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The Municipal Assistance Corporation for the City of New York (HAC) A " S
r~ .
has made an offer to the holders of certain short-term notes of the City © k;; x°
%

of New York to exchange their short-tecrm notes for long-term MAC bonds. .{;niLJ'h
One of the factors bank holders of the short-temn notes will have to weigh &ﬁ;k Lot

in determining whether to make the exchange is the tax aspects of the trans-0>(“‘
action. Thevefore, it is respectfully recommended that the Treasury Departe .
ment consider publication of a release at the earliest possible time setting
forth the tax consequences with respect to the exchanging noteholders. 5@ \
o
It is further recommended that the following tax results obtain upon 7a}9 oo
the exchange by a banking institution of the short-term New YOrk City notes <¢$¢,0
for the long~-term MAC bonds: , va*-i«
\JG/OJ W\d\i,& i,
1, An exchanging noteholder will have ordinary gain or loss on sspr ?f‘féwﬁ

the exchange under §582(c) of the Internal Revenue Code, \”1} o7 Lot
measured by the difference between the fair market value of & .ﬁjsw\yﬁ“ﬁh
a MAC bond on the date of exchange and the adjusted basis Of(wb'j"%\f:ggw-
the short-term New York City note. Presumably, the fair g *VE_Ei "

market value at the date of exchange would be determined b}?‘c_sa-"'L IR

reference to the initial offering price at_which a substantial .. =~ .-
portion of the MAC bonds will be sold. (Cf. Regs. §1.1232-3 L
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2. The exchanging noteholders will have original issue discount S%g;F}
equal to the difference between the fair market value of an
exchanged note (which is presumably equal to the fair market s
value of a MAC bond) and the face amount of the MAC bond. N\ \
Such original issue discount will be treated as tax-exempt w o s 7
interest which will be amortized over the life of the bond. /’\\c Lad
In the event the bondholder disposes of the bond before ‘Y' JLAN)
maturity, the portion of original issue discount to be el
treated as tax-exempt interest would be that amount which 5 °
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bears the same ratio to the total oviginal issue discount
as the number of days the bouds wure held bears to the total

number of days from the issuc date to the maturity date.
(See Rev. Rul, 73-112, 19731 CB 47.)

We would be glad to offer any assistance to your office in connection
with our recommendations,

Very truly yours,
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Robert M. Rosen

Partner
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