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SEPtember 21, 1978 CHARLES S.HOFPIN

Re: MAC Bond Purchase Agreement

Eugene Keilin, Esg.

Executive Director

Municipal Assistance Corporation
2 World Trade Center

New York, New York 10047

Dear Gene:

Pursuant to our discussion this morning, I am
enclosing a draft amendment to subdivision 4 of Section
3036~a that will authorize MAC to agree to increase the
Capital Reserve Fund up to two times annual debt series,
but at a pace no greater than one-half the balances in the
assistance funds. An amendment would also be required for
subdivision 2 of the Section, and a draft of that is also
enclosed. We would contemplate corresponding amendments
with respect to the First Resolution, in Section 3036, such
that one-half the balances would continue to flow to the
City.

Finally, I enclose a draft of provisions for the
Series Resolution reflecting the events that would reguire
such an increase in the Capital Reserve Fund.

We have been assured by Marilyn from Albany that
the enclosed statutory amendments are not foreclosed in any
way by the apparently general agreement reached today with
respect to the package of amendments, which do not yet
include the enclosed.



Eugene Keilin, Esqg. September 21,

I would appreciate your comments.
Sincerely,
o
Richard B. Smith

Encls.

Marilyn Friedman
Allen Thomas
Donald Robinson

CcC:

HEGEIVEL
SCRICIRAL ASSISTANCE CORPORAT:
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§ 3036-A of the MAC Act

4. The corporation shall not issue bonds secured
by the capital reserve fund at any time if the amount of
principal and interest maturing or otherwise due or becoming
due in the succeeding calendar year on such bonds then to
be issued and on all other such bonds of the corporation
then outstanding will exceed the amount of the capital
reserve fund requirement at the time of issuance, unless
the corporation, at the time of such issuance, shall deposit
in the capital reserve fund from the proceeds of the bonds
so to be issued, or otherwise, an amount which, together
with the amount then in such fund, will be not less than the
amount of principal and interest maturing or otherwise due
or becoming due in the succeeding calendar year on such
bonds then to be issued and on all other bonds of the cor-
poration secured by such capital reserve fund then outstand-
ing (such amount is herein sometimes referred to as the
capital reserve fund requirement) plus any additional
amount (up to an amount equal to thie ¢apital reserve fund
requirement) reguired to be contained in such fund pursuant
to the terms of any agqreement or resolution of the ¢orpora-
tion relating to bonds or notes of the corporation, provided
that any such additional amount shall be pavable o the
corporation for deposit in the capital reserve fund only to
the extent of one-half of the balances from time to time in
the municipal assistance tax fund, the stock transfer tax
fund and the municipal assistance state aid fund that would
otherwise be pavable to the ¢ity. Notwithstanding the
foregoing provisions of this subdivision, for each of the
calendar years set forth below the capital reserve fund
requirement, as of any date of calculation, shall equal the
percentage set forth opposite such calendar year of the
amount of principal and interest maturing or otherwise due
or becoming due during such calendar year on all bonds of
the corporation secured by the capital reserve fund out-
standing on such date:

Calendar Year Percentage
1975 0%
1976 0%
1977 25%
1978 50%
1979 75%

1580 L00%



§3036-A of the MAC Act

2. The corporation shall create and establish
a capital reserve fund as an additional special fund, and
shall pay into such capital reserve fund (i) any moneys
appropriated and made available by the state for the pur-
poses of such fund, (il) any proceeds of sale of notes or
bonds, to the extent provided in the resclution of the
corporation authorizing the issuance thereof, and (iii}
any other moneys which may be made available to the cor-
poration for the purpose of such fund from any other source
or sources. All moneys held in the capital reserve fund,
except as hereinafter provided, shall be used solely for
the payment of the principal of bonds secured by such capi-
tal reserve fund of the corporation, as the same mature or
otherwise become due, the purchase of such bonds of the
corporation, the payment of interest on such bonds of the
corporation or the payment of any redemption premium re-
gquired to be paid” when such bonds are redeemed prior to
maturity. If the amount contained in the capital reserve
fund exceeds the amount required in order to maintain such
fund at the level required in accordance with subdivision
four of this section, [ to be contailned in such fund pursuant
to this subdivision of this section plus any additional
amounts reguired to be contained in such fund pursuant to the
terms of issuance of any bonds or notes secured by such
capital reserve fund,] such excess moneys may be withdrawn
from the capital reserve fund by the corporation; provided,
however, that moneys in such fund shall not be withdrawn
therefrom at any time in such amounts as would reduce the
amount of such fund to less than the amount of principal
and interest maturing or otherwise due or becoming due in
the succeeding calendar year on all bonds of the corporation
secured by such capital reserve fund then outstanding, ex-
cept for the purpose of paying principal of and interest on
such bonds of the corporation maturing or otherwise becoming
due and for the payment of which other moneys of the corpor-
ation are not available. Any income or interest earned by,
or increment to, the capital reserve fund due to the investment
thereof may be transferred by the corporation to any other
fund of the corporation to the extent it does not reduce the
amount of the caepital reserve fund below the amount of prin-
cipal and interest maturing or otherwise due or becoming due
in the succeeding calendar year on all honds of the corpor-
ation secured bLv such capital reserve fund then outstanding.




Increased Capital Reserve Provision
For Series Resolution (the Series
Resolution") under Second General Bond
Resolution (the "Resolution™)

SECTION [ ]. 1Increase in Capital Reserve Fund

Requirement. (a) If (i) any State Action shall have oc-

curred and within three months thereafter such State Ac-
tion shall not have been repealed or annulled, or declared
invalid by any court of competent jurisdiction whose de-
cision shall not have been reversed on appeal or set aside,
or (ii) there shall have been an unappealable determina-
tion by any court of competent jurisdiction that any ma-
terial provision of The New York State Financial Emergency
Act for the City of New York, as amended (other than Sec-
tion 10-a thereof) is invalid and such invalidity shall
not have been effectively cured within three months after
written notice to the Corporation from the holders of %
in aggregate principal amount of all Bonds issued pursuant
to this or any other Series Resolution containing provi-
siongs comparable to this Section, then, until such time

as any such State Action shall have been repealed, annulled
deviared invalid as aforesaid and any such invalidity of a
me.ovial provision shall have been effectively cured as
afcresald, the definltion' of Capital Reserve Fund Re-—

gunis o nent in Sectior 101 of the Resolution shall, thereupon,

or



without further action, be amended to read as follows:
"tCcapital Reserve Fund Requirement' shall

mean, as of any date of calculation, the amount
referred to as the capital reserve fund require-
ment in subdivision 4 of Section 3036-a of the
Act, including,as provided in Section 901 hereof,
for such purposes any unpaid and matured amounts
of principal and interest on the Bonds, or such
larger amount as may hereafter be authorized pur-
suant to the Act as amended from time to time,
plus an additicnal amount egqual to the amount re-
ferred to as the capital reserve fund regquirement
in subdivision 4 of section 3036-a of the Act;
provided, however that such additional amount
shall be payable to the corporation for deposit
in the Capital Reserve Fund only to the extent of
one-half of the balances from time to time 1in the
Special Aid Account, the special account created
for the Corporation in the Municipal Assistance
Tax Fund established pursuant to Section 92-d of
the State Finance Law and the Stock Transfer Tax
Fund established pursuant to Section 92-b of the
State Finance Law, which in each case would other-

wise be payable to the City.



(b) The term "State Actian" shall mean any
action, whether legislative, executive or administra-
tive, which it is stated in the Bonds under the heading
"State Covenant” will not be taken by the State and which
occurs before the occurrence of the events described in
clause (i) or (ii) of the proviso set forth under such

heading.
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STATE OF NEW YORK
AP
IN SENATE

“June 20, 1978

Introduced by Sen. OHRENSTEIN —road twiee and ordered printed, and
when printed to be committed to the Committee on Loeal Government

AN ACT to amend chapter Mo hundred one of the laws of nineteen hundred
seventy-eight, relating to the municipal assistance corporation for the city of

 New York, In relation to making sections five, forty-six and forty-seven of such

chapter operative immediately

The People of the State of New York, ?‘epre.\ented in Senale and Assembly, do
enact as follows:

Section 1. Section sixty-four of chapter two hundred one of the laws of
nineteen hundred seventy-eight, relating to the municipal assistance
corporation for the city of New York, is herehy amended to rvead as follows;

§ 64, This act shall take effect immediately, provided however that with the
exception of [scetion] sections two, five, forty-siz and forfy-seven hercof the
provisions of this act shall not beeome operative until such date as there shall be
duly enacted and signed into law federal legislation nuthorizing the United
States of America to guarantee obligations issued by the eity of New York or the
‘wtate finaneing agency, as defined in subdivision twenty of section two of the
New York state financial emergency act for the eity of New York, as the fact of
enactment into law of such federa) act has been certified by the emergency
financin! control board for the eity of New York. In the event that no such
federal legislation has been duly enaeted and signed into law by December
thir tY-f]Ht nineteen hundred sovontv—{-lght the provisions of this net shall
oxpwo on quoh date. :

§ 2. This act shall take cffect l[]lm(‘(ildt(‘lv

EXPLANATION—Matter in ttalics is new; matter in bracketn [ ] is old law to b omitted.




Date: June 2, 1978

MEMORANDUM FOR: SECRETARY BLUMENTHAL
(Through Deputy Secretary Carswell)

From:

Subject:

Roger C. Altman

The EFCB and MAC Legislation Which Passed Last Week in Albany

Here is a summary of these two key pieces of State

legislation which passed last week and which Bob Carswell
and I thought you might want to review.

EFCB Legislation

1.

2.

The sunrise-sunset provisions are not applicable during
the period Federal guarantees are outstanding.

The EFCB has the power to estimate the revenues of

the City and the covered organizations and to formulate
the financial plan and any modification thereto in the
event that the City does not propose one oOr in the event
the approval of the EFCB is not forthcoming.

City budgets must be balanced in accordance with GAAP
for fiscal years commencing on oOr after July 1, 1981.
flowever, the EFCB has the power to permit a phase-in
of changes in GAAP or changes in the rules of applica-
t+ion of GAAP if the application thereof would have a
material adverse effect on the delivery of essential
services to the residents of the City. Furthermore,
the EFCB may also grant exceptions to the requirement
that budgets be balanced in accordance with GAAP if

an adjustment to the budget to accommodate an unfore-
seen event which occurs during a figcal vear would
have a material adverse cffect on the delivery of
essential services to the residents of the City.

There is a ten-year phase-in for covered organizations
to balance their budgets in accordance with GAAP.
annual audits by independent public accounts are
required.

Initiatoy Reviewer Reviewer Reviewer Reviewer Ex. Sec.

Surname

Initials/Date

/ / / / / /

Form 08§-3129
Department of Treasuwry



All City revenues continue to belong legally to the
EFCB, but the City is entitled to make all disburse-
ments in accordance with the financial plan until

the EFCB determines that (i) any disbursements made or
to be made have not been or are not likely to be in
compliance with the financial plan (ii) the City has
violated any other provision of the Act or (iii) the
City has wviolated any agreement with any holder or
guarantor of bonds or notes issued by the City.

The wage freeze provisions have been deleted and
replaced with a new provision which entitles the

EFCB to participate through December 31, 1982 in pro-
ceedings before any impasse panel, the Board of Col-
lective Bargaining or the Appellate Division of the New
York State Supreme Court on appeal on the issue of
whether a proposed award is within the ability of the
City to pay without increasing taxes. This deter-
mination is to be given substantial weight in the
proceedings (other factors are relevant) and is to be
subject to a de novo review in the Appellate Division
(the usual appellate standard is arbitrary and capri-
cious). The final decision is not with the EFCE as
originally proposed by the Mayor. While the statute
does not specify how a determination of ability to pay
without increasing taxes will be made, the Board of
Collective Bargaining and the courts apparently take
into account the impact on other items in the budget.
In any event, the EFCB has the power to reguire a
modification to the financial plan during the emergency
period (including periods after December 31, 1982)
whether or not its view as to the City's ability to pay
is upheld.

The limitations on short-term debt and provisions as
to the maintenance of debt service funds required by
the financial institutions have been accepted and in-
corporated into the legislation.

The executive director of the EFCB is appointed jointly
by the Governor and the Mayor and is removable by the
board. A number of City and State officials may appoint
observers who must not be Federal, State and City
governmental employees.



8. The provisions of the old EFCB limiting expenditure
increases to 2% above the total expenditures in fiscal
1976 (or such greater amount as may be justified by
substantial inflation and increased revenues) with EFCB
approval have been deleted.

MAC Legislation

The MAC legislation increases the bonding authority
by §3 billion for MAC I's and II's and permits an additional
$500 million in short-term notes maturing on or before
June 30, 1978 to be issued. These notes will not be sup-
ported by the State’s moral obligation or the capital
reserve fund but are secured by a subordinate claim to the
sales tax, stock transfer tax and State aid payments appro-
priated to MAC. MAC intends to offer these notes to the
pension funds thereby requiring an amendment to the Amended
and Restated Agreement which must be approved by you.

A number of problems exist with the legislation:

1. The financial institutions have requested that a
market access requirement, l.e., that the City have full
access to public markets, be added to the definition of
"emergency" period which must be satisfied prior to any
sunset of the EFCB's powers. Felix Rohatyn presented a
letter to the State legislature indicating that the
commitments of the financial institutions were jeop-
ardized by the failure to agree to this requirement.
Meetings are planned in New York City this week to
resolve this problem.

2. All provisions of the legislation other than the

$500 million MAC note authority are conditioned upon
the passage of Federal guarantee legislation prior

- to December 31, 1978. Until such legislation is passed,
the provisions are inoperative; if such legislation is
not forthcoming, the legislation explires on December
31, 1978. The Senate and Assembly Majority viewed the
provisions as reflecting the package nature of the
deal. Objections based upon the inappropriateness of
such conditions before Senate hearings on the guarantee
legislation and upon the likely political impact were
rejected.




The legislation also restricts the ability of the
State to advance monies to the City before their due
date. Again, objections based upon the political
impact of this provision were rejected. In this
connection, the Governor's staff indicated that there
would be no practical effect upon the State's ability
to advance required legislative action in any event
and the due dates for most State aid programs were
stated as "on or before" certain specified dates in
the applicable legislation. In their view, this
provision was directed at cases in 1975 where the
Governor advanced funds to the City prior to the due
date without a colorable argument under the applicable
State legislation and was designed more for its
political impact in the State than its substantive
impact.

The statute is inconsistent with the existing draft of
the guarantee legislation and the extension of P.L.
ir-236 in that (a) exceptions to balanced budgets in
accordance with GAAP are permitted in certain limited
circumstances and (b) the State covenant is not tied
to the 10% holding test in the draft of the P.L. 94-23§
extension. In the latter case, the projections
indicate that the pension fund holdings would be below
the 10% limit within 15 years (the expected duration
of the guarantees) and that the substance of the
provision in P.L. 94-236 would be satisfied although
technically the covenant would not be tied directly

to the holdings. The Senate and Assembly Majority
refused to tie the State covenant directly to the
level of the holdings. Adjustments in the language

of both the guarantee and P.I.. 94-236 extension bill
will be required.

As indicated above, you will be required to approve
an amendment to the Amended and Restated Agreement
to permit the pension funds to invest in 5500 million

of MAC short-term notes.
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