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MEMORANDUM

Subject  Myunicipal Assistance Corporation -
Aid to Needy Holders of City Notes

You have asked us to outline our tentative conclusions
with respect to the legal implications of a program by which
MAC would make available some financial relief to needy holders
of (1) publicly held short-term 6bligations of the City now subject
to the Morateorium ("City Notes") and (2) MAC bonds issued in ex-
change for City Notes in cne or both of the exchange offers.
Although there are various legal and practical problems
inherent in the "Mercy MAC" program outlined in thiz memorandum,

it is our tentative conclusion that MAC may legally carry out a
S

program along the lines described below.
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I. Proposed Program.

A Mercy MAC program might take one of many forms and
many variables exist within any such program for determination,
as a matter of policy, by the MAC Boarcd. However, a program
along the following lines, previcusly discussed with you and
members of your staff, seems to raise the fewest legal and prac-
tical problems. The proposed program can be outlined as follows:

A, Summary.

MAC would offer to exchange its Bonds, which would

have certain favorable terms, for City Notes or MAC Bonds held
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by needy persons meeting certain predetermined criteria. The
special "Mercy MAC Bonds" would be issued under the Second
General Bond Resolutioni/ and would be Serial Bonds in the
aggregate principal amount of the City Notes or MAC Bonds
accepted in exchange. The Serial Bonds would be in relatively
small denominations scheduled to mature semi-annually. An
overall limit of $25,000,000 or $50,000,000 would be placed on
the entire program. In addition, a limit would be placed on

the aggregate amount of City Notes or MAC Bonds that could be
exchanged by any one person. Financial tests would be established
to determine eligibility for the exchange program and a mechanism

to police eligibility would be put in place.

B. Source of Funding.

1. A source of funds must be identified from which
MAC may pay Mercy MAC Bonds as they mature. For example, 1f the
program is limited to $25,000,000 of Serial Bonds maturing semi-
annually in equal amounts over five years, then, in addition to
interest, MAC will need $2.5 million every six months over the

life of the program. (Interest reguirements, at 8% would be

1/ By issuing Mercy MAC Bonds under the Second General Bond

- Resolution, the Corporation would make such Bonds basically
similar to those issued in the Exchange Offers. We see no
legal impediment, however, to issuing such Bonds under the
First General Bond Resolution.
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$1,000,000 for the first semi-annual payment and would reduce
thereafter as principal is paid.)g/ MAC may certify for these
funds from its normal revenue stream, but this would reduce the
amount of cash flowing to the City.

2, Two possible alternative sources of funds have
been identified. First, proceeds of a "Mini-MAC" offering couid
be used, presumably with a back-up commitment from the Clearing
House Banks to purchase the balance of the offering not purchased
by the public. Second, proceeds of a sale of long-term MAC Bonds
directly to the Clearing House Banks (and perhaps investment banks)
could be used. Direct sales to the Banks would be committed to in
advance, but would be coordinated with the maturity dates of the
Mercy MAC Bonds. The Banks should have an interest in providing
relief to unsophisticated needy holders of City Notes, because in
many cases they played an important role in marketing such City
Notes at the time of their original issuance and, therefore, they
should be willing to participate in the program.

3. On balance, we believe that direct Bank funding is
preferable to Mini-MAC funding. Although MAC is committed to do
Mini-MAC, MAC has suggested that this might not be an appropriate
time for implementation of that program. Furthermore, it does not
seem entirely appropriate to suggest that small investors fund

what may be considered a "bail-out”" of other small investors.

2/ The City is now paying interest on City Notes at the rate of
6% a year. Therefore, the only additional interest cost is
the cost to the City of a higher interest rate on Mercy MAC Bonds.
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Finally, certain of the legal arguments in support of the
program may be strengthened by the argument that the funds for
Mercy MAC are not available for any other purpose, as would be
the case, presumably, if such funds came from the Banks. The
Banks have indicated that they would purchase no new MAC Bonds,
but might be willing to purchase these special purpose Bonds

to fund Mercy MAC.

C. Terms of the Bonds.

1. A basic theme of the proposed program is that
no person should receive cash immediately for the entire amount
of his holdings. Rather, cash should be made available in limited
amounts over a period of years to provide required living expenses.
Accordingly, Serial Bonds would have to be issued in relatively
small denominations. Term Ronds would require by-lot sinking
funds which would not insure that any individual would receive
cash (other than interest) at any specific time prior to ultimate
maturity and would insure that some individuals would be paid off
completely prior to ultimate maturity. Each is equally antithetical
to the purpose of the program. We propose, thgrefore, that Serial
Bonds be exchanged for a like principal amount of City Notes or
MAC Bonds and that the Bonds so exchanged mature (serially) in
equal amounts over the course of five years. Accordingly, somecne
exchanging a $10,000 City Note would receive MAC Bonds maturing
$2,000 a year in each of five years. As an additional aid to the
needy, maturities should be set semi-annually so that, in the

above example, the person would receive $1,000 every six months.






