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Abstract!

The"filing"for"bankruptcy"by"the"city"of"Detroit"on"July"18,"2013,"represents"the"largest"municipal"

bankruptcy"in"the"history"of"the"United"States."This"dubious"preeminence"was"embodied"not"only"in"

size,"but"also"in"complexity."This"study"seeks"to"demystify"the"gargantuan"default"and"how"it"could"

have" been" avoided." Many" theories" exist" about" this" debacle;" from" the" jetKsetting" lifestyle" of"

automotive"company"Management"to"the"“Mafioso”"leadership"style"of"its"now"incarcerated"Mayor."

Could"the"underlying"source"of"Detroit’s"misfortunes"be"a"result"of"the"bad"bets"made"on"interest"

rates"on"the"advice"of"financial"advisors?"The"short"answer"is"yes," in"part,"the"interest"rate"swaps"

entered"into"by"Detroit"on"their"generalKpurpose"bond"issues"might"have"been"the"straw"that"broke"

the"camel’s"back.""

"

About" seventeen"months" after" it’s" filing"on"December"10,"2014" the" city"officially" emerged"out"of"

bankruptcy."

" "
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Background!&!Literature!review!

In"1930,"Detroit"was"the"fastest"growing"city"in"the"world."Today,"it"is"the"fastest"shrinking"city"in"

the"United"States."At" its"peak" in"1950" the"population"was"estimated" to"be"1,850,000."The"United"

States" census" bureau" pegs" the" population" at" 688,701" as" of" the" summer" of" 2013." " In" the" last" ten"

years,"Michigan"has"lost"50"percent"of"its"manufacturing"jobs.""Detroit"has"the"highest"crimeKrate"of"

any"other"city"in"the"U.S.;"5Ktimes"the"national"average."The"unemployment"rate"at"its"peak"in"July"

2009"was"27.8%."As"of"April"2013,"40%"of"the"city's"streetlights"don't"work."78,000"structures"and"

66,000" lots" are" abandoned.1"Figure" 1" compares" the" Detroit" bankruptcy" to" the" five" next" biggest"

municipal"bankruptcies"in"the"US."

Figure'1'

Source:"

James,"Spiotto;"Chapman"and"Cutler""

"

Figure"2"gives"an"approximate"breakdown"of"the"city’s"debt"at"the"start"of"the"bankruptcy."Pension"

related"obligations"make"up"for"approximately"$5.3"billion"of"the"$18"billion"city’s"debt."This"figure"

would"have"been"much"smaller"were" it"not" for" the" interest"rate"swap"agreements" that" lead"to" its"

ballooning.""

"
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Figure'2'

"

Source:"The"Huffington"Post"based"on"data"from"State"of"Michigan,"City"of"Detroit,"and"Governing"Magazine"

"

How"did"things"get"so"bad?"What"were"the"reasons"for"the"decline"of"this"once"great"city?"When"did"

Detroit’s"problems"really"start?"

"

! !
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Reasons!leading!up!to!the!bankruptcy!

!

Over%reliance%on%a%single%industry%

Prior" to" the"boom"of" the"American"automotive" industry,"Detroit"was" just" like" any"other" regional"

manufacturing"center."The"advances" in"production"technology"of" the"early"19th"century"made"the"

dream"every"family"having"its"own"automotive"a"reality."Michigan"had"the"advantage"of"having"iron"

ore," timber"resources"(early"car" frames"were"made"from"wood)"and"ancillary" industries"required"

for"car"manufacture."However," this"did"not"distinguish" it" from"Toledo,"Cleveland,"Milwaukee,"and"

Buffalo,"who"could"claim"the"same."The"reality"is"that"Henry"Ford"and"Ransom"Olds"just"happened"

to" live" in"Michigan." You" could" think" of"Detroit" in" those" days" as" Silicon"Valley" today." Automotive"

employees" routinely" switched" companies" and" launched" spinKoffs" and" startKups." This" “crossK

pollenization”" gave" way" to" innovation" amongst" the" Detroit" automotive" manufacturers" located"

elsewhere" couldn’t" keep" up" with" the" developments" and" finally" gave" up" or" sold" themselves" to"

Detroit.2"The" big" three" (Ford," General"Motors" and" Chrysler)" came" to" have" their" headquarters" in"

Detroit."

"

Fast" forward" to" the" late" 20th" century," countries" like" Germany" and" Japan" had" caught" up" and"

surpassed" the" technological" advances" of" the" American" automotive" industry." The" Detroit"

manufacturers,"whose" innovativeness"made" them" technological" leader," had" now"become"market"

followers."However,"they"still" felt"entitled"to"be"a"priceKmaker."They"could"use"national"pride"as"a"

selling"point"for"only"so"long,"until"customers"started"being"drawn"to"the"more"efficient,"safer"and"

cheaper" foreign" cars." The" big" three" were" guilty" of" large" wasteful" expenses" on" their" workforce,"

carrying" loss"making" brands" and"models" for"which"market" no" longer" existed,"which"made" them"

uncompetitive"in"comparison"to"their"foreign"competitors."

"
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The" workers" of" the" big" Three" belong" to" the" UAW" (United" Automotive"Workers)." UAW"workers"

receiving"generous"benefit"packages"as"compared"with"those"working"at"nonKunion"Japanese"and"

German" auto" assembly" plants" in" the" U.S.," had" been" cited" as" a" primary" reason" for" the" cost"

differential" before" the" 2009" restructuring." As" of" 2008," G.M." employed" about" 8,000" people" who"

actually" didn’t" come" to"work." Those"who"do"went" to"work"were" paid" about" $10" to" $20" an" hour"

more"than"people"who"did"the"same"job"building"cars"in"the"United"States"for"foreign"makers"like"

Toyota.3"Despite" the" off" the" chart" benefits," the" Detroit" car" manufacturers" have" had" strained"

relations"with" their" labor" unions." The" resulting" discontent" is" reflected" in" the" quality" of" the" final"

product."

"

With"the"decline"in"car"sales"came"the"decline"of"Detroit’s"fortunes."In"particular"the"global"financial"

crisis" of" 2007K08" lead" to" reduced" car" sales," particularly" in" the" US." The" big" three" who" were"

considered"too"big"to"fail"were"now"reduced"to"begging"to"the"Federal"Government"to"bail"them"out."

The"act"of"asking"for"a"bailKout"in"itself"became"a"controversy,"as"the"CEOs"of"Ford,"GM"and"Chrysler"

flew" from"Detroit" to"Michigan" in"private" jets," instead"of" flying"commercial.4"In" the" time"since," the"

Big"Three"have"moved"a"considerable"amount"of"their"operations"out"of"Detroit"in"order"to"find"cost"

savings."This" impacted"the"revenue"received"by"the"state" from"automobile"manufacture."With"the"

departure"of"the"jobs,"came"the"outflow"of"the"residents.""

"

Decline%in%real%estate%market%

In"order" to"understand" the" longKterm"fiscal"position"of"Detroit," it" is"useful" to"analyze" their"major"

source" of" income;" property" taxes." In" the" 1990s" and" early" 2000s," property" taxes" grew" as" home"

values"and"the"national"housing"bubble"took"off."Property"taxes"grew"from"the"late"1990s"through"

the"midK2000s"from"$150"million"in"revenue"to"almost"$250"million."However,"this"turned"around"

quickly" and" property" taxes" began" to" decline" precipitously." In" fact," nearly" 20"million" dollars" had"
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"

been"shaved"off"property"taxes"by"the"end"of"fiscal"year"2009.5"Figure"3"gives"a"picture"of"the"trends"

in"median"home"prices"from"1990"to"2015."The"base"year"is"2002"="100."Data"indicates"that"during"

the" period" 2008K9" had" dipped" below" 70%" of" the" 2002" base" price." Only" now" in" 2015" are" home"

prices"recovering"to"the"level"they"were"in"2002."

Figure'3'

"
Source:"S&P"Dow"Jones"Indices"LLC,"S&P/Case?Shiller!MI?Detroit!Home!Price!Index©"[DEXRNSA],"retrieved"from"FRED,"
Federal"Reserve"Bank"of"St."Louis"https://alfred.stlouisfed.org/fred2/series/DEXRNSA/,"April"3,"2015."

"

Figure"4"shows"the"revenues"of"Detroit"city"from"property"taxes."

' '
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Figure'4'

Source:"

Data"from"City"of"Detroit"Comprehensive"Annual"Report"year"ending"June"30,"2006"to"2013"

%

%

“Sub8urbanization”%and%loss%of%diversity%

1967"was"a"year" that"would"come"to"define"the" future"of"Detroit."Latent"racial" tensions"suddenly"

erupted"into"riots."Following"the"riots,"thousands"of"white"Detroiters"would"leave"the"city"to"live"in"

the" suburbs." Marilyn" Salinger" writes" in" the" Washington" Post:" “The" strength" and" importance" of"

diversely" populated" business" and" housing" centers" declined." Racial" divide" has" created" too"many"

brokenKdown"ghost"towns,"devoid"of"the"quality"of"life"they"once"had."Some"held"on"for"a"while"but"

could"not"withstand"the"devastating"economic"conditions"of"recent"years.”"As"depicted"in"Figure"5,"

there" has" been" an" exodus" from"Detroit" city" to" the" neighboring" areas." This" has" been" the" general"

trend" since" the" 1950s," but" has" become"more" acute" in" the" recent" years" since" the" global" financial"

crisis"of"2008."This"again"impacts"the"income"side"of"Detroit’s"revenue"statement.""

"
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Figure'5'

"

Source:"United"States"Environmental"Protection"agency"(data"collected"by"Southeast"Michigan"Council"of"Governments)."

Accessed:"April"5,"2015."

"

In"2007"the"revenue"collected"by"the"city"from"Municipal"income"tax"was"$"278"million."As"of"2012,"

that"figures"had"declined"to"$"233"million."For"2014,"Detroit"city"will"levy"an"income"tax"of"2.4%"on"

residents" and" 1.2%" on" nonresidents" employed" within" the" city," the" highest" for" any" place" in"

Michigan.6"At" its" peak" in" the" 1950s" the" population"was" 1,850,000." Today" it" is" estimated" to" have"

declined"below"700,000."The"only"silver"lining"here"is"that"the"worst"is"now"over;"the"rate"of"decline"

is"now"slowing.""

%

Leadership%

Elected" in" 1973" Coleman"Alexander" Young"was" the" first" AfricanKAmerican"mayor" of" Detroit" and"

would" become" the" longest" serving"mayor" (1974K1994)." He" was" a" politician," activist" and" skillful"

negotiator."Like"Detroit"2012,"the"city"has"been"here"before."It"was"in"1981"when"it"faced"a"deficit"of"

$133"million,"an"amount"that"today"translates"into"$331"million."Despite"facing"reelection"in"1981,"

Mayor" Young" was" relentless" in" fighting" the" financial" crisis" facing" Detroit." He" is" credited" with"

implementing"budget"cuts"through"employee"concessions,"convincing"banks"to"buy"Detroit"bonds"

and,"raising"the"tax"on"residents"from"2"percent"to"3"percent"and"on"nonKresidents"from".5"percent"
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to"1.5"percent," that"year.7"Despite"all"his"good"work,"he" is"criticized" for"not"being"able" to"manage"

racial"tensions"and"alienating"the"white"population,"which"aggravated"the"flight"of"the"white"middle"

class"from"downtown"Detroit"to"the"neighboring"suburbs."%

"

In"2001,"at"the"age"of"31,"Kwame"Kilpatrick"would"be"the"youngest"individual"to"be"elected"as"the"

mayor"of"Detroit."He"held"office" from"2002"to"2008."On"Dec."6,"2005,"Kwame"Kilpatrick"strode"to"

the" stage" of" a" New" York" City" ballroom" to" applause." Decked" out" in" a" black" tuxedo," Kilpatrick"

accepted" a" gleaming" trophy" for" engineering" a" complex" $1.44Kbillion" pension" deal" designed" to"

eliminate" the" city’s" unfunded" pension" liabilities." The" transaction" —" which" earned" Detroit" the"

Midwest"Regional"Deal"of"the"Year"honors"from"the"Bond"Buyer,"Wall"Street’s"bible"for"municipal"

investments"—"was"hailed"for"its"intricate"legal"framework"and"creativity."The"deal"hailed"by"Wall"

Street"was"a"disaster."The"borrowing" scheme"now"represents" close" to"oneKfifth"of" the" city’s"debt"

and"stands"as"a"key"reason"the"city"filed"for"Chapter"9"bankruptcy"on"July"18."Many"said"it"seemed"

like"a"good" idea"at" the" time,"but" the" financial"machination"now"stands"as"a"prime"example"of" the"

city’s" willingness" to" borrow" huge" sums"—" and" how" Kilpatrick" took" borrowing" to" new" height.8"

Under"the"terms"of"the"swap"the"city"owed"the"counterparties"approximately"$400"million"due"to"a"

downgrade" in" the" city’s" credit" rating" below" investment" grade." Being" Detroit" could" have" faced"

bankruptcy"as"early"as"2009"because"Detroit"couldn’t"make"the"payment"then.""

"

On"March"24,"2008,"Kilpatrick"was"charged"with"eight"felony"counts,"including"perjury,"misconduct"

in" office," and" obstruction" of" justice." On" August" 8," 2008," Michigan's" Attorney" General," Mike" Cox,"

announced"two"new"felony"counts"had"been"filed"against"Kilpatrick"for"assaulting"and"interfering"

with"a"law"officer."On"September"4,"2008,"Kilpatrick"announced"his"resignation"as"mayor,"effective"

September" 18," 2008." On"March" 11," 2013," Kilpatrick" was" convicted" on" 24" federal" felony" counts,"
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including"mail"fraud,"wire"fraud,"and"racketeering."On"October"10,"2013,"Kilpatrick"was"sentenced"

to"28"years"in"prison."

"

The"country's"longestKserving"Congressman,"Representative"John"Dingell"(DKMich.)"retired"in"2014"

at"the"age"of"87"after"an"illustrious"career"in"politics."However,"he"too"was"accused"of"shielding"the"

automakers," drawing" the" ire" of" some" within" his" own" party." His" policies" are" considered" to" be" a"

contributing" factor" for" Detroit’s" overreliance" on" a" single" industry." In" addition" to" the" elected"

representatives" of" the" city" were" the" delusional" auto" industry" executives," that" ignored" global"

economic" forces,"attempts"at" regulation,"and"consumer"needs"and" tastes," refusing" to"evolve" their"

business"until"it"was"far"too"late."""

"

"

"

"

"

% %
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Comparison%of%the%Detroit%case%in%the%context%of%other%countries%

Could" such" a" municipal" bankruptcy" take" place" in" neighboring" Canada?" According" to" CIBC"

economist"Warren"Lovely,""With"populations"growing,"economies"reasonably"diversified,"financial"

management" practices" sound" and" provincial" oversight" strong," investors" in" Canada's" municipal"

government"sector"needn't"fear"a"DetroitKstyle"crisis."9"In"addition"to"the"above"reasons,"Canadian"

municipalities"receive"large"unconditional"Federal"assistance,"which"exceeds"their"tax"revenues."

"

How"about"France?" In"France" in" case"a"municipality" runs" into" fiscal" trouble," it" gets" financial" and"

reorganization" support" from" the"National" government."Creditors," pensioners," public"workers" are"

not" impacted."As"we"will" see" further" in" this" study"was"not" the"case" in" the"Detroit"bankruptcy." In"

Germany"as"well,"German"states"implicitly"guarantee"public"debt"incurred"by"municipalities.""

"

In" 2007," the" Japanese" city" of" Yūbari" went" bankrupt," owing" to" the" tune" of" ¥" 35.3" billion." It" was"

traditionally" a" coalKmining" dependent" city." With" the" closing" of" the" coalmines" in" the" 1980s," the"

population"declined"and"municipal"revenues"dried"up"in"the"following"two"decades."The"city"went"

into"a"massive"reorganization"program"(downKsizing"of"public"employees)."That"year"Japan"passed"

the"‘Local"Finance"Soundness’"law,"and"has"not"had"a"municipal"bankruptcy"ever"since.""

"

In"the"US"municipalities"have"no"safety"net"other"than"to"file"for"Chapter"9"protection"on"a"caseKbyK

case" basis." No" legislation" has" been" passed" to" provide" better" regulation" and" guidance" to"

municipalities." There" is" now" discussion" of" the" fiscal" distress" of" Chicago," Illinois." In" the" Annual"

Financial" Analysis" 2013" of" the" city" of" Chicago," Mayor" Rahm" Emmanuel" stated," “Unless" we" pass"

meaningful" pension" reform" in" Springfield," the" outlook" for" future" years" is" unsustainable.”10"Could"

this"be"the"next"big"headline?"
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Methodology:%Building%and%using%a%conceptual%framework%

In" order" to" analyze" the" role" of" derivatives" in" this" debacle," the" above" conceptual" framework" is"

presented."A"sovereign"or"a"municipality"defaulting"on"its"obligations"is"rare"event."The"background"

presented"gives"us"a"background"on"the"moving"parts"that"make"a"government"work."A"government"

has" to"balance" its"obligations" to" its"employees,"pensioners,"and"creditors,"while"at" the"same"time"

ensuring"that"it"performs"its"core"responsibility"of"serving"its"citizens.""

"

The"purpose"of"this"framework"is"to"identify"the"variables"and"how"they"interact"in"determining"the"

fiscal"health"of"a"municipality."Additionally,"it"is"important"to"analyze"the"organizational"framework"

of" the" municipal" government" and" where" decisions" get" made." " Next," a" longitudinal" study" of" the"

income"statement"(period"2002K2013)"and"balance"sheet"(period"2008K2013)"has"been"presented"

to"analyze"timing"and"cause"of"distress."The"structure"of"the"various"interest"rate"swap"agreements"

entered"into"by"the"City’s"administrators"and"their"effects"have"been"analyzed.""

"

% %
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Analysis%

Organization%structure%of%the%city%of%Detroit%

Exhibit"1"gives"us"an"idea"of"the"organization"structure"that"was"in"use"prior"to"the"reorganization"

of" 2013." The" Mayor’s" office" has" almost" no" overseeing" authority." The" Department" heads" submit"

their" budget" proposals" to" the"Mayor’s" office" that" accepts," rejects" or"modifies" the" budget" request"

and"forms"the"budget"proposal"for"the"city"as"a"whole."During"the"tenure"of"Mayor"Kilpatrick"this"

became"a"precarious"situation,"as"he"entered"into"a"number"of" interest"rate"swap"deals"that"were"

clearly" very" risky." Other" than" the" District" Court," City" Clerk," Election" Commission" and" Building"

authority"all"other"areas"of"administration"came"under"the"oversight"of"the"Mayor’s"office."Exhibit"2"

shows"how"finance"decisions"were"taken"out"from"under"the"Mayor’s"office"during"the"bankruptcy."

Going"forward"a"9Kperson"State"oversight"commission"has"been"put"in"place"to"supervise"the"fiscal"

planning"of"Detroit." If" at" the" end"of" thirteen"years" the" situation" stabilizes," the" committee"will" be"

dissolved.11"

"

Demystifying%interest%rate%swaps%

An" interest" rate"swap" is"an"agreement"entered" into"where"one"stream"of" fixed" interest" stream" is"

exchanged"for"another"based"on"floating"interest."The"party"who"is"swapping"the"floating"interest"

streams"in"favor"of"the"fixed"is"called"the"swap"buyer."Parties"enter"such"an"arrangement"in"order"to"

match"the"nature"of"their"cash"outflow"to"that"of"their"inflow."If"an"entity"is"taking"on"a"long"term"

fixed"rate"liability"is"of"the"opinion"that"interest"rates"are"likely"to"fall"in"the"future,"they"will"prefer"

to" enter" an" interest" rate" swap" to" take" advantage" of" floating" interest" rates" in" order" to" save" on"

interest"expense"once"interest"rates"decline."This"works"in"the"opposite"direction"for"an"entity"who"

is"buying"a"longKterm"floating"rate"investment,"they"would"prefer"to"enter"an"interest"rate"swap"to"

avoid"falling"floating"interest"rates."Similarly"if"an"entity"entering"a"long"term"floating"rate"liability"

is" of" the" opinion" that" interest" rates" are" likely" to" rise" in" the" future," they" will" prefer" to" enter" an"
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interest"rate"swap"in"order"to"fix"their"exposure"to"interest"rate"risk,"which"is"what"happened"in"the"

case" of" the" administrators" of"Detroit" in" 2005" and"2006."The" city" taking" advantage"of" its" relative"

advantage" in" the" floating" rate"bond"market," issued" floating" rate"bonds" to" finance" their" longKterm"

pension" fund" obligations." Expecting" that" the" interest" rates" would" increase" in" the" future" they"

simultaneously"entered"into"swap"agreements"converting"their"floating"rate"obligations"into"fixed.""

"

Figure"6"lays"out"the"structure"used"by"the"administrators"to"raise"finances"for"the"funding"of"the"

pensions"obligations"in"2005."This"arcane"structure"was"to"circumvent"the"sate’s"debt"restrictions"

that"would"later"come"into"dispute."

Figure'6'

'

Source:"Data"from"the"City"of"Detroit"Comprehensive"Annual"Reports'
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Figure'7'

Source:"City"of"Detroit"Comprehensive"Annual"Reports"

Note:"The"figures"mentioned"in"the"diagram"have"been"estimated"for"illustrative"purposes."

"

Figure"7"focuses"on"the"swap"part"of"the"transaction."As"of"June"30,"2006"the"city"was"party"to"34"

interest" rate" swaps," having" a" total" notional" value" of" 2.7" billon" dollars" (Exhibit" 3)." The" fair" value"

assessment"of"the"swaps"on"the"same"day"was"?74.3'million'dollars."As"of"June"30,"2013"the"city"

was"party"to"only"8"swaps"having"a"total"notional"value"of"800"million"dollars"(Exhibit"4)."The"fair"

value"assessment"of"the"swaps"on"the"same"day"was"?296.5'million'dollars."The"below"were"the"

counterparties"to"the"remaining"swaps"in"2013."

Interest rate Swaps on book on June 30, 2013       
Counterparty    S&P  Moody's 
SBS Financial Products Company, LLC       
Credit Support provided by Merrill Lynch Capital       
Services, Inc. and guaranteed by Merrill Lynch & Co.    A- Baa2 
        
UBS, AG    A A2 
"

The" following" is" an" excerpt" from" the" Comprehensive" annual" financial" report" for" the" fiscal" year"

ending"June"30,"2013"describing"the"pension"obligation"certificates"(POCs)"and"their"accompanying"

derivatives," “The" City’s" pension" obligations," retiree" benefits," debt" service," and" derivatives"

associated" with" the" POCs," present" a" substantial" financial" challenge" for" the" City" and" were" a"

contributing"factor"in"the"City’s"bankruptcy"filing."As"of"June"30,"2013,"a"total"of"$296.5"million"of"
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the"negative"fair"value"of"derivatives"related"to"interest"rate"swaps"associated"with"the"City’s"POCs."

The"POCs,"totaling"approximately"$1.5"billion,"were"issued"in"fiscal"years"2005"and"2006"to"provide"

funding"for"obligations"of"the"City’s"two"pension"plans."The"City"had"an"approximately"$1.5"billion"

longKterm" obligation" payable" at" June" 30," 2013" for" the" POCs," including" a" $23.1"million" principal"

payment"due"June"15,"2013"that"was"not"paid"when"due.”"

"

In" 2005" and" 2006" the" interest" rate" swaps" entered" into" carried" a" variable" interest" rate" indexed"

either"to"the"London"interbank"offered"rate"(LIBOR),"Bond"Market"Association"swap"index"(BMA)"

or" the"Consumer"Price" Index"(CPI)." " In" the"case"of" the"BMA"and"CPI" indexed"bonds" there"was"no"

basis"risk,"as"the"inflows"and"outflows"were"matched."The"interest"rate"swaps"entered"against"the"

General" Retirement" System" (GRS)" pension" obligation" certificates" (POCs)" bearing" the" variable"

interest" rate" of" LIBOR" +" 30" bps" and" that" against" the" Police" &" Fire" Retirement" System" (PFRS)"

pension"obligation"certificates"(POCs)"at"LIBOR"+"34"bps"were"swapped"for"a"fixed"interest"rate"of"

4.991%."What"was"considered"a"great"deal"at"the"time"would"quickly"go"south."After"the"financial"

crisis"of"2008,"central"banks"started"cutting"their" interest"rates"to"protect"their"banks"from"going"

under,"the"LIBOR"fell"in"tandem."The"graph"below"sets"forth"the"historical"performance"of"the"USD"

3Kmonth"LIBOR"from"January"1,"2003"through"December"11,"2013."
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"

Source:"The"data"used"in"the"graph"is"obtained"from"Bloomberg"Financial"markets."

By"midK2007"the"LIBOR"fell"to"under"the"5%"mark,"and"by"early"2008"it"was"under"3%."By"2009"the"

LIBOR"was" cleanly" under" 0.5%" for" the" next" four" years." This" spelt" disaster" for" Detroit" who"was"

paying"fixed"interest"at"the"fixed"rate"of"4.991%."By"2008,"the"mismatch"between"the"pension"fund"

assets"and"liabilities"had"gotten"so"large"and"Detroit"had"so"much"outstanding"debt"that"the"credit"

rating" agencies" were" progressively" downgrading" the" credit" rating." The" following" graph" gives" a"

timeline"of"Detroit’s"credit"rating.""
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Source:"How"Detroit"went"broke"K"The"answers"may"surprise"you"K"and"don't"blame"Coleman"Young,"Detroit"

Free"Press,"dated"September"15,"2013."Accessed:"April"20,"2015"

"

As"a"result"of"the"interest"rate"swaps"on"the"POCs,"the"city"was"paying"an"annual"$40K50"million"in"

excess" of" what" it" should" have" been" paying." The" swaps" also" came" with" hidden" risks." The" deals"

included" termination" provisions" that" would" allow" the" banks" to" terminate" the" swaps" in" certain"

events"and"collect"termination"penalties."The"events"included"credit"rating"downgrade"of"the"city"to"

a"level"below"“investment"grade,”"appointment"of"an"emergency"manager"to"run"the"city"and"failure"

of" the" city" to"make" timely" payments." The" penalties"would" be" calculated" based" on" the" projected"

future"value"of"the"cash"flows,"which"would"be"magnified"due"to"the"big"difference"between"fixed"

and" floating" rate" (increasing" the" numerator)" and" the" low" interest" rate" environment" that" we"

currently"live"in"(reducing"denominator).""

"
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To"make"matters"worse,"in"2009"the"city’s"credit"rating"downgrade"from"Baa2"to"Ba2"triggered"an"

“event”" which" would" materially" change" the" swap" deal." The" following" is" an" excerpt" from" the"

Comprehensive"annual"report"for"the"fiscal"year"ending"June"30,"2009:""

“The!City!received!formal!notice!on!January!8,!2009!from!the!Swap!Counterparty!to!four!of!the!eight!

Swap!Agreements!stating!that!an!event!had!occurred,!which,! if!not!cured!by!the!City!within!30!days!

from! the! date! of! the! notice,! will! constitute! an! Additional! Termination! Event,! allowing! such! Swap!

Counterparty!to!designate!an!Early!Termination!Date!with!respect!to!the!applicable!Swap!Agreement.!

The! City! also! received! formal! notice! on! January! 14,! 2009! from! the! Swap! Counterparty! to! the! four!

remaining!Swap!Agreements,!stating!that!the!applicable!Swap!Insurers!had!been!downgraded!below!

the!thresholds!set!forth!in!the!Swap!Agreements.”!

"

The"City" avoided" termination"of" the" swap" agreements" in" June"2009"by" entering" into" a" collateral"

agreement"with" the" Swap" Counterparties." It" pledged" its" casino" tax" revenues" as" collateral" on" the"

swaps"to"avoid"an"immediate"payment"of"up"to"$400"million,"putting"the"city’s"most"reliable"source"

of"revenue"in"danger"of"going"directly"to"the"banks"if"the"city"defaulted"on"the"debt."The"collateral"

agreement"requires"the"City"to"transfer"daily"casino"tax"revenues"to"a"trustee"to"ensure"payment"of"

the"quarterly"POC"interest"payments."The"collateral"agreement"will"secure"the"City's"obligation"to"

make" payments" to" the" Service" Corporations" for" payment" to" the" Swap" Counterparties" under" the"

Swap" Agreements." The" collateral" agreement" will" also" provide" for" an" increase" of" approximately"

1.5%" in" the" payment" that" the" City" is" obligated" to" pay" to" the" Service" Corporations" in" respect" to"

quarterly" payments" that" the" Service" Corporations" are" obligated" to" make" under" the" Swap"

Agreements," beginning" in" fiscal" year" 2011." The" collateral" agreement" also" contained" provisions"

pertaining"to"swap"termination"subject"to"inadequate"interest"rate"coverage"levels"(from"casino"tax"

revenue)" and" if" POCs" ratings" are" withdrawn," suspended," or" downgraded" below" “Ba3”" (or"

equivalent).""
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As"reported"in"its"comprehensive"annual"report"for"the"fiscal"year"ending"June"30,"2013"the"credit"

ratings"were"as"below:"

The City's ratings on uninsured general obligation bonds as of June 30, 2013 were: 

Moody's Investors Service, Inc. Caa2       

Standard and Poor's Corporation C-       

Fitch IBCA, Inc. CCC       
 
 
Since"the"credit"downgrade"event"on"which"swap"termination"were"contingent"had"occurred,"UBS"

and" Bank" of" America" (Merril" Lynch)" would" be" entitled" to" approximately" $294" million" in" swap"

termination"payments"in"2012.12""In"July"2013,"just"a"few"days"before"filing"for"bankruptcy,"the"two"

banks"made"an"offer"to"Detroit"to"accept"$220"million"in"exchange"for"its"exiting"the"swaps."Judge"

Steven"W."Rhodes"of"United"States"Bankruptcy"Court"for"the"Eastern"District"of"Michigan"rejected"

the"offer"and"later"dismissed"a"similar"$165"million"settlement,"calling"both"deals"too"generous"for"

the"banks"and"proclaiming"that"that"Kilpatrick’s"swaps"deal"was"probably"illegal"to"begin"with.13"He"

noted" at" that" point" that" Detroit"would" have" a" reasonable" chance" of" success" if" it" sued" the" banks"

outright,"calling"the"swaps"invalid"and"refusing"to"make"any"payments"at"all."But"he"urged"the"city"

and"the"two"big"banks"to"try"to"renegotiate"a"settlement."

"

On" January" 31," 2014" the" city" filed" a" lawsuit" in" U.S." Bankruptcy" Court" against" two" quasiKlegal"

subsidiaries" called" “service" corporations”" and" two" trusts" the" city" created" under" the" Kilpatrick"

administration" for" the" issuance" of" POCs" and" interest" rate" swaps." The" entire" deal" according" to" a"

statement"by"the"city"“was"illegal"from"the"outset"because"it"was"a"thinly"disguised"municipal"bond"

issue"using"shell"entities"to"exceed"the"city’s"statutory"debt"limit.”14""

"

Finally"on"April"11,"2014,"the"city"and"the"two"banks"reached"an"agreement."Judge"Rhodes"of"the"of"

United" States" Bankruptcy" Court" for" the" Eastern" District" of" Michigan" ruled" that" Detroit" could"

proceed" with" a" plan" to" pay" $85" million" to" UBS" and" Bank" of" America" over" several" months" to"
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terminate"the"toxic"interest"rate"swaps."The"deal"would"free"up"revenue"from"casino"taxes"that"was"

otherwise"going"to"be"used"to"secure"the"swaps"payments."UBS"and"Bank"of"America"were"the"only"

creditors"who"were"able"to"get"a"ruling"independent"of"the"resolution"of"the"bankruptcy."This"is"due"

to" the" ‘safe"harbor”"provision" that" is" included" in" federal"bankruptcy" law" that"protects"derivative"

issuers" in"order" to" avoid" systemic" failure" arising"out"of" counterKparty"default." In" the" case"of" this"

default"UBS"and"Bank"of"America"were"protected"from"losses"because"of"the"counterKparty"default"

insurance"agreement" they"had" in" force"with"Syncora"Guarantee" Inc."Whatever"be" the"outcome"of"

negotiations"with" the" city," the" losses" they" incurred"were" expected" to" be"made" good" by" Syncora"

under" the" interest" rate" swap" insurance" contract." It" was" in" Syncora’s" best" interest" that" the"

bankruptcy"court"rejects"the"deal"between"Detroit"and"the"two"banks,"so"that"the"insurer’s"liability"

does" not"materialize." Additionally," it" had" hoped" to" keep" claim" on" the" casino" revenue" in" case" of"

Detroit’s"default,"which"would"be"forgone"due"to"the"settlement"reached."In"the"end,"observers"say"

that"the"settlement"worked"out"well"for"the"pensioners"of"Detroit,"who"would"be"subjected"to"lesser"

cuts" in" their"pension," than" in" the"scenario" in"which" their"city"were"made" to"pay" the"entire"$"294"

million"penalty"to"the"banks."

"

"

"

"

"

"

"

% %
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Conclusion%

Detroit’s" financial" crisis"was"at" the"end"of" the"day"a" cash" flow"problem"caused"by" its" inability" to"

collect" enough" revenues" to" pay" its" obligations." This" situation" came" about" due" to" a" number" of"

factors."The"loose"financial"oversight"over"the"city"allowed"the"Mayor’s"office"to"unilaterally"make"

financial"decisions"and"circumvent"the"limits"on"borrowing"by"the"city.""The"city"chose"to"promise"

to" cover" employee" future" benefits" without" having" a" plan" of" funding" them." It" failed" to" match"

employee"salaries/benefits" to"current"revenue" flows,"and" instead"chose"to"kick"the"can"down"the"

road"by"offering"generous"pensions." It"did"not"reduce"expenses" in"a"timely"manner"knowing"fully"

well"that"revenues"were"falling.""

"

The" city" lost" track" of" its" core" activities" and" meddled" in" financial" engineering" without" proper"

counsel"at"the"behest"of"shrewd"investment"banks."Had"Detroit"not"entered"the"interest"rate"swaps"

it"would"have"probably"been"able" to"manage" its"debt" servicing"obligations" (at"a"much"affordable"

interest" rate)"when" they" came" due," and" not" had" to" file" for" bankruptcy." The" swaps" increased" its"

interest"payouts"and"left"it"unable"to"pay"down"the"principal."After"an"extended"period"of"enduring"

the" toxic" swaps," that" lead" to"continuous"credit" rating"downgrades," the"city" found" itself"unable" to"

pay"and"unable"to"raise"new"capital"in"the"market"in"order"to"function.""

"

Detroit"also"failed"to"diversify"in"a"meaningful"way"away"from"its"automotive"industry."It"remained"

after"more" than" a" century," still" dependent" on" an" industry" that" had" based" itself" there" on" a" very"

flimsy"rationale,"without"any"real"competitive"advantage."In"this"globalized,"interconnected"world,"

none" can" survive" without" a" constant" forward" motion." Standing" still" means" going," backwards."
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Companies"chose"to"relocate"their"operations"for"the"tiniest"competitive"edge."This"is"a"lesson"that"

no"country"or"city"should"forget."

"

In" hindsight" the" bankruptcy" restructuring" might" have" been" a" boon" for" the" city." It" was" able" to"

disentangle" itself" from" the" toxic" swaps." It" reached" consensus"with" its" investors," pensioners" and"

employees"about" its"obligations." It" finally"received" the"guidance"and"support"of" the"state"and" the"

Governor."Now"that"the"immediate"crisis"has"been"resolved,"Detroit"should"focus"on"improving"its"

credit"rating"and"introduce"the"structural"changes"required"to"bring"back"some"of"its"former"glory.""

"

If!everyone!is!moving!forward!together,!then!success!takes!care!of!itself.!?!Henry!Ford!

" "
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Exhibit'1:"City"of"Detroit"Organization"chart"as"on"June"30,"2006"
"

15"

" "
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Exhibit'2:"City"of"Detroit"Organization"chart"as"on"June"30,"2013,"during"bankruptcy."
"

16"

"

"

" "
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Exhibit'3:"Details"of"interest"rate"swaps"as"on"June"30,"2006"
"
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"

"
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Exhibit'4:"Details"of"interest"rate"swaps"as"on"June"30,"2013"
"
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EXHIBIT 5

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Years Ended June 30 30-Jun 30-Jun 30-Jun 30-Jun

2013 2012 2011 2010
REVENUES:

Taxes:
Property Taxes 199,191,923 216,931,618 252,020,089 201,845,344
Municipal Income Tax 248,017,356 233,035,540 228,303,884 216,522,405
Utility Users' Tax 35,299,844 39,828,340 44,640,365 44,190,132
Wagering Tax 174,599,992 181,443,475 176,899,280 183,338,299
Gas and Weight Tax 52,081,247 53,142,793 58,623,860 57,775,086
Other Taxes and Assessments 14,384,429 16,528,509 17,373,670 15,404,967
State Hotel and Liquor Tax 0 0 0 2,969,380
State Shared Taxes 0 172,704,390 239,320,847 263,060,088
State Returnable Liquor License Fees 604,206 587,832 21,262 578,629
Other State Sourced Revenue 25,994,536 0 0 0
Interest and Penalties on Taxes 924,928 4,264,747 7,554,054 9,332,781

Licenses, Permits, and Inspection Charges 32,615,445 26,512,372 27,074,337 27,090,825
Intergovernmental:

Federal 152,579,860 253,933,239 301,484,858 265,421,498
State 182,454,314 37,269,243 46,887,654 47,852,739
State Equity Grant 0 0 0 0

Other 6,029,547 6,663,482 8,347,440 6,788,282
Sales and Charges for Services 176,029,645 197,066,068 201,253,031 196,333,386
Ordinance Fines and Forfeitures 21,154,594 16,972,056 21,152,772 18,872,226
Revenue from Use of Assets 12,017,348 2,069,012 3,595,798 6,618,964
Loss on Investments/Investment Earnings (399,654) 445,251 685,276 911,263
Other Revenue 35,958,150 64,241,115 77,135,224 64,761,863

Total Revenues 1,369,537,710 1,523,639,082 1,712,373,701 1,629,668,157

EXPENDITURES:
Current:

Public Protection 476,940,028 675,359,091 735,650,626 641,884,276
Health 37,448,812 142,365,025 169,338,220 170,489,091
Recreation and Culture 13,345,639 16,976,912 18,210,536 18,155,021
Economic Development 76,109,395 67,115,000 79,792,267 57,522,689
Educational Development 37,126,254 52,430,587 58,526,359 90,527,365
Housing Supply and Conditions 4,188,991 4,215,134 5,871,310 8,240,422
Physical Environment 106,802,886 113,603,551 113,296,648 104,042,673
Trasportation Facilitation 1,749,362 14,990,983 26,836,954 71,517,424
Development Management 191,052,907 176,507,779 180,366,148 237,069,025

Debt Service:
Principal 103,880,615 97,498,429 87,904,525 89,653,619
Interest 133,319,492 126,728,009 131,087,371 124,280,049
Bond issuance Costs 1,612,046 485,599 1,416,768 2,487,193

Capital Outlay 127,079,320 97,650,840 102,395,459 49,231,014
Total Expenditures 1,310,655,747 1,585,926,939 1,710,693,191 1,665,099,861

Excess(Deficiency) of Revenues
Over (Under) Expenditures 58,881,963 (62,287,857) 1,680,510 (35,431,704)

OTHER FINANCING SOURCES (USES):
Sources:

Transfers In 174,825,814 179,921,845 173,340,882 171,409,769
Pension Obligation Certificates Issued 0 0 0 0
Swap Termination Fee 0 0 0 0
Proceeds of Section 108 Federal Note 0 0 0 0
Proceeds of Capital Leases 0 0 0 0
Bonds and Notes Issued 134,438,642 5,753,000 100,000,000 258,210,000



EXHIBIT 5

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Years Ended June 30

REVENUES:
Taxes:

Property Taxes
Municipal Income Tax
Utility Users' Tax
Wagering Tax
Gas and Weight Tax
Other Taxes and Assessments
State Hotel and Liquor Tax
State Shared Taxes
State Returnable Liquor License Fees
Other State Sourced Revenue
Interest and Penalties on Taxes

Licenses, Permits, and Inspection Charges
Intergovernmental:

Federal
State
State Equity Grant

Other
Sales and Charges for Services
Ordinance Fines and Forfeitures
Revenue from Use of Assets
Loss on Investments/Investment Earnings
Other Revenue

Total Revenues

EXPENDITURES:
Current:

Public Protection
Health
Recreation and Culture
Economic Development
Educational Development
Housing Supply and Conditions
Physical Environment
Trasportation Facilitation
Development Management

Debt Service:
Principal
Interest
Bond issuance Costs

Capital Outlay
Total Expenditures

Excess(Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):
Sources:

Transfers In
Pension Obligation Certificates Issued
Swap Termination Fee
Proceeds of Section 108 Federal Note
Proceeds of Capital Leases
Bonds and Notes Issued

30-Jun 30-Jun 30-Jun 30-Jun
2009 2008 2007 2006

230,833,394 225,890,313 257,003,325 243,621,932
240,824,363 276,485,035 278,309,191 284,111,220

49,900,667 51,590,599 53,768,977 60,019,626
173,026,122 180,365,237 179,763,570 156,588,917

58,813,648 61,070,748 62,080,522 62,804,995
12,878,272 13,283,748 16,201,899 13,583,421
17,367,715 16,220,140 17,579,292 16,287,676

266,032,168 249,027,299 272,084,669 279,467,063
591,342 573,613 550,391 1,351,158

0 0 0 0
10,696,529 10,857,112 10,342,478 9,181,155
31,880,591 34,565,327 31,986,424 34,233,992

233,526,888 222,675,031 219,592,658 218,119,145
40,049,141 41,062,686 41,878,552 75,774,530

0 0 0 0
14,500,644 4,026,591 14,359,711 25,192,384

237,044,188 258,599,558 243,533,764 189,253,428
23,747,573 20,850,629 25,680,231 21,525,257
27,013,424 13,560,617 37,634,876 22,780,845
7,056,295 19,189,619 24,075,811 18,396,691

72,117,140 73,606,042 123,867,578 106,521,883
1,747,900,104 1,773,499,944 1,910,293,919 1,838,815,318

654,450,029 660,230,564 654,137,306 687,251,414
155,442,680 157,414,372 154,283,807 177,723,221

21,041,925 21,265,879 24,648,968 55,390,716
65,217,992 99,342,897 86,454,732 88,424,272
75,409,235 57,388,638 58,021,384 64,427,129
9,022,633 9,607,906 8,412,644 14,786,461

159,233,592 202,986,951 197,682,760 220,208,683
66,567,770 58,595,880 72,482,752 79,343,398

305,203,444 298,231,422 310,231,013 233,297,837

129,696,883 140,216,435 95,599,337 88,150,364
124,716,178 110,841,259 138,408,774 120,956,704

0 3,182,053 0 56,147,009
77,094,313 88,458,549 69,848,815 175,169,666

1,843,096,674 1,907,762,805 1,870,212,292 2,061,276,874

(95,196,570) (134,262,861) 40,081,627 (222,461,556)

210,043,052 208,766,473 176,069,587 129,779,480
0 0 0 771,087,137
0 0 0 38,969,807
0 0 14,958,000 1,800,000
0 0 0 34,892,659

6,197,000 281,783,578 0 81,903,071
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Years Ended June 30

REVENUES:
Taxes:

Property Taxes
Municipal Income Tax
Utility Users' Tax
Wagering Tax
Gas and Weight Tax
Other Taxes and Assessments
State Hotel and Liquor Tax
State Shared Taxes
State Returnable Liquor License Fees
Other State Sourced Revenue
Interest and Penalties on Taxes

Licenses, Permits, and Inspection Charges
Intergovernmental:

Federal
State
State Equity Grant

Other
Sales and Charges for Services
Ordinance Fines and Forfeitures
Revenue from Use of Assets
Loss on Investments/Investment Earnings
Other Revenue

Total Revenues

EXPENDITURES:
Current:

Public Protection
Health
Recreation and Culture
Economic Development
Educational Development
Housing Supply and Conditions
Physical Environment
Trasportation Facilitation
Development Management

Debt Service:
Principal
Interest
Bond issuance Costs

Capital Outlay
Total Expenditures

Excess(Deficiency) of Revenues
Over (Under) Expenditures

OTHER FINANCING SOURCES (USES):
Sources:

Transfers In
Pension Obligation Certificates Issued
Swap Termination Fee
Proceeds of Section 108 Federal Note
Proceeds of Capital Leases
Bonds and Notes Issued

30-Jun 30-Jun 30-Jun 30-Jun
2005 2004 2003 2002

238,771,142 249,372,955 224,290,723 235,867,542
282,501,875 290,614,837 310,935,044 323,515,510

52,939,839 50,473,815 55,329,177 52,105,772
137,970,347 116,145,598 111,341,292 109,461,713

63,476,425 65,806,351 61,048,895 60,765,471
13,565,118 14,911,156 17,015,374 16,988,370
16,310,767 16,217,263 16,217,213 16,278,163

282,914,217 286,479,535 319,055,457 333,763,510
602,582 528,355 538,537 529,987

0 0 0 0
11,491,470 13,969,136 9,311,836 10,783,829
35,006,518 29,463,914 24,881,416 24,857,012

276,372,474 253,620,853 246,941,389 267,557,341
36,867,375 64,707,175 59,912,152 51,267,772
1,076,931 982,701 2,066,684 0

16,346,773 36,215,990 31,345,358 29,203,296
183,294,833 190,928,138 174,532,811 203,321,599

27,481,642 28,237,898 24,146,924 28,373,589
16,782,057 28,696,431 31,883,204 21,771,275
14,464,802 4,500,270 5,690,589 18,146,740

131,657,892 124,787,604 102,385,529 142,977,087
1,839,895,079 1,866,659,975 1,828,869,604 1,947,535,578

1,423,581,547 738,330,832 609,579,375 601,013,576
197,473,468 172,301,527 194,570,040 177,825,606

99,296,179 73,769,563 78,478,378 79,786,788
99,655,593 96,272,459 96,998,290 80,957,396
77,259,012 95,579,152 85,853,927 85,525,642
27,863,296 21,150,047 18,534,603 16,747,351

301,784,627 232,268,536 252,006,036 292,579,453
46,272,594 49,857,971 44,217,657 21,087,215

495,348,897 387,713,093 399,417,971 354,174,726

73,544,336 81,450,470 86,770,163 79,568,844
51,462,415 53,075,658 43,761,038 42,442,667
44,262,505 5,591,428 1,652,845 2,571,220

282,545,708 162,593,794 69,605,285 117,575,095
3,220,350,177 2,169,954,530 1,981,445,608 1,951,855,579
1,050,395,647

(1,380,455,098) (303,294,555) (152,576,004) (4,320,001)

141,075,789 162,683,542 126,941,018 170,584,496
1,170,607,421 0 0 0

0 0 0 0
7,789,000 0 0 50,326,480

315,351 24,541,150 113,530,000 105,323,533
353,830,000 347,398,138 5,161,762 0



STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Years Ended June 30 30-Jun 30-Jun 30-Jun 30-Jun

2013 2012 2011 2010
Premium on Debt Issuance 9,092,046 0 0 1,873,225

Total Other Financing Sources 318,356,502 185,674,845 273,340,882 431,492,994

Uses:
Transfers Out (227,487,908) (267,597,698) (246,731,517) (245,988,937)
Bond Issuance Costs 0 0 0 0
Principal Paid to Bond Agent for Refunded Bonds 0 0 0 (35,810,944)
Interest Paid to Bond Agent for Refundable Bonds 0 0 0 0

Total Other Financing Uses (227,487,908) (267,597,698) (246,731,517) (281,799,881)
Total Other Financing Sources (Uses) 90,868,594 (81,922,853) 26,609,365 149,693,113

Special Item 0 0 (9,865,937) 0

Net Change in Fund Balances 149,750,557 (144,210,710) 18,423,938 114,261,409

Fund Balances (Deficit) at Beginning of Year (40,248,103) 103,855,284 84,987,873 (26,880,048)
Increase (Decrease) in Inventory 0 107,323 443,473 (2,393,488)
Fund Balances (Deficit) at End of Year 109,502,454 (40,248,103) 103,855,284 84,987,873



STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Years Ended June 30

Premium on Debt Issuance
Total Other Financing Sources

Uses:
Transfers Out
Bond Issuance Costs
Principal Paid to Bond Agent for Refunded Bonds
Interest Paid to Bond Agent for Refundable Bonds

Total Other Financing Uses
Total Other Financing Sources (Uses)

Special Item

Net Change in Fund Balances

Fund Balances (Deficit) at Beginning of Year
Increase (Decrease) in Inventory
Fund Balances (Deficit) at End of Year

30-Jun 30-Jun 30-Jun 30-Jun
2009 2008 2007 2006

4,974,370 0 3,778,114
216,240,052 495,524,421 191,027,587 1,062,210,268

(284,035,275) (310,205,006) (247,789,783) (165,027,112)
0 0 0 0
0 (72,410,000) 0 (764,864,391)
0 (1,314,181) 0 (1,741,161)

(284,035,275) (383,929,187) (247,789,783) (931,632,664)
(67,795,223) 111,595,234 (56,762,196) 130,577,604

0 0 0 0

(162,991,793) (22,667,627) (16,680,569) (91,863,952)

136,507,695 157,501,503 173,203,805 275,260,877
(395,950) 1,673,819 978,267 (10,163,120)

(26,880,048) 136,507,695 157,501,503 173,233,805



STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Years Ended June 30

Premium on Debt Issuance
Total Other Financing Sources

Uses:
Transfers Out
Bond Issuance Costs
Principal Paid to Bond Agent for Refunded Bonds
Interest Paid to Bond Agent for Refundable Bonds

Total Other Financing Uses
Total Other Financing Sources (Uses)

Special Item

Net Change in Fund Balances

Fund Balances (Deficit) at Beginning of Year
Increase (Decrease) in Inventory
Fund Balances (Deficit) at End of Year

30-Jun 30-Jun 30-Jun 30-Jun
2005 2004 2003 2002

13,014,675 18,570,675 0 1,628,598
1,686,632,236 553,193,505 245,632,780 327,863,107

(230,661,095) (239,791,578) (206,216,826) (256,153,747)
0 0 0 0

(161,800,000) (120,725,000) 0 (49,428,274)
(10,865,420) (2,847,682) 0 0

(403,326,515) (363,364,260) (206,216,826) (305,582,021)
1,283,305,721 189,829,245 39,415,954 22,281,086

0 38,250,000 93,750,000 0

(97,149,377) (75,215,310) (19,410,050) 17,971,085

387,865,195 456,395,275 489,280,075 465,094,880
(15,454,941) 6,685,230 (13,474,750) 6,214,110
275,260,877 387,865,195 456,395,275 489,280,075



EXHIBIT 6

CITY OF DETROIT
BALANCE SHEET as on June 30
GOVERNMENTAL FUNDS

2013 2012 2011 2010 2009 2008
ASSETS
Cash and Cash Equivalents 78,650,949 82,058,496 123,099,965 80,983,803 111,227,483 268,248,166
Investments 137,129,971 185,850,260 208,790,277 177,360,792 134,537,244 328,129,442
Accounts and Contracts Receivable

Estimated Withheld Income Taxes Receivable 0 25,665,595 21,012,368 21,119,191 0 20,709,776
Utility Users' Tax Receivable 0 2,756,577 3,198,503 2,746,167 0 3,324,277
Property Taxes Receivable 88,241,438 266,951,307 197,723,143 160,583,369 32,902,547 106,831,966
Land Contracts Receivable 0 0 0 0 0 632,746
Income Tax Assessments 0 43,249,723 38,910,608 39,944,895 0 38,984,711
Special Assessments 541,890 28,678,068 28,678,068 28,684,881 541,890 28,317,756
Interest and Penalties 0 0 0 0 0 10,469,527
Loans Receivable 18,000,000 18,000,000 18,000,000 18,000,000 18,000,000 18,468,175
Trade Receivables 17,886,570 199,078,125 181,006,862 190,304,873 1,910,151 167,133,454
Total Accounts and Contracts Receivable 124,669,898 584,379,395 488,529,552 461,383,376 53,354,588 394,872,388

Allowance for Uncollectible Accounts (110,529,671) (520,834,868) (457,220,186) (435,019,864) (53,195,798) (354,303,063)
Total Accounts and Contracts Receivable - Net 14,140,227 63,544,527 31,309,366 26,363,512 158,790 40,569,325

Due from Other Funds 32,662,558 114,602,026 85,173,209 136,438,381 67,467,883 96,417,041
Due from Fiduciary Funds 729,312 2,856,804 4,170,183 7,096,915 33,209 5,757,885
Due from Component Units 517,114 4,293,489 4,462,438 24,870,985 385,547 4,713,268
Due from Other Governmental Agencies 15,689,027 106,582,918 154,780,057 242,012,534 39,879,836 135,630,840
Inventory-Forfeited Property
Inventory 0 12,322,738 12,215,415 11,771,942 730,736 14,561,380
Prepaid Expenditures 600 0 0 127,636 127,636 1,104,325
Working Capital Advances to Other Funds 0 10,075,006 10,075,006 10,275,006 0 10,775,006
Restricted Assets:

Cash and Cash Equivalents 0 0 0 0 0 0
Investments 0 0 0 0 0 0

Advances to Component Units 0 24,016,604 24,295,379 24,476,356 0 24,554,826
Other Advances 0 0 0 5,000 0 5,000
Other Assets 148,971 82,042 8,981 364,133 0 9,014

Total Assets 279,668,729 606,284,910 658,380,276 742,146,995 354,548,364 930,475,518

LIABILITIES AND FUND BALANCES

Liabilities:
Accounts and Contracts Payable 31,322,467 35,213,958 46,141,876 37,987,144 18,404,368 34,940,670
Accrued Liabilities 18,659,908 75,098,677 88,235,766 93,842,788 34,558,455 69,008,237
Accrued Salaries and Wages 1,019,293 21,874,540 21,266,976 31,585,625 1,288,661 27,692,361
Due to Other Funds 17,918,458 125,843,914 73,002,044 124,160,521 49,686,478 128,376,993
Due to Fiduciary Funds 0 98,174,316 110,141,649 38,202,363 850,000 120,420,440
Loans and Other Advances from Other Funds 0 850,000 850,000 850,000 26,954,022 850,000
Due to Other Governmental Agenices 34,280,978 104,156,437 124,159,014 169,808,857 0 180,273,051
Due to Component Units 7,131,125 7,374,710 7,372,209 19,300,554 0 23,219,642
Income Tax Refunds Payable 0 9,664,938 8,132,198 9,961,373 0 11,943,698
Deposits from Vendors and Customers 811,921 15,635,173 12,378,952 12,232,187 1,008,445 11,937,233
Deferred Revenue - Unavailable 9,241,759 47,354,331 37,938,579 67,245,350 3,243,693 41,955,708
Revenue and Tax Anticipation Notes Payable 0 80,000,000 0 35,500,000 0 129,600,000
Other Liabilities 767,121 20,107,052 13,972,889 12,808,590 3,089,187 10,954,624
Accrued Interest Payable 0 721,096 0 1,867,397 0 0
Accrued Compensated Absences 49,100 37,065 129,718 378,373 186,288 162,301
Claims and Judgements 0 4,426,806 10,803,122 1,428,000 0 2,632,865

Total Liabilities 121,202,130 646,533,013 554,524,992 657,159,122 139,269,597 793,967,823



EXHIBIT 6

CITY OF DETROIT
BALANCE SHEET as on June 30
GOVERNMENTAL FUNDS

2013 2012 2011 2010 2009 2008
Fund  Balances:

Nonspendable:
Inventory 0 12,322,738 12,215,415 11,771,942 730,736 14,561,380

Long-Term Receivables 0 34,091,610 34,370,385 0 0 0
Permanent Fund Principal 937,861 937,861 937,861 0 0 0

Restricted for:
Highway and Street Improvements 39,980,142 34,911,949 28,474,168 24,485,325 26,174,193 49,024,342

Motor Vehicle Operations 0 0 0 0 12,925,388
Encumberances 0 0 0 19,890,621 17,069,116 33,968,185

Advances to Other Funds 0 0 0 10,275,006 10,775,006
Advances to Component Units 0 0 0 24,476,356 24,554,826

Police 10,009,758 10,906,625 13,965,768 0 0
Endowments and Trusts 819,870 778,733 748,159 1,588,224 1,574,670 1,494,202

Capital Acquisitions 79,371,566 130,868,104 149,857,947 90,526,155 99,750,093 126,274,973
Local Business Growth 478,084 478,084 5,681,085 0 0 0

Rubbish Collection and Disposal 5,921,872 7,539,419 6,226,770 0 0 0
Grants 12,009,293 12,009,299 16,560,028 0 0 0

Public Lighting 1,038,451 0 0 0 0 0
Committed for:

Risk Management Operations 0 35,234,345 26,833,858 39,197,458 0 22,377,074
Assigned for:

Debt Service 7,899,702 6,314,687 4,561,750 6,155,145 52,194,439 43,121,766
Unassigned:

General Fund (Deficit) 0 (326,641,557) (196,577,910) (155,692,159) 17,785,520 (219,434,471)
Special Revenue Funds 0 12,313,800 0 16,865,024

Total Fund Balances 158,466,599 (40,248,103) 103,855,284 84,987,873 215,278,767 136,507,695
Total Liabilities and Fund Balances 279,668,729 606,284,910 658,380,276 742,146,995 354,548,364 930,475,518



28"

"

Endnotes"

""""""""""""""""""""""""""""""""""""""""""""""""""""""""
1"Business"Insider,"11"Depressing"facts"about"Detroit,"Author"Sam"Ro,"July"18,"2013,"Accessed"on"April"3,"2015."

2"How"Did"Detroit"Become"Motor"City?,"Slate"News,"February"29,"2012."Author:"Brian"Palmer."Accessed:"April"3,"2015."

http://www.slate.com/articles/news_and_politics/explainer/2012/02/why_are_all_the_big_american_car_companies_ba

sed_in_michigan_.html"

3"Sorkin,"Andrew"Ross""A"Bridge"Loan?"U.S."Should"Guide"G.M."in"a"Chapter"11","New"York"Times,"18"November"2008]"

4"Big"Three"auto"CEOs"flew"private"jets"to"ask"for"taxpayer"money,"CNN.com,"November"19,"2008."Accessed:"April"4,"2015."

http://www.cnn.com/2008/US/11/19/autos.ceo.jets/"

5"Depopulating"cities"and"chronic"fiscal"stress:"The"detroit"story,"The"Journal"of"Law"in"Society."Author:"Eric"a."Scorsone,"

Ph.D."

6"Michigan"Department"of"Treasury"official"website,"Michigan"taxes,"Accessed"on"April"5,"2015."

https://www.michigan.gov/taxes/0,4676,7K238K43715K153955KKF,00.html"

7"What"would"Coleman"Young"do?"Michigan"Chronicle,"dated"March"28,"2012."Accessed"on:"April"21,"2015"

8""How"Detroit"went"broke:"The"answers"may"surprise"you"K"and"don't"blame"Coleman"Young,"Detroit"Free"Press,"dated"

September"15,"2013."Accessed:"April"20,"2015"

9"Why"a"DetroitKstyle"bankruptcy"is"unlikely"in"Canada,"CBC"News,"by"Pete"Evans,"dated"August"7,"2013."Accessed:"April"5,"

2015."http://www.cbc.ca/news/business/whyKaKdetroitKstyleKbankruptcyKisKunlikelyKinKcanadaK1.1363914"

10"Annual"Financial"Analysis"2013,"City"of"Chicago,"dated"July"31,"2013"

11"Bridge"magazine,"Detroit"bankruptcy"and"beyond:"Is"Detroit’s"financial"oversight"board"too"big"to"succeed?"By"Chastity"

Pratt"Dawsey,"dated"July"10,"2014."Accessed:"April"13,"2015."http://bridgemi.com/2014/07/isKdetroitsKfinancialK

oversightKboardKtooKbigKtoKsucceed/"

12"The"Detroit"Bankruptcy,"Demos,"dated"November"20,"2013."Accessed"on:"April"20,"2015"

13"Swaps"won't"die:"Bankrupt"Detroit"needs"Bank"of"America,"UBS"to"cave"again,"Detroit"Free"Press,"dated"September"10,"

2014."Accessed"on:"April"22,"2015"

14"Detroit"sues,"challenging"legality"of"massive"pension"debt"deal,"Detroit"Free"Press,"dated"February"1,"2014."Accessed:"

April"22,"2015"

15"City"of"Detroit"Comprehensive"Annual"Report"for"the"financial"year"ending"June"30,"2006"

16"City"of"Detroit"Comprehensive"Annual"Report"for"the"financial"year"ending"June"30,"2013"

17"City"of"Detroit"Comprehensive"Annual"Report"for"the"financial"year"ending"June"30,"2006"

18""City"of"Detroit"Comprehensive"Annual"Report"for"the"financial"year"ending"June"30,"2013"


