MEMORANDUM

Duate: 2 December 1985
MLUNICIPAL
To: Board of Directors ASSISTANCE
CORPORATION
From. Maxine H. Gillman, CounSelAAA46;” FOR THE CITY
OF NEW YORK
Re: Capital Reserve Funds

This memorandum sets forth a description, prepared in
consultation with outside counsel, of the establishment and
maintenance of the capital reserve funds by the Municipal
Assistance Corporation For The City of New York (the
"Corporation"), and the Corporation's policy with respect to

the deposit or withdrawal of monies in such funds.

The Corporation maintains two capital reserve funds for the
purpose of securing the payment of debt service on all bonds
issued under each of its general bond resolutions. The
capital reserve fund (the "First Reserve Fund") for bonds
issued pursuant to the General Bond Resolution adopted

July 2, 1975 (the "First Resolution") was established
pursuant to the Corporation's enabling legislation (the "MAC
Act"), specifically Section 3036 of the Public Authorities
Law and Section 602 of the First Resolution. The capital
reserve fund (the "Second Reserve Fund") for bonds issued
pursuant to the Second General Bond Resolution-adapted
November 25, 1975 (the “Second Resolution") was established
pursuant to Section 3036-a of the Public Authorities Law and

Section 602 of the Second Resolution.
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Both the MAC Act and the First and Second Resolutions
require the Corporation to maintain the capital reserve
funds at a level not less than the amount of principal and
interest coming due on all then outstanding bonds issued
pursuant to each respective resolution in the succeeding
calendar year (the "Requirement™), an amount which increases
over time to the peak year. The current Requirement for the
First Reserve Fund is $142.211 million and for the Second
Reserve Fund $785.808 million, each equal to calendar 1986
aggregate debt service. The Requirements change as the
Corporation continues to issue refunding bonds because debt
service on new issues enters into the calculation while debt

service on any refunded bonds is excluded.

Currently, peak aggregate debt service on First Resolution
Bonds occurs in calendar 1995 at $331.728 million and on
Second Resolution Bonds in calendar 1987 at $846.816 million
as shown in Schedule A. The Corporation has on deposit
approximately $300 million in the First Reserve Fund
(approximately $45 million of which is presently Envested in
a restricted account and scheduled to be applied to our debt
service requirements upon maturity) and approximately $839

million in the Second Reserve Fund.
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Amounts on deposit in the capital reserve funds in excess of
current Requirements remain on deposit in order to generate
sufficient investment earnings to ensure that these peak
year requirements are met. To do otherwise would require
periodic infusions of additional monies into the capital
reserve funds as the peak years of debt service are

approached.

A deficiency in the Requirement by December 1 in any year
would trigger the State's "moral obligation,” set forth in
Sections 3036 (4) and 3036~a(3) of the MAC Act, to restore
the capital reserve funds to the required levels upon the
Corporation's certification for such deficiency. Further,
failure of the Corporation to certify for or of the State to
appropriate required amounts at required times to cover any
deficiency in the capital reserve funds would constitute an

event of default under either of the Resolutions.

On December 31, 1984, the Corporation's State statutory
authority to issue bonds to raise funds to depdsi; into the
capital reserve funds expired, Until that time, the
Corporation was permitted to use bond proceeds for the
capital reserve funds, in addition to its authority to

certify for revenues available to it under State law for
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that purpose and to so apply any other monies of the
Corporation. Because, as of January 1, 1985, the
Corporation no longer is authorized to issue obligations for
purposes other than refunding, it may not augment amounts on
deposit in the capital reserve funds with bond proceeds.
Therefore, any increase in a Regquirement from one calendar
year to the next must necessarily be funded with revenues
through the certification process, investment earnings, or

other monies.

The capital reserve funds have been funded by the
Corporation principally with bond proceeds rather than the
State revenues available to it through the certification
process. Only about 20% of the capital reserve funds were
derived from the deposit of certified revenues, all in the
initial phase of funding. The remaining 80% of the $787
million of deposits into the capital reserve funds has come
from financings over the years through calendar 1984, as

shown in Schedule B.

While the Corporation may withdraw amounts on deposit in the
capital reserve funds in excess of the current Requirement
at any time and deposit such amounts into the debt service
funds, it has as a matter of prudent fiscal policy

maintained an amount in each such fund which, together with
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projected investment earnings, will equal each Requirement
in the respective years of peak aggregate debt service.

Such practice obviates the need to certify periodically for
revenues to make up a deficiency in the funds, which would
have a negative impact on revenues flowing to the City for

operating purposes in later years.,
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Séhedule A

MUNICIPAL ASSISTANCE CORPORATION FOR THE CITY OF NEW YORK

CAPITAL RESERVE FUND REQUIREMENTS
As of November 1985

First Resolution Bonds

Calendar
Year

1985
1386
1987
1988
1989
1990
1991
1992
1993
1994

Requirement*
(in Thousands)

$ 142,211

124,856
221,106
285,793
282,293
292,481
257,481
248,043
324,855
331,728

Second Resolution Bonds

Calendar
Year

1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

Requirement*
(in Thousands)

$ 785,808

846,816
843,772
835,931
820,075
801,016
786,259
611,500
627,683
628,149
563,583
466,810
456,962
469,699
417,244
387,633
365,262
355,423
335,554
325,581
316,600
307,455
295,328

*Aggregate debt service for succeeding calendar year,
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MUNICIPAL ASSISTANCE CORPORATION FOR THE CITY OF NEW YORK

Funding of Capital Reserve Funds
{in millions)

Per

Fiscal Capita Total
Year Sales Aid Bond Proceeds Deposits
1976 ~-0- $19.8 -0- S 19.8
1977 $102.9 38.4 ~0- 141.3
1978 ~0- -0- $196.1 196.1
1979 ~0- ~0= 1.30.0 130.0
1980 -0~ -0- 78.9 78.9
1981 -0~ -0- 60.2 60.2
19282 -0- ~0- 122.5 122.5
1983 -0- -0- 13.1 13.1
1984 -0- -0~ -0- -0~
1985 ~-0- -0- 25.3 25.3
$102.9 $58.2 $626.1 $787.2
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