MEMORANDUM

MUNICIPAL

4 January 1982 ASSISTANCE
CORPORATION

Members of the Board and Representatives FOR THE CITY
OF NEW YORK

Heather L. Ruth, Executive Director

State Audit of the Corporation -- Final Report

Enclogsed is a full copy of the final report of the State
Comptroller's audit of the Corporation, principally covering
the period through June 30, 1979. (Note that, while the
report is indicated as "filed" on December 3, 1981, it arrived
at MAC only just before New Year's, and we had no other
warning of the time of its release.) You will recall
receiving an earlier draft of the audit and our response,
dated June 30, 1981, a copy of which is appended to the final
report.

While the Comptroller's Office has not accepted all of our
objections to the earlier draft, I believe you will find that
they have accepted many and that the overall tone of the
report 1is quite positive. The principal recommendations
continue to be that the Corporation consider competitive
bidding, which we say we will, and that we make every effort
to reduce underwriting costs.

The Corporation is required by law to submit a response
indicating "corrective" actions we intend to take in the
future. This response must be filed with the Comptroller and
other State officials within 90 days. We are drafting such a
response which I expect to be gquite brief in view of the fact
that our response of June 30 still stands, in our view, except
that certain additional actions have already been taken in the
investment area. I will send you a copy of the response when
it is available.
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MANAGERIAL SUMMARY

Scope of Audit

We examined operating and financial practices of the Municipal
Assistance Corporation for the City of New York (MAC) up to August 1980,
focusing primarily through June 30, 1979, a period when many services
(such as accounting) were performed for MAC by the State. The audit
included review of MAC's acceptance in the bond market, its method of
selling bonds and costs associated with the sales, investment of cash
batances and a follow-up on our prior report regarding financial printing
contracts.

Background

MAC was created as a public benefit corporation on June 10, 1975 to
assist the City in maintaining uninterrupted essential services and
restoring investor confidence by providing financial assistance and fiscal
oversight. MAC's debt issuance 1imit is currently $10 billion, of which
$7.7 biltion had been issued as of dJune 30, 1981 (with $6.8 billion
outstanding). These obligations are secured by revenues derived from the
additional 4 percent New York State tax imposed on retail sales in the
City, stock transfer taxes and State Per Capita Aid, all subject to annual
appropriation by the State Legislature. The Tlaws assigning Sales and
Stock Transfer tax revenues as security for MAC debt were successfully
defended against appeals to the New York Court of Appeals and to the
United States Supreme Court (which dismissed the case on jurisdictional
grounds letting the Court of Appeals decision stand).

Major Observations and Recommendations

1. Market Acceptance

We found continuing and increased investor acceptance of MAC
debt instruments as measured by MAC's net interest rate in relation to the
Bond Buyer Index, the municipal bond yardstick. MAC rates ranged from as
much as 283 basis points over the Index in 1977 to the 1980 low of 90.
Over this period the percentage by which MAC's net interest rate exceeded
that of the Index declined from 37 to 10 percent. The Tower MAC debt
service payments resulting from this jmproved performance, increases the
funds available for City operations since less revenue must be set aside
to support MAC obligations. However, since the general obligation issues
comprising the Index enjoy a generally superior rating than MAC bonds the
differences probably will continue.
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2. Underwriting Fees

Underwriting fees paid by MAC on publicly sold issues have
remained relatively stable throughout its history, about 2 percent of the
par value of each issue.

In light of the following factors, it might be expected that
MAC's underwriting rates would have declined more than they have:*

Improved acceptance in the market.

Regularity and predictability of its issues.

Excellent revenue coverage.

Ability to meet obligations timely.

Favorable resolution of legal challenges.

Improved rating designation by rating services.

Expanded market for MAC securities in the past few years
due to increased promotion of tax exempt money market and
trust funds.
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In general, MAC's rate was at a higher level than the rates
obtained by six other New York State public authorities. If MAC fees
(expressed as a percentage of par value) had been equivalent to the Tower
level paid by the others, bond proceeds would have been $3.3 millfon
greater over the four years that we surveyed, making this additional sum
available to the City without any larger repayment burden. This does not
imply that MAC overpaid $3.3 million; rather it supports our contention
that the increased acceptance of MAC issues now justifies a reduction in
underwriting fees to levels closer to those enjoyed by other authorities.

The Corporation should consider intensifying its negotiations
with underwriters to reduce fees to a level more in line with those of
other public authorities.

3. Competitive Bidding vs. Negotiated Bond Sales

To date, all MAC public bond sales have been accomplised
through negotiation. Competitive bidding has not been used.

We analyzed a series of bond sales by six other pubtic
authorities which used both competitive bidding and negotiation. Our
four-year sample of 29 issues (15 competitively bid, 14 negotiated)
indicated that the weighted average interest rate of the competitively bid
issues was .43 percent lower than those negotiated, equating to a $500,000
difference for the first year alone on a $100 million issue. The seemingly

* However, it is not yet clear what the adverse effect of the new
All1-Savers Tax-Free Certificates will have on the marketing of future MAC
bonds and notes.






