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January 28, 1991

Lynette Kelly, Esq.

The Municipal Assistance Corporation
For the City of New York

One World Trade Center

Room 8901

New York, New York 10048

Dear Lynette:

As we have discussed, the Corporation will be required
to commence the payment of arbitrage rebate toward the end of
1991 with respect to bonds issued after the enactment of the
Tax Reform Act of 1986.

The Corporation has retained Orrick, Herrington to

- provide rebate calculations on an annual basis with respect to
each of the series of bonds which are affected. 1In addition,
the Accounting Memorandum attached to the Arbitrage and Use of
Proceeds Certificate for each of the relevant series of bonds
contemplates that a calculation will be performed on an annual
basis. To date we have only been provided with investment
information regarding the Series 66 Bonds and have completed
the rebate calculations.

Please review this situation and advise me how you
intend to proceed and what work we should anticipate performing
pursuant to our engagement.

We have also discussed that for purposes of the
Arbitrage and Use of Proceeds Certificates and the rebate
calculations performed to date, the Corporation has adopted a
conservative procedure for allocating portions of the Second
Capital Reserve Fund to refunding bonds" This procedure has
been developed as a consequence of the lack of specific
guidance in current arbitrage and rebate rulings and
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regulations promulgated by the U.S. Treasury Department and to
reflect certain underlying principles of the earlier private
letter rulings issued by the Internal Revenue Service to the
Corporation regarding the Second Capital Reserve Fund.

We believe that it is worthwhile to carefully analyze
the method of allocation and to determine whether a more
favorable method could be utilized consistent with federal tax
law requirements. The potential to reduce the Corporation's
rebate liability is significant.

Accordingly, you have authorized us to proceed with
this work. It is possible that it may be necessary to obtain a
ruling from the IRS prior to approving a method of allocation.
We will, of course, confer with you prior to undertaking such
an effort. This work regarding the allocation of the Second
Capital Reserve Fund investment is not within the scope of our
engagement to provide rebate calculation services.
Accordingly, we will bill the Corporation on the basis of our
normal hourly billing rate procedures.

Please call me regarding the annual rebate calculation
with respect to other affected series of bonds or if you have
any questions regarding the Second Capital Reserve Fund
allocation analysis.

ap

cc: D. Robinson
G. Majors
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Federal Rebate Requirement

This memorandum summarizes khe principal federal arbitrage
rebate requirements asg they pertain to the Corporation.

The term "arbitrage" has a variety of applications in
finance, but with respect to tax exempt finance it applies
to the ability of tax exempt issuers to borrow at tax exempt
rates and to invest the proceeds at higher taxable rates.

In an effort to stem the loss of federal tax revenues
arising from abusive issuances driven more by the quest for
arbitrage profit than valid public purposes, the federal
government has been progressively limiting both the
opportunities and incentives for arbitrage for a number of
vears.

Until the 1986 Tax Reform Act (TEFRA) the major impacts of
these limitations on the Corporation's finances were
requirements to spend proceeds of issuances within three
Years, during which time all investment earnings on
unexpended proceeds, even if invested at yields higher than
the yield on the bond issue, could be kept. Other
regulations or special letter rulings from the Internal
Revenue Service limited the size or holding period of the
capital reserve and the debt service funds, but otherwise
all investment earnings could also be retained. With TEFRA,
the federal government radically reduced opportunities and
incentives for arbitrage in a number of ways. TEFRA also
expanded the concept of arbitrage rebate from its previous
application to industrial development bonds to all tax
eXempt issues. The aim of arbitrage rebate iz to remove
incentive for abusive issuances by requiring the issuer to
rebate all arbitrage profits to the federal government.

As such, capital reserve and debt service funds attributable
to bonds issued before August 1986 (i.e. up to and including
Serieg 59) are still permitted unrestricted earnings. The
capital reserves attributable to issuances since then are
subject to the rebate requirement. Accordingly, accumulated
earnings on each series’ capital reserves in excess of the
yield on that series (the bond yield) must be paid to the
federal government every five vyears, This requirement ig
complicated for a refunding issue in that the amount of
capital reserves subject to rebate ig related to the
redemptions of the bonds refunded by the issue. The

capital reserve funds subject to rebate as of the beginning
of each fiscal year when refunded Principal is redeemed.
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Unfortunately, the rebate requirement for the capital

it seems likely these funds will be invested at yields
higher than the bond yields. It is not Pessible to predict
the growth of the rebate liability on the capital reserve
funds precisely, but the attached table Projects the annual
change based on consistent 8% yields. It also projects the
incremental change for each %% of returns realized above the
7%% level. Between 6.8% and 7%% yields total rebate grows
but not as fast. Below 6.8% ithe rebate is reduced.

When TEFRA was enacted all debt service funds for issues
starting with Series 60 were subject to rebate, but the 1988
Tax Act eliminated the debt service fund rebate requirement
entirely for bondsg issued after November 11, 1988 (to date
benefitting only Series 68). For bonds issued between the
effective date of TEFRA and November 11, 1988 (i.e. Series
60-67), the 1988 act provides issuers a choice. One
alternative is to cap the rebate liability accrued through
November 11, 1988. The other alternative is to continue to
subject these funds to a potential rebate liability with the
concomitant ability to use any investment earnings below the

must be made, the financial statements for the three ang
nine month periods ended March 31, 1990, reflect a decision
to cap the liability. However to be conservative until a
more definitive calculation is made, the statements reflect
the estimated liability as of December 31, 1989 rather than
the lower one as of November 11, 1988.

ever fall below that leve]. It has continued to grow
because gebt service funds have almost always been invested
at rates higher than the Yields at which the bonds were
issued. The bond vields, shown in the attached table, range
from 6.80% to 7.50%, while treasury yields have not falien
below these levels for sustained periods of time, as the
attached graph demonstrates. The only reason it would make
financial sense to continue to pay rebate liability wonilg be
to expect that treasury yields will fall to levels below the
bond yields, and remain at those levels for the remaining
life of the bonds. Only in such a sustained occurence could
the rebate liability be reduced below the requirement as of
November 11, 1988. " Such an OCcurence seems highly unlikely.

Attachments (2)

vsi#314



7 0.3 90 e

@ o N

C ]

D T 9 98 D

)

3

e———

e
e

,
mmmJﬂ S244E 1894648 B08¢vy £8649E YEOiRET CRo¢L 0G6¢8 SRgeh C0BfvY TLe4E¥ Cog4se L
S¥B4T LEBSE Eb6BYE BOBvY IR-T- R FS0IGET SLO4L 05446 €585 LTIébE TLC45% 098442 P8
can# [ AN 0BC4LEE B0B v 9 FBSATE PEOSET E504L 05644 GGB4G EBEé4T L4646 458 FLTIé0E £é
L054T s¥04E IELFI0E 80849 £85649% F60REL LRGiL 05646 cEgfg L204T yEQ4TE FILST vé
mthﬁ L5448 60045LE BOBLD £8647E bS60sSET G504/ 05446 47582 ’ FOEET TBé¢L £é
SPE4T 3 WA S1A4ELE BOBvY £8& 198 ¥&04GLET CLoéL 05644 g8k £L9101 yareg <6
1400 ! 86942 87814692 808t ? ggsivs vao4sel BEQL 05644 £18¢% "BLY¢8 8Bv+<c 14
TPTHT 1854¢ BOL¢ERE 2084¢9 EBS9E FPS0ECET £C0¢L Igé GE&+4C L&V 4T 08
*MYAC T £00*4 o7l A rcg*? 6RE* L FYbsL 0068 £ 1089 €cgty 0287 1A uUNDg
%50 M3d 0o0'e 3lva3y 61
3ILWHIY NI @ STT3XA 133rdns 89 9 e 59 ¥e £ <9 19 09 HP3A
uAZ¢Iu AMASY3yL Lol R S3IMHS §4143% 831435 SHENIS 531438 EERR-E S3I43S S3IN3S WasIA
L=FAVEHIN T3LIr08d-><—mr—mmmmm ~—-=~=3LYEEN 0L LI3rdNS SAHNAd Ja¥3ISEY IPLI4Y¥0-mmeom—m e e e ——
(5,000 %)
SININ3VING3Y
JIVEEY dnMISAY IWIIdY3 40 SISATTENY
NHOA MIN 40 ALID 3HL ¥04d '
NOI1YMD4Y03 IINVLISISSY WAIIINGM .
PEIL0IYT  D4-MAY-L2Z BUTIh4WD] UIgunny aunig wodd NOOTIHO JIHLYY

1 Bd



1% ) §%)

Screen printed.
S

RANGE

IE1I. D> CHAaARI for
BYAS ViR TO DSESCT

Govt
C B0 BI1ll

L e=h"4

GEMNERI
PERIOD |§ (D-W-M-Q-¥)

...............

A AT I RO SR S - O PR
MM, Y, 2CLOSE/MID . X . . ]
LAST ©,044 ON 033090 ' s . .

1 HIGH 11,044 ON 0843L1sB4 [ "7 - mmremcmemiiye ce s gy el ML e e res-8
AVE  7.5d44 . . . . ]
Lo 5.274 ON 0B-29-86 : : ' : : :

A J. L " L 1 M 1 A 1 A L i 1 1 1 1 1 1 "N
Mouss MAYEd  NOUSA | MAYES  MOUBS  MAYDS  NOUSS  MAYEZ  NOUS? | Maves HOUBB  MAYSY  NOYBY

V643" PRN 13:4&6 SWEETS & TRERILS FOUNDER LTSTENS TU CUSTOMERS FOR RECIPES

17642 APY [2:46 AP Advisory

17635 PRN 13:45 NEWLY DISCOVERED BACTERIA REDUCE ORGANIC CONTAMIMNANTS AND METHA

17623 APV 13:43 Telescope Bperture Door Opened

17622 APY 13:42 Dow Jones Averages At 1:30

The information herein was cbtained from sources which Bloombery L.P.

but they do not guarantee its cccuracy.,

of the purchase or sale of any securities or commodi ties,

(C> Copyright
Bloombery Finaneiol Marke

Bloombery L.P. New Yari:

212-980-27000

THE BLOOMBERG

} cand its suppliers believe reliohle.
Neither the information, nor any cpinion expressed. constitutes o solicitation

1983,

Bloomberg L.P. “The BLOQMBERG, Bloombery L.P., ond
ts are

trademurks, trade names. and service morks of Bloomberg L.P.

London' ?1-256-9010 Sydney: 2-238-219% Tokyo: 3-57g-1625

SATB-186~5-0 27-Apr-90 13:148:28



CleT -/

Law OfFFiceEs
ORRICK, HERRINGTON & SUTCLIFFE
S99 LEXINGTON AVENUE
NEW YORK, NEw YoRK 10022
TELEPHONE (2/2) 326-88B00C
TELECQPIER {212) 326-8600
SAN FRANCIZECO. CALIFORNIA 94111 SACRAMENTO, CALIFORNIA 95814 LOS ANGELES, CALIFORNIA 90Q
400 SANSOME STREET 555 CARITOL MALL 333 SOUTH HOPE STREET
TELERHOMNE (4151 3921122 TELERPHONE (916) 447.9200 TELEFHONE {(213) 6807000

January 30, 1990

Maxine Gillman, Esq.

Municipal Assistance Corporation
for The City of New York

Suite 8901

One World Trade Center

New York, New York 10048

Dear Maxine:

You have requested that I advise vou regarding whether
federal arbitrage rebate requirements apply to the earnings on
investments attributable to amounts deposited to the Bond
Service Fund established with respect to the bonds issued by
the Municipal Assistance Corporation for The City of New York
(the "Corporation").

As you are aware, the rebate requirements of
Section 148(f) of the Internal Revenue Code of 1986 (the
"Code") apply generally to bonds of the Corporation issued
after August 15, 1986. However, Section 14B(f){(4) of the Code,
as originally enacted by the Tax Reform Act of 1986, provided
that, unless the issuer otherwise elected, any amount earned on
a bona fide debt service fund shall not be taken into account
in determining the issuer's rebate requirement if the gross
earnings on such fund for the bond year is less than $100,000.
This exception is applicable to investments in the Bond Service
Fund securing the Corporation's bonds, which Fund constitutes a
bona fide debt service fund, to the extent the gross earnings
in such Fund are less than $100,000 for the applicable bond
year. The Corporation did not elect to not apply this rule,

Section 148(f)(4) of the Code was amended pursuant tag
Section 6181 of the Technical and Miscellaneous Revenue Act of
1988 ("TAMRA") to provide that, with respect to bonds issued
after November 11, 1988, the rebate exception for a bona fide
debt service fund shall apply without regard to the $100,000
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gross earnings limitation and without any opportunity for the
issuer to elect otherwise with respect to any bond which is not
a private activity bond if the average maturity of the issue is
at least 5 years and the bond does not provide for a variable
rate of interest. Accordingly, the Corporation's Series 68
Bonds are subject to this amended rebate rule. Therefore, the
Corporation will not take into account any investment earnings
on amounts deposited to the Bond Service Fund attributable to
the Series 68 Bonds in determining the rebate liability. This
rebate exception is applicable regardless of whether the gross
earnings on such amounts exceed $100,000 in any hond year,

Section 6181(c)(2) of TAMRA provides further that with
respect to bonds (other than private activity bonds)
outstanding as of November 11, 1988, the issuer may make a
one-time election to apply the amendments to Section 148(f) (4)
to amounts deposited after such date in bona fide debt service
funds of such bonds. Accordingly, the Corporation may wish to
make an election to exclude from the rebate calculation any
deposits to the Bond Service Fund made after November 11, 1988
attributable to the Corporation's Series 60 Bonds through
Series 67 Bonds regardless of whether the gross earnings on
such amounts exceed $100,000 in any bond year. It appears that
such election need not be made until the first rebate payment
1s made to the federal government with respect to any such
Series of Bonds.

Please call me if you have any further questions
regarding this matter.

Very truly yours,

. "/‘ ","
/‘) ;o / /|

, ichardxchirls

[

cc: D. Robinson
K. McDonough
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