administerine the program.

Consultation with the Congressional Budget Office on
Budget Estimales

In accordance with section 403 of the Budgzet Act, the committee
advises that the Director of the Congressional Budget Office has
prepared no statement on the budget estimates with respect to the
committee amendments.

{18)
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New Budget Authority

In compliance with section 308(a)(1) of the Budget Act, the com-
mittee states that the bill does not provide any new budet authonty,

The provision relating to child support for nenwelfare [amilies
was passed by the Senate on August 23, 1975, as part of I1.R. 12232,

The Committee on Finance did not receive any formal communi-
cation from the Congressional Budeet Office with respect to the
child support provision in this bill. However, the following com-
munication was received {rom the Congressional Budwet Office con-
cerning the provision that was included 1n 11.R. 12232,

AvacusT 28, 1878,
Memorandum to: Files,
From: Al Peden.
Subject: Amendment to Extend Non-AFDC Child Support Enlorce-
ment.

Under current law, the 75 percent federal matching pavments
for non-AFDC child support enforcement administrative expenses are
due to expire September 30, 197S. This amendment would drop this
cutoff ddate and extend payments indefinitely.

CBO current!y estimates that the extension of these federal pay-
n}ents will result in no additional costs in fiscal year 1979 or there-
after.

Previously, CBO had taken the administration’s estimate for
this provision (the estimate for fiscal vear 1979 was $40 million
for the identical provision in the Senate Finance Committee’s version
of H.R. 7200). This estimate represents only the direct administra-
tive expenses of state and locas governments for this part of the
program and ignores {actors which would result in savings of federal
expenditures, These savings come from two sources: {1) Families
are kept off of AFDC and other welfare programs as a result receiving
child support collections under this program, and (2) “Non-wellare
recipients may be required, in some states, to pay an application
foe and the costs of collection may be deducted from collections
made.” ' While current information does not permit a precise estimate
of these savings, CBO feels that they would at least offset the proposed
expenditures. Some prima facie evidence may illustrate the pont.
For fiscal vear 1979 it is estimated that there would be 500,000 non-
welfare families recelving child support enforcement collections shouldl
this provision become Jaw.’ If only 5 percent of these families (25,000)
wereo forced to turn to AFDC, this could mean an increase in AFDC
peyments in excess of $40 million. This is shown as follows:

Number of families effected . oo oo 23, 000
Lstimote uverage AFDC payment per family for fiscal year 1979 $3, 179
Foceral share of payment_._______ e e e s CH3

Federal expenditures (or effected familiesin fiseal vear 1079_. . _ . - $42, 000, 00V

This estimate does not include savings from collections received
or savings in other programs such as food stamps and medicaid.

| From the Budget of the U.S. Government, Appendix, fscal year 1979,
p. 448,
3 Op. cit.

@



Date :

To

From:

Re

Municipal Assistance Corporation
For The City of New York

MEMORANDUM

1 September 1978
A. Altman, A. Brawer, R. Kandel, P. Lee

Marilyn F. Friedman

Federal Pension Legislation

The purpose of this memorandum is to set forth comments regarding
the most recent discussion draft of the Federal pension legislation,
dated August 22, 1978, and the accompanying committee report, which
were given by me to Martin Katz by telephone on August 31, 1978:

1.

I noted that provisions on page 2 and page 12 of the bill

and a paragraph entitled "Notification by the Secretary"”,

on page 11/12 of the committee report give rise to a question
as to whether a purchase, once made by the pension plans
pursuant to an approved agreement, in the absence of fraud

or misrepresentation by the pension funds, is fully protected
under the Act from being classified by the Secretary or by
the committee which might have caused the purchase to be
disapproved when made. I indicated to Martin that such
protection was very important for the pension funds.

I suggested language on page 2 of the bill to permit the
Secretary to shorten the 60-day period he has in which to
make a determination concerning an agreement or acquisition.

On page 3, I indicated that we found provision Section
2{(a) (1) (A) to be confusing. I suggested that it be amended
to read as follows: "In the case of a City plan, the plan
acquires any City indebtedness after one year following the
date of enactment of this Act and before a determination is
made as to whether the City plan met the percentage limita-
tion on holding of City indebtedness application under this
sub-paragraph for the 12-month period ending June 30, 1979."
I noted that it appeared to us that all purchases made dur-
ing the 1979 fiscal year would be made without reference to
the statutory percentage tests. However, if purchases were
made in such a way as to cause the funds to exceed the 40%
limit when the test is first made after June 30, 1979, then
no purchases could be made thereafter until the test was
met. Martin agreed with that interpretation.
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4, T noted that on page 6 of the bill, there is no reference
to a determination being made as of the close of the third
calendar quarter following a 12-month period. The committee
report makes reference to a seventh fraction to be used for
such quarter.

5. Also on page 6, I asked that the reference to a "semi-annual
report of the plan" be explained or deleted.

6. On page 7, I noted that Subdivision (A) of the overall stand-
ard was not applicable to the State pension funds. We agreed
that the Secretary would be expected to base his determination
as to state pension funds on the second criterion.

7. On page 8, I suggested that the language on participation by
others either should be conformed to the language in the
guarantee bill, or should be amended by substitution of "or"
or "and" where it appears between the words "of the State"
and "private sources". John Fouhey has noted that since
neither the State nor an agency of the State would be ac-
guiring City indebtedness under the plan the finding required
in respect of participation poses a problem for Treasury.

8. - Also on page 8, I requested that the language of requirements
with respect to the fiscal condition of the City be conformed
to the guarantee act; specifically, that the substantial pro-
gress language be dropped and that the language with respect

to generally accepted accounting principles be modified.
Martin agreed that the substantial progress language

should be dropped but said the GAAP language had to stay.
He agreed that the committee report should not freeze in
GAAP as of the date of the gquarantee bill. I also noted
that the requirement that the Secretary make determinations
on the basis of audited financial statements might require
that the Secretary go back a whole year because audited
financials for the immediately preceding year are not ready
yet. There should be some flexibility for the Secretary

to refer to unaudited financials as well as audited annual
financials.

9. One page 9 I noted to Martin, Allen Brawer's request that
the annual report language of the bill be conformed to ERISA
requirements, that is, that a financial audit be required but
not an actuarial audit.

10. On page 11, it should be made clear that a plan is required
to submit a statement showing projected cash flow for the
plan year to the Secretary.
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11.

12.

13.

14.

15.

16.

17.

18.

Also on page 11, we agreed that the provision of Subdivision
(d) (2) that an independent CPA analyze compliance by the
plan with the requirements of Subsection (b) should be de-
leted, since that subsection is the overall standard.

On page 12, in Subdivision (d) (4) I requested that the
words "Secretary has determined that" be inserted on the
fifth line between the words “the" and "City" (this con-
cern is related to point 1., of this memorandum, as is

a concern with Subsection 3(a) (1)).

On page 15, I noted that there no longer appeared to be a
need to define long-term obligation.

On page 16, I noted that public employee retirement systems
are probably not created by The City of New York but only
by the State of New York.

On page 6, I noted that the language with respect to valua-
tion of assets of the plan was much more restrictive in the
report than in the bill itself. I requested that the report
be amended to conform to the bill.

With respect to the fractions set forth on pages 7, 8 and 9
of the report, I noted two problems: {(a) the actuary should
be given flexibility to use the latest official valuations
available. Thus, if the valuation for a preceding year were
done in July after the June semi-annual numbers were avail-—
able, the actuary should bhe permitted to use the June semi-
annual numbers instead of projections based on the earlier
December numbers; (b) with respect to a calculation made as
of the end of the fifth quarter, the third fraction should
have as its denominator the value as at the preceding Decem-
ber, plus one-half the increase in value from the preceding
December to the immediately preceding June, since the June
valuations would be available.

I pointed out that with respect to the fractions, it might
be helpful to give an example using actual dates so that
people would not get confused with respect to the preceding
year, the plan year and the succeeding year.

On page 10, I requested that the language with respect to
fiscal condition of the City be conformed to the guarantee
bill.

Also on page 10, T restated Allen's comments with respect
to the financial statements prepared by the plans.
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19. On page 11/12 T noted that there was still a reguirement
for a five-year cash flow, notwithstanding that the cash
flow test respected only one year and Martin agreed that
the requirement should be changed.

20. Also on page 11, I commented as to the need for assurance
that a purchase, once made, was protected (see point 1.).

Except with respect to the GAAP language Martin indicated agreement
with the proposals. As to the GAAP language he said he would look

back through the committee records to see whether the requestead
changes could be made,

MFF/lsd

co: Martin Katz



' : © Joint Committe on Taxation
/
) August 8, 1978 »

Outline of New York City Pension Proposal

currently, the City and State pension funds, banks, Municipal
Assistance Corporation (MAC) and Treasury are negotiating a financial
plan to assist New York City over the next four years.

Under the proposal, specified City and State pension B
plans can buy, without endangering their tax-qualified status, New
York City bonds or bonds issued on behalf of the City by an agency
of the State, i.e., MAC, if certain general and specific standards
are met, as determined by the Secretary of the Treasury.

1. General standards

o a. 'The agreement to purchase the bonds balances the

N needs of the pension plans and the City;

L b. Treasury must consider the rate of interest, security
_ behind the bonds, and participation of outside parties
ra% (banks, insurance companies) in applying these general

standards before approving an overall agreement.
2. Specific standards

a. City and MAC debt cannot exceed a specified annual
percentage of all participating City pension funds'
\ assets according to a specified schedule: 40 percent
/ in FY 1979, 36 percent in FY 1980, 33 percent in FY
1981, and 30 percent in FY 1982. The percentage is to
be measured at the end of the fiscal year by taking
% an average of the 12 monthly percentage figures. The
s . State pension funds may not invest more than 10 percent
of their assets in City or MAC securities, and no individual
City pension fund can have more than 50 percent of its
assets in City or MAC securities.

pi -7 b. Total acguisitions of long-term debt cannot: exceed
’ $750 million/year with carryforward available for unused
authority.

) c. Specific valuation rules for pension plan assets
are provided.

. ,d. The City must be making substantial progress towards
4V eliminating its operating deficit each year, as evidenced
by its budget plans and independently audited financial
statements.

e. No pension plan with a negative cash flow projection
for its current fiscal year may buy City or MAC securities.

Lf%‘f.ﬁv f. City must have an audit conducted annually by independent
- ST public accountants of its fiscal year financial statements.
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g. The pension plans must report annually to Treasury -
ith respect to financial -~

g and Congressional Committees wi

7/ | activities during each year, and have conducted annually

\ an audit performed by independent public accountants.

i The proposal establishes procedures Treasury will follow to
inform City and/or pension funds of compliance or noncompliance with

the provisions; the proposal also gives Treasury authority to issue

regulations necessary to carry out provisions. Transition rules

are provided which relate this proposal to existing law (P. L. 94-236)

which expires at the end of calendar-1978.

"

4
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outline of New York City Pension Proposal

currently, the City and State pension funds, banks, Municipal
Assistance Corporation (MAC) and Treasury are negotiating a financial
plan to assist New York City over +he next four years.

Under the proposal, specified City and State pension B ‘
plans can buy, without endangering their tax—qgualified status, New
York City bonds or bonds issued on behalf of the City by an agency
of the State, 1.e., MAC, if certain general and specific standards

are met, as determined by the Secretary of the Treasury.

1. General standards

a. The agreement to purchase the bonds balances the
needs of the pension plans and the City;

L b. Treasury must consider the rate of interest, security
behind the bonds, and participation of outside parties
(banks, lnsurance companies) in applying these general

standards before approving an overall agreement.

2. Specific standards

a. City and MAC debt cannot exceed a specified annual
percentage of all participating City pension funds'
assets according to a specified schedule: 40 percent
in FY 1979, 36 percent in FY 1980, 33 percent in FY
1981, and 30 percent in FY 1982. The percentage is to
be measured at the end of the fiscal year by taking

an average of the 12 monthly percentage figures. The
State pension funds may not invest more than 10 percent
of thelr assets in City or MAC securities, and no individual
City pension fund can have more than 50 percent of its
assets in City or MAC gsecurities.

p. Total acquisitions of long-term debt cannot exceed

$750 million/year with carryforward available for unused
authority.

c. Specific valuation rules for pension plan assets
are provided.

d. The City must be making substantial progress towards
eliminating its operating deficit each year, as evidenced

by its budget plans and independently audited financial
statements.

e. No pension plan with a negative cash flow projection
for its current fiscal year may buy City or MAC securities.

. f. City must have an audit conducted annually by independent
- public hccountants of its fiscal year financial statements.



g. The pension plans must report annually to Treasury
and Congressional Committees with respect to financial
activities during each year, and have conducted annually
an audit performed by independent public accountants.

The proposal establishes procedures Treasury will follow to
inform City and/cr pension funds of compliance or noncompliance with
the provisions; the proposal also gives Treasury authority to issue
regulations necessary to carry out provisions. Transition rules
are provided which relate this proposal to existing law (P. L. 94-236)
which expires at the end of calendar 1978.
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IN THE SENATE OF THE UNITED STATES

Marx 8 (legislative day, ApriL 28), 1977

Read twice and referred to the Committee on Finance

SerreMper 13 (legislative day, Aveust 16), 1978

Reported by Mr. Moy~N1HAN, with an amendment to the text and an amendment
to the title

[Strike out all after the enacting clause and insert the part printed in italic]

AN ACT

To amend the Internal Revenue Code of 1954 to designate the
home of a State legislator for Income tax purposes, and for

other purposes.

1 Be it enacted by the Senate and House of Representa-

no

ties of the United States of America in Congress assembled,
4 Revenue Code of 1954 {relating to trade or business ex
penses} is amended by adding ot the end thereof the follow-
subseetion; the place of residence of a State fegislator witlin
the legislative distriet which he represents shall be considered
10 (b} Section 162 of such Code is amended by redesigmit

11

W

&y O

e oo =3
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“thy Meecisk BEEES Por LiiNe BExpesses o

W

eleeted to have this paragraph apple for the taxable
10 Bh aggregate aitount eqund to whichever of the following
11 is the smatlests

13 edlowanee for sueh vene

14 B} the number of days during the taxable
15 year with respeet to which he reecived a lving ex-
16 pense nllowance; multiphed by the grenter of i)
17 $50; or (i) the maximum per diem rote authorized
18 %ebe?mdbyt—helle{}m#@ewmmeﬂ%m%heleea%ﬁy
19 i whieh the sent of the State leoislature is lo-
20 eated; o

21 ) $9;006-

29 42} SEBsEANIRAPION—lmeunts expended for
23 Hving expenses by o State legisltor {for any taxable
24 vear to which paragraph (i} docs not apply) with ro-
25 Speeis%ehisméeefbﬁs%ness&s&&&wleg%s}&fwshﬁu

o -1 & G
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1 not be deduetible for ncome tax purpeses except to the

6 graph {1 may be made {and ¥ nmde max be pe-
7 voked: only on or before the duv which s 4 yenx
8 wfter the date preseribed ha lvw for Ghng the return

9 of taxes impesed by this ehapter for the taxable e
10 s a8 eleetion wnder parneraph {3 shall be mrnde
12 preserthes

| 14 prrposes of paragraph {1)5 the term Shving expense
15 rHowatiee mrenns 1 per diemr atlovcanee; rehmburse
16 ment; or other payment or allowanee from the State
17 with respeet to living expenses as & State legislator:
19 corNT—For prapeses of this subrection: amowrs ex-
20 pended for transpertation shall net be taken inte
21 BECOHE
22 Sres 2 The smendments made by the fust section of
23  this et shell apply to toxable years beginnine after Decem-
24 ber 315 1975; and before January 15 1978
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SECTION 1. QUALIFIED STATUS OF PARTICIPATING PEN-
SION PLANS.

(a) GENERAL RULE—dA participating pension plan
shall not be considered to fail to satisfy the requirements of
section 401(a) of the Internal Revenue Code of 1954, and
shall not be considered to have engaged in a prohibited
transaction described in section 503(b) of such Code, merely
because—

(1) during the period beginning on July 1, 1978,
and ending on June 30, 1982, the plan acquires city
indebtedness which meets the requirements of section 2,
or

(2) the plan continues to hold any city indebtedness
acquired—

(A) pursuant lo this Act or Public Law

94236, or

(B ) before November 26, 1973.

(b) ACQUISITION OF INDEBTEDNESS PURSUANT TO
AcreEnENT.~The acquisition of city indebtedness by a
participating pension plan under an agreement for the
acquisition of city indebtedness meets the applicable require-
ments of section 2 if—

(1) the agreement is not disapproved by the Secre-
tary under subsection (c), and

(2) the plan certifies to the Secretary (and fur-
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nishes to the Secretary and to the appropriate commuttees
of the Congress such supporting information and docu-
mentation as the Secretary shall require) that the
acquisition—
(A4) is made under the agreement, and
(B) meets ihe applicable requivements of sec-

tion 2 (determined without regard fo the pmv'isiohs

of subsections (b), (c), and (f) of section 2).
(¢) S1x7y-DAY PERIOD FOR DISAPPROT AL~

(1) IN GENERAL.—DBefore entering into an agree-
ment described in subsection (b), and before acquiring
any city indebtedness 1ot covered by such an agreement,
the participating pension plan shall notify the Secretary
of the proposed agreement or acquisition. If the Secre-
tary determines (not later than 60 days afler the date
of such submission or such shorter period as the Secretary
may establish) that such agreement or acquisition does
not meet dny requi’rement of section 2, the Secrelary
shall disapprove such agreement or acquisition (as the
case may be). For purposes of this subsection, an amend-
ment, or a waiver of any provision, of such an agreeme'.mf
shall be treated as a new agreemézt.

(2) Noriric4arion.—The Secretary shall, not later
than the 10th day after the closeléf the period applicable

under paragraph ( 1), notify the appropriate committées




0
of the Congress of the determinations he has made with
respect to the submission and the reasons on which such

determinations were based.

(a) Louitarrioxs oy Avooxt or DEsr To BE Ac-

QUIRED ,—

1

2

3

4 SEC. 2. REQUIREMENTS.
5

6

7 (1) PERCENTAGE LIMITATIONS.—In acquisition of
8

city indebledness by a participating pension plan does

9 ot meet the requirements of this section if—

10 - (4) AGGREGATE LIMIT ON ACQUISITIONS BY
11 CITY PLANS.—In the case of a city plan, the plan
12 acquires any city indebledness after June 30, 1979,
13 and before the city plans meet the percentage limita-
14 - tion on holdings of city indebtedness applicable under
15 this subparagraph for the 12-month period ending
16 on the most recently preceding June 30. The percent-
17 .- - age limitation on holdings of city indebtedness under
18 . this subparagraph is mot met if the value of city
;‘1.9 .- -indebtedness held by all city plans exceeds a per-
20 centage of the aggregate assets of all city plans equal
21 to—

292 (i) 40 percent for the 12-month periad
23 : ending on Jun_e 30, 1979,

% ... - (i) 36 percent for the 12-month period

25 . ending on June 30, 1980,

o e rtb——— e e g
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(iii) 33 percent for the 12-monih period
ending on June 30, 1981, and
(iv) 30 percent for the 12-month period

ending on June 30, 1982,

(B) Lot oN A¢gUISITIONS BY EACH CITY
PLAN .~ the case of a city plan, the plan acquires
any cily indebtedness which, when added to other
city indebtedness held by such plan, would cause
such holdings to exceed 50 percent of the assets of
such plan at the time of the acquisition.

(C') LIMIT ON ACQUISITIONS BY STATE
prLAN —In the case of a State plan, the plan acquires
any city indebtedness which, when added to other city
indebtedness held by such plan, would cause such
holdings to exceed 10 percent of the assets of such
plan at the time of the acquisition.

(D) DETERMINATIONS OF WHETHER THE
PERCENTAGE LIMITATIONS H.VE BEEN MET.—

(i) AGerecaTE LT —For the purpose
of determining whether the percentage limitation
on holdings of city indebtedness uader subpara-
graph (4) Tas Deen met for any 12-month
period described in that subparagraph, the plan

shall use the arithmetic mean {expressed as a

percentage) of 4 fractions, the numerators of
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which are the value of city indebtedness held by
all city plans as of the close of each calendar
quarter within the 12-month period for which
the determination is being made and the denomi-
nators of which are the value of the assets of all
city plans as of the close of each such calendar
quarter. If the percentaye limitation wunder
subparagraph (A) is not met for a 12-month
period on the basis of the 4 fractions for the 4
calendar quarters within that 12-month period,
the plan shall make a redelermination for that
12-month period as of the close of the first
calendar quarter, if neceséary, the second calen-
dar quarter and, if necessary, the third cal-
endar quarter following the 12-month perioi
using the 4 fractions for the 12-month period
and the fraction or fractions for the additional
quarter or quarters. If the value of city in-
debtedness or plan assets is not available for
any quarter at the lime the determination of the
fmction‘ for that quarter is being made, the
plan shall use a value derived from interpola-
tions from the most recently available semiannual

valuations.
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(i1) Prax Louar.—In making o determina-
tion of whether or nol an acquisition of city
indebledness meets the requirements of subpara-
graph (B) or ('), the plan shall make deter-
minations based on the most current data avail-
able as to the holdings of city indebiedness and
on the basis of the most recently available semi-
annual valuation of assets of the plan.

(2} METHOD OF vaLUATION.—For purposes of
this subsection—

(4) city indebtedness is to be valued by the
plan at its face value, and

(B) all other assets are to be valued by the
plan under methods determined by the Secretary to
be consistent with the methods of valuing assets for
purposes of section 412 of the Internal Revenue

Code of 1954.

(b) STANDARDS.—

(1) OTERALL STANDARD.—The overall standard
used by the Secretary under this Act in determining
whether or not to disapprove an agreement for the ac-
quisition of city indebtedness under section 1(c) shall

. be the extent to which the acquisition of city indebted-
ness under the agreement will, in the case of a city plan—

H.R. 4007—2
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(A ) maintain the ability of the city—
(i) to muke future contributions to the plan
or trust, and
(ii) o satisfy its future obligations lo pay
pension and retirement benefits to members and
beneficiaries of such plan or trust, and
(B) protect the sources of funds lo provide
retirement benefits for members and bencficiaries of
the plan or trust.

(2) FACTORS TO BE TAKEN INTO ACCOUNT.—In
determining whether or mot fo disapprove such an
agreement the Secretary shall take into account (among
other factors) the terms of the obligations which are to
be acquired under the agreement.

(3) F1SCAL PARTICIPATION BY PRITATE SOURCES
oR PUBLIC ¢REDIT MARKETS.—The Secretary shall dis-
approve any such agreement unless he has received as-
surances to his satisfaction that there will be significant
participation in the acquisition of city indebtedness by
the State, an agency of the Slate, or privale sources, or
through public credit markets.

(¢) REQUIREMENTS WITH RESPECT TO Fiscar Cox-

‘prrioN oF THE CITY.—

(1) SUBSTANTIAL PROGRESS TOWARD A BAL-

ANCED BUDGET BY 1982.—An acquisition of city indebt-
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edness by a participating pension plan dwving any fiscal
year beginning after June 30, 1979, does not meet the
requirements of this section unless the Secretary has
determined for such fiscal year that the city is making
substantial progress toward operating wnder crpense
budgets which do not show a deficit.

(2) PRINCIPLES TO BE .PPLIED UNDER P.ARA-
GrAPri (1),—The Secretary shall make the determina-
tion required under paragraph (1) on the basis of—

(A) whether or not the requirements of para-
graph (5) of section 103 of the New York City

Loan Guarantee Act of 1978 (as such Act is in

effect on the date of enactment of this det) are being

met, and

(B) the annual audited financial statements of
the city prepared in accordance with generally
accepled accounting principles (including principles
applicable to municipal governments which provide
for a clear division belween operating outlays and
revenues on the one hand and capital expenditures

“and revenues on the other hand) and in accordance

© with generally accepted auditing standards.
(d) PLANS HAVING NEGATIVE CASH FLOW.—
(1) IN GENERAL—An acquisition of any city in-

debtedness by a city plan does not meet the requirements
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of this section if the plan would have a negative cash
flow for the fiscal year of acquisition.
(2) SPEc1ar RULES.—For purposes of paragraph
(1)—

(4) cash flow shall be determined by the plan
for each fiscal year, and also whenever the plan
enters into an agreement which must be submitted
to the Secretary under section 1(c) ( including any
amendment of, or waiver under, such an agreement ),

(B) cash flow shall be determined in the same
manner as provided in paragraph (3) of subsection
(e), and

(C) the effect of completed and proposed ac-
quisitions during the plan year on the cash flow shall
be taken into account,

(¢) REPORTS.—
(1) Annual report by plans on receipts, disburse-
ments, holdings, and cash flow.—

(A) ANNUAL REPORT.—An acquisition of any
city indebtedness by any participating city pension
plan does not meet the requirements of this section
unless, for each preceding plan year beginning after
June 30, 1978, and ending more than 8 months and
15 days before the date of the acquisition, the plan

has submitted an annual report which meets the
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requirements of paragraph (2) to the Secretary and
to the appropriate commitiees of the Congress.

(B) PROJECTED CASH FLOW.—An acquisition |
of city indebtedness by any participating city pension
plan for any plan year does not meet the require-
ments of this scction unless the plan has submitted
to the Secretary and to the appropriate commitices
of the Congress a statement showing the projected
cash flow for the plan year.

2) ANNUAL REPORT BY INDEPENDENT PUBLIC

ACCOUNTANT —An annual report does mot meet the

requirements of this paragraph unless {t—

(4) includes an analysis of compliance by the
plan throughout the fiscal ye‘ar with the requirements
of subparagraphs (A) and (B) of subsection (a)
(1),

(B) is prepared in accordance with generally
accepted accounting principles, and |

(C) meets the requirements of paragraph (8) of
section 103(a) of the Employee Retirement Income
Security Act of 1974, as in effect on the date of
enactment of this det (without regard to the last 4
sentences of subparagraph (A) of that paragraph).

(3) RULES FOR DETERMINING CASH FLOW.—For

purposes of paragraph (1)(B), the cash flow—
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(A) shall take into account contributions and
other income (such as dividends and interest) on the
one hand and the payment of benefits and erpenses
on the other hand, and
(B) shall not take into account items properly
chargeable to capital account (such as the proceeds
from the sale or redemplion of assets), other than—
(i) payment of principal during the period
a debt is outstanding,
(i1) payment of principal at maturity or
redemption, and |
(1) proceeds from the sale of obligntions
having a maturity of one year or less at the
time of sale.

(f) Crry Muvsrt Coampry TWire REQUIREMENTS OF
Secrroy 103(7) or NEw York Ci17y LOAN GUARANTEE
Act oF 1978.—An acquisition of city indebtedness by a city
pension plan for any plan year does not meet the require-
ments of this section unless, at the time of the acquisition,
the Secretary has determined that the requirements of para-
graph (7) of section 103 of the New York City Loan (fuar-
antee Act of 1978, as in effect on the daie of enactment of ths

Act, have been met.
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1 SEC. 3. NOTIFICATION OF PLANS ANXND CITY OF ACQUISI-

2

3

10
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TIONS WHICH FAIL TO MEET REQUIREMENTS
OF THE ACT; REGULATIONS,
(a) Noriricariox or Praxs axp Ciry.—

(1) NoTiCE OF FAILURE TO 3EET REQUIRE-
MENTS—Whenever the Secretary determines that an
acquisition of aty indebtedness has not met one of the
requirements of section 2, he shall notify the participating
plan or plans involved.

(2} NOTICE OF POSSIBLE PROSPECTIVE FAIL-
UvrRE—The Secretary shall notify each participating
pension plan and the cily whenever he finds, based on
information available to the Secretary, that a future ac-
quisition of city indebtedness will fail to meet the re-
quirements of section 2 because of the requirement of
subsection (a)(1){A) or (c) of that section, and he
shall notify the participating pension plan concerned
and the city whenever it appears that a future acquisi-
tion of city indebtedness by that plan will fail to meet
the requirements of section 2 for any other reason.

(b) REGULATIONS~The Secretary of the Treasury or

22 his delegate is authorized to prescribe such regulations as

23 may be necessary to carry out the provisions of this Act.
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SEC. 4. DEFINITIONS AND SPECIAL RULES.
For purposes of this Aet—

(1) PARTICIPATING PENSION PLAN.~—The term
“participating pension plan” means any city plan or
State plan.

(2) Ciry pran—The term “city plan” means any
of the following:

(4) the New York City employees’ retirement

System,

(B) the teachers retirement system for the city
of New York,

(C) the New York City Police Pension Fund,
article 2, -

(D) the New York City Fire Department
Pension Fund, anticle 1-B, and

(E) the board of education retirement system
for the city of New York.

{8) STATE PLAN.—The term *‘State plan” means
any of the following: |

(A) the New York State employees’ retirement
system,

(B) the New York State policemen’s and fire-
men’s retirement system, and

{C) the New York State teachers’ retirement

system.
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(4) APPROPRIATE COMMITTEES OF THE CON-
GRESS.—The term “appropriate committees of the Con-
gress’ means the Commiitee on Ways and Means of the
House of Representatives and the I'inance Commitiee
of the Senate.

(5) REFERENCES TO PLAN INCLUDE REFERENCES
70 TRUST.—A reference to a plan includes a reference
to any trust forming a part thereof.

(6) Crry INDEBTEDNESS.—The term “city indebt-
edness’ means any city obligation or any State financing
agency obligation.

(7) City oBLIiGATION —The term “city obligation”
means any indebtedness for money borrowed by the city.

(8) STATE FINANCING AGENCY OBLIGATION.—The
term “State financing agency obligation” means any
indebtedness for money borrowed by the State financing
agency.

(9) STATE FINANCING AGENCY.—~The term “State
financing agency” means any agency or instrumentality
of the State of New York duly authorized by such State

to act on behalf of or in the interest of the city, and

‘1o other subdivision of the State, with respect to the city’s

financial affairs.
(10) Crry.—The term ‘‘city” means the city of
New York.
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(11) Fi1$CAL YEAR~—The term “fiscal year” means
a I-year period beginning on July 1 or, where the
Secretary determines it to be appropriate, the plan year
of a participating pension plan.

(12) SECRETARY —The term “Secretary” means
the Secretary of the Treasury. Except as provided in
section 3, no function, power, or duty of the Secretary
under section 1, section 2, or this section may be
delegated,

(13) dcouvisirion.—The term “acquisition” in-
cludes—

(4) a purchase or an exchange (whether pur-
suant to a vollover or otherwise), and
(b) to the extent provided in regulations pre-
seribed by the Secretary, any modification in the
terms of an obligation or in the rights of the holder of
an obligation.
SEC. 5. RELATIONSHIP OF THIS ACT TO PUBLIC LAW
94-236.

Efective on the date of the enactment of this Act, the
warver of the requirements of sections 401 ( a) and 503(b)
of the Internal Revenue Code of 1954 contained in subsection
(a) of the first section of Public Law 94-236 shall not apply

to acquisitions of city indebledness on or after such date.
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SEC. 6. FEDERAL FINANCIAL PARTICIPATION IN STATE
PLANS FOR CHILD SUPPORT.
(a) IN GENERAL.—Section 455({a} of the Social
Security dect ws amended—
(1) by striking out the semicolon at the end of
paragraph (2), and inserting in liew of such semicolon
a period, and
(2) by striling out all that follows paragraph (2).
(b) ErrectivE D.iTE—The amendments made by sub-
section {a) shall take effect on July 1, 1978.

Amend the title so as to read: “An Act relating to the
application of certain provisions of the Internal Revenue
(lode of 1954 to specified transactions by certain public em-
ployee retirement systems created by the State of New York,
and for other purposes.”

Passed the House of Representatives May 2, 1977.

Attest: EDMUND L. HENSHAW, JRR,,
Clerk.
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SECTICN 1. QUALIFIED STATUS OF PARTICIFATING PENSION PLANS.

(a) Ceneral Rule.--A participating pension plan shall
Not be considered to fall to satlsfy the requirements o#
secticn 4¥1 (a) of the Internal Revenue Code of 1954, and
shall not be considered to have engaged in a prohibited
transacticn described in secticn 583 (b) of such Code,
merely because--

(1) durlng the pericd besinning on July 1, 1978, and
ending on June 32, 1982, the plan acquires city
indebtedness which me;ts the requirements of section 2,
or

(2) the plan continues to hold any clty lndebtedness
acquired-«

(A) pursuant to this Act or Public lLaw 94-236,
or
(B) before November 26, 197s.

(b) Acquisition of Indebtedness Pursuant to
Agreement.~~The acquisiticn of city indebtedness by a
participating pension plan under an agreement for the
acquisition of city indehtedness reets the applicable
requirements ¢f section 2 if--

(1) the agreement is not disapproved by the

Secretary under subsectlicn {¢), and -

~ (2) the plan, D)
&afx/ )
pdarmyy certd tc the secretary (and turnisA:}o the

Secretary and to the appropriate committaes of the
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Cengress such supporting AInformation and documentation
as the Secretary shall requlire) that the acquisitlon--
(A) 1is made under the agreement, and
(R) meets the applicable requirements of sectlon
2 (determined without regard to the provisions ct
subsections (b)jand () of section 2).
(c) 62-day Period for Disapproval,--

(1) In general.--eefore entering into an agreement
described in subsecticn (b), and before acquiring any
city indebtedness not, covered by such an agreement, the
participating pension plan shall nctify the Secretary of
the proposed agreement or acquisition. If the Secretary
determines (naot later than 64 days after the date of
such submisslen or such shorter period as the Secretary
may establish) that such agreement or acquisition does
nct meet any requirement of section 2, the Secretary
shall disapprove such agreement or-acquisitlon (as the
case ray be). For purpcses of this suﬁsection, an
arendment, or a walver of any provislon, of such an
agreerent shall be treated as a new agraement.

(2) ¥ctification.--The Secretary shall, not later
than the 10th day after the close of the period
appllicable under paragraph (1), nctify the appropriate
committees of the'Conaress of the determinations he has

made with respect to the submissicn and the reasons on
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which such determinations were based.
SEC. 2. REQUIREMENTS.
(a) Limitations on Amcunt of Debt to he Acqulired.--
(1) Percentage limitations.--An acquisition of city
indebtedness by a particlpating pension plan does not
meet the requirements of this section 1f--

(A) Aggregate limit on acquisitions by city
plans.-~In the case of a city plan, the plan
acqulres any clty indehtedness after June 3¢, 1979,
and before the city plans meet the percentage
limitation on holdings of city lndebtedness
applicable under this subparagraph for the 12-month
Derloﬁ ending on the most recently preceding June
3pth. The percentage limitaticn on holdings of city
indebtedness under thls subparagraph 1s not met if
the value of city indebtedness held by all clty
plans exceeds a percentage of the aqq:aqa;e assets

?¥j53 of all city plans equal tc~--

(1) 49 percent for the iz-mcnth period
ending on June 38, 1979,

(11) 36 percent fcr the 12-wonth period
ending on June 392, 1980,

(i1i4) 33 percent for the 12~month period
ending on June 3¢, 1981, and

(iv) 39 percent fcr the 12-month period
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ending on June 32, 1982, .

(B) 1imit on acquisitions by each city plan.--In
the case of a city plan, the plan acquires any city
indebtadness which, when added to other city
indebtedness held by such plan, would cause such
holdings to exceed 52 percent of the assets of such
Flan at the time cf the acquisition.

(C) Limit on acquisitions by State plan.~--In the
case of a State plan, the plan acquires any city
indebtedness which, when added to ather city
indebtedness held'by such plan, would cause such
holdings to exceed 18 percent of the assets of such \CFS
plan at the time c¢f the acquisition. <s;

(D) Determinations of whether the percentage
limitations have been met.--

(1) Aggregate limit.--For the purpose of
determining whether the percentage limitatlon on
heldings cf city indebtedness under subparagraph
(1) has been met for any 12-month period
described in that subparagraph, the plan shall
‘use the arithmetic mean texpreséed as a
percentage) of 4 fractions, the numercators of
which are the value of city indebtedness held by
all city plans as of the ¢clcse cf each calendar

quarter within the 12-month period for which the
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deterwination is being made and the denominatcrs
of which are the value of the assets of all city

Plans as of the close of each such calendar
quarter. If the percentage limltation_under
Subparagraph (A) is nct met for a 12-month
Period on the basis of the 4 fractions for the u
calendar quarters within that 12-month period,
the plan shall make a redetermination for that
12-month pericd as of the close of the first
PN calendar quarter, 1f necessary, the second
\\\ calendar quarter and, if necessary, the third
calendar quarter follcwing the 12-month perlod \:F\\_‘LQ
Using the 4 fractions for the 12-month period
and the fraction or fractlons for the additional
quarter or quarters. If the value of city
indebtedness cr plan assets Is not available tor
any quacter at the tire the determination of the
fraction for that quarter is being made, the
plan shall use a value derived from
interpolations from the most recently avatlable
seml-annual valuations.
(11) Plan limit.--In making a determinaticn
of whether or not an acquisiticn of city
indebtedness neets the requirements of

subparagraph (B) or (C), the plan shall make
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determinations based on the most current data

avallable as tc the hcldings of city

indebtedness and en the basis of the most

recently avallable serl-annual valuation of

assets of the plan. |
(2) Nethod of valuatlon.--For purpcses of this

subsection=-- |

(A) city indebtadness is tc be valued by the
plan at its face value, and

(B) all cther'assets'are to be valued by the
plan under methods determined by the Secretary to be
consistent with the methods of valuing assets for
purposes cf secticr 412 of the Internal Revenue Code
of 1954,

(b) Standards.--
(1) Overall standard.--The overall standard used by

the Secretacy under this Act in determining whether or
nct to disapprove an agreement for the acqulsition of
city indebtedness under secticn 1 (¢) shall be the
extent to which the acquisition of city indebtedness
under the agreement will, in the case of a city plan--

(A) maintain the ablility cf the city--

| (1) to make future contributions to the plan
er trust, and '
(11) to satlsfy lts future obligations to
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Pay pensicn and retlrement benefits to members

and beneficliaries of such plan or trust, and

(B) protect the sources of funds to provide
rtetirement benefits fcr members apd béneficiaries of
the plan or trust.

(2) Factecrs to be taken inta account.~~In
determining whether or not to disapprove such an
agreerent the Secretary shall take into account (ameng
other factors) the terms of the cbligations which are to -
be acqulred under the'agreement.

(3) Fiscal particlipation by private sources or
public credit markets.--The Secretary shall disapprove
any such agreement unless he has received assurances to
his satisfaction that there will be significant “;\_\C
Participation in the acdﬁisiticn ¢f clty indebtedness by
the State, an agency cf the State, or private sources,
or trhrough public credit markets. *
(¢) Requirements With Respect to Fiscal Conditicn of the

City,-- )
| (1) Substantial progress toward a balanced budget by
1982.--An acquisition of city indebtedness by a
pacticipating pension plan during any fiscal year
beginning after June 3g, 1979, does not meet the

requirements ¢f thls sectlion unless the Secretary has

determined fcr such fiscal year that the city 1s making
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substantlal progress toward Operating under expense
budgets which do not show a deficit.

(2) Principles to be applied under paragraph
(1).~~Tha Secretary shall make the determination
required under paragraph (1) cn the basis of -

(A) whether or nct the requirements cf paragraph
(5) of section 123 c¢f the New York Clity lLoan
Guarantee Act of 1978 (as such Act {5 in effect on
the date cf enactrent of this Act) are being met,
and
(B) the annua; audited financial statements of ‘RPQJ@:
the city prepared in accordance with generally
‘R?ﬁjé; accepted accounting principles (lncluding principles
applicable to municipal governments which provide
for a clear division between cperating outlays and
revenues on the one hand and capital expenditures
and revenues on the other hand) and in accordance
with generally accepted auditing standards.
(d) Plans having negative cash flcw.--
(1) In general.--An acqulsition of any city
indebtedness by a city plan dces not meet the
requirements ¢f this section if the plan would have a '
negative cash flow for the fiscal year of acqulsition.
(2) Speclal rules.--Fcr purpeses of paragraph (1)--

(A) cash flow shall be determined by the plan
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for each fiscal year, and also whenever the plan
enters into an agreement which must be submitted to
the Secretary under secticn 9 (c) (including any
amendment of, or walver under, such an agreement),
(B) cash flow shall be determined in the same
hanner as provided In paragraph (3) of subsection
(e), and
(C) the effect of completed and proposed
acquisliticns durirg the plan year on the cash flow
shall be taken lnto account.
'

Reports.--

(1) Annual report by plans on recelpts,

disbusements, holdings, and cash flcw.-~

(A) Annual report.--An acquisition of any city
indebtedness by any particlipating city pansion plan
does not meet the requirements of this section
unlass, fcr each preceding plan year beginning aftar
June 32, 1978, and ending more than 8 months and 15
days before the date of the acquisition, the plan
has submitted an annual report which meets the
requirements of paragraph (2) to the Secretary and
to the appropriate committees of the congress.

(8) Projacted cash flcw.--An acquisition of city
indebtedness by any participating city pension plan

fcr any plan year does not meet the requirements cf
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this section unless the pPlan has submitted to the

Secretary and to the apprcpriate cormittees of the

Congress a statement showing the projected cash flow

tor the plan year.

(2) Annual raport by independent public
acceuntant.~-An annuyal report does not meet the
requirements ¢f this Faragrapl unless it--

(A) Includes an analysis of compllance by the
plan throughout the fiscal year with the
requlrements cf subparagraphs () and (B) of
subsection (a) (1;.

(B} is prepared in accordance with generally

\lss accepted accounting principles, and

(C) meets the requirements of paragraph (3) of
section 123 (a) of the Employee Retirement Income
Security Act cf 1974, as in effect on the date of
enactment of this Act, (without regard to the last 4
sentences of subparagraph (A) of that paragraph).
(3) Rules for determining cash flow.~-For purposes

of paragraph (1) (B), the cash flaw--

(M) shall take intc account contributions and
other Lnccme (such as dividends and interest) on the
cne hand and the payment of benefits and expenses on
the other hand, and

(E) shall not take intoc account items properly

ITALG
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Chargeable to capital acocunt (such as the proceeds
from the sale or redempticn of assets), other than-~

(1) paymert of principal during the period a
debt Is outstanding,
(11) payment of princlpal at maturity or

G

Cedemption, and
(111) proceeds frcm the sale of obligations

having a maturity of cne yYear or less at the

time cf sale.
(f) city Must comply With Requirements of Sectlion 193
(7) of Naw Yorx City Loan ‘Guarantee Act of 1978.--An
acquisition of clty indebtedness by a city pensicn plan fer “ Al \C,
any plan year does nct meet the requirements of this secticn
unless, at the time of the acquisition, the Secretary has
deterrined that the requirements cf paragraph (7) of section
183 of the New York city Ioan Guarantee Act of 1978, as in
effect on the date of enactment of this Act, have been ret.
SEC. 3. NOTIFICATICY OF PLANS AND CITY OF ACQUISITIONS WHICH

FAIL TO MEET REQUIREMENTS OF THE ACT;

REGULATIONS.
(a) Notification of Plans and City.--

(1) Notlce of faflure to meet

requirements.--Rhenever the Secretary determines that an
acquisiticn of city irndebtedness has not met one of the

requirements cf secticn 2, he shall notify the
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(2) Xotice of possible prospective fallure.--The
Secretary shall nctify each particlpating pension plan
and the city whenever he finds, based on information
avallable to the Secretaty, that a future écqulsition of
city indebtedness will fail tc meet the requirements cf
section 2 because of the requlrement of subsection (a)

(1) (A) or (c) cf that section, and he shall notify the

0

particlpating pension plan concerned and the city
vhenever it appears that a futuyre acquisition of clty
indebtedness by that plan will fall to meet the
requirerents of sectlon 2 for any other reason.
(E) Regulatliens.--The Secretary of the Treasury or his
delegate is authorized to prescribe such regulations as may
be necessary to carry out the provisions of this Act.
SECe. 4o DEFINITIONS AND SPECIAL RULES.
For purposes of this Act-~
(1) Particlpating pension ﬁlan.--Tha term {X}QJSB
‘‘participating pension plan‘’ means any clty plan or
State plan.
(2) city plan.--The term *‘city plan’* means any of
the following:
(A) the New Ycrk City employees’ retirement
syster,

(P) the teachers’ retirement gystem for the city
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(C) the New Ycrk Clty Police Pemsion Fund,

article 2,

(D) the New York Clty Fire Department Pension

Fund, article 1-B, and

(E) the bcard of educatlion retirement system for
the city cf New Ycrk.

(3) State plan.--The term **State plan’’ means any
of the following: |

(A) the New Ycrk State employees’ retirement
system, '
(B) the New Ycrk State pollcemen’s and firemen’s
A retirement system, and
le’ (C) the New Ycrk State teachers’ retirement
system.

(4) Approrrlate committees of'the Congress.--The
term **approprlate cormittees of the Congress’’ means
the Committee on Ways and Means of the House of
Representatlves and the Finance Committee of the Senate.

(5) References to plan include references to

. trust.--A referance tc a plan ilncludes a reference to
any trust forming a part thereof.

(6) City indebtedness.--The term *‘city
indebtedness’’ means any city obligaticn or any State

financing agency ocbligation.
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(7) City cbligaticn.~-The term “‘city obligation’®
means any lndebtedness for monay Sorroued by the clty.

(8) State financirg agency obligation.--The term
‘*State financing agency obllgation’’ means any
indebtedness for money berrowea by the State flnancing
agency. |

(9) State flnancirg agency.--The term *‘State
financing agency’’ means any agency or instrumentality
of the State of New Ycrk duly authorized by such State
to act on behalf cf o; in the interest ct the clity, and
no other subdivisicn cf the State, with respect to the
city’s financlal affairs.

(128) city.--The tern **elty’’ means the clty of New
Yeork.

(11) Fiscal year.--The term *‘fiscal year’’ means a
1-year perlod beginning on July 1 or, where the
Secretary determines it to be appropriate, the plan year
of a participating persion plan.

(12) Secretary.-~The term **Secretary’’ means the
Secretary of the Treasury. Except as provided in
secticn 3, no functidn, power, or duty of the Secretary
under section 1, section 2, or this section may ﬁe
delegated.

(13) Acquisition.--The term “acquisltioq"

lncludes-~

TTALC
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(A) a purchase cr an exchange (whether pursuant
tc a rollover or ctherwise), and
(3) tc the extent provided in regulations
prescribed by the Secretary, any modification in the
terms of an obligation or in the rights of the
hclder of an obligaticn.
SEC. 5. RELKTIONSHIP OF THIS ACT TO PUBLIC LAW 94-~236,
Effective on the cate of the enactment of this Act, the
walver of the Fequlrements of sectlons 481 (a) and 523 (b)
of the Internal Revenue Ccde of 1954 cortained in subsection
(a) of the first section cf Public La 94-236 shall not
apply to acquisitions of city indebtednass an or after such
date.
SEC. 6. FEDERAL FINANCIAL PARTICIPATION IN STATE PLANS FCR
CHILD SUPPORT.
(2) In General.--Section 455 (a) of the Soclal Security
Act is amended--

(1) by striking out the semicolon at the end of
paragraph (2), and inserting in lieu of such semicolon a
period, and

(2) by striking out all that follows paragraph (2).
(b) Fffective Date.-~The amendments made by subsectlion

(a) shall take effect on July 1, 1978,

Armend the title sc as tc read: ‘°*ap Act relating to the

AL
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appllcation of certain prcvisions of the Internal Revenue
Cede cf 1954 to speclfled transactlons by certaln public
epployee retirement systens created by the State of New

York, and for other purposes’’.
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{212) 488-5720

Writer's Direct Wire: {212) 488- 57 2 3

28 August 1978

Irv Jacobson, Esq.

SHEA, GOULD, CLIMENKO & CABEY
330 Madison Avenue

New York, New York 10017

Dear Irv:

Enclosed for your review and comment is a copy of the
latest draft of the pension fund legislation, which
we received this morning. Awards are being given to
those who comprehend the fractional computations.
Cordialij;)

Marilyn F. Friedman

Counsel
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GENE KEILIN EXECUTIVE DIRECTOR ,
MUNICIPAL ASSISTANCE CORP S
2 WORLD TRADF CENTER
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THE FOLLOWING I8 A COPY 0OF A MAILGRAM SENT TODAY TO HONORABLE DANIEL
PATRICK MOYNTAAN, WASHINGTON DC13

DEAR SENATHOR MNDYNTIHMAN

I UNDERSTAND THAT THE PENDING PENSTON FUND LEGISLATION WILL BE
DISCUSSED TOMORROW BY THE SENATE FINANCE COMMITTEE, I AGAIN REITERATE
MY STRONG OPPOSITION TO THE UNNECESSARY AND DISCRIMINATORY PROVISION
IMBOSING AN ANNUAL FINANCIAL ALUDIT OF THE CITY!S PENSION FUNDS, THE
AUDIT WILL DUPLICATE THE REGUIREMENTS, MANDATES, AND STANDARDS SET
FORTH HY THE NEW YORK STATE INSURANCE DEPARTMENT, 1IN ADDITION, THE NEW
YORK CTITY CHARTER REQUIRES AN AUDIT TO BE CONDUCTED EVERY TWD YEARS,
THIS RENUIREMENT WILlL. RESULT IN AN IINNECESSARY EXPENDITURE OF TIME AND
MONEY,

THE PROPOSED LEGISLATION 1S APPLICABLE ONLY TO THE CITY!S PENSTON
FUMDS, ALTHOUGH THE STATE PENSION FUNDS WILL ALSO PURCHASE SECURITIES
PURSUANT T0 THE STATUTE, THIS CLEARLY 1% DISCRIMINATORY AND ASSUMES
IMPRDRRIETY ON THE PART OF THE CITY!'S PENSION FUNDS, THE TRUSTEES OF

THE CITY'S PENSION FUNDS WILL HWAVE A GREAT DEAL OF DIFFICULTY IN
WNDERSTAND NG WHY A PURCHASE OF A GREATER AMOUNT OF CITY AND MAC
SECURITIES RESULTS IN THE IMPOSITION OF GREATER REQUIREMENTS THAN THOSE ___
TMROSED ON THE STATE'S PENSION FUNDS,

I TRUST THAT YOU WILL KEEP THESE POINTS IN MIND A8 THE DISCUSSIONS QF
THE LEGISLATION MOVE FORWARD,

SINCERELY

JACK BIGEL

PROGRAM PLANNERS INC
230 WEST 41 §T

NEW YORK NY 10036
19511 EST

MGHMCOME MM

TO REPLY BY MAILGRAM, SEE REVERSE SIDE FOR WESTERN UNION'S TOLL - FREE PHONE NUMBERS
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GEMNE KEILIN EXECUTIVE DIRECTOR
MINICIRAL ASSISTANCE CORP
g WORLD TRADE CENTER
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THE FOLLOWING T§ A COPY OF A MAILGRAM SENT TODAY TO HONORABLE DANIEL
PATRICK MOYNIHAN WASHINGTON DC

DEAR SENATOR MDYNIHAN

1 UNDERSTAND THAT THE PENDING PENSION FUND LEGISLATION WILL BR
DIBCUSSED TUMORKOW BY THE SENATE FINANCE COMMITTEE, 1 AGAIN REITERATE
MY STRONG OPROSITION TO THE UNNECESSARY AND DISCRIMINATORY PROVISION
IMPOSING AN ANNUAL FINANCIAL ALDIT OF THE CITY'!S PENSION FLNDS, THE
AUDIT WILL DUPLICATE THE REGUIREMENTS, MANDATES, AND STANDARDS SET
FORTH BY THE NEW YORK STATE INSURANCE DEPT, IN ADDITION, THE NEW YORK
CITY CHARTER REQUIRES AN AUDIT TO BE CONDUCTED EVERY TWO YEARS, THIS
REQUIRFMENT WILL RESULT IN AN UNNESSARY EXPENDITURE OF TIME AND MONEY,

THE PROPOSED LEGISLATION IS APPLICABLE ONLY TO THE CITY!S8 PENSION
FUNDS, ALTHOUGH THE STATE PENSION FUNDS WILL ALSO PURCHASE SECURITIES
PURSUANT T THIS STATUTE, THIS CLEARLY I8 DISCRIMINATORY AND ASSUMES
[MPROFRIETY ON THE PART OF THE CITY!S PENSION FUNDS, THE TRUSTEES OF
THE CITY'S PENSION FUNDS WIlLL MAVE A GREAT DEAL 0OF DIFFICULTY IN
UNDERSTANDING WHY A PURCHASE OF A GREATER AMOUNT OF CITY AND M,A,C,
SECURITIES KESULTS IN THE IMPDSITION OF GREATER REQUIREMENTS THAN THOSE
IMPOSED ON THE STATESS PENSION FUNDS,

I TRUST THAT YOU WILL KEEP THESE POINTS IN MIND A8 THE DISCUSSIONS OF
THE LEGISLATION MOVE FORWARD,

SINCERELY

JACK BIGEL

230 WESY 41 8T
NEW YORK NY 10036
15382% F87
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