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AND PROCUREMENT

FEBRUARY 5, 2020

HONORABLE CITY COUNCIL:

The Purchasing Division of the Finance Department recommends a Contract with the following
firm(s) or person(s):

6002554 100% City Funding — To Provide Casino Value Reconciliation
Services. — Contractor: TS Worldwide dba HVS — Location: 4775
Larimer Parkway Suite 200, Johnstown, CO 8053 — Contract Period:
Upon City Council Approval through January 31, 2022 — Total
Contract Amount: $506,000.00 OFFICE OF THE ASSESSORS

Respectfully submitted,

Boysie Jackson, Chief Procurement Officer
Office of Contracting and Procurement

BY COUNCIL MEMBER AYERS

RESOLVED, that Contract No. 6002554 referred to in the foregoing communication dated
FEBRUARY 5, 2020, be hereby and is approved.
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2 Woodward Avenue, Suite 216
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Fax: (313) 224-4091
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CITY OF
DETROIT

Mark W. Lockridge, Auditor General

DATE: February 3, 2020
TO: Honorable City Council
Honorable Mayor Mike Dugg
FROM: Mark W. Lockridge, CPAM%
Auditor General
RE: THE CASINO DEVELOPMENT FUND AUDIT
CC: Glen Long, COO, EDC

Stephanie Washington, Esq., City Council Liaison
Gail Fulton, Assistance City Council Liaison

David Whitaker, Director, Legislative Policy Division
Casino Representatives

Attached for your review is our report on the Audit of the Casino Development Fund.
This memorandum contains our audit purpose; scope; objectives; methodology and
conclusions; background; our audit summary and the response from the Economic
Development Corporation.

Responsibility for the installation and maintenance of a system of internal control that
minimizes errors and provides reasonable safeguards rests entirely with the Economic
Development Corporation.

We would like to thank the employees of the Economic Development Corporation, the
Casino Representatives, and the Casino Development Fund sub-recipients for their
cooperation and assistance extended to us during the audit.

Copies of all of the Office of the Auditor General reports can be found on our website at
www .detroitmi.gov/Government/Office of the Auditor General.
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AUDIT PURPOSE, SCOPE, OBJECTIVES, METHODOLOGY AND CONCLUSIONS

AUDIT PURPOSE

The audit of the Casino Development Fund was performed in accordance with the
Office of the Auditor General's (OAG) charter mandate to conduct audits of the financial
transactions, performance and operations of City agencies based on an annual risk-
based audit plan prepared by the Auditor General, or as otherwise directed by the City
Council, and report findings and recommendations to the City Council and the Mayor.

City Council requested that the OAG perform an audit of the Casino Development Fund
in relation to a Legislative Policy Division report dated October 11, 2016.

AUDIT SCOPE

The scope of this audit was an independent review and assessment of the Casino
Development Fund. Our audit was conducted in accordance with Government Auditing
Standards issued by the Comptroller General of the United States, except for the
completion of an external peer review of the OAG within the last three years.

AUDIT OBJECTIVES
The overall audit objectives were to:

e Conduct an internal control and financial audit of the casino development funds,
including the EDC’s administration of these funds; the interest earnings and loan
repayments associated with these funds; the expenditures of these funds, and
the distribution of these funds to sub-grantees in accordance with the EDC/City
of Detroit and EDC/sub-grantee funding agreements.

¢ Review financial reports and audited financial statements from each sub-grantee
to ensure the Casino Development Funds are properly accounted for and spent
in accordance with program objectives and guidelines as stated in the casino
agreements, Economic Development Corporation (EDC)/City of Detroit and
EDC/sub-grantee funding agreements.

e Conduct a performance audit of each sub-grantee to ensure the Casino
Development Funds are effectively and efficiently received and spent in
accordance with best practices and in support of program objectives and
guidelines.

AUDIT METHODOLOGY
To accomplish our audit objectives, our audit work included:

¢ Reviewing the Casino Development Fund Agreements, project funding
agreements, City Charter, the project budget reports, and organization charts.

e Gathering policies and procedures of core operations and similar data.

e Conducting an audit-planning meeting to determine the scope and audit
objectives, and to determine the financial transactions and/or areas to audit.

Page | 1



Developing questions regarding the Casino Development Fund project’s
transactions, controls, functions, records, and personnel.

Identifying risks relative to financial transactions and mitigating controls with
appropriate personnel.

Interviewing appropriate personnel, reviewing documentation, and making
observations to aid in developing audit programs.

CONCLUSIONS

Based on our review of the Economic Development Corporation’s (EDC) internal
controls and financial transaction information, we concluded that EDC:

Did not have appropriate internal controls for their loan process.

Had sufficient supporting documentation for projects administered and managed
by them.

Did not have sufficient supporting documentation for financial expenditures for
projects not administered by them.

Did not have a process to monitor sub-recipients to ensure they were complying
with their contracts and meeting the objectives outlined in their agreements.

Had multiple bank accounts associated with the Casino Development Fund (see
concern #1 below) which prohibited us from determining if enough interest had
been earned to pay their annual fee.

We reviewed available financial reports and statements from sub-grantees and
attempted to conduct a performance audit of each sub-grantee. The results of those
audits are detailed in nine individual reports. To see the entire communications, please
visit our web page on the City of Detroit website. In Appendix A on page 15, there is a
brief description of each project, the outcomes and conclusions.

We further concluded that EDC:

Submitted financial reports to the City which did not accurately reflect program
and administrative expenditures.

Has not given JEPAB their final payment from CDF per the Agreement.

Failed to maintain sufficient supporting documents to verify expenditures and
project outcomes for CDF projects.

Did not have an effective marketing strategy for the CDF.
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Concerns

1.

The Casino Development Funds (CDF) were maintained in multiple bank accounts.
This impeded our ability to determine if enough interest was earned to pay the
administrative fee of $350,000 per year required in the Agreement. We could not
determine if EDC earned enough interest to pay their annual administrative fee
based on our review of bank statements and considering how funds were disbursed
to EDC.

Although CDF has no timeline to expend funds, the Guide to the Project
Management Body of Knowledge (PMBOK) defines a project as a temporary
endeavor undertaken to create a unique product, service, or result. Temporary
means that every project has a definite beginning and a definite end. The end is
reached when the project’s objectives have been achieved, or it becomes clear that
the project objectives will not or cannot be met, or the need for the project no longer
exists and the project is terminated.

There was a meeting request in June 2017 to discuss reprograming the remaining
funds from the three loan projects administered by EDC. At the time of the request,
EDC had $3,906,065.95 remaining as detailed in the table.

Project Balance Balance as of
June 2017 September 2019

National Regional Retail/Restaurant Chain

Loan Project $1,441,740.00 $1,356,175.45
Non-Affiliated Retail/Restaurant Chain

Loan Project 275,000.00 275,000.00
Real Property Rehab Gap Fund 2,189,325.95 2,238,375.70
TOTAL $3,906,065.95 $3,869,551.15

As of September 30, 2019, EDC still has $3.8 million remaining for the three
projects. EDC as of September 30, 2019 has used $1.7 million dollars (see finding
#3) to pay its annual fee of $350,000. With the existing loans in some projects not
expected to be paid in full until 2024, EDC will likely have to use additional project
funds towards their annual fee for the next four years. We believe that City Council
and the Mayor's Office may want to revisit reprogramming the remaining funds and
how to dispose of the CDF project. While allowed by their contract, the continued
use of CDF to pay for administrative cost may not be the best use of the funds
available.

In the annual communication to the City of Detroit (see Appendix B, page 31) dated
March 8, 2019, EDC asserts that the City still owns $10.250 million to them for the
project. We recommend that City Council ask the Law Department to opine on
whether the City owes and must pay the remaining balance in light of the City’s
bankruptcy.
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5. We are concerned that the language as it reads in the EDC and sub-recipients
agreements, according to the Law Department, does not allow the OAG to audit as
requested by the Legislative Policy Division in the October 2016 communication to
City Council.

All sub-recipients for seven projects not administered by EDC, had the following
clause in their Agreements: “City Council Audit — Nothing contained herein shali
be constructed or permitted to operate as any restriction upon the power granted to
the Detroit City Council by the City Charter to audit and allow all accounts
chargeable against the City of Detroit.”

During our audit of the CDF, we found that EDC did not have proper documentation
to substantiate expenditures of some sub-recipients (see Finding #4, page 12). We
decided to contact sub-recipients for documentation to substantiate expenditures
citing the audit clause in the contract between EDC and the sub-recipient.

We did not receive cooperation and documentation from one of six recipients. We
asked the Law Department if we had the right to go to the sub-recipients’ location
and conduct an audit based on the language contained in the EDC/Recipient
contract. A representative from the Law Department communicated the following to
our office:

Article 21 of the funding agreement clarifies that nothing in the agreement
shall be construed to restrict the City's authority to audit all accounts
chargeable against the City of Detroit. The Auditor General's authority to
perform audits is set forth in Section 7.5-105 of the Charter. This
authority is limited to accounts of City agencies and accounts that are
chargeable against the City. The Sub-Recipient is not a City agency, and
you have confirmed that the funding is not in an account that is
chargeable against the City; rather, under the funding agreement, it is the
EDC that has oversight authority over Sub-Recipient’s activities and use
of the funding.

However, the EDC does operate under a professional services contract with the
City [and] under Article 13 of this contract:

» EDC shall make available all books, documents, papers, records, and project
sites directly pertinent to the Agreement for monitoring, audits, inspections
and examinations by the City.

» EDC shall keep full and complete records documenting all services performed
under the Agreement.

» EDC allows City representatives to make periodic inspections for the purpose
of ascertaining that the EDC is properly performing the agreed upon services.

Through these provisions, the EDC may be obligated to provide complete
records to the [Sub-recipient] to the City and, if such records are not in the EDC’s
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possession, to obtain such records from the [Sub-recipient]. Thus, given the
[Sub-recipient’s] refusal to directly provide the records that you have requested,
you may want to consider engaging EDC to provide its [Sub-recipient] records
and to compel [the Sub-recipient] to provide it with any records that have not yet
been provided.

It is important to note that the EDC’s ability to obtain records from a sub-recipient
is dependent on the terms of its contract with such sub-recipient and would have
to be determined on a case by case basis.
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Executive Summary

This is the Office of the Auditor General’s final report on the Casino Development Fund
(CDF). We have issued nine communications on the ten projects funded by CDF. This
report has five findings concerning the overall management of the CDF project. We
also have included five concerns related to the project and a Project Outcomes Section
(Appendix A, page 15) which is a recap of the ten projects we audited funded by CDF.

Casino Development Fund
$33.3 million

Tech Town
$3.0 million
Project: Complete

= S
EDC Administration
Sub-Recipient City of Detroit i . F
Projects Projects 2ol Prt?j-ects $6 Gen:ilslion
$19.6 million $2.0 million g (351 milon :

Project: On-going

Sub-Recipients

Projects
19.6 million

Paradise Valley
$10.0 million
Project Complete

Black Chamber
Research

$.4 million
Project: Complete

ONCR Micro-Loan
Fund CEED

$1.5 million
Project: Complete

| |

Joint Employment
& Procurement
Advisory Board

$1.3 million
Project: On-going

Detroit Community
Loan Fund

$3.4 million
Project; Complete

$2.3 million

L l]‘ National Regional Retail
| Project: On-going

City of Detroit Project
$2.0 million

EDC Projects
$5.1 million

A e

|
. . Real Property
‘ Non-Affiiated Retail | I pghabilitation GAP
$1.7 million $1.1 million

Project: On-going ‘ ._i Project: On-going

Office of Neighborhood & Revitalization
$2.0 million
Project: Complete
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Background

Origination of Casino Development Fund

The Casino Development Fund is a commitment made by the three Detroit casinos
(MGM Grand Detroit, MotorCity, and Greektown) and the City of Detroit, to contribute
money for the purpose of assisting minority business development in a specified area
within the City. The assistance to business development focuses on: financing fagade
improvements, GAP financing, loan guaranties, rehabilitation, equipment and working
capital for existing and new businesses.

The City received $2.5 million from MotorCity Casino during the period of the initial
Casino Development agreements (1998-1999). The City received $30 million from the
three casinos ($10 million from each casino) in accordance with the revised Casino
Development agreements. The total Casino Development Fund is $32.5 million.

Economic Development Corporation

The Economic Development Corporation (EDC) is a public body corporation created by
the City Council of the City of Detroit by enactment of Ordinance 120-H effective June 9,
1979. The EDC engages in activities which strengthen and revitalize Detroit's economic
base by promoting economic development and increased employment opportunities.

All services to be performed are set forth in the “Scope of Services” section of the
EDCI/City of Detroit personal service contract and is coordinated and performed by the
Detroit Economic Growth Corporation.

Funding

EDC acknowledges receiving $32.5 million in Casino Development Funds between
March 2006 and September 2019. Currently EDC has $4,138,255.15 of CDF remaining
for the three existing loan projects and the final payment for JEPAB.
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Audit Findings

1. The Economic Development Corporation (EDC) Did Not Have Proper Internal

Controls Over the Loan Process

We reviewed the loan process for the three loan projects managed by EDC. The
projects were Real Property Rehabilitation GAP Fund, National Regional Retail
Restaurant Chain Loan and Non Affiliated Retail/Restaurant Loan projects. Based on
our review, we determined that there was a lack of internal controls as follows:

EDC did not segregate incompatible responsibilities. The Financial Associate
performs the following tasks:

o Reviews all loan documentation from the applicant.
o Receives loan payment from recipient.

o Deposits the loan payment in the bank.

o Updates amortization scheduled to reflect payment.
o Updates loan access file.

There were no written policies/procedures on how to record and or process loan
payments received from borrowers.

There was no verification or review of assets or audited financial statements
provided by the loan recipient throughout the duration of their loan.

The State of Michigan Department of Treasury Accounting Procedures Manual for Local
Units of Government in Michigan requires the following Internal Control activities:

Duties must be segregated among different people to reduce the risk of errors or
misappropriation. An individual is not to have responsibility for more than one of
the three transaction components: authorization, custody and recordkeeping.

Make sure that policies and operating procedures in every department are written
down and communicated to employees.

Ensure that records are reviewed and reconciled routinely by someone other
than the preparer to verify that transactions are properly processed.

Monitoring of systems to assess the quality of performance over time.

Inadequate internal controls may have the following consequences:

May lead to many undesirable consequences including bad decisions, and
perpetual errors in the accounting records.

Failing to have written policies and procedures allows for processes not to be
followed and standardized. Some loan recipients were missing required loan
documents.

Page | 8



e Failing to review and verify assets of loan recipients can allow them to falsify
information that would necessitate a review by EDC concerning the ability of the
recipient to repay their loan.

We determined that changes in staff and staffing levels lead to one person being
responsible for multiple function in the loan process.

Recommendations
We recommend that EDC:

¢ To the extent duties cannot be segregated — a review by an independent party
should be performed.

o Create appropriate written procedures for recording and processing loan
payments.

e Review and verify financial information required from and sent by loan recipients.
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2. EDC Financial Reports to the City Do Not Clearly Reflect Program and

Administrative Expenditures

We reviewed funds received for each of the ten projects funded by CDF. We
determined that EDC discloses that funds have been reprogrammed in their annual
report provided to the Director of Planning & Development. However the quarterly EDC
Casino Development Budget report includes funds that had been reprogrammed to
administrative cost in the amounts listed as disbursed to the projects. The table below
shows the amounts EDC list on their report as disbursed to the projects and the
reprogrammed column is the amount of funds that were reprogrammed for

administrative fees.

These columns are from the EDC Financial Report Dated

9/30/2019
Project Amount Reprogrammed
Disbursed CDF

Office of Neighborhood Commercial
Revitalization* 2,924,733.00 970,793.75
Paradise Valley Business and Entertainment
District (African American Business District) 10,000,000.00
Black Chamber Research 380,117.00
Joint Employment and Procurement Advisory
Board 1,251,764.00
ONCR Micro-Loan Fund; CEED 1,500,000.00
Tech Town 3,040,936.00
Detroit Community Loan Fund 3,421,053.00
Real Property Rehabilitation GAP Fund* 1,488,509.30 407,559.05
National/Regional Retail/Restaurant* 2,629,632.55 339,632.55
Non-Affiliated Retail/Restaurant Chain 1,725,000.00
Sub-Total 28,361,744.85 1,717,985.35
EDC Administrative Fees* 4,900,000.00

Total Amount of Casino Develop Funds
Expended as of September 30, 2019.

$33,261,744.85

$1,717,985.35

* The reprogrammed CDF are included in this amount.

The primary accounting standard-setting body in the U.S. is the Financial Accounting
Standards Board (FASB). It is responsible for developing Generally Accepted
Accounting Principles (GAAP), as well as updating the already developed GAAP to
reflect changes in the ways companies operate. GAAP requires that accounting
information, to be considered reliable, it must be verifiable, factual, and accurate.
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Stakeholders reviewing the EDC report will erroneous believe $28,361,744.85 has been
given to project recipients. However, $1,717,985.35 of project funds have been used by
EDC to administer the projects. These funds are actually included in the $4,900,000 that
EDC shows as EDC Administrative Fees.

We determined that EDC considers the administration of the project to be a program
cost. Therefore, they occasionally reflect that cost in the project line instead of the
Administration line of their report.

Recommendation

We recommend that EDC revise future reports to show the actual amounts provided to
project recipients and how much of CDF is being reprogrammed for administrative cost.
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3. EDC Has Not Given the Joint Employment and Procurement Advisory Board
(JEPAB) Their Next Casino Development Fund (CDF) Payment

We reviewed the ten projects funded by CDF and determined that EDC has not
provided JEPAB with their entire amended funding amount of $1,520,468. JEPAB has
received a total of $1,251,764 from EDC for the project. As of June 30, 2019,

EDC has not given JEPAB their final installment of $268,704.

The Third Amendment to the Funding Agreement By and Between EDC and JEPAB,
dated April 12, 2016 reads in part:

EDC has heretofore transferred to the Recipient Funds in the amount of
Nine Hundred Thirty-Eight Thousand Eight Hundred Twenty-Three and
00/100 Dollars to fund the Recipient Activities, as described in the
Agreement.

Section 1.01 of the Agreement is amended fo increase the approved
amount to the Recipient to One Million Two Hundred Fifty-One Thousand
Seven Hundred sixty-Four and 00/100 ($1,251,764.00) Dollars with respect
to the Funds to the Recipient.

The Casino Representatives on June 6, 2017, expressed their concerns about JEPAB
not being fully funded. JEPAB does not have the necessary funding to carry out their
purpose to assist the Casinos Operators in involving local community organizations and
business in support of achieving their goals of 51% Detroit resident employment and
30% procurement of goods and services from Targeted Businesses for the duration of
the project.

EDC does not feel that JEPAB has provided requested documentation to receive their
final payment of $268,704. We determined that based on the funding EDC has
received so far, they reduced most recipients’ budget to 76.2%.

Recommendations
We recommend that EDC:

e Provide JEPAB with their next payment of $268,704.

¢ Fund JEPAB at 100% of their budget for $2,000,000 since the Casino Agreements
between the City of Detroit and the three casinos requires:

The City will use an aggregate of Two Million Dollars ($2,000,000)
from the Minority business Development Fund to fund the
activities of the JEPAB which amount shall be in addition to those
amounts paid to or received by JEPAB prior to the date of this
Agreement.
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4. EDC Failed to Maintain Sufficient Supporting Documentation to Verify
Expenditures and Project Outcomes

We requested information and reviewed EDC’s documentation for the ten projects
funded by the CDF. We determined that there was information for all the projects but it
was not always sufficient to verify project expenditures and outcomes. The table below
summarizes our review of the documents available to us for review.

Sufficient
PROJECT Documentation to
Support Expenditures

Office of Neighborhood Commercial Revitalization

(ONCR) No
Paradise Valley Business and Entertainment District

(African American Business District) Yes

Black Chamber Research No

Joint Employment and Procurement Advisory Board No

ONCR Loan Fund; CEED No

Tech Town No

Detroit Community Loan Fund No
Residents/Real Estate/Downtown/Riverfront Gap Fund Yes
National Regional Retail/DDA Yes
Resident Restaurant/Retail Yes

We determined that six out of ten projects did not have appropriate documentation to
support the projects outcomes and the expenditures claimed.

The Agreement between the City of Detroit and EDC necessitates under Article VI Data
and Reports requires:

6.03 The EDC shall maintain full and completed books, ledgers, journals,
accounts, documents and records in auditable form wherein are kept all entries
reflecting all of its operations pursuant to this Agreements.

6.04 All records referred to in Section 6.03 shall be maintained by the EDC for
three (3) years after the date of completed of the work.

We had to contact the sub-recipients to obtain supporting documents such as receipts,
financial statements, bank statements, recipients’ names, etc. Although many of the
sub-recipients tried to assist us, because some of the projects date back to the early
2000’s, they no longer had the requested records or information. Therefore, we could
not determine if expenditures were appropriate for the CDF and we could not determine
if the CDF program had achieved its stated goal.
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We determined that EDC acted as a disbursing agent for the City. EDC believed that
sub-recipients would maintain appropriate documentation according to their agreements
that could be requested if needed.

Recommendation

We recommend at EDC maintain records that will substantiate the expenditures of
recipients and sub-recipients until all CDF have been expended and the project is
closed out.
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5. EDC Did Not Have an Effective Marketing Strateqy for the CDF

We reviewed EDC'’s website to determine what programs and sources of funds were

available to Detroit businesses and individuals. We determined that in order to obtain
information concerning programs, individuals must contact EDC directly to obtain this
information.

The Small Business Administration (SBA) Business Guide recommends making a
Marketing plan to persuade consumers to use your services. The SBA Business Guide
suggest that a marketing plan contain the following elements:

e Target market

o Competitive advantage

¢ Marketing goals

e Marketing action plan

e Budget
Detroit residents are not aware of programs being offered by EDC. Residents who
could have and wouid benefit from the CDF projects had no way to know about the
program unless they knew a business or individual associated with EDC. After 15

years, EDC has not expended all available funds. EDC still has $4,183,255.15
available for the Casino Development Fund project.

According to EDC, the loan programs have been marketed by the Business
Development staff of the DEGC as well as by Program Partners such as Invest Detroit
and Detroit Development fund.

We determined that EDC does not have a marketing plan outside of word of mouth and
relying on its contacts with the business community to refer and inform companies
and/or individuals about their programs.

Recommendations

We recommend that the EDC develop a marketing plan that includes:
e A target market
e A budget and strategic plan

e Marketing concepts that are visible and prominent to Detroit residents
incorporating:

o Utilizing the Business Liaisons in each Detroit District
o Public service announcements
o Social media platforms

o Attending City meeting such as night time City Council and District
meetings to promote CDF projects
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APPENDIX A
Projects, Outcomes and Conclusions

1. Office of Neighborhood Commercial Revitalization Project

The mission of the Office of Neighborhood Commercial Revitalization (ONCR) is to
provide services to Detroit’s citizens by supporting the growth of small business in
clean, safe and thriving shopping districts. The project objective for ONCR was to allow
for the expansion of the Refresh Detroit fagade grant program by providing additional
funding.

CONCLUSIONS

As a result of our audit of the ONCR project, we have concluded that due to the project
providing the final grants in 2010 and the record retention policy only requiring that
records be maintained for three years after the conclusion of the project, the auditors
could not determine if:

¢ Proper internal controls existed for this program.
e Proper documentation was provided by sub-recipients.

¢ All funds were spent in accordance with the program guidelines.

The auditors concluded that EDC reprogrammed and used $970,793.25 of ONCR funds
for administrative cost. Under the funding agreement between the Economic
Development Corporation of the City of Detroit and the City of Detroit, EDC is allowed to
draw funds from programs to cover administrative services if they do not earn enough
interest to cover their administrative cost (Attachment C).

Project Outcomes /

The auditors could not verify that the funds disbursed were used for the project
objectives, again due to the project providing the final grants in 2010 and the record
retention policy only requiring that records be maintained for three years after the
conclusion of the project.

While Casino Development Funds (CDF) were disbursed to community organizations,
we could not determine or verify the appropriateness of the expenditures paid for with
CDF being used in accordance with the Refresh Detroit Fagade Grant Program
Guidelines.

PUBLISHED: August 9, 2018
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2. Paradise Valley Cultural and Entertainment District’

The Detroit City Council wanted to create a business district showcasing the rich culture
and significant achievements of African Americans in the City of Detroit (City). In an
effort to improve the economic and social environment within the City, they authorized
the creation of PVCED in an October 2004 resolution. The vision was to use African-
American cultural influences to honor the legacy of Paradise Valley. PVCED is the area
around the small triangular public space often called Harmonie Park.

In a resolution dated March 15, 2007, the EDC Board of Directors approved the
Downtown Development Authority (DDA) to assume the responsibilities of the EDC in
connection with the PVCED. The DDA was to use the CDF for all purposes consistent
with the funding agreement including the reimbursement of the DDA for the acquisition
of the properties to be devoted to the PVCED.

CONCLUSIONS
As a result of our audit of the Paradise Valley Cultural and Entertainment District
(PVCED) project, we have concluded that:

Overall Audit Objective Results

e DDA spent the casino development funds in accordance with the project
objectives.

Project Outcomes

e The DDA purchased properties and used casino development funds from EDC to
reimburse the purchases of properties previously acquired by DDA and to obtain
one final property for the project to establish PVCED.

e The DDA did use the $10 million in initial funding to purchase land.

¢ The DDA has not provided economic assistance to retail, commercial and
entertainment businesses operating in the established district in the form of low
interest rate loans. (See the Audit Summary and Recommendations on page 10
for additional information on this objective).

PUBLISHED: August 18, 2018

T Within the scope of the casino development fund and the casino development agreements, the Paradise
Valley Cultural and Entertainment District (PVCED) is formerly known as the African American Business
District.

Page | 17



3. Michigan Black Chamber of Commerce (MBCC)

The original funding agreement, dated September 7, 2006, for the Black Chamber
Research project was between the Detroit Black Chamber of Commerce and the
Economic Development Corporation of the City of Detroit. In that agreement, Article I,
Recipient Activities, 3.01 requires:

The Recipient shall perform the following functions:

a. Provide project management services for the Project including a
Project Coordinator/Manager, and accounting and administration staff
as required for the proper completion of the Project.

b. Retain the University of Michigan to perform a study, the purpose of
which is to make recommendations with respect to furthering in the
purposes for which the Recipient was formed as set forth in its Bylaws.

The funding agreement between the Michigan Black Chamber of Commerce and the
Economic Development Corporation of the City of Detroit dated June 12, 2012 requires:

Whereas, pursuant to that certain Assignment of Funding Agreement dated June
12th 2012, attached hereto as Exhibit B, the DBCC (Detroit Black Chamber of
Commerce) assigned the Funding Agreement to the Recipient;

Through the signing of an assignment of funding agreement, the MBCC assumed the
responsibilities for the Black Chamber Research project from the DBCC.

CONCLUSIONS
As a result of our audit of the Michigan Black Chamber Research project, we concluded
that:

Overall Audit Objectives Results

e Appropriate financial records were maintained for the Michigan Black Chamber
Research project completed by the Michigan Black Chamber of Commerce.

¢ The Michigan Black Chamber of Commerce spent funds in accordance with the
project objectives.

Project Qutcomes

e The Michigan Black Chamber of Commerce completed the project objectives,
however it was not a joint research project with the University of Michigan; the
research project was completed with Michigan State University.

PUBLISHED: November 1, 2018
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4. Joint Employment and Procurement Advisory Board (JEPAB)

The project objectives and goals for the JEPAB as stated in the City of Detroit and EDC
Funding Agreement were to work closely with the Detroit Casino Developers to evaluate
the effectiveness of, and recommend improvements to, Developer's respective
programs to achieve their goals of not less than fifty-one percent (51%) Detroit resident
employment and not less than thirty percent (30%) procurement of goods and services
from Detroit-based businesses, Detroit resident businesses, minority business
concerns, women-owned businesses and/or small business concerns; and assist the
Developers in involving local community organizations and businesses in support of
such efforts.

CONCLUSIONS
As a result of our audit, we have concluded that JEPAB did not:

e Establish appropriate internal controls over financial processes.

e Disburse funds in accordance with the Revised Casino Development
Agreements, Social Commitments, Section 3.5(K).

o Comply with the Funding Agreement between EDC and JEPAB - Conflict of
Interest, Article Xlll, Section 13.01 and 13.03.

e Maintain records in compliance with the Funding Agreement between EDC and
JEPAB — Data and Records, Article VI, Section 6.01-6.05.

e The City of Detroit Mayor’'s Office did not monitor nor assign a Department to
monitor the activities of JEPAB.

e One out of the three Detroit Casino Developers has not achieved their goal of not
less than fifty-one percent (51%) Detroit resident employment.

¢ All Detroit Casino Developers have continuously achieved their goals of not less
than thirty percent (30%) procurement of goods and services from Detroit-Based
Businesses, Detroit Resident Businesses, Minority Business Concerns, Women-
Owned Businesses and/or Small Business Concerns.

PUBLISHED: March 1, 2019
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5. Office of Neighborhood Commercial Revitalization (ONCR) Micro-Loan CEED
Project

The mission stated in the ONCR Targeted Business Fund Work Plan “is to enhance the
City’s support for small business at the City-wide level and to continue and expand our
support for neighborhood commercial revitalization.”

The Microloan Fund will assist small retail, restaurant or service businesses to begin or
expand. The Small Business Detroit Community Capital Loan Project will also serve as
a coordinating and advocacy body to make small business technical assistance, City
services, and other forms of small business technical assistance more accessible to
Detroit small businesses.

CONCLUSIONS

As a result of our audit of the ONCR-Small Business Detroit Microloan Project, we
concluded that ONCR’s Designated Service Provider (DSP), Center for Empowerment
and Economic Development (CEED):

¢ Properly accounted for and spent the casino development funds in accordance
with the project objectives and guidelines.

e Used the funds for administrative expenses and to guaranty loans in accordance
with the project objectives.

e Fulfilled their responsibilities as the DSP.

PUBLISHED: June 11, 2019
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6. TechTown Project

According to the Funding Agreement between the EDC and the City of Detroit, the goal
of the project was to provide TechTown with funds for investment in promising high-tech
start-ups to create jobs in emerging sectors of the economy. TechTown was tasked
with providing funds to businesses and creating an environment where start-ups can
take advantage of university research, student internship opportunities, and assistance
in contract procurement, grant-writing, and consulting services.

TechTown operated several programs to support tech start-ups and local businesses.
Through Casino Development funding, TechTown has administered the following
programs:

e Frontiine Accelerator for Science and Technology (FAST)

e SmartStart

e Thrive One Fund

e SWOT City

CONCLUSIONS
As a result of our audit of TechTown, we have concluded that TechTown:

e Properly accounted for and spent Casino Development Funds in accordance with
the project objectives and guidelines.

e Spent the Casino Development Funds in accordance with best practices and in
support of their objectives to provide opportunities to Detroit based businesses
including women-owned and minority-owned businesses.

e Assisted start-up businesses in accordance with their funding agreement.

PUBLISHED: June 11, 2019
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7. The Detroit Community Loan Fund

The goal of the Detroit Community Loan Fund (DCLF) project as stated in the Funding
Agreement is to assist in building the small business infrastructure in the city of Detroit
by providing loan funds for expanding the already successful small business loan fund
jointly operated by Detroit Renaissance, ShoreBank Enterprise Detroit and the Detroit
Investment Fund.

CONCLUSIONS

As a result of our audit of the Detroit Community Loan Fund project, we are unable to
determine if the Casino Development Funds of $3,421,053 were spent in accordance
with the Funding Agreement between EDC and DCLF due a lack of documentation.

We also could not conclude on whether the Detroit Community Loan Fund project
achieved its goal to assist in building small business infrastructure in the City of Detroit
by providing loan funds to expand existing successful small business loan funds.

PUBLISHED: October 22, 2019
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8. Real Property Rehabilitation GAP Fund Project (Administered by EDC)

The project objectives and goals for the Real Property Rehabilitation Gap Fund is to
foster greater investment in real property rehabilitation project by City of Detroit
residents. The projects selected for this program were to be located along the
Woodward Corridor (from Jefferson Ave. to Warren Ave.) and within the Central
Business District area. All loans disbursed for the program were to be limited to real
property rehabilitation projects owned, operated, and financed by City of Detroit
residents with at least 60% ownership of the project.

CONCLUSIONS
As a result of our audit we have concluded that:

e The Economic Development Corporation (EDC) did not effectively administer the
application and approval process for the Real Property Rehabilitation Gap Fund
project.

e The EDC did not properly service its loan portfolio resulting in a total of
$89,031.70 in uncharged late fees as of April 30, 2018.

e EDC reprogrammed and used $407,559.05 of the Real Property Rehabilitation
Gap Fund project funds for administrative cost. Under the funding agreement
between the EDC and the City of Detroit, EDC is allowed to draw funds from
programs to cover administrative services if they do not earn enough interest to
cover their administrative cost.

Project Outcomes
e EDC has distributed a total of $1,080,950.25 in loans towards the project.

e Three loan projects were funded and completed.

¢ One project did not meet the project guidelines of Detroit resident ownership.

e One project did not receive approval from the EDC Board to receive funds form
the Real Property Rehabilitation Gap Fund project.

e There is a total of $2,189,326.70 available for additional project loans.

PUBLISHED: October 24, 2019
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Real Property Rehabilitation GAP Fund Project
Loan Recipient Information

- Woodward Theater LLC-Woodward Garden
Project

The Woodward Garden Project consist of six
- ' properties that were being redeveloped into a
mixed use space within the lower Woodward
Corridor. Woodward Theater LLC approached
| the EDC for funding to assist with the

i completion of Phase Il of its Woodward
Garden Project which consisted of the
redevelopment of the Garden Theater. The
Garden Theater was slated to be redeveloped into a mixed-use space with an
entertainment venue on the ground floor and residential space on the upper floors.

Project Status: Business is open

Laughter in the Sun LLC-House of Pure Vin
Laughter in the Sun LLC is the parent
company and owner of the House of Pure
Vin. House of Pure Vin is a specialty retail
wine store. Laughter in the Sun LLC
approached the EDC for funding to assist
with the remodeling and expansion of their
retail space.

Project Status: Business is open

Y

Julian C. Madison Building LLC
Julian C. Madison Building (JCMB) is a historic 7-
story building. In January 2017, the building
| suffered water damage that necessitated
additional renovations. Julian Madison Building
LLC approached the EDC for funding to assist
A0l with remodeling, restoration and build-out of

3if JCMB.

J et '.‘u’
P

b Project Status: In Progress
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9. National/Regional Retail/Restaurant Chain Loan Project (Administered by EDC)
National/Regional Retail/Restaurant Chain Loan project was established to foster
investment in national or regional recognized chain retail/restaurant ventures along the
East Riverfront, along the Woodward Corridor (from Jefferson Ave. to Warren Ave.) and
within the Central Business District area. Loans will be limited to a maximum amount of
$500,000 or 40% of project costs, whichever is less.

CONCLUSIONS
As a result of our audit we have concluded that the Economic Development Corporation
(EDC):

¢ Did not have an application process for the National Regional Retail Restaurant
Chain and Non-Affiliated Retail/Restaurant Loan projects resulting in the inability
to determine if proper documentation was submitted and reviewed for the loans
approved.

e Reprogrammed and used $339,632.55 of the National Regional Retail
Restaurant Chain Loan projects funds for administrative cost.

Project Outcomes
o EDC approved a total of $2,350,000 in loans for the project.

e Seven recipients received loans to fund retail/restaurant projects in various
locations in the City.

¢ One recipient received more funding than the maximum allowed per the Funding
Agreement.

e Two projects were outside of the geographical area specified in the Funding
Agreement.

e As of June 2019, this project lost a total of $470,848.75 in loan repayments due
to business failures.

PUBLISHED: December 17, 2019 (Joint Report with Non-Affiliated Retail
Project)
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National/Regional Retail/Restaurant Chain Loan Project
Loan Recipient Information

Northpointe Food Ventures, LLC

This loan was made to pay a portion of the costs
associated with establishing and operating
Zaccaro’'s Market. The market closed 10
months after opening.

Project Status: Business is CLOSED

Roast Detroit, LLC

This loan was made to pay a portion of the
costs associated with establishing and
operating a world class restaurant in the Book
Cadillac Hotel.

' Project Status: Business is open

Downtown Foodland, LLC

This loan was made to pay a portion of the costs
associated with establishing and operating a grocery
store. The store closed five months after
opening.

Project Status: Business is CLOSED
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Roberts Hotel Detroit, LLC

This loan was made to pay a portion of
the costs associated with the
renovation and reopening of the old

| Omni Hotel on the East Riverfront.

Project Status: Business is open

- HOBEATS RIVERWALK HOTEL

Seafood of Detroit, LLC

This loan was made to pay a portion of the
costs associated with establishing and
operating Joe Muer’s Seafood Restaurant in
the Renaissance Center.

Project Status: Business is open

The Detroit Gateway Outlet Mall is a 340,000 square-foot Meijer-anchored service
oriented retail center. The project is situated on 36 acres of land located at the
southeast corner of Woodward Avenue and E. Eight Mile Road, in Detroit, Michigan.

Project Status: Business is open
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10. Non-Affiliated Retail/Restaurant Chain Loan Project (Administered by EDC)
Non-Affiliated Retail/Restaurant Chain Loan project was established to foster
investment in in-fill ground floor retail/restaurant ventures along the East Riverfront,
along the Woodward Corridor (from Jefferson Ave. to Warren Ave.) and within the
Central Business District area. Preference will be given to full service restaurants and
retail outlets providing services not otherwise available in the general neighborhood.
Loans will be limited to a maximum amount of $200,000 or 40% of project costs,

whichever is less.

CONCLUSIONS
As a result of our audit we have concluded that EDC did not:

e Have an application process for the National Regional Retail Restaurant Chain
and Non-Affiliated Retail/Restaurant Loan projects resulting in the inability to
determine if proper documentation was submitted and reviewed for the loans

approved.

Project Outcomes
e EDC approved a total of $1,725,000 in loans for the project.

¢ Nine recipients received loans to fund 10 retail/restaurant projects in the
Downtown Detroit area.

¢ One recipient received more funding than the maximum allowed per the Funding
Agreement.

e One project was outside of the geographical area specified in Attachment 1 of
the Funding Agreement.

e As of June 2019, this project lost a total of $567,677 in loan repayments due to
business failures.

PUBLISHED: December 17, 2019 (Joint Report with National/Regional/Retail
Project)
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Non-Affiliated Retail/Restaurant Chain Loan Project
LOAN RECIPIENT INFORMATION

Classic Chicken LLC

! This loan was made to pay a portion of the
costs associated with establishing and
S operating Rooster’s River Shack.

. 'Ill
p—

Project Status: Business is CLOSED

Angelia Bistro Inc.

This loan was made to pay a portion of the costs
connected with the establishment of a restaurant.

Project Status: Business is CLOSED

w Lia&TJsll

| This loan was made to pay a portion of
the costs associated with establishing

| and operating LIA & TJ’s Tastie Donuts
Il, a bakery sales shop.

Project Status: Business is CLOSED
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Bistro 24 LLC

This loan was made to pay a portion of the costs associated with establishing and
operating Spa 19 and 24 Girille restaurant in the Book Cadillac Hotel. EDC approved the
loan on the condition that funds were equally divided between the two projects.

Project Status: Business is open

Ye Olde Butcher Shoppe Inc.

This loan was made to extend assistance in
the construction and opening of the shop.
The company opened in October 2012 and
closed in February 2014.

Project Status: Business is CLOSED

International Market Place Inc.

This loan was made to pay a portion of the costs
associated with re-opening the long-closed London Chop
House located in the Murphy Telegraph building.

Project Status: Business is open
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Rodin LLC
This loan was made to pay a portion

1 of the costs associated with
~ establishing and operating a

N restaurant, bar, nightclub in the Park

Eight Street Ventures LLC
This loan was made to pay a portion of the costs

associated with lease hold improvements at Ottava Via

in Corktown.

Project Status: Business is open

' ~ Shelton.

Project Status: Business is
CLOSED

Millender Center Food Plaza Inc.
This loan was made to assist in
the remodeling and expansion of
City Market in the Millender
Center. Loan is current.

Project Status: Business is open
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APPENDIX B

*

March 8, 2019

Economic Development Corporation of the City of Detroit

Mr. Maurice Cox

Director of Planning & Development
2 Woodward Ave, Suite 808

Detroit, Ml 48226

Re: Casino Development Funds 2017-18

Dear Maurice;

Per the funding agreement between the EDC and the City of Detroit, | am providing you with this
annual report on the Casino Development Funds.

As you may be aware, the EDC is to be paid its administration fee of $350,000 from interest proceeds
eamed on funds advanced by the City of Detroit Unfortunately, the City decided to fund the program in
installments instead of the lump sum that was originally agreed upon. Furthermore, the City was
delinquent in each installment that it sent to the EDC for this program, and has never delivered the final

$10,250,000 owed under the funding agreement.

Given the delays in payments, as well as the severe downtum in interest rates over the past several
years, the program was only able to eam $113,542.78 in interest and fees. The program also received
$90,033.47 in loan or other project receipts. Interest receipts were not enough to cover the
administration fees for the program. The balance of the administration fees are therefore to be funded
out of the principal amount as required under Article [V of the agreement.

As in prior years, per agreed upon investment policies, the money was being held in a mutual fund
invested in govemmental securities and a money market account. Given the continued downtum in
interest rates, they were only eaming 1.70% and 0.20% apy respectively as of June 30, 2018.

A listing of activity as of June 30, 2018 is included for your review. Feel free to contact us with any
questions.

Sincerely,

Mabirdadons

Malinda Jensen
Authorized Agent

Cc: GlenW. Long, Jr.

500 Griswold, Suite 2200 = Detroit, Michigan 48226 = (313) 963-2940
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Receipts

City of Detroit
Interest Income

Proj Funds and Loan Repayments

Expenses

Tech Town
JEPAB
ONCR Small Bus Loan Fund

Black Chambar
AABD
National Retail

Non-Affiliated/Resident Retail

Resident Real Estate
Administration

EDC
CASINO DEVELOPMENT FUNDS

06/30/18

| Original Budget | [ Revised Budget | | Received | Balance |
42,750,000.00 32,500,000.00 32,500,000.00 0.00
1,175,000.00 1,175,000.00 1,297,682.00 122,682.00
3,025.000.00 3,025,000.00 3.835.412.99 810,412.99
46,950,000.00 36,700,000.00 37,633,094.99 933,094.99

[ Original Budget | [ Revised Budget | [  Disbursed | Balance |
4,000,000.00 3,040,936.00 3,040,936.00 x 0.00
2,000,000.00 1,520,468.00 1,251,764.00 x 268,704.00
1,500,000.00 1,500,000.00 1,500,000.00 x 0.00
7,000,000.00 2,924,733.00 2,924,733.00 x 0.00
4,500,000.00 3,421,053.00 3,421,053.00 x 0.00
500,000.00 380,117.00 380,117.00 x 0.00
10,250,000.00 10,000,000.00 10,000,000.00 x 0.00
5,000,000.00 3,985,808.00 2,429,632.55 x 1,556,175.45
2,000,000.00 2,000,000.00 1,725,000.00 x 275,000.00
6,000,000.00 3,726,885.00 1,376,094.33 x 2,350,790.67
4,200,000.00 4,200,000.00 4,200,000.00 x 0.00
46,950,000.00 36,700,000.00 32,249,329.88 4,450,670.12
0.00 0.00 5,383,765.11 5,383,765.11
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ATTACHMENT A

' s
DE‘.}‘&‘&E £CONOMWIC DEVELOPMENT CORPORATION
500 Griswold, Suite 2200

Detroit, M| 48226

TO: Mark W. Lockridge, Auditor General

FROM: Glen W. Long, Jr, Authorized Agent

DATE: January 24, 2020

RE: THE CASINO DEVELOPMENT FUND AUDIT

We are in receipt of your Final report concerning the Casino Development Fund
(CDF). We recognize all the hard work that your staff has done in their auditing
of the fund. We acknowledge some of their findings, while disputing others, and
feel that their conclusions require further clarification. Our response is as follows:

FINDINGS AND RECOMMENDATIONS:

|. EDC Did Not Have Proper Internal Controls over the Loan Process

EDC Staff respectfully disagrees with this finding and the related
recommendations for the reasons specified below.

1. EDC did not segregate incompatible responsibilities

EDC does segregate incompatible responsibilities. We have a
three-person accounting staff comprised of an Accounting
Associate, a Finance Associate, and a Controller. The Finance
Associate manages cash receipts, the Accounting Associate
manages cash disbursements, and the Controller manages journal
entries and performs bank reconciliations among many other
duties. In addition, we have a Chief Financial Officer (CFO) who
reviews and signs off on all transactions. Finally, all agreements
and check disbursements require two authorized signatories.

The Finance Associate handles all the loan information and makes
deposits. All deposits are reviewed and approved by the CFO.
Also, the bank reconciliations are performed by the Controller and
reviewed by the CFO. Furthermore, the loan portfolio is reviewed



monthly by the CFO and quarterly by the EDC's Finance
Committee.

These accounting practices allow for accurate and transparent
management of duties. Each role is properly defined and
understood. There is no way to better segregate duties within an
accounting department of three people.

The EDC undergoes a financial audit by an independent CPA firm
every fiscal year. The basic structure of these processes has been
in place for over 40 years and the EDC has not received a finding
about segregation of duties in at least the last 28 years.

There were no written policies/procedures on how to record and
or process loan payments

The Accounting Procedures Manual specifically details how to
handle all cash receipts. While we acknowledge that it does not
solely apply to loan receipts, most of the EDC’s receipts are loan
receipts so it was designhed with those in mind.

Again, we rely on annual independent financial audits which have
never determined that mistakes were made with the processing of
loan receipts.

There was no verification or review of assets or audited financial
statements provided by the loan recipient throughout the duration
of their loan.

The Financial Associate verifies the assets at the time that a loan is
being made. She further selects random loan recipients for site
visits during each fiscal year.

We do not require audited financial statements from our borrowers.
This finding highlights a fundamental difference between a
traditional bank and an economic development agency. These
Loan Programs were meant to provide “but for” financing and many
of the loans are high risk and made to smali businesses that may
not be able to afford an annual audit. Staff sees no reason to
change this policy and place an undue burden on the Detroit
businesses that this program was designed to assist.

Recommendations

The auditor's recommendations as outlined, do not advance the
fiduciary responsibilities of the EDC nor do these recommendations



consider that the program guidelines were created to serve small
business participants that find it difficult to qualify for traditional
bank financing.

As described above, duties are already properly segregated and
are reviewed annually by independent CPA firms that have yet to
issue any findings with respect to the EDC accounting practices.

Written procedures already exist for cash receipts. While we do
acknowledge that we could broaden the language to specifically
include loan payments, we certainly do not agree that it rises to the
level of an audit finding. When we next amend the Accounting
Procedures Manual, we will expand this section of the manual to
specifically reference procedures for loan payments.

Staff is already reviewing and verifying financial information and, for
the reasons outlined above, we do not agree that a change in our
policy to require Audited Financial Statements from our small
business borrowers advances the intent of the program and we
decline to make this recommended change.

Il. EDC Financial Reports to the City Do Not Clearly Reflect Program
and Administrative Expenditures

EDC Staff respectfully disagrees with this finding.

1. Overview

Approximately 15 years ago, the report format was established by
City of Detroit personnel. The EDC agreed to submit reports using
this format. While we acknowledge that report formats can change,
these reports have been filed with various City Directors over the
last 15 years with no requests for revisions.

We would also like to point out that in this finding the auditors state
that the reports “Do Not Clearly Reflect Program and
Administrative Expenditures . . ."; however, in the “Conclusions”
section of the report, the auditors state that the reports “. . . did not
accurately reflect program and administrative expenditures”.
While we are open to revising the report to clarify the information
presented at the request of the City, we object to the implication
that the reports are inaccurate. There is nothing inaccurate about
the current reports, which are reconciled to the penny every

quarter.




2. Recommendations

As noted above, the reports are designed exactly as former City
personnel requested and current personnel have not requested any
changes. However, EDC staff is willing to present the reports in an
alternative format if requested by the City, as long as that format
continues the tradition of accurate and complete reporting that the
contract called for and that the EDC has provided throughout the
history of the program.

lll. EDC has not given JEPAB their next CDF payment

1. Overview

This finding states that the EDC has not provided JEPAB with the
final payment. EDC staff does not dispute this finding. As the
report states, to date, this payment has been withheld by EDC staff
because JEPAB has not provided the documentation EDC has

requested.
2. Recommendations
EDC Staff objects to the recommendations relating to this finding.

We are surprised that the auditors would recommend that we
provide a payment when we have not received adequate
documentation. The recommendation is especially surprising in
light of Audit Finding IV regarding sufficiency of supporting
documentation. We will not release payment until JEPAB submits
the requested documentation.

With respect to the second recommendation, the auditors
recommend that we fund JEPAB at the original budget amount of

$2,000,000.

Pursuant to the Funding Agreement between the City and the EDC,
the City was obligated to transfer an amount equal to $42,750,000,
from the following funding sources:

e $30,000,000 from Casinos ($10,000,000 each)

» $12,500,000 City funds from other casino payments

o $250,000 Community Development Block Grant Funds

Of the $32,500,000.00 transferred by the City to the EDC, it is our
understanding that the City only funded the program in the amount




of $2,500,000. As a result, in May, 2016, the EDC Board
determined that the additional City funding was likely not
forthcoming and passed a resolution (see attached) that all
subgrantees would only receive 76.02% of their originally budgeted
amount (the same percentage that the EDC received from the City).
In addition, the overall budget of the loan programs administered by
the EDC was set at approximately 74.71% of the original budgeted
amount.

If the City were to fund the additional $10,250,000 that the Funding
Agreement contemplated, then the EDC would be able to restore
the original budgets for all existing sub-grantees, including JEPAB.
Absent this additional disbursement, JEPAB will be capped at its
revised budget of $1,520,468 as set by the EDC Board.

IV. EDC failed to Maintain Sufficient Supporting Documentation to Verify
Expenditures and Project Outcomes

1. Overview

This finding provides that EDC did not have sufficient supporting
documentation to verify expenditures and project outcomes for six
out of the ten projects funded by CDF. Notably, the auditors state
that EDC maintained sufficient documentation for all of the projects
that it directly supervised, but claims that the EDC did not maintain
sufficient records for the non-EDC projects.

We do not dispute the auditors’ assertion that our current records
from outside sub-recipients may be incomplete; however, we note
that this program is 15 years old and nearly all of the
disbursements to entities outside of the EDC’s control were made
more than 10 years ago. Further, as noted in the report, the
Funding Agreement itself only requires that records be “maintained
by the EDC for three (3) years after the completion of the work”.

2. Recommendations

The auditors pointed out that EDC Staff has maintained records
that substantiate its expenditures for projects that are within direct
control of the EDC. Staff will maintain this practice and is willing to
increase its oversight of recordkeeping for the funding that has
been disbursed to other sub-recipients.

We do note that this recommendation appears to conflict with the
recommendation related to Audit Finding lll, described above,



which recommends releasing the final disbursement to JEPAB, in
light of the fact that EDC has not released the final payment to date
because JEPAB has not provided the EDC with the requested
appropriate documentation.

V. EDC did not have an Effective Marketing Strategy for the CDF
EDC staff respectfully disagrees with this finding.

1. Overview

The auditors identify that the EDC has marketed this program
primarily through word of mouth and through its Business
Development team and program partners such as Invest Detroit
and Detroit Development Fund. We have used this targeted, word
of mouth, strategy because of the purpose and geographical
restrictions that exist over the program. It is a revolving loan
program and the EDC will always have money on hand for new
loans because of that structure.

The EDC staff agrees that the loan programs should be revised in
order to better deploy the remaining loan funds on-hand. In fact, in
2017, recognizing the need for gap funding for small businesses
and other projects outside of the geographic boundaries, the EDC
Board approved a resolution that would have removed the
geographic restrictions currently on the funds and allocated $1.2
Million specifically for small business (see attached resolution).
This resolution was adopted subject to approval by City Council of
the revised program; however, due to the pendency of this audit
EDC has not yet submitted a resolution to City Council for

consideration.

2. Recommendations

The auditors recommend the development of a robust marketing
plan for these funds. Given the current limitations on the use and
the geographic limitation of the program funds, we do not agree
that the time and expense that such a marketing plan would require
would yield more eligible projects. Rather, EDC staff believes that
removing certain of the restrictions, as approved by the EDC Board
in 2017, will render the funds more accessible to Detroit resident
projects and others with qualified projects citywide. Upon approval
of the revised program, EDC staff intends to engage in a marketing
of the program that uses various marketing strategies including
certain of those suggested in the auditors’ recommendation.



CONCLUSIONS:

Most of the conclusions described starting on page 2 of the audit report were
further detailed in the report’s findings and have been addressed by EDC Staff in
this response. However, EDC Staff would like to address one additional
conclusion and related agreement provision that was not covered by a finding.

As the report notes in several places, the EDC reprogrammed project funds for
administrative costs. Section 4.01 of the Funding Agreement provides that the
EDC will be compensated in the amount of $350,000 annually, payable from
interest earned on the funds transferred under the agreement. Further, Section
4.01 provides that in the event interest income is insufficient to cover this
administrative fee, the EDC is expressly authorized to reprogram the funds
in _order to cover this administrative expense. \We note that this
reprogramming became necessary because the City’s contribution to the
program was $10,250,000 less than contemplated when the program was
approved and also payments from the City were not made according to the
agreed upon schedule, therefore the funds generated less income than

anticipated.

With respect to these reprogrammed funds, the report concluded that EDC had
multiple bank accounts which prohibited the auditor from determining if enough
interest had been earned to pay the annual fee.

EDC staff respectfully disagrees with this conclusion.

When the program was created in 2005, the EDC Board requested that the
funding be placed in a new account at what was then known as Detroit
Commerce Bank (DCB). DCB was a Detroit Headquartered bank.

After the financial crisis of 2008, DCB’s bank ratings fell and solvency concerns
were raised. At that time, in accordance with good stewardship, the EDC
Treasurer and EDC Staff agreed that it was important to diversify the holdings in
several accounts across other banks (while still maintaining some funds at DCB).
DCB was eventually acquired by Michigan Commerce Bank, which was acquired
by Talmer Bank, which was then acquired by Chemical Financial, now known as
TCF Bank. EDC still maintains some funds with this bank, but also has accounts
at other financial institutions. While we do not dispute that the funds are spread
across multiple bank accounts at multiple banking institutions, this was a
measure adopted and maintained in order to exercise proper fiduciary
responsibility over the funds during the economic downturn of 2008 and to

protect the funds from future similar risks.




As far as determining the interest earned each year, we provided the auditors
with all of the bank statements and with all of our general ledgers. The general
ledgers provide a summation of all interest earned across all of the accounts,
which can be verified against the various bank statements. While this may add
an extra step in calculating and verifying that the interest earned necessitated the
use of program funds to pay the annual fee, we disagree that multiple bank
accounts prohibited the auditors from verifying this information. Further, we
maintain that keeping the funds in separate bank accounts at separate
institutions is in the best interest of the program and demonstrates the EDC's
commitment to its role as fiduciary of these funds.




CODE EDC 16-05-74-35
Economic Development Corporation of the City of Detrdmended at Table)

CASINO LOANS: ALLOCATION OF CDF FINAL PAYMENTS

WHEREAS, on November 1, 2005, the Economic Development Corporation of the
City of Detroit (the “EDC") and the City of Detroit entered into a funding agreement for the
Casino Development Fund Project for the intended amount of $42,750,000; and

WHEREAS, the agreement established several sub programs for the EDC to
administer, and in addition provided for grants to be made to four sub-grantees: Joint
Employment and Procurement Advisory Board (JEPAB) ($2,000,000), Tech Town
($4,000,000), Black Chamber ($500,000), and Detroit Community Loan Fund (DCLF)

($4,500,000) (the “Program”),

WHEREAS, because payments from the City to the EDC were not made as
scheduled and instead were made periodically, the sub-grantees were only paid a portion
of their budget from each payment that the City made to the EDC and the sub-grantee
agreements were amended with each subsequent payment that the EDC received from
the City to reflect the total amount received to date by each sub-grantee; and

WHEREAS, earlier this year, the City made what staff believes will be the final
payment to the EDC, bringing the aggregate amount paid to the EDC since Program
inception up to $32,500,000, which amount represents approximately 76.02% of the
expected funding; and

WHEREAS, since it is likely that the EDC will not receive any more funding from
the City for the Program, staff has recommended that (i) each of the sub-grantees receive
an aggregate amount of approximately 76.02% of their budgeted funding, bringing the sub
grant amounts to $1,520,468 (JEPAB), $3,040,936 (Tech Town), $380,117 (Black
Chamber), and $3,421,053 (DCLF) and (ii) in the event that the EDC receives more of its
allocation for the Program from the City in the future, the EDC would contribute the
corresponding percentage change to the sub-grantees (the “Proposed Final Allocations”).

WHEREAS, the Board of Directors has reviewed staff's proposal for the Proposed
Final Allocations and has determined that it is reasonable and in the best interests of the

Program.

NOW, THEREFORE, BE IT RESOLVED, that the Board of Directors hereby
approves the Proposed Final Allocations.

BE IT FURTHER RESOLVED, that any two Officers, or any one of the Officers
and any one of the Authorized Agents or any two of the EDC's Authorized Agents, shall
hereafter have the authority to negotiate and execute amendments to the sub-grantee
agreements upon terms and conditions consistent with the Proposed Final Allocations,
together with such other terms and conditions that are determined by such Authorized
Agents and/or Officers to be customary or appropriate and not inconsistent with this
resolution, and to negotiate and execute all other documents, contracts, or papers, and

500 Griswold, Suite 2200 = Deitroit, Michigan 48226 = (313) 963-2940



take all actions, necessary or appropriate to implement the provisions and intent of this
resolution on behalf of the EDC.

BE IT FINALLY RESOLVED, that all of the acts and transactions of any officer or
authorized agent of the EDC, in the name and on behalf of the EDC, relating to matters
contemplated by the foregoing resolutions, which acts would have been approved by the
foregoing resolutions except that such acts were taken prior to execution of these
resolutions, are hereby in all respects confirmed, approved and ratified.

May 24, 2016



CODE EDC 17-06-74-38
Economic Development Corporation of the Clty of Detroit

PROPOSED AMENDMENTS TO EDC CASINO LOAN PROGRAM

WHEREAS, The Economic Development Cormporation of the Cty of Detroit (the
“EDC") currently administers a loan pragram using funds provided by the City and the
casinos and authorized for specific uses by Detroit City Council in 2005 (the "EDC Casino
Loan Program"); and

WHEREAS, funds under the EDC Casino Loan Program are currently allocated in
3 different loan programs, each subject to a geographic restriction of East Riverfront, CBD,
and/or Woodward Corridor to Warren:

1. National regional retailfrestaurant chain loan program ($1,441,740.80 balance)

2. Non-affiliated retail/restaurant chain loan program ($275,000 balance)

3. Real Property Rehab Gap Fund; "resident retail loan fund” (Qualifications: project
must be owned, operated and financed by City of Detroit resident, minimum of 60%
ownership entity is comprised of city residents, minimum 2 year residency
requirement) ($2,189,325.95 balance)

WHEREAS, staff is seeking approval to amend the EDC Casino Loan Program to
maximize fund Impact and improve the performance of undenutilized loan programs, as
follows (the “Program Modifications™):

* Merge all remaining funds into cne pot of money for use

s Add a8 4" use, with a $ 1.2 Million allocation, primarily for EDC small business
programs developed under CDBG sub-recipient agreament (including future
programs), with flexibillty to request loan for a business not participating in any
EDC programs, Subject to future EDC Board approval, loans using these funds
may be administered by another community lender for management of these
funds.

* Remove geographic restrictions for all loan uses.

WHEREAS, the EDC Board has reviewed the proposed Program Modifications
and believes it is in the best interests of the EDC Casino Loan Pragram and the promotion
of economic development in the City of Detroit and is otherwise consistent with its

statutorily mandated purposes.

NOW, THEREFORE, BE IT RESOLVED, that the Board of Directors hereby
approves the Program Modifications, subject to, (i) the negotiation of a mutually
aceeptable amendment to the existing funding agreement between EDC and the Gity and
(i) City Councll approvel of the Program Modifications and related funding agresment

amendment.

BE IT FURTHER RESOLVED, that any two Officers, or any one of the Officers
and any one of the Authorized Agents or any two of the EDC's Authorized Agents, shall
hereafter have the authority to negofiate and execute the amendment of funding
agreement, any and all documents, contracts or other papers, and take such other actions

500 Griswold, Sulte 2200 = Detroit, Michigan 48226 = (313) 963-2940



necessary or appropriate to implement the provisions and intent of this rasolution on behalf
of the EDC.

BE IT FINALLY RESOLVED that all of the acts and transactions of any officer or
authorized agent of the EDC, in the name and on behalf of the EDC, relating to matters
contemplated by the foregoing resolutions, which acts would have been approved by the
foregoing reselutions except that such acts were taken prior to exeocution of these
resolutions, are hereby in all respects confirmed, approved and ratified.

June 27, 2017



City of Detroit
OFFICE OF THE CITY CLERK

Janice M. Winfrey Andre P. Gilbert |l
City Clerk Deputy City Clerk

February 6, 2020

Honorable City Council
1340 Coleman A. Young Municipal Center
Detroit, Ml 48226

Re: Application for Neighborhood Enterprise Zone Certificate for
East Village

Dear Council Members:

On October 21, 1992, your Honorable Body established Neighborhood
Enterprise Zones. | am in receipt of one (1) application for a Neighborhood Enterprise
Zone Certificate. THIS APPLICATION HAS BEEN REVIEWED AND
RECOMMENDED FOR APPROVAL BY THE CITY PLANNING COMMISSION, A
COPY OF WHICH IS ATTACHED. Therefore, the attached Resolution, if adopted by
your Honorable Body, will approve this application.

Respectfull

Janice M. Winfrey
City Clerk

JMW:3j
Enc.

200 Coleman A. Young Municipal Center e Detroit, Michigan 48226-3400
{313) 224 3260 « Fax (313) 224-1466



Resolution

By Council Member

WHEREAS, Michigan Public Act 147 of 1992 allows the local legislative body to
establish Neighborhood Enterprise Zones for the purpose of providing exemption
from as valorem property taxes, and the imposition of specific property tax in liey
of as valorem taxes: and

WHEREAS, The Detroit City Council has established g Neighborhood Enterprise
Zone for the following area, in the manner required by and pursuant to Public Act
147 of 1992.

NOW, THEREFORE, BE IT RESOLVED, That the City Council approve the
following address for receipt of Neighborhood Enterprise Zone Certificate for a

fifteen-year period:

Zone Address Application No.

East Village 1513 McClellan Ave. 06-8659



@it? Dt %Btrﬂit Brenda Goss-Andrews

Alton James
LChairp:[rsor;, MCD Damion Ellis
Vioe ChatniSetretary CITY PLANNING COMMISSION L e
208 Coleman A. Young Municipal Center Frederick E. Russell, Jr.
Marcell R. Todd, Jr. Detroit, Michigan 48226 Angy Webb
BireCio, Phone: (313) 224-6225 Fax: (313) 224-4336 Henry Williams

e-mail: cc-cpc@detroitmi.gov

February 5, 2020

HONORABLE CITY COUNCIL

RE: Neighborhood Enterprise Zone Certificate Application for the rehabilitation of an
existing multi-family triplex building located at 1513 McClellan Avenue in the East

Village Neighborhood Enterprise Zone area. (RECOMMEND APPROVAL)

The office of the City Planning Commission (CPC) has received an application requesting a
Neighborhood Enterprise Zone (NEZ) certificate forwarded from the office of the City Clerk for
the rehabilitation of an existing multi-family triplex building located at 1513 McClellan Avenue.
This application correspond to a qualified site which will accommodate the rehabilitation of a
current building into three rental units that will be placed on the rental market. The building is
anticipated to undergo substantial work, including mechanical, HVAC, and drywall repair and
replacement, as well as replacement of cabinets and other fixtures. CPC staff has reviewed the

application and recommends approval.

The subject property has been confirmed as being within the boundaries of the East Village NEZ
which was established by a vote of Council on January 12, 2005, and should be eligible for NEZ
certificates under State Act 147 of 1992 as currently written. The anticipated cost of
rehabilitation for 1513 McClellan Avenue is 101,144.00. The associated costs of the other two
portions of the triplex are $86,277.60 (1515 McClellan Avenue) and $98,903.53 (1517
McClellan Avenue) respectively. The NEZ certificate application appears to have been submitted

prior to the issuance of any applicable building permits.

Please contact our office should you have any questions.

Respectfully submitted,

Marcell R. Todd, Jr., Director CPC
George A. Etheridge, City Planner, LPD

cc: Janice Winfrey, City Clerk
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City of Detroit 4

OFFICE OF THE CITY CLERK

Janice M. Winfrey Andre P. Gilbert Il
City Clerk Deputy City Clerk

February 6, 2020

Honorable City Council
1340 Coleman A. Young Municipal Center
Detroit, Ml 48226

Re: Application for Neighborhood Enterprise Zone Certificate for
Corktown Lofts, LLC

Dear Council Members:

On October 21, 1992, your Honorable Body established Neighborhood
Enterprise Zones. | am in receipt of one (1) application for a Neighborhood Enterprise
Zone Certificate. THIS APPLICATION HAS BEEN REVIEWED AND
RECOMMENDED FOR APPROVAL BY THE CITY PLANNING COMMISSION, A
COPY OF WHICH IS ATTACHED. Therefore, the attached Resolution, if adopted by
your Honorable Body, will approve this application.

Respectfully submitted,

% h -

Janice M. Winfrey
City Clerk

JMW:aj
Enc.

200 Coleman A. Young Municipal Center e Detroit, Michigan 48226-3400
{313) 224 3260 » Fax (313) 224-1466



Resolution

By Council Member

WHEREAS, Michigan Public Act 147 of 1992 allows the local legislative body to
establish Neighborhood Enterprise Zones for the purpose of providing exemption
from as valorem property taxes, and the imposition of specific property tax in lieu
of as valorem taxes; and

WHEREAS, The Detroit City Council has established a Neighborhood Enterprise
Zone for the following area, in the manner required by and pursuant to Public Act

147 of 1992,

NOW, THEREFORE, BE IT RESOLVED, That the City Council approve the
following address for receipt of Neighborhood Enterprise Zone Certificate for a

fifteen-year period:

Zone Address Application No.

Corktown Lofts, LLC 1702 W. Fort St. 06-8647



@itp ﬂf metrﬂit Brenda Goss-Andrews

Alton James
e
e CITY PLANNING COMMISSION i i
208 Coleman A. Young Municipal Center Frederick E. Russell, Jr.
Marcell R. Todd, Jr. Detroit, Michigan 48226 Angy Webb
Rineciey Phone: (313) 224-6225 Fax: (313)224-4336 Henry Williams

e-mail: cpc@detroitmi.gov
February 5, 2020

HONORABLE CITY COUNCIL

RE: Neighborhood Enterprise Zone Certificate Application for twenty-two rehabilitated
apartment units located at 1702 W. Fort Street in the Corktown Lofts, LLC
Neighborhood Enterprise Zone area. (RECOMMEND APPROVAL)

The office of the City Planning Commission (CPC) has received one application requesting a
Neighborhood Enterprise Zone (NEZ) certificate forwarded from the office of the City Clerk for
the rehabilitation of twenty-two apartment units in an existing five story building located at 1702
W. Fort Street. This application corresponds to a qualified site that will facilitate the continued
rehabilitation of an historic building into a mixed use development. This NEZ request
corresponds to the rehabilitation of twenty-two apartment units located on the fifth floor of the

building only.

The subject property has been confirmed as being within the boundaries of the Corktown Lofts,
LLC NEZ and should be eligible for NEZ certificates under State Act 147 of 1992 as currently
written. The estimated project cost for the development is $4.1 million at a cost of approximately
$188,955 per unit. The NEZ certificate application appears to have been submitted prior to the

issuance of any applicable building permits.

Please contact our office should you have any questions.

Respectfully submitted,

Marcell R. Todd, Jr., Director CPC
George A. Etheridge, City Planner, LPD

cc: Janice Winfrey, City Clerk



City of Detroit
OFFICE OF THE CITY CLERK

Janice M. Winfrey Andre P. Gilbert I
City Clerk Deputy City Clerk

February 6, 2020

Honorable City Council
1340 Coleman A. Young Municipal Center
Detroit, Ml 48226

Re: Application for Neighborhood Enterprise Zone Certificate for
AK Owner, LLC

Dear Council Members:

On October 21, 1992, your Honorable Body established Neighborhood
Enterprise Zones. | am in receipt of one (1) application for a Neighborhood Enterprise
Zone Certificate. THIS APPLICATION HAS BEEN REVIEWED AND
RECOMMENDED FOR APPROVAL BY THE CITY PLANNING COMMISSION, A
COPY OF WHICH IS ATTACHED. Therefore, the attached Resolution, if adopted by
your Honorable Body, will approve this application.

Respectfully submitted,

4,

Janice M. Winfrey
City Clerk

JMW:aj
Enc.

200 Coleman A. Young Municipal Center e Detroit, Michigan 48226-3400
(313) 224 3260 » Fax (313) 224-1466



Resolution

By Council Member

WHEREAS, Michigan Public Act 147 of 1992 allows the local legislative body to
establish Neighborhood Enterprise Zones for the purpose of providing exemption
from as valorem property taxes, and the imposition of specific property tax in lieu
of as valorem taxes; and

WHEREAS, The Detroit City Council has established a Neighborhood Enterprise
Zone for the following area, in the manner required by and pursuant to Public Act

147 of 1992.

NOW, THEREFORE, BE IT RESOLVED, That the City Council approve the
following address for receipt of Neighborhood Enterprise Zone Certificate for a

fifteen-year period:

Zone Address Application No.

AK Owner, LLC 7430 Second 06-8646



Alton James @it? ﬂf E Btrﬂit Brenda Goss-Andrews

Chairperson Damion Ellis

e CITY PLANNING COMMISSION P ol
208 Coleman A. Young Municipal Center Frederick E. Russell, Jr.
Marcell R. Todd, Jr. Detroit, Michigan 48226 Angy Webb
P Phone: (313)224-6225 Fax: (313)224-4336 Henry Williams

e-mail: cpc@detroitmi.gov
February 5, 2020
HONORABLE CITY COUNCIL

RE: Neighborhood Enterprise Zone Certificate Application for twenty-nine rehabilitated
apartment units located at 7430 Second Avenue in the AK Owner, LLC
Neighborhood Enterprise Zone area. (RECOMMEND APPROVAL)

The office of the City Planning Commission (CPC) has received one (1) application requesting a
Neighborhood Enterprise Zone (NEZ) certificate forwarded from the office of the City Clerk for
the rehabilitation of twenty-nine apartment units in an existing eleven story office building
located at 7430 Second Avenue. This application corresponds to a qualified site that will
facilitate the continued conversion of the Albert Kahn building into a mixed use development.
This NEZ request corresponds to the rehabilitation of twenty-nine apartment units located on the
second floor of the building only. In March of 2019 Your Honorable Body approved the NEZ
certificate request for the rehabilitation of 190 rental apartment units on the third through the
eleventh floors of the vacant obsolete office building.

In regards to this specific request apartments will be created in a wide variety of sizes, with
approximately 11 one-bedroom, 6 two-bedroom and 12 Studio apartment units. It is anticipated
that affordable housing will be provided for 20% of the apartment units. The project is
anticipated to include ground-level retail. The NEZ Certificate will only apply to the residential
component of the project.

The subject properties have been confirmed as being within the boundaries of the AK Owner,
LLC NEZ and should be eligible for NEZ certificates under State Act 147 of 1992 as currently
written. The estimated project cost for the development is $6,592,556.00 at a cost of
approximately $219,752.00 per unit. The NEZ certificate application appear to have been
submitted prior to the issuance of any applicable building permits.

Please contact our office should you have any questions.

Respectfully submitted,

Marcell R. Todd, Jr., Director CPC 2
George A. Etheridge, City Planner, LPD o

cc: Janice Winfrey, City Clerk
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TO: COUNCIL MEMBERS

FROM: David Whitaker, Directo 2
Legislative Policy Diviéion Staff
DATE: February 4, 2020
RE: Benchmark Comparison of the City of Detroit’s 2019 Comprehensive Annual

Financial Report (CAFR) With Other Cities

Executive Summary

The Legislative Policy Division (LPD) compared the City’s fiscal year 2019 Government Wide
Statement of Net Position (i.e., balance sheet) and Statement of Activities for Governmental
Activities (i.e., income statement) with other Cities including: Lansing, Michigan; Memphis,
Tennessee; Louisville, Kentucky; Grand Rapids, Michigan; Baltimore, Maryland; Boston,
Massachusetts; Portland, Oregon; Oklahoma City, Oklahoma; and Kansas City, Missouri. Most
of the cities chosen were comparable in size to Detroit. Grand Rapids was chosen because it is the
State of Michigan’s second largest City and in good financial condition. Lansing was chosen
because it has similar challenges as Detroit. We also chose a mix of cities that were either in good
or poor fiscal health for comparative purposes. '

The City of Detroit’s fiscal health, has improved since the exit from bankruptcy on December 10,
2014. However, even with the benefits from the bankruptcy exit, the City has a way to go to match
fiscally healthy cities such as Grand Rapids. The City has a high Pension and Debt burden (e.g.,
Legacy Costs) that will mostly be paid out of future General Fund revenues lessening amounts
available to provide essential services such as public safety. In addition, the City is among the
lowest in total assessed property value (taxable value) and this combined with the low median
income for the City’s population adversely impacts the City’s collection of tax revenue to provide
funding to pay for both the large debt burden and provide satisfactory services. While the
bankruptey eliminated the City’s retiree health care obligations, the City still has a significant
obligation for retiree pensions, which for the City’s civilian retirement system (General Retirement



System) is of great concern because it has the highest turnover ratios among the cities compared
and is in risk of exhausting its assets and becoming a greater burden on the City’s General Fund'.
Furthermore, the City of Detroit’s infrastructure (Capital Assets) is aged and depreciated and the
City will need funds to replace it>. Also, the City has the second highest amount of tax abatements
of the cities compared.

The results of our comparison of the City of Detroit’s FY 2019 Governmental Activities financial
statements with other cities are detailed below.

Asset Pension  Debt Tax Taxable Pension Taxes

City Liquidity Solvency Maint. Burden Burden Burden Value  Tuimover Abated
Detroit 399.7%  89.6% 64.1%  1.880.1 27986  1,157.3 9,380.6 14.6%  10.2%
Lansing 218.8%  34.0% 69.8% 23419 3895 670.5 17,706.3 142%  12.1%
Me mphis 199.2%  110.4% 49.0% 6382 24740 11134 19,501.2 8.6% 3.8%
Louisville 242,8% 107.8% 72.0% 13485 103735 784.3 97,0925  N/A 6.9%
Grand Rapids 823.3% 122.7% 72.5% 1,085.8 5458 732.5 242743 8.3% 6.2%
Baltimore 228.4%  87.4% 554% 2,746.0 3587.0 2,64.6 60,028.2 9.0% 3.0%
Boston 289.4%  68.7% 52.3% 25256 25840  3,865.7 N/A 10.2% 0.5%
Portland 362.0%  61.9% 78.8% 6,055.9 1,805.0  1,109.4 92,640.0 N/A 2.0%
Oklahoma City 559.9%  204.0% 39.3% 4534 14499  1,067.5 9,133.3 5.0% 4.3%
Kansas City 163.9% 173.0% 30.6% 14373 33974 1,581.4 16,374.9 6.5% 7.2%

o Detroit’s liquidity has improved and it has the ability to pay all its current obligations.
However, most of the City’s cash and investments at June 30, 2019 are either obligated,
restricted or assigned to a specific purpose.

e Detroit was essentially insolvent in FY 2019 as the City’s Governmental Activities
unrestricted net position on June 30, 2019 was a $1.671 billion deficit and the net position
was a $288.5 million deficit. The deficit was primarily due to the net pension liability total
of $1.265 billion and the $1.110 billion of debt that will have to be paid from the General
Fund.? Other cities such as Boston, Portland, Baltimore and Lansing reported a negative net

! It is important to note, however, that City Council approved the establishment of the retirement protection trust fund to help
finance a huge looming pension obligation in 2024 and help stabilize pension obligations thereafter. in March 2017, Moody's
Investors Service considered the establishment of this trust fund a “credit positive”.

2 In FY 2019 the City was able to issue $135.0 million of Unlimited Tax General Obligation (UTGO) bonds to finance capital
projects and improve the City’s infrastructure. This was a huge accomplishment considering the Plan of Adjustment (POA)
assumed the City would be unable to issue general obligation bonds to finance capital projects for quite some time. It is also
important to note that the City in recent ycars has allocated significant General Fund surplus dollars for capital projects in
accordance with the POA. The City’s FY 2019 budget included $52.2 million for capital projects from General Fund surplus dollars,
and the FY 2020 budgct included $32.5 million for capital projects [rom surplus dollars.

3 While the City eliminated a substantial amount of its obligations with the bankruptcy scttlements, it did incur additional debt to
provide for some of the settlements and restructuring/Quality of Life projects. Much of the new debt such as the 2014 B(1) and
B(2) bonds was limited tax general obligation (LTGO) debt and will have to be paid from the general revenues of the City. This
along with other “'secured” LTGO bond debt issued before the bankruptey will divert the City’s General Fund's revenues, which
could have been used for core City services such as police and fire, to pay off the debt service. Of the City’s governmental activity’s
$1.481 billion of General Obligation bond debt at June 30, 2019, a total of $1.110 billion is LTGO debt which will ultimately have
to be paid from the general revenue (source: page 87 of City of Detroit’s FY 2019 CAFR). Furthermore, much of the debt issued
for the bankruptcy scttlements was structured to defer principal payments for several years and will have a greater adverse impact
on the General Fund in the years (2025-2030) the principal becomes due. For example, the City is not required to make a payment
on the 2014 B (1) bonds principal totaling $616.6 million until June 30, 2025 when the first principal payment will be $30.8 million.
The OCFO has taken commendable steps to reduce the LTGO debt and gross debt service for fiscal years 2025-2030 by redeeming

2



position in their governmental activities for FY 2019, primarily due to their pension and OPEB
(Other Postemployment Benefit) liabilities.

e Detroit’s capital assets (infrastructure) are older (more depreciated) and likely in need of
replacement.

e Detroit’s pension burden is lower due to reductions achieved in the bankruptcy. However,
the pension obligations are still high and a challenge, as the City has been setting aside
funding ($129.5 million as of June 30, 2019) to meet them.

e Detroit’s debt burden is higher than most other cities.

e Detroit’s tax revenue collected per population increased in FY 2019 as collections of
property and income taxes were up.

e Detroit’s taxable value per population is significantly lower than cities of similar size
because of the low assessed value of its property.

e Detroit’s civilian retirement system’s payout of benefits is a higher percentage of its
available assets than most other cities that we compared.*

o Detroit’s property taxes abated were the second highest after Lansing of the cities that we
compared.

This comparative analysis reveals the City of Detroit has a long way to go in matching the fiscal
health of other comparable cities. Detroit will be paying for its legacy costs (pension and debt)
long into the future. Detroit needs to: increase its tax and revenue base; improve and maintain its
revenue collections and liquidity; reduce its debt burden on the General Fund; raise its property
value; attract new residents and businesses without incentivizing them through abatement
programs; improve its infrastructure; and ensure that pension system assets are properly managed
and maintained.

Background

The Legislative Policy Division made a comparative study of the City of Detroit’s 2019 CAFR
Government Wide Statement of Net Position (i.e., income statement) and Statement of Activities
for Governmental Activities (i.e., income statement) with other Cities including: Lansing,
Michigan; Memphis, Tennessee; Louisville, Kentucky; Grand Rapids, Michigan; Baltimore,
Maryland; Boston, Massachusetts; Portland, Oregon; Oklahoma City, Oklahoma; and Kansas City,

certain bond obligations. In FY 2019, the OCFO redeemed $52.3 million of the 2014 C bonds with surplus funds. In FY 2019, on
December 13, 2018. the City purchased and canceled, at a discount from par, $197,652,356 of its Financial Recovery bonds, Series
2014 B (192,227,454 Series 2014 B (1) at a purchase price of $87 per $100 in principal amount and $5,424.902 Series 2014 B(2)
at a purchase price of $85 per $100 in principal amount) in exchange for the proceeds from the 2018 DSA Bonds, The OCFO
estimates the debt service for FY 2025-2030 will be reduced by $155 million because afl these redemptions. Debt service beginning
in fiscal year 2025 would have increased by apptoximately $31 million per year through fiscal year 2030 in abscnce of this
transaction. In addition, to the reduced debt service, the City will also save approximately $21.7 million (§11.7 million interest
savings on 2014 C Bonds and $10 million on 2014 B(1) and 2014 B(2) Bonds) as a result of these transactions (source: pages 117-
118 of City’s FY 2018 CAFR and page 85 of the FY 2019 CAFR),

4 Several other cities pension plans were combined with their State pension plans or with an independent retirement services
company who administers the retirement plan for Jocal units of government on a not-for-profit basis and we cannot fairly
compare them to Detroit’s pension plan.



Missouri. Most of the cities chosen were comparable in size to Detroit. Grand Rapids was chosen
because it is the State of Michigan’s second largest City and in good financial condition. Lansing
was chosen because it has similar challenges as Detroit. We also chose a mix of cities that were
either in good or poor fiscal health. Many cities (e.g., Flint, Michigan and Pittsburgh,
Pennsylvania) that we would have liked to include in the analysis had not completed or posted
their FY 2019 CAFR at the time we prepared this report.’

Not all the cities we reviewed are truly comparable to the City of Detroit. Portland and Louisville
don’t have pension systems that are comparable to Detroit’s. We also found that many cities had
vibrant tourism and businesses that contributed significant revenue to the City which boosted their
revenue per population totals. Some of these cities were allowed to have other taxing sources such
as sales tax. We tried to select measures that we could fairly compare and draw reliable conclusions
from.

Detailed below are the measures and formula (Ratio Equation) we used to compare Detroit and the
other cities.

Measure Ratio Equation
Liquidity Cash & investments/current liabilities
Liquidity/Solvency Total assets/total liabilitics
Asset Maintenance Accum. depreciation/capital assets
Pension Burden Net pension liability/population
Debt Burden Long-term debt/population
Tax Burden Taxes/population
Community Well Being Taxable value/population
Pension Turnover GRS Total expenses/net position
Taxes Abated Tax abatements/propertly tax revenuces

We also analyzed the City of Detroit data from 2011 to 2019 for these measures to show the
performance trend over the past 9 years. Listed below is the City of Detroit trend data for the fiscal
years 2011 to 2019.

Fiscal Year

Measure 2011 2012 2013 2014 2015 2016 2017 2018 2019
Liquidity 406%  258%  40.1%  59.6%  2223% 2684%  359.8%  3445%  3997%
Solvency 85.7%  83.0%  793%  99.1%  659%  884% 8§2.1% 85.5% 89.6%
Asset Maintenance ~ 62.7%  63.3%  64.6%  64.7% 65.8%  61.5% 63.4%  646%  64.1%
Debt Burden 4369.0 43706 46165 35245 27968 2687.6 25787 25142 27986
Tax Burden 995.8  969.7 9417 936.3 990.3 10483 11409 999.6 11573

Taxable Value 151681 141824 13221.8 125831 103008 96080 89746 91404 93806
Pension Turnover 14.0%  18.3% 182%  20.3% 14.3%  15.3% 13.8% 13.2% 14.6%
Tax Abatement : 7%  196%  102%

5 Detroit produced its 2019 CAFR before the December 31% deadline, which creates benchmarking issues when other cities
haven’t finished or posted their CAFRs.
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Comparative Analysis

Liquidity

Liquidity measures the City’s cash and investments and ability to meet its current obligations. In
the past (pre-bankruptcy) when the City’s liquidity was poor it had insufficient cash to meet its
current obligations such as pension annual required contributions and payments to vendors. The
graph below shows that Detroit’s liquidity is higher than most of the cities we compared. The City
has the ability to more than meet its current obligations.
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The graph below shows Detroit’s liquidity trend over the past nine years and shows significant
improvement. The City’s liquidity was lowest during the period before it entered bankruptcy. The
liquidity improvement was mainly due to the elimination of obligations and receipt of bond
proceeds for Quality of Life projects through the Plan of Adjustment.
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The City needs to maintain its liquidity over 200% to ensure it has sufficient cash and investments
to meet its current obligations. Although the City’s liquidity position has significantly improved
coming out of bankruptcy, cautionary notes are warranted. First, the City still has looming
increases in pension and debt obligations, as will be discussed below. Secondly, although $638.1
million in General Fund cash and investments as of June 30, 2019 is sizable, the lion share of it is
either obligated, restricted or assigned to a specific purpose.
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Solvency

Solvency measures all the City’s assets available to meet all its obligations. A ratio of less than
100.0% is unsatisfactory and means the City has a net position deficit and is insolvent. The graph
below shows that even with Detroit’s exit from bankruptcy it is insolvent. Lansing, Baltimore,
Boston and Portland had lower ratios than Detroit. All the insolvent cities have large pension and
debt burdens and a net position deficit. Many cities are having difficulty with solvency due to the
implementation of the Governmental Accounting Standards Board Statement (GASB) No. 68,
Accounting and Financial Reporting for Pensions and GASB No. 75, Accounting and Financial

Reporting for Postemployment Benefits Other than Pensions®.
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The graph below details Detroit’s solvency over the past nine years and shows improvement in
2014 but a sharp decline in FY 2015. This was primarily due to the implementation of GASB 68
which added the net pension liability to the Governmental Activities Statement of Net Position in
FY 2015 and the large amount had an adverse impact on the City’s net position. The improvement
in FY 2016- FY 2019 was due to the pension settlements in bankruptcy which reduced the net
pension liability by $1.1 billion. Detroit still needs significant reductions in its long-term debt and
net pension liability to be solvent financially on a long-term basis.
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6 The City eliminated its retiree health care plan in bankruptcy which greatly reduced its postemployment benefits
other than pensions long-term obligations.



Asset Maintenance

Asset maintenance compares the City’s accumulated depreciation to depreciable capital assets. It
shows the age of assets and infrastructure. A higher percentage indicates that assets are more
depreciated and older. Detroit maintains a huge amount of infrastructure and assets for a large area
that is much greater than its population needs’. As a result, the maintenance and replacement costs
are more than the City with its depressed population and tax base can currently afford. The graph
below shows a high asset maintenance ratio for those cities that are struggling financially such as
Lansing and Portland. Detroit’s asset maintenance ratio is relatively high. Detroit infrastructure
and assets such as streets, water pipes and mains, buildings, and vehicles will likely need to be
replaced or renovated soon or maintenance costs will increase. The normal process is to find grants
or issue debt to fund such replacements. As noted above, In FY 2019 the City was able to issue
$135.0 million of Unlimited Tax General Obligation (UTGO) bonds to finance capital projects

and improve the City’s infrastructure.
Asset Maintenance

90.0%
80.0% 69.8% 72.0% 72.5%
70.0%
60.0%
50.0%
40.0%
30.0% 39.3%
20.0% 30.6%
10.0%

0.0%

78.8%

Accum. Dep/Capital Assets

Jonaq
Suisueq
siydway
J||IASINOT
aiowyeg
uojsog
pue[yod
Au) sesuey)

spidey pueso
Ayp ewoyepio

The following graph details Detroit’s asset maintenance percentage over the past nine years. The
ratio declined in FY 2016 because of a large write-off of fully or nearly fully depreciated capital
assets resulting from a comprehensive inventory conducted in FY 2016. The City still has a high
asset maintenance percentage and consideration needs to be given to improving the aging City
infrastructure through replacement, and renovations.
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7 The Cities of Boston, San Francisco and the borough of Manhattan could fit inside the land area of Detroit. The City once had
nearly 2 million in population in 1950 and now has approximately 670,000.
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Pension Burden
Pension Burden measures the City’s Net Pension Obligation per the population. A large Net

Pension Liability is a burden to a governmental entity as it represents legacy obligations that must
be paid out of the current resources of the government.

In FY 2015 the City and most other governments implemented the provisions of GASB No. 68,
Accounting and Financial Reporting for Pensions and GASB Statement No. 71, Pension
Transition for Contributions Made Subsequent to the Measurement Date — an amendment of GASB
Statement No. 68. As a result, the government-wide statements and the proprietary funds now
include a Net Pension Liability for the City’s unfunded legacy pension costs. The City recorded a
$1.265 billion Net Pension Liability on the June 30, 2019 City’s Governmental Activities’
Statement of Net Position. Detroit’s pension burden is not as high as the other cities that are
struggling financially such as Lansing and Portland in FY 2019 because the pension scttlements
in bankruptcy allowed Detroit to reduce its net pension liability. However, Detroit still has a
significant net pension liability that is a challenge to fund with its limited tax and other revenue
sources.
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Debt Burden

Debt burden measures the City’s long-term debt to population. A large debt burden is a concern
when there are insufficient assets available to cover it. It is more likely funds for debt payments
will have to come out of future revenues, which will decrease revenues to pay for essential services
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Dlivil G puuiiiv SGive J

As detailed in the graph below, Detroit had a higher debt to population ratio than the other cities
except for Baltimore and Kansas City. Baltimore and Kansas City have higher debt burdens, but
also had higher assessed property values and the ability to raise more tax revenues to fund the debt

as it comes due.



Debt Burden
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The following graph details Detroit’s debt burden over the past nine years. Detroit’s debt burden
decreased significantly in FY 2014 mainly because of the elimination of $766.1 million of retiree
health benefits (OPEB) liabilities. In FY 2015 the debt burden decreased due to the elimination
of debt, mainly POCs, through the Bankruptcy’s Plan of Adjustment. The FY 2016 reduction was
due to the retirement of debt including $30 million of the bankruptcy exit financing. As noted
previously (see footnote 3), the OCFO has done its best over the past three years to lower the City’s
debt obligations by refunding and retiring certain debt. As noted previously, the City’s debt
increased in FY 2019 due to the issuance of the $135 million of UTGO bonds. In addition, $55
million of revenue bonds were issued in FY 2019 for Street repairs and maintenance.
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Detroit’s debt burden will continue to be a drain on General Fund revenues well into the future.
Most of the City’s debt lacks a dedicated revenue source like the property tax millage that pays for
the debt service on the unlimited tax general obligation bonds. The newer Limited Tax General
Obligation bond debt issued per the Plan of Adjustment was secured and will be paid off with
revenues from income tax and State revenue sharing. Such debt will always impair a City’s fiscal
health. :



Tax Burden
Tax burden measures the tax revenues per the population. A high tax burden can mean many

things. The obvious is that the citizen taxpayers may be paying a high rate of taxes. On the positive
side it may mean that tourists, businesses and other sources are providing tax revenue and the rate
is high because it is only spread over the City’s population. The graph below shows Detroit’s tax
burden is in the middle range of the cities we benchmarked. Detroit has a high millage property
tax rate and other taxes such as income, utility and casino taxes. The tax burden would be even
higher if the City’s assessed property values and the median income level wasn’t so low. Also,
other cities derive more tax revenues from non-citizens such as tourists and businesses.
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Detroit needs to increase its tax base and revenues. The following graph shows Detroit’s tax
burden over the past nine years.
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The Tax Burden increased in fiscal years 2016, 2017, and 2019 mainly because property, income
and wagering taxes were much higher than the prior years and the City’s population continued to
decline per the Census Bureau estimate. Detroit’s property tax revenue collected decreased in FY
2018 as collections of property taxes were down due to reductions in tax assessments and UTGO
debt service.
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Detroit’s tax burden declined from 2010 to 2014 due to reduced tax revenue collections, primarily
property and wagering taxes. Also, assessed property values have fallen in the City contributing
to the decline in property tax revenues. The Headlee amendment of 1978, which restricts property
tax revenues a city can collect, has adversely impacted tax revenues to Michigan cities. This
contributes to the low tax burdens for cities in Michigan.

Taxable Value

Taxable Value measures the taxable property values including residential, commercial, industrial
and personal property, per the population. The graph below shows that the fiscally healthy cities
have higher taxable values per their population than Detroit. As a result, they are able to generate
higher tax revenues.
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The graph below shows Detroit’s taxable value trend over the past nine years. Detroit’s taxable
value increased in FY 2018 and FY 2019 due to developments and improvements. The City still
has a low taxable value because of the poverty, foreclosures, and reductions in assessed values due
to the city-wide reappraisal of residential and commercial properties and improvements in the
City’s assessors division.
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Detroit’s property values and tax base needs to increase in order for it to obtain tax revenues
sufficient to provide satisfactory services and maintain infrastructure for its residents.
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Pension Turnover
Pension Turnover measures the City’s General Retirement System (GRS — Civilian Retirees

Legacy System Component II) total annual expenses divided by the net position (assets less
liabilities) of the Fund. It measures the turnover/depletion of the pension fund’s assets. The graph
below shows Detroit’s GRS assets are turning over much quicker than the other cities. If the City’s
pension fund assets were depleted there would be a greater burden on the City’s general fund to

pay for retiree pensions.
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If the City’s legacy general retirement system (GRS) net position ($1,811,289,106) on June 30,
2019 did not increase and the annual payment/deductions ($264,643,473) remained the same, than
the assets would be fully depleted in 6.8 years (1,811,289,106/264,643,473 ot 100%/14.6%).
Louisville and Portland general retirement pensions were not comparable and we did not include

them in the analysis®.

The graph below shows Detroit’s pension turnover rate over the past nine years. The rate increased
from 2012 to 2014, as the City had a larger number of retirees and benefits and expenses paid out
due to the bankruptcy. The rate decreased in FY 2015 due the reduction of benefits and expenses
and contributions made per the “Grand Bargain” in accordance with the Plan of Adjustment. The
bankruptcy resulted in the: (1) freezing of the GRS legacy pension plan; (2) 4.5% cut to retiree
benefits; (3) annuity clawback; (4) elimination of the cost of living adjustment; and (5) “Grand
Bargain” proceeds, which will increase the GRS pension fund assets and lower the turnover rate.
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3 Louisville and Portland general retirement pensions were not comparable to Detroit’s since their pension plans
were either combined with their State pension plans or were a part of an independent retirement services company
who administers the retirement plan for local units of government on a not-for-profit bases.
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Taxes Abated

Taxes abated measures the City’s property tax revenues foregone, as a percentage of property tax
revenues’, to encourage economic development or some other special purpose that benefits the
City. The City of Detroit has granted a large amount of tax abatements over the years in an effort
to facilitate economic development in the City and to enhance the City’s economic wellbeing. Tax
Abatements were reported for the first time for FY 2017, as required by GASB Statement No. 77,
“Tax Abatement Disclosures”!®. The graph below details that Detroit had the second largest
amount of property taxes abated after Lansing of the cities we compared.
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In FY 2019, Detroit had $20.6 million of tax abatements or 10.2% of the property tax revenues
and abatements combined. Detroit had $38.7 million of tax abatements per the 2018 CAFR or
19.6% of the property tax revenues and abatements combined. The decrease in the percentage of
tax abatements in FY 2019 was mainly due to the omission of the personal property tax
exemptions, which were $11.1 million in FY 2018. We have requested that the OCFO provide us
with the reason for the omission of the personal property tax exemptions and the reason for the
decline in other tax abatements in FY 2019.

Other cities reported much less in taxes abated than Detroit except for Lansing. Lansing had $5.8
million of tax abatements for FY 2019 or 12.1% of its '$47.4 million total of property taxes and tax
abatements. Baltimore actually had the largest amount of tax abatements of the cities we compared
at $28.4 million for FY 2019 but it also had $909.3 million of property taxes which resulted in a
394 tax abatement rate which was much lower than Detroit’s 10.2%. The City of Detroit needs to
carefully manage abatements to ensure that the benefits are greater than the loss of property tax
revenue.

% Property tax revenues plus tax abatements
10 pages 122-123 of the 2019 CAFR, Note 14
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FROM: David Whitaker, Directgt /- d’N
Legislative Policy Diviston*Staff
DATE: February 4, 2020
RE: Review of the 2019 Comprehensive Annual Financial Report (CAFR) for the City
of Detroit

Executive Summary

The Legislative Policy Division (LPD) in this memorandum provides the City Council a report on
the Comprehensive Annual Financial Report for the Fiscal Year Ended June 30, 2019 (2019
CAFR). A copy of the 2019 CAFR has been presented to the members of the Budget, Finance and
Audit Committee for review.

We acknowledge and commend the efforts of the OCFO (Office of the Chief Financial Officer)
staff to complete the 2019 CAFR on December 14, 2019 ahead of the deadline of December 31,
2019.

Plante & Moran, PLLC, the City’s independent auditor, issued an unqualified (“clean”) opinion
for the 2019 CAFR, including its audited financial statements and related footnotes. A clean
opinion does not mean that the City’s financial condition is satisfactory. Essentially a “clean”
opinion means that the City’s 2019 CAFR is fairly presented in all material aspects. As a result,
investors, creditors, rating agencies and other interested parties reading the City’s 2019 CAFR can
rely on the audited financial statements and the information contained therein.

LPD’s review of the 2019 CAFR was based on the following focus questions:
o Will the City of Detroit be able to pay its bills (both expected and unexpected) on time
(near-term financing situation)?
e s the City of Detroit’s financial health improving or deteriorating (long-term financial
condition)?



e To what extent has the City’s emergence from bankruptcy on December 10, 2014
improved the City’s financial condition (post-bankruptcy impact)?

o Is it likely that today’s financial position for the City of Detroit will improve or
deteriorate in the future (economic condition)?

LPD’s review of the 2019 CAFR focuses on major issues we raise from our review of the 2019
CAFR as we feel the 2019 CAFR addresses the preceding focus questions. However, to gain a
broader “high level” understanding of the 2019 C AFR from a financial perspective, LPD
encourages the reader of this report to also read the “Introductory Section & Transmittal Letter”
(pages i-vi of the 2019 CAFR) and the “Management Discussion and Analysis” section (pages 3-
16 of the 2019 CAFR) in the 2019 CAFR.

Major Issues from the City’s General Fund Financial Statements in the 2019 CAFR (Near-
term perspective)

e Note: the governmental fund financial statements are used to assess a government’s near-
term financing situation since their measurement focus is primarily near-term. The City’s
chief governmental fund that is reported in the 2019 CAFR is the “General Fund”. Most of
the City’s basic services, such as public protection (police and fire), recreation and general
services, are reported in the General Fund. Taxes and intergovernmental revenue generally
fund these services. Whether or not the General Fund’s “fund balance” (assets and deferred
outflows of resources' less liabilities and deferred inflows of resources) is in a surplus or
deficit position is a key indicator of the financial health of the City of Detroit as a
government from a near-term perspective.

e The City’s General Fund ended up with an $80.9 million operating surplus for FY 2019.

e The General Fund had an accumulated unassigned fund balance (surplus) of $123.2 million
at June 30, 2019, a $8.3 million decrease from the $131.5 million accumulated unassigned
surplus at June 30, 2018.3 This means the City had sufficient assets to pay its obligations
at June 30, 2019. Expenditures were less than budgeted mainly due to unfilled positions.

e The City’s General Fund assets and deferred outflows of resources exceeded its liabilities
and deferred inflows of resources by $692.1 million. As a result, the General Fund had a
total fund balance at June 30, 2019 of $692.1 million, an $80.9 million increase from the
$611.2 million total fund balance at June 30, 2018.

o Most of the General Fund total fund balance of $692.1 million at June 30, 2019 is assigned
for reinvestment, future liabilities, and potential risks: a) $77.3 million for Budget Reserve;

U A deferred outflows of resources is a consumption of net position that applies to a future period and so will not be
recognized as an outflow of resources (expense) until then. An example of a deferred outflow of resources is an
cmployer pension contribution made after the measurement date.

2 A deferred inflows of resources is an acquisition of net position that applies to a future period and so will not be
recognized as an inflow of resources (revenue) until that time. An example ofa deferred inflow of resources 15 a grant
revenue received past the period of availability.

3 The City has used the General Fund accumulated unassigned surplus for important expenditures. Of the FY 2018
$131.5 million accumulated unassigned surplus, $73 million was budgeted in FY 2020 for blight remediation; $32.5
million was budgeted in FY 2020 for capital improvements; and $12.1 million was budgeted in FY 2020 for risk
management.
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b) $76.6 million for Risk Management Fund; c) $105.5 million for blight and capital
projects; and d) $56.3 million for subsequent appropriations. In addition, a total of $129.5
million of the fund balance is set-aside and restricted for future pension contributions.

The General Fund’s cash and investments and restricted cash at June 30, 2019 totaled
$638.1 million. The main reason for the General Fund’s improved liquidity was the
significant reduction of certain obligations (especially pension and retiree health care costs)
from the bankruptcy. The graph below details the General Fund’s improved liquidity per
cash and investments and total fund balance for fiscal years 2019, 2018, and 2013.
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Although the General Fund is now able to pay its bills on time, and its financial health is
improving, cautionary notes are warranted. First, the City still has looming increases in
pension and debt obligations. Secondly, although $638.1 million in General Fund cash and
‘nvestments is sizable. the lion share of it is either obligated, restricted or assigned to a
specific purpose.

Major Issues from the City’s Governmental-Wide Financial Statements in the 2019 CAI'R (Long-

term perspective)

Note: the government-wide financial statements are designed to provide readers with a
broad overview of the City’s finances, in a manner similar to a private sector business. The
government-wide financial statements are used to best assess the City’s citywide financial
condition since their measurement focus is primarily long-term. For government-wide
statement of net position (i.e., balance sheet), how net position (total assets and deferred
outflows less total liabilities and deferred inflows) changes over time can indicate how well
a government is covering future cost of governmental operations with available resources
over the long-term.

The governmental activities and business-type activities financial statements comprise the
primary government’s (citywide) financial statements: Government activities- most of the
City’s basic services, such as police and fire, are reported under this category. Taxes and
intergovernmental revenue generally fund these services; Business-type activities- the City
charges fees to customers to help it cover all or most of the cost of services it provides,
such as water and transportation.



o As the previous graph indicates, the primary government’s unrestricted net position deficit
was $898.3 million, which means there was a shortage of assets available to meet all the
City’s obligations if they were immediately due and payable on June 30, 2019. This was
mainly due to the City’s huge legacy pension and debt obligations which are detailed below
for fiscal years 2019, 2018, and 2013.
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Primary Government Financial Results
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Primary Government Legacy Debt Burden
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1,451,905,000

Over time, increases and decreases in net position measure whether the City’s citywide
financial condition is improving or eroding. The primary government’s (citywide) net
position (net worth) was $970.2 million, meaning total assets and deferred outflows of
resources exceeded total liabilities and deferred inflows of resources by $970.2 million at
June 30, 2019, an increase of $72.2 million from the $898.0 billion net position at June 30,
7018. The increase was mainly due to the $77.3 million increase in income tax revenues.

The graph below details the primary government’s financial results for fiscal years 2019,
2018 and 2013.
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e The City’s net pension liability of $1.551 billion and $1.368 billion of LTGO (Limited Tax
General Obligation) debt* are 30% and 27%, respectively, of the primary government’s
total liabilities of $5.100 billion on June 30, 2019. These large pension and debt obligations
threaten the financial health of the City moving forward. While the bankruptcy reduced or
eliminated pension, retiree health care (OPEB), and POC (Pension Obligation Certificate)
long-term debt, the City still has substantial obligations for the legacy pension and LTGO
debt. The LTGO debt will mostly be paid from the revenues of the General Fund which
will leave less funding available for City services.

o After June 30, 2023, the City will have significant annual obligations to fund pensions,
especially if the Net Pension Liability is not significantly reduced by then. Beginning in
2024, the Plan of Adjustment assumed that the UAAL (Unfunded Actuarial Accrued
Liability’) would be funded over 30 years and projected an annual General Fund
contribution of $111 million beginning in fiscal year 2024. Based on the latest actuarial
valuation as of June 30, 2019, the anticipated General Fund contributions starting in FY
2024 are projected to be $164.3 million®. Fortunately, the OCFO has taken action to
mitigate the pension required contributions in 2024 by setting aside $129.5 million from
General Fund surpluses in the Retirement Protection Trust Fund as of June 30, 2019.

o Of the primary government’s $1.551 billion net pension liability at June 30, 2019, $692.2
million was attributable to the General Retirement System (GRS), and $859.2 million was
attributable to the Police and Fire Retirement System (PFRS)’. The primary government’s
net pension liability decreased $10.0 million from the $1.561 billion balance on June 30,
20188

o Of the GRS primary government net pension liability of $692.2 million, $691.2 million
was attributable to the GRS legacy Component II pension plan, and $1.0 million to the
Component I new pension plan per the bankruptcy. Of the PFRS net pension liability of
$859.2 million, all of it was attributable to the PFRS legacy Component I1 pension plan,
and ($33.2) million (net pension asset, meaning pension system’s plan fiduciary net
position exceeds pension system’s total pension liability) to the Component [ new pension
plan per the bankruptcy. The GRS legacy Component II pension plan was 70.0% funded
as of June 30, 2018. The PFRS legacy Component 11 pension plan was 76.9% funded as of
June 30,2018.°

e The General Retirement System (GRS) Legacy Pension Fund (Component II) had total
expenditures of $264.6 million for the year ended June 30, 2019'°. The total Net Position
of the fund was $1.811 billion at June 30, 2019, a $142.0 million decrease from the prior

4 Limited Tax General Obligation (LTGO) debt is typically paid from General Fund revenues. Unlimited Tax General
Obligating (UTGO) debt is typically paid from a property tax debt millage that was approved by the voters.

S The Unfunded Actuarial Accrued Liability (UAAL) represents the amount of actuarially accrued liabilities greater
than the actuarially value of assets of a pension plan.

o Page 118 of the 2019 CAFR, Note 13, Pension Settlements

7 Pages 107-108 of the 2019 CAFR and from 2018 actuarial reports.

3 The GRS Pension and Police and Fire Pension Plans investment rate of return net of fees and expenses were 6.5%
and 8.2%, respectively for the year ended June 30, 2018 per the FY 2019 Pension Financial Statements (Page 8 GRS
and Page 8§ PFRS).

? Pages 130 and 131 of the 2019 CAFR, Schedule of Changes in Net Pension Liability and Related Ratios.

10 GRS (Component II) “total expenditures” is synonymous with “total deductions” on page 189 of the 2019 CAFR.
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year'!. The GRS Legacy Pension Fund has a high payout ratio (1:6.8) compared to its net
position, meaning if GRS pension expenditures continue at this rate, total GRS pension net
position would be depleted in approximately six years and ten months. The Net Pension
Liability to the GRS Legacy Pension Fund was $832.7 million as of June 30, 2018.'* The
City’s pension obligations are a burden that have to be closely monitored.

e The Police and Fire Retirement (PFRS) Legacy Pension Fund had total expenditures of
$312.7 million for the year ended June 30, 2019'3. The total Net Position of the fund was
$2.676 billion at June 30, 2019, a $195.3 million decrease from the prior year'#. The PFRS
Legacy Pension Fund has a lower payout ratio (1:8.6, meaning the total PFRS pension net
position would be depleted in approximately eight years and seven months at this rate of
PFRS pension expenditures) than the GRS Legacy Pension Fund but it is still of concern.
The City’s Net Pension Liability to the PFRS Legacy Pension Fund was $859.2 million as
of June 30, 2018.1

e Ofconcern is the transfer of $9.0 million and $4.0 million transfer from the GRS and PFRS
Legacy pension funds, respectively, in FY 2019 to the Component 1 pension plans.'® It
appears the legacy plan annuitants are funding the new pension plans with the excess
earnings from their annuities. The earnings should be retained by the annuity fund to
provide for investment shortfalls in future years. We need for the OCFO and retirement
systems to better explain these transfers.

o  The OCFO has taken commendable steps to reduce the LTGO debt and gross debt service
for fiscal years 2025-2030 by refunding certain bond obligations. In FY 2019, the OCFO
refunded $197.7 million of the 2014 B(1) (8192.2 million) and B(2) ($5.5 million) bonds
with the proceeds from the issuance of $176.0 million, Distributable State Aid Fifth Lien
Financial Recovery Refunding Bonds (Limited Tax General Obligation Bonds), Series
2018 Bonds to the Michigan Finance Authority. The refunding was done to reduce the
gross debt service for fiscal years 2025-2030 by approximately $155.0 million. In addition
to the reduced debt service, the City will also save approximately $10.0 million as a result
of this refunding.!”. Debt service beginning in fiscal year 2025 would have increased by
approximately $31 million per year through fiscal year 2030 in absence of these
transactions.

e The primary government (citywide) had $2.132 billion in total revenue for the year ended
June 30, 2019, an increase of $251.4 million from the prior fiscal year. The primary
government had $2.064 billion in total expenses for the year ended June 30, 2019, an

I Page 189 of the 2019 CAFR

12 page 101 of the 2019 CAFR. Per page 99 of the 2019 CAFR, as permitted by GASB No. 68, the City has chosen to
usc June 30, 2018 as

statements.

13 PFRS (Component II) “total expenditures™ is synonymous with “total deductions” on page 190 of the 2019 CAFR.
4 Page 190 of the 2019 CAFR

IS Page 102 of the 2019 CAFR. Per page 99 of the 2019 CAFR, as permitted by GASB No. 68, the City has chosen to
use June 30. 2018 as its measurement date for the net pension liability (asset) for its fiscal year 2019 financial
statements.

16 Pages 189 and 190 of the FY 2019 CAFR

7 page 85 of the 2019 CAFR, Note 7 — Long-term Debt
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increase of $167.4 million from the prior fiscal year. As a result, total primary government
revenues exceed total expenses by $68 million.

We noted an error on page 20 of the FY 2019 CAFR. The Governmental Activities Net
Position (Deficit) — Beginning of year (as restated, see Note 1) was $337,838,390 and
appears to be $1,244,265 in error. The balance per the FY 2018 CAFR (page 21) was a
deficit of $341,907,770. Note 1 (page 51) details the adjustment to increase the beginning
net positon for governmental activities by $2,825,115. As a result, The Govyernmental
Activities Net Position (Deficit) — Beginning of year (as restated, see Note 1) should be a
deficit of $339,082,655 (341,907,770 — 2,825,115). The OCFO needs to explain how it
determined the FY 2019 beginning balance deficit of $337,838,390. If such an error was
made the integrity of the FY 2019 CAFR financial statements would be questionable.

Primary
Governmental Business-Type Government
Activities Activities Total

Net position - June 30, 2018 - As previously reported  § (341,907,770) 1,239,945,407 898,037,637

To restate Fiduciary Funds to ISF 2,825,115 2,825,115
Net position - June 30, 2018 - As restated $ (339,082,655) 1,239,945,407 900,862,752
Amount per 2019 CAFR (337,838,390) 1,239,945,407 902,107,017
Difference (1,244,265) - (1,244,265)

Maijor Issues from the City’s Enterprise Fund Financial Statements in the 2019 CAFR

(Long-term perspective)

The City’s enterprise funds'® had a net position of $1.259 billion at June 30, 2019, an
increase of $19.0 million from the $1.240 billion net position at June 30, 2018. The
enterprise fund cumulative unrestricted net position totaling $773.2 million in FY 2019
was 2 $23.9 million decrease from the $797.1 million in FY 2018.

In FY 2019 Water and the Sewage Disposal Funds had unrestricted net positions of $456.9
million and $543.1 million, respectively, mainly due to the bifurcation which exchanged
the water and sewer regional systems assets and liabilities including long term debt to
GLWA for $50.0 million in annual lease payments over 40 years effective January 1, 2016.
The unrestricted net position increased $10.4 million for Water and decreased $12.7
million for Sewage in FY 2019 from the prior year.

While the Water and Sewage Disposal Funds have large unrestricted net positions at June
30, 2019, both funds have large capital and infrastructure repair and replacement needs and
debt obligations to GLWA that will require a large share of that unrestricted net position.
A benefit of the net unrestricted net position is that water and sewer rate increases to Detroit
customers will be mitigated, as the unrestricted net position through the annual $50 million

18 The 2019 CAFR classifies “enterprise funds” as “business-type activities” in the City’s government-wide financial
statements.



lease payment from GLWA, will provide a significant amount of the funding for both
Funds’ capital, infrastructure, and debt obligation needs."”

In FY 2019, both the Water and the Sewage Disposal Funds had positive income (Change
in Net Position) of $15.7 million and $24.8 million respectively.

The lease receivable from GLWA on DWSD’s Statement of Net Position does not agree
with the lease payable on GLWA’s Statement of Net Position for FY 201 9. GLWA shows
the lease to be $25.5 million less than DWSD for the Water Fund and $31.1 million less
for the sewage Disposal Fund. Detailed below is the difference. GLWA and DWSD use
a different discount rate which causes the difference in the reported amounts.

in Millions
Water Sewer
DWSD GLWA Difference DWSD GLWA Difference
Receivable From GLWA § 447.0 421.5 25.5 $ 546.3 515.2 31.1

It is important to note that as of June 30, 2019, the Sewage Disposal Fund shows a balance
of $44.0 million in a liability account entitled “shortfall loan payable to Great Lakes Water
Authority”.2° This appears to be atttibutable to a negative balance caused by a budget
shortfall of $47.8 million for the DWSD sewer fund which exceeds the two percent
threshold (i.e., actual receipts falling short of budget for either the water fund or sewer fund
by greater than two percent) per the 2018 MOU. The budget shortfall not cured by the end
of the fiscal year following the year in which they arise shall be repaid in full, in
installments over a period not to exceed three fiscal years. The installment payments will
include a surcharge based on the three-year U.S. Treasury note plus 150 basis points.?!

The City needs to closely observe the financial performance of the Water and Sewage
Disposal Funds after the bifurcation to ensure revenues cover expenses and essential
services are provided.

The Transportation Fund had an unrestricted net position deficit at June 30, 2019 of $255.7
million, a $32.0 million increase from the $223.7 million deficit on June 30, 2018, mainly
due to a $25.2 million increase in net pension liability. The General Fund contributed
$61.5 million in- subsidies to the Transportation Fund in FY 2019, which is $6.3 million
more than the General Fund contribution of $55.2 million made in FY 2018.

The Public Lighting Authority of Detroit (the “PLA”) had a $35.9 million net position at
June 30,2019, a $1.0 million increase from the $34.9 million at June 30, 2018. In addition,
the City provided a subsidy of $10.1 million to the PLA. The PLA had an unrestricted net
position of $30.7 million in the FY 2019 CAFR, which is mainly due to the $18.8 million

14 + ] Mantad that 211 1 A+ writg Gt Anlt Al gats
SXLES5 utlhty user tax revenues concctea tnar win 0C usCa 1o pay iis Ul acot O011gations

19 Attachment V “Questions on FY 2017 DWSD Financial Statements Net Position and DWSD Management
Responses”

2 page 27 of the 2019 CAFR.

21 Note 20. Subsequent Events on page 76 of the 2018 GLWA CAFR.
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(the PLA collects $12.5 million in utility users’ tax annually from the General Fund to meet
annual debt service requirements).?

Other Enterprise Funds include the Airport Fund and Parking Fund. The Parking Fund net
position on June 30, 2019 was $27.8 million, a decrease of $4.6 million from the $32.4
million net position on June 30, 2018. The Parking Fund reported a $7.1 million asset
contribution to governmental activities which contributed to the decrease in net position.
The OCFO needs to explain what this transaction was. The Millennium parking garage
was sold on July 19, 2019 for $18.7 million. Its book value was $7 million. The gain was
approximately $11 million after expenses. The proceeds were used for land acquisitions
for the FCA project. The Airport Fund had a $6.7 million unrestricted deficit net position
on June 30, 2019, an increase of $2.9 million from the $3.8 million unrestricted deficit net
position at June 30, 2018. A lawsuit settlement was the major reason for the increased
deficit. The General Fund subsidy to the Airport increased $1.3 million to $2.2 million for
FY 2019 from the $.9 million in FY 2018.

The new Internal Service Funds (Employees Benefit Plan Fund and Disability Income
Protection Plan Fund) were reported with the Enterprise Funds as Governmental Activities
in the FY 2019 CAFR. The Employee Benefit Plan Fund had a $2.2 million net position
on June 30, 2019. The Disability Income Protection Plan Fund had a $.9 million net
position on June 30, 2019. An Internal Service Fund is a fund used in governmental
accounting to account for goods or services shifted between departments on a cost
reimbursement basis. The Employee Benefit Plan Fund provides the City’s employees
health care (e.g., hospitalization premiums) and other insurance benefits such as life,
dental, and vision. The Disability Income Protection Plan Fund provides the disability
insurance for qualified disabled City employees. The Fund that the employee works in is
responsible for reimbursing the Internal Service Fund for the costs incurred. We in LPD
would like to sec an Internal Service Fund created for Risk Management so that all claims,
litigation and workers compensation costs can be properly accounted for and properly
reimbursed.

City of Detroit’s Financial Condition has improved since its Emergence from Bankruptcy on

December 10, 2014

Since bankruptcy, the City’s fiscal position has stabilized and strengthened®*:

The City now has achieved a balanced budget for the fifth consecutive year. While the
Finance Review Commission (FRC) has no active role any longer it will continue to exist
for a 10-year term. The City is still required to submit monthly financial reports, adopted
budget and 4-year financial plan to the FRC each year. So long as the City continues to
balance its budgets and meet other basic fiscal requirements, the FRC will stay inactive for
the rest of its existence.?*

Three credit rating upgrades in less than three years.

22 Attachment VI represents LPD’s calculation of the $18.8 million in excess utility users tax revenues collected for
the purpose of paying future PLD debt obligations.

23 Most of the information in this section is from pages iv and v of the 2019 CAFR

249019 CAFR, Note 13, pages 121-122



e Detailed below are the General Fund surplus for FY 2015-2019:

o General Fund surplus for FY 2015 $384.3 million®
o General Fund surplus for FY 2016 $ 62.9 million
o General Fund surplus for FY 2017 $ 53.8 million
o General Fund surplus for FY 2018 $ 18.4 million
o General Fund surplus for FY 2019 $ 80.9 million

e Over the past three years, the City’s grants management reform efforts have reduced the
City’s questioned costs by millions of dollars, decreased the number of audit findings, and
helped to close numerous federal corrective action plans. As a result, the City is a more
successful grantee and has secured hundreds of millions in public and private grants to
support neighborhood revitalization and service improvements.

o Income tax revenue has increased 42% over five years ($361.0 million in FY 2019
compared to $253.8 million in FY 2014).>¢

o The Property tax collection rate has increased to 83% in FY 2019 compared to 69% in FY
2014.

e In February 2018, the OCFO established an Administrative Issuance System, which
includes key policies, process flows, standard operating procedures, and detailed work
instructions for all operations with the OCFO. Hittps://detroitmi.gov/departments/office-
chicf-financial-officer/administrative-issuance-system can be visited for a current listing
of all policies.

It is Likely that the City of Detroit’s Financial Position will improve in the future (Economic
condition perspective) - Major Observations on Economic Condition and City Improvements
from the City’s Other Supplementary Information in the 2019 CAFR

Tnevitably, a government’s financial position will be effected by its circumstances (e.g., the vitality
and diversification of the local economy, the breadth and depth of the government’s tax base). Past
experience often is vital to predicting future developments (e.g., Have intergovernmental revenues
been increasing or decreasing over time? Has the government’s population been growing or
shrinking?). Economic condition focuses on the likelihood that today’s financial position will
improve or deteriorate in the future. Much of the information needed for assessing economic
condition involves either nonfinancial data (e.g., population and unemployment) or financial data
presented for multiple years (e.g., 10-year trends). Such data typically are located either in the
introductory section & transmittal letter of the CAFR, in the statistical section’” of the CAFR
and/or as part of the required supplementary information (RSI)*".

25 General Fund surplus for FY 2015 was unusually large due primarily to the one-time elimination of debt, pension
liability and other liabilities, coupled with an extraordinary gain coming out of bankruptcy on December 10, 2014.
26 In April 2019, the City received a one-time corporate tax receipt of approximately $23 million that will be non-
recurring. This amount is included in the $361.0 million.

77 Page 194 of the 2019 CAFR

8 Page 126 of the 2019 CAFR
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The following major observations regarding the economic condition perspectives of the City and
other initiatives are from LPD’s review of the introductory section®’in the 2019 CAFR:

e The City’s current economic condition is improving. The future outlook for recovery and
improvement is positive. Businesses are transferring employees from suburban cities to
the City of Detroit. New residents are moving into the City. However, much of the
improvement in economic development is located in concentrated areas of the City (i.e.,
mid-town, downtown and certain neighborhoods of the City).

o The City is proactively attracting new companies and supporting the expansion of existing
businesses and local entrepreneurs to create job opportunities for residents with the goal of
ensuring that all Detroiters benefit from the City’s revival. The City through the Detroit
Economic Growth Corporation has facilitated development projects since 2018 that has
stimulated $4.6 billion worth of private investments and 13,425 new jobs. The City has
focused on small business growth and is empowering small business owners which enabled
the successtul openings of 86 businesses across various neighborhoods.

o The City is actively working to be a national hub for automobile and transportation
innovation with new investments announced by Ford to rebuild the abandoned train station
for its Center of New Technology Development, FCA to open the first new Assembly plant
in Detroit in 30 years, Waymo to build self-driving cars in Detroit and the University of
Michigan to build a new Detroit Center for [nnovation.

e In 2019, Detroit saw a nine year high for employment, with over 230,000 Detroiters
employed in the month of July 2019; Detroit’s unemployment rate was reduced to 7.8% as
unemployed workers found jobs and people were returning to the job market.

e In 2019, the City of Detroit announced that $1 billion in grants had been raised in five years
to support improving quality of life for Detroiters. This includes support from over 80
philanthropic foundations.

o Inanissuer comment in April 2019 following the passage of the FY 2020 Budget, Moody’s
Investor Service wrote, “The credit-positive budget reflects sound financial practices,
including conservative revenue assumptions and long-range projections, a significant
capital investment and continues to set aside funds for a scheduled pension cost spike in
fiscal 2024.”

e Through targeted budget investments and the attraction of over $1 billion in grant resources
over the past five years, the City has been able to make significant improvements in
services provided to Detroiters. The City has dramatically increased its police force to
meet neighborhood policing needs, expand Ceasefire into nine precincts and create a Real
Time Crime Center to monitor and respond to crime immediately. One hundred sixty-eight
buses were purchased to allow for expansion of public transportation. The City has
demolished 20,000 blighted buildings, and today, sweeps 2,000 miles of neighborhood
roads three times a year. With philanthropic support, the City has renovated 148 parks,

2 Pages i to vi of the 2019 CAFR
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provided work opportunities to 30,000 youth, and supported 4,200 neighborhood
cleanups.®®

o In 2019, the City announced a partnership with Michigan’s top three public universities to
provide the City with Detroit-specific economic data analysis and forecasting services.

e History of total primary government net position:*!

o FY 2019 $ 970.2 million
o FY 2018 $ 898.0 million
o FY 2017 $ 812.1 million
o FY 2016 $ 994.5 million
o FY 2015 $(2,074.9) million
o FY 2014 $(4,040.8) million

Since FY 2014, the impact of the bankruptcy, the bifurcation of Water and Sewer, and
overall improvement in City finances has resulted in positive primary government net
position figures in recent years.

e History of general fund unassigned surplus (deficit) and total general fund balance:**

FY 2019 $123 million unassigned surplus; $692 million total general fund balance
FY 2018  $131 million unassigned surplus; $611 million total general fund balance
FY 2017 $169 million unassigned surplus; $592 million total general fund balance
FY 2016 $143 million unassigned surplus; $501 million total general fund balance
FY 2015 $ 71 million unassigned surplus; $438 million total general fund balance
FY 2014 $(145) million unassigned deficit: §53 million total general fund balance

O O O O O O

Since FY 2014, coming out of bankruptcy, with better economic conditions and with the institution
of greater financial controls, the City’s main operating account, the general fund, has experienced
healthier financial results.

City of Detroit’s Risk Factors and Potential Opportunities

Although the City of Detroit has increased its financial position in recent years, and it is likely that
the City’s economic condition will improve, the following represent economic and fiscal risks that
should be considered**:

e Potential legislation placing additional limitations on local revenues.
o Uncertainty over the Wayne County property tax foreclosure process and its impact on City

ravenlie
1o Y viivev.

e Potential federal aid reductions due to projected federal budget deficits.

30 pages iv and v of the 2019 CAFR

31 [nformation is from statistical section of 2019 CAFR, pages 196 and 197

32 [pformation is from statistical section of 2019 CAFR, pages 202 and 203

33 Fiscal risks are primarily from the September 2019 Detroit Revenue Estimating Conference report, which can be
accessed at

h_l_tps:-"-'d.ctruilmi.g(w.-’silu:-‘..-"tlelmilml.lm:ullmst'ﬁles.’miuratcd docs/financial-

reports’Sept201 ﬂRevenueEslimﬂiin&[’unll:reuuechortFIN,/\L.pdl'

12




e Potential losses in casino revenue if new or expanded casinos or other gaming substitutes
open nearby, and if past revenue trends do not continue.

o Reduction of Statutory State Revenue Sharing dollars due to challenges in the State’s
budget from declining finances and other critical issues.

e Lower census numbers result in loss of federal/state funds tied to population. It is critical
that the City encourage its residents to participate in the 2020 census.

e Potential recession in the near future.

The following represent potential opportunities for the City of Detroit to further improve revenues:

e Potential for increased economic development to increase the City’s tax base and generate
additional revenues for the City.

s Sales tax on internet purchases may increase state local share distributions to
city/villages/townships.

o Increased State-shared revenues from recreational marijuana sales.

o Increased wagering tax revenue from online gaming and sports betting legislation,
assuming no adverse substitution effect to existing brick and mortar gaming.

e Revenue gains from continued economic development projects throughout the city.

o Potential increases in property tax revenue from additional increases in taxable value from
uncapping as property sales occur and as abatements expire.

Other Major Issues/Observations from the Review of the 2019 CAFR
Below are other major issues and observations from LPD’s review of the 2019 CAFR.

In Note 14 of the 2019 CAFR, the City disclosed the programs and the estimated amount of taxes
abated during FY 2019, which was $20.6 million, an $18.1 million decrease from the $38.7 million
as of June 30, 2018. Listed below is a comparison of the taxes abated in 2019 and 2018.

Abatement Amount
2019 2018 Difference
Program Legislation  Total Taxes Total Taxes Total Taxes Comment

Brownfield Redevelopment Act (BRA) PA3811996 § 1,179,840 § 1118136 § 61,704 Cleanup of Environmental lssues

Industrial Facilities Act (IFT) PA 198 1974 426,216 606,817 (180,601.00) Redevelopment of Facility

Commercial Rehabilitation Act (CRA) PA 210 2005 1,966,521 1,543,958 422,563.00 Rehabilitation of Qualified Facllity

Commercial Redevelopment Act (CFT)  PA 256 1978 6,573 6,876 (303.00) Redevelopment of Commercial Property

Renaissance Zone Act (RZ) PA 376 1996 5094,819 6,840,208  {1,745,389.00) Economic Development in Designated Area

Obsolete Property Rehab Act (OPRA)  PA 146 2000 1729275 1,261,694 477,681.00 Redevelopment of Obsolete and Blighted Buildings
~ Neighborhood Enterprise Zone (NEZ) PA 147 1992 4278780 4,571,933 (293,153.00) Financial Investment in Property

Land Bank Fast Track Act (LB) PA 258-263 2003 483,462 313,285 170,177.00 Improvement of Property

Eligible Manf. Personal Property (EMPP) PA 328 1998 - 11,123,269 (11,123,269.00) Exempts Personal Property from Tax

Sr. Citizen/Disabled Fam. Hous. Exempt. PA 78 2016 63,652 153,479 (89,827.00) Manage Sr. Citizen & Disabled Family Housing

MSHDA PA 346 1966 5,360,686 11214777  (5,854,091.00) Provide 7 Manage Low-Income Housing

Totals § 20,580,824 $38744332 § (18,154,508)

e The Solid Waste Fund had a $67.4 million Fund Balance on June 30, 2019 compared to a
$61.4 million find balance on June 30, 2018. In addition, the Street Fund had a $100.9
million Fund Balance on June 30, 2019. It appears the City has not properly allocated
pension and legacy costs and other reimbursable costs (such as central staff services,
workers compensation, and litigation costs) to these funds which have the means to pay for
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them and relieve the General Fund of these costs. In the questions section we ask the OCFO
what methodology will be explored to ensure these Special Revenue Funds are reimbursing
the General Fund for reimbursable costs.

o The Plan of Adjustment (POA) required the BSEED to annually repay the General Fund a
series of payments through FY 2023 totaling $17.7 million for the loans made to the
BSEED when it ran deficits prior to the bankruptcy®*. In FY 2019 the BSEED repaid the
General Fund $15.0 million in accordance with the POA.

e As of June 30, 2019, the City lacked proper controls to ensure compliance with laws and
regulations, which included: 1) the City failed to escheat balances to the State of Michigan;
and 2) the City was not in compliance with the State’s Public Act 2 of 1968, Uniform
Budgeting and Accounting Act, because in some accounts actual expenditures exceeded
appropriations approved by Council.

o Several funds had a large unassigned fund balance deficit or unrestricted net position deficit
on June 30, 2019, including: the General Grants Fund (Special Revenue Fund)-a $4.2
million deficit; the Detroit Transportation Corporation (Component Unit)-a $664,367
deficit; the Local Development Finance Authority (Component Unit)-a $16.4 million
deficit; the Museum of African American History (Component Unit)-a $1.7 million deficit;
the Transportation Fund (DDOT) (Enterprise Fund)-a $255.7 million deficit; and the
Airport Fund (Enterprise Fund)-a $6.7 million deficit . However, the City is not required
to file a deficit elimination plan with the State for any of these funds or component units
because they had a positive working capital (current assets/resources exceed current
liabilities) as of June 30, 2019.%

e Of concern is the $4.2 million deficit in the General Grants Fund and the impact to the
General Fund. There is a $5.7 million deferred inflows of resources, which are revenues
that were not collected in time to be recognized in FY 2019, which contributes to the deficit.
The City switched its grants revenue recognition from collections made within 180 days to
00 days after the end of the fiscal year. Asaresult, of the traditional slow payment process
by the granting agencies, some grant revenues are likely to not be recognized in the period
that the expenditures were made which contributes to the deferred inflows of resources and
deficit for the Grants Fund.

o The Managements, Discussion and Analysis (MD&A) in the 2019 CAFR was not
sufficiently detailed to explain major variances and other relevant financial information.
As a result, we have many unanswered questions concerning major changes to the City’s
assets, liabilities, revenues and expenses for the year ended June 30, 2019. Inthe questions
section of our report we are asking the OCFO to explain the significant changes in FY 2019

so we can gain better knowledge of the City’s financial condition on June 30, 2019.

34 Ten Year Plan of Adjustment, Restructuring and Reinvestment initiatives — Enterprise Agencies, Building Safety
Engineering Environmental Department (BSEED) — General Fund pages 62-63 of 70, Fourth Disclosure Statement
filed with the Bankruptey Court on May 5, 2014 (13-53846-swr Doc 4391-2)

35 Page 53 of the 2019 CAFR, Note 2
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The Administration should be commended for the thoroughness of the 2019 CAFR. It behooves
the Budget, Finance and Audit Committee to continue to do its due diligence to understand and
examine the 2019 CAFR.

Introduction

The Budget, Finance and Audit standing committee is in the process of reviewing and analyzing
the 2019 CAFR. The Legislative Police Division (LPD) provides this report to facilitate the
committee’s review of the 2019 CAFR.

The 2019 CAFR was issued on December 14, 2019 before the deadline of December 31, 2019.
LPD acknowledges and commends the efforts of the OCFO (Office of the Chief Financial Officer)
staff to complete the 2019 CAFR before the deadline for the second year in a row.

Independent Auditor’s Report on the City’s 2019 CAFR

The City’s independent auditor, Plante & Moran PLLC gave the City’s 2019 audited financial
statements and related notes to the financial statements included in the 2019 CAFR an unqualified
(“clean”) opinion.

A “clean” opinion means that the audited financial statements are free of material misstatements
and present fairly the financial position of the City as of June 30, 2019 in accordance with U.S.
generally accepted accounting principles. As a result, investors, creditors, rating agencies and
other interested parties reading the City’s 2019 CAFR can rely on the audited financial statements
and the information contained therein. The clean opinion, however, does not mean that Plante &
Moran is signifying that the City has a financial clean bill of health.

Focus and Questions Considered while Reviewing the City’s 2019 CAFR
The table below represents LPD’s focus while reviewing the City’s 2019 CAFR.

Focus Question

Near-term financing Will the City of Detroit be able to pay its bills (both expected and
situation unexpected) on time?

Financial position Is the City of Detroit’s financial health improving or deteriorating?
Impact of bankruptcy To what extent has the City’s emergence from bankruptcy on
after June 30, 2015 December 10, 2014 improved the City’s financial condition?
Economic position Is it likely that today’s financial position for the City of Detroit

| will improve or deteriorate in the future?

Maijor Issues from the City’s General Fund Financial Statements in the 2019 CAFR (Near-
term perspective)

The governmental fund financial statements (general fund, special revenue fund, debt service fund,
capital projects fund, and permanent fund) are used to assess a local government’s near-term
financing situation since their measurement focus is primarily near-term. The governmental fund
financial statements shows for the fiscal year the revenues collected and the services they were
spent on such as public protection, recreation, debt and capital. It answers the question “What did
you do with the money we gave you?”

The chief governmental fund is the general fund. The general fund financial statement is based on
modified accrual accounting, which means that the general fund also represents the City’s check
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book of receipts and disbursements for the day to day operations to provide the City’s most basic
services (police, fire, administration, recreation, etc.) over a one-year period. Asa result, the state
of the general fund requires a near-term focus to ensure the bills are being paid on time.

Attachments I and II are respectively, the General Fund’s FY 2019 Balance Sheet and Statement
of Revenues, Expenditures, and Changes in Fund Balances compared to FY 2018 and FY 2013.
These statements show the City’s General Fund’s financial condition: pre-bankruptcy (FY 2013);
and post-bankruptcy (FY 2019 and FY 2018). The following analysis of Attachments I and II
provides details on the major issues and variances for the General Fund in the FY 2019 CAFR
when compared to FY 2018 and FY 2013.

General Fund Bankruptey Impact as of June 30, 2019. As can be seen in Attachments I and
I1, the City eliminated its General Fund deficit and has greatly improved since FY 2013 due to the
bankruptey settlements. The General Fund is now able to pay its bills on time. Its financial health
is improving. The future outlook for the City’s financial health is relatively good as of June 30,
2019. However, there are still many issues such as the legacy pension and debt obligations,
education system, poverty levels, low property assessed values and low tax base that could impair
the City’s financial recovery if not satisfactorily addressed.

The General Fund’s fund balance went from a deficit of $73.0 million in FY 2013 to a surplus of

$692.1 million in FY 2019, an increase of $765.1 million due to the bankruptcy settlements and
issuance of new debt for restructuring and Quality of Life projects.

General Fund Financial Results

1,200,000,000
1,000,000,000
800,000,000
600,000,000
400,000,000
200,000,000
et
} i
{200,000,000) o . i
Assets & Deferred Liabilities & Unassigned Surplus/ Total Fund Balance
Outflows Deferred Inflows {Deficit)
® June 30, 2019 1,088,477,119 396,405,206 123,209,017 692,071,913
m June 30, 2018 1,033,668,550 422,484,589 131,458,405 611,183,961
‘June 30, 2013 292,538,648 365,519,397 (132,560,895) (72,980,749)

General Fund’s Fund Balance. The General Fund’s fund balance was a $692.1 million at June
30, 2019, an $80.9 million increase from the $611.2 million balance at June 30, 2018%*. The
following chart reflects the change in fund balance.

3 page 22 of the 2019 CAFR and page 23 of the 2018 CAFR
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General Fund Balance Summary
(in millions)

2019 2018 2013

Nonspendable:

Prepaid Expenditures and Advances $ 71,707,370 23,017,234 4,050,006
Restricted for:

Capital Acquisitions - - 979,826

Retiree Benefits 129,540,325 103,278,781

QOL Program 24,445,977 38,262,992

Debt senvice 27,500,000 27,500,000
Committed for:

Risk Management Operations 20,000,000 20,000,000 54,550,314
Assigned for:

Budget Reserve 77,280,192 62,280,192

Budget Carryforward - -

Subsequent Appropriations 56,312,495 58,626,131

Blight and Capital 105,500,000 100,000,000

Pension - -

Risk Management Operations 56,576,537 46,760,226
Unassigned:

General Fund Surplus 123,209,017 131,458,405 (132,560,895)

Total Fund Balances (Deficit) $ 692,071,913 611,183,961 (72,980,749)

The $80.9 million increase in the fund balance in FY 2019 to $692.1 million was mainly due to
the increase in income tax revenues ($50.8 million) and increase in financing revenues ($25.8
million) due to the refunding of the 2014 B bonds. The General Fund nonspendable, restricted and
assigned fund balances increased $89.1 million in FY 2019 from the prior year. This was due to:
(1) $48.7 million increase in nonspendable for prepaid expenditures and advances mainly due to
the refunding of the 2014 B(1) and B(2) bonds which were allocated, as advances, to the enterprise
funds for their share of the bonds; (2) $26.3 million increase in restricted for retiree benefits due
to the City’s contribution to the Retiree Protection Trust Fund and interest earned on the fund’s
assets; and (3) $15 million increase in assigned for budget reserve due to the transfer from BSEED
for the amounts owed per the POA.

The fund balance committed for the Risk Management operations was $20.0 million in FY 2019
in accordance with the City ordinance that requires a minimum $20.0 million fund balance for that
fund. An additional fund balance assigned for Risk Management operations of $56.6 million for
FY 2019 is to provide for projected future payments from the fund.

The fund balance assigned for Subsequent Appropriations was $56.3 million and will fund
additional approved appropriations in FY 2020. The fund balance assigned for blight and capital
was $105.5 million and will fund demolitions and capital assets. The fund balance assigned for
pension contributions was $129.5 million and will be set aside in the Retiree Protection Trust Fund
to help stabilize City pension contributions beginning in FY 2024 when per the POA the City must
begin to fund the legacy pension systems (Component 10).

General Fund Surplus. The General Fund had an accumulated unassigned fund balance (surplus)
of $123.2 million at June 30, 2019 a $8.2 million decrease from the $131.4 million accumulated
surplus at June 30, 2018 and $255.8 million increase from the $132.6 million accumulated deficit
on June 30, 2013. The FY 2019 General Fund unassigned surplus decreased $8.2 million to $123.2
million from FY 2018 because the $80.9 million increase in Fund Balance (revenues less
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expenditures and other financing sources and uses) was offset by the $89.1 million increase in the
General Fund nonspendable, restricted and assigned fund balances, as described above.*’

General Fund Solvency. The General Fund’s liquidity and solvency was much improved at June
30,2019. The General Fund assets and deferred outflows of resources exceeded its liabilities and
deferred inflows of resources by $692.1 million, and cash and investments totaled $638.1 million.?®
In FY 2013 the City’s liabilities exceeded its assets by $73.0 million and it only had $102.2 million
in cash and investments. The main reason for the General Fund’s improved liquidity and solvency
was the elimination of certain obligations from the bankruptcy. While the bankruptcy substantially
reduced the City’s obligations, especially legacy pension and retiree health costs, challenges and
risks remain to secure the liquidity to fund the resources necessary to provide satisfactory City
services such as public protection and transportation. The City’s liquidity risk will continue until
the changes adopted under the Plan of Adjustment are implemented effectively by the City over
the long-term and other quality of life issues plaguing the City are also addressed satisfacto rily.

800,000,000
700,000,000
600,000,000
500,000,000
400,000,000
300,000,000
200,000,000
100,000,000

(100,000,000)

(200,000,000)

General Fund Liquidity

Cash and Investments Fund Balance/Deficit

| June 30, 2019 638,095,652 692,071,913
# June 30, 2018 643,392,225 611,183,961
“June 30, 2013 102,176,954 (72,980,749)

An additional cautionary note regarding General Fund liquidity is warranted. Although $638.1
million in General Fund cash and investments as of June 30, 2019 is sizable, the lion share of it is
cither obligated (there is $60 million due to other funds as of June 30, 2019), restricted (for instance
there was $24.4 million in unspent exit financing bond proceeds as of June 30, 2019 that at some
“ point will be spent) or assigned (for instance $77.3 million represents the budget reserve and
another $129.5 million represents the pension payment going to the Retiree Protection Trust Fund
as of June 30, 2019) to a specific purpose. As a result, available cash for discretionary spending is
minimal®’.
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3 Pages 21, 22, 24 and 25 of the 2019 CAFR, Attachment I and Attachment II

38 Pages 21 and 22 of the 2019 CAFR

I is anticipated that the June 30, 2019, the General Fund unassigned fund balance of $123.2 million will be
significantly reduced and applied in the FY 2021 budget for blight remediation and capital projects.

40 page 22 and 69 of the 2016 CAFR, Note 4
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million of restricted cash was included on the General Fund’s balance sheet on June 30, 2019
compared to $171.0 million on June 30, 2018. The General Fund had $638.1 million of cash on
June 30, 2019 which included $302.6 million of restricted cash compared to $643.4 million of cash
on June 30, 2018 including the $171.0 million of restricted cash. In the questions section we ask
the OCFO to explain why the restricted cash increased $131.6 million in FY 2019.

General Fund Advances to Other Funds. Advances to other funds were $47.9 million on June
30, 2019, an increase of $34.9 million from the $13.0 million balance on June 30, 2018. These
advances are for the refunding of the 2014 B(1) and B(2) bonds in FY 2019 and the allocable share
of the refunded bonds to the City’s enterprise agencies.

General Fund Advances to Component Units. Advances to component units totaled $15.9
million on June 30, 2019, a $7.8 million increase from the $8.1 million on June 30, 2018. The
advance to the Detroit Land Bank increased $5.0 million to $12.0 million in FY 2019 and the $2.8
million advance for the refunding of the 2014 B(1) and B(2) bonds in FY 2019 was allocated to
the Library.

General Fund Chargebacks. For accounting purposes, the transfer of delinquent property taxes
receivable to Wayne County is recognized as a sale, with a corresponding liability recorded for the
estimated amount that will be charged back to the City. The amount owed to Wayne County for
chargebacks is included in the line item due to other governmental agencies on the General Fund
Balance Sheet. During the year ended June 30, 2019, the General Fund transferred (sold) to the
County $53.6 million of delinquent property taxes receivable, and $23.4 million were charged
back to the General Fund from prior year sales. As of June 30, 2019, the General Fund has
recorded a liability of $3.3 million for the estimated amount of property tax receivables sold to the
County that will be charged back in future years.*' The General Fund’s liability for chargebacks
due Wayne County on June 30, 2018 was $4.8 million. As the City’s property tax collection rate
and auction receipts improve, the chargeback liability decreases.

General Fund Deferred Inflows of Resources. The deferred inflows of resources was $221.1
million on June 30, 2019, an increase of $10.0 million from the $211.1 million on June 30,2018+
The $172.8 million future amount due from the DIA and Foundations per the “Grand Bargain” in
the Plan of Adjustment cannot be recognized as revenue in the General Fund because they have
not been received within 60 days of the end of the City’s fiscal year per the City’s modified accrual
basis of accounting.”’ Per the “Grand Bargain” annual amounts will be received by the General
Fund through June 30, 2023. While they are accounts receivable, they are considered deferred
inflows of resources and not recognized as revenue until actually received.

General Fund Revenue and Expenditures. The following chart shows the General Fund’s
revenues, expenditures, and net change in fund balance for fiscal years 2019, 2018, and 2013.

4! Page 49 of the 2019 CAFR, Property Taxes, Note |
42 page 21 of the 2019 CAFR and page 22 of the 2018 CAFR
43 Page 45 of the 2019 CAFR, Measurement Focus and Basis of Accounting, Notel
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General Fund Net Change in Fund Balance

1,200,000,000
1,000,000,000

I"|I|||' [l
I
i

800,000,000 Sl

600,000,000 =

400,000,000

200,000,000

R N | .
1200:000,000) . Other Financing Net Change in Fund
Total Revenues Total Expenditures Sources/{Uses) Balance

¥ June 30, 2019 1,120,295,318 996,135,236 (43,272,130) 80,887,952
7 June 30, 2018 1,005,999,069 950,589,073 (37,018,563) 18,391,433

June 30, 2013 1,043,313,518 791,309,747 (55,497,863) 196,505,908

The General Fund’s total revenues increased $114.3 million in FY 2019 mainly due to increases
in: (1) municipal income tax revenue ($50.8 million): (2) wagering tax revenues ($4.8 million);
(3) State shared revenue ($2.7 million); (4) Local Community Stabilization Authority ($4.6
million); (5) sales and charges for services revenues ($7.2 million); (6) investment earnings ($3.3
million); (7) DIA and Foundation revenue ($12.0 million); and (8) financing revenue ($25.8
million). The $80.9 million net change in fund balance for the year ended June 30, 2019 was the
fifth straight year since the exit from bankruptcy that the General Fund had a positive amount.

“The table below details the major sources of General Fund revenue for fiscal years 2019, 2018,
and 2013.

Major Sources of General Fund Revenues
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200,000,000

150,000,000 :

100,000,000 _

50,000,000 l I 1l
Property Taxes ln':’:::ic_ir’;iles Wagering Tax Revenue Sharing Other Revenue

= June 30, 2019 119,526,903 361,039,390 183,815,690 202,633,844 253,279,491
= lune 30,2018 119,137,004 5,258 178,982,277 199,899,929 197,774,601

:June 30, 2013 132,755,307 248,017,356 174,599,992 183,058,520 304,882,343

General Fund Municipal Income Tax. Municipal income tax revenue was $361.0 million for
the year ended June 30, 2019, an increase of $50.8 million from the $310.2 million for the year
ended June 30, 2018. The increase was due to the improved economy, better collection efforts and
the transition of the administration of the City’s income taxes to the State of Michigan. In addition,
the City benefitted from a one-time collection of $23.0 million from a corporate entity.
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General Fund Wagering Tax. The Wagering tax was $183.8 million for FY 2019, a $4.8 million
increase from the $179.0 million for the year ended June 30, 2018. Wagering taxes have been a
steady and reliable source of income for the City.

General Fund State Local Community Stabilization Authority. The State Local Community
Stabilization Authority revenue was classified as an intergovernmental revenue by the City for the
first time in FY 2019 and totaled $4.6 million. This was for the State’s reimbursement of the
City’s share of personal property taxes that were phased out by the State law passed in 2014. The
City had previously recorded these revenues as property tax revenue in prior years.

General Fund DIA and Foundation Revenue. The DIA and Foundation revenue was $18.7
million for the year ended June 30, 2019, an increase of $12.0 million from the $6.7 million for
FY 2018. It appears that the increase was due to the recognition of interest revenue of $12.1
million in FY 2019. In the questions section we ask the OCFO to explain the increase in this
revenue.

General Fund Financing Revenue. The General Fund Financing revenue was $25.8 million for
the year ended June 30, 2019. In FY 2019, the City issued $176.0 million of Distributable State
Aid Fifth Lien refunding bonds (Limited Tax General Obligation) Series 2018 bonds to the
Michigan Finance Authority for the purpose of purchasing a portion of the 2014 B(1) and B(2)
bonds and the costs of issuance of the new bonds. On December 13, 2018, the City purchased at
a discount from par, $197.7 million of the 2014 (B(1) ($192.3 million at a price of $87 per $100
in principal amount) and 2014 (B(2) ($5.4 million at a price of $85 per $100 in principal amount).
As a result, the City recognized a total of $25.8 million in financing revenue for the discount from
the par amount of the 2014 B bonds that were refunded.

General Fund Expenditures. General Fund expenditures totaled $996.1 million in FY 2019, an
increase of $45.5 million from the $950.6 million total in FY 2018. The largest changes in
expenditures for FY 2019 were: (1) decrease of $42.1 million for principal payments on debt
service; (2) development and management increase of $24.1 million; (3) housing supply and
conditions increase of $19.4 million; (4) public protection increase of $16.7 million; and economic
development increase of $14.0 million.

The table below details the major sources of General Fund expenditures for fiscal years 2019,
2018, and 2013.
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General Fund Housing Supply and Conditions Expenditures. Housing supply and conditions
expenditures were $31.7 million in FY 2019, an increase of $19.4 million from the $12.3 million
in FY 2018. This appears to be due to the increase in blight and demolition costs paid by the
General Fund in FY 2019. In the questions section we ask the OCFO to explain the increase in
housing supply and conditions expenses.

General Fund Debt Service. The following chart details the General Fund debt service for fiscal
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General Fund Principal Expense. Principal expense was $20.2 million in FY 2019, a decrease
of $42.1 million from the $62.3 million in FY 2018. The main reason for the decrease was the
$52.3 million redemption of the 2014 C bonds in FY 2018, which caused the principal expense to
be much higher in the prior year*,

General Fund Proceeds. General Fund proceeds from bonds were $176.0 million in FY 2019.
Proceeds from Bonds and Notes Issued in FY 2019 were much higher than in FY 2018 (no bonds
and notes were issued during FY 2018) because of the refunding of the $197.7 million Limited
Tax General Obligation (LTGO) 2014 B(1) and B(2) Bonds that occurred in FY 2019 from
proceeds of the $176.0 million series 2018 Bonds.*

General Fund Subsidies Included in Transfers Out. The General Fund subsidies in FY 2019
to the Transportation Fund, Airport and Public Lighting Authority were $61.5 million, $2.2 million
and $10.1 million, respectively. The General Fund subsidies in FY 2018 to the Transportation
Fund, Airport, and Public Lighting Authority were $55.2 million, $.9 million and $10.3 million,
respectively.*®

General Fund Principal Paid to Bond Agents for Refunded Bonds. Principal paid for refunded
bonds was $158.6 million in FY 2019 compared to $0 million in FY 2018. As discussed
previously, this was for the refunding of the FY 2014 B(1) and B(2) bonds. The 2014 B bonds
principal refunded totaled $197.7 million but $39.1 million was allocated to the enterprise and
library funds for their share leaving the General Fund with $158.6 million.

Financial Review Commission

Michigan Public Act 181 0f 2014, M.C.L. §§ 141.1631, et seq. (Act 181) established the Detroit
Financial Review Commission (the “Commission”) as of the Effective Date (December 10, 2014)
to monitor the City’s compliance with the Plan of Adjustment and Public Act 181 and to provide
oversight of the City’s financial activities. The Commission has broad authority to obtain and
review the City’s financial records on an ongoing basis, approve budgets and contracts, and
conduct financial audits of the City. Michigan Public Act 182 of 2014, M.C.L. 117.4s-t, imposes
further requirements, including that the City adopt a multi-year financial plan and appoint a chief
financial officer (CFO).

On April 30, 2018, the City of Detroit exited active state financial oversight, achieving full self-
governance for the first time in four decades. The FRC voted unanimously to end active oversight
after the City delivered its third consecutive audited balanced budget*’.

The FRC will continue to exist for a 10-year term, although it will play no active role in the City
of Detroit operations. The City will be required to submit monthly financial reports and will also
submit its adopted budget and 4-year financial plan each year. So long as the City continues to
balance its budgets and meet other basic financial fiscal requirements, the FRC will stay inactive
for the rest of its existence.

4 Page v of the 2018 CAFR, Introduction to the Report

45 Page 85 of the 2019 CAFR, Note 7

4 Page 69 of the 2019 CAFR and pages 69 and 174 of the 2018 CAFR
47 Pages 121-122 of the 2019 CAFR
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The nature of the oversight is scaled back. The Commission must waive many of the requirements
such as budget and contract approval on an annual basis. The Commission may rescind the waiver
if it determines that there is a substantial likelihood that certain criteria will occur, including the
City failing to pay debt when due, the City incurring a budget deficit in any year in excess of 5
percent of expenditures in that year, or the City failing to comply with the revised municipal
finance act or to obtain the prior approval of the Commission to issue debt. If the Commission
waives the requirements for 10 consecutive years, the Commission is dissolved. The C ommission
granted its second annual waiver on June 24, 2019, which extends through June 30, 2020.48

Maijor Issues from the City’s Government-Wide Financial Statements in the 2019 CAFR
(Long-term perspective)

The government-wide financial statements are used to best assess local government’s financial
condition since their measurement focus is primarily long term. They include the Primary
Government. Governmental and Business (Enterprise Funds) — Type Activities and Component
Units of the City.

The government-wide financial statements are designed to provide a broad overview of the City’s
finances and operations, in a manner similar to a private sector business. They show how current
services are funded and the full cost of the services provided. They answer the question “Did this
year’s taxpayer pay the full cost of the services delivered this year?” The financial statements
include the Statement of Net Position (i.e., balance sheer), and the Statement of Activities (i.e.,
income statement). These statements are prepared using the economic resources measurement
focus and accrual basis of accounting.

The Statement of Net Position and the Statement of Activities are two financial statements that
report information about the City as a whole, and about its activities that should help answer this
question: How has the City’s financial position, as a whole, changed as a result of this year’s
activities? These statements include all non-fiduciary assets and liabilities. The Statement of Net
Position presents all of the City’s assets and liabilities, with the difference between the two
reported as net position. Over time, increases and decreases in net position measure whether the
City’s financial position is improving or eroding.

The Statement of Activities presents information showing how the City’s net position changed
during the most recent fiscal year. All changes in net position are reported as soon as the
underlying events giving rise to the change occur, regardless of the timing of related cash flows.
Therefore, revenues and expenses are reported in these statements for some items that will only
result in cash flows in future fiscal periods (e.g., uncollected taxes and, earned but unused vacation
leave).

Attachments 111 and IV are respectively, the Primary Government’s FY' 2019 Statement of Net
Position and Statement of Activities (Changes in Net Position) compared to FY 2018 and FY 2013,
These statements show the City’s Primary Government’s financial condition: (1) pre-bankruptcy
(FY 2013); and (2) post-bankruptcy (FY 2018 and FY 2019). The following analysis of

Attachments III and IV provides details on the major issues and variances for the Primary

# Page 122 of the 2019 CAFR (Note 13)



Government’s Government-Wide financial statements in the FY 2019 CAFR when compared to
FY 2018 and FY 2013.

Primary Government’s Statement of Net Position. At June 30, 2019, the City’s primary
government had a Net Position of $970.2 million, a $72.2 million increase from the $898.0 million
Net Position on June 30, 2018.* The increase was mainly due to the increases in income tax and
charges for services revenues.

Primary Government Financial Results
12,000,000,000
10,000,000,000

8,000,000,000
6,000,000,000
4,000,000,000

2,000,000,000

) 7T R
R
(2,000,000,000)
(4,000,000,000) Eo. 5
Assets & Deferred Liabilities & Unrestricted Total Net
Outflows Deferred Inflows Surplus/ (Deficit) Position
g June 30, 2019 6,109,621,145 5,139,397,469 (898,301,637) 970,223,676
= June 30, 2018 5,808,229,045 4,910,191,408 (958,884,343) 898,037,637
June 30, 2013 9,810,406,826 10,488,585,046 (2,355,364,693) (678,178,220)

The decreases in assets and liabilities from June 30, 2013 are mainly due to the bifurcation and
transfer of the regional water and sewer systems’ assets and liabilities to GLWA, which included
$5.1 billion of revenue bonds™.

Bankruptey Impact as of June 30, 2019. As can be seen in Attachments [II and IV, the
bankruptcy enabled the City to reduce its legacy pension and OPEB (retiree benefits) and debt
costs. The net pension liability was $2.918 billion in FY 2015 and was actually based on the
amount due as of June 30, 2014, which was prior to the bankruptey exit on December 10, 2014.
The net pension liability post-bankruptcy on June 30, 2018 was $1.551 billion or $1.367 billion
less due to the changes agreed to in the bankruptcey.

The City, since the bankruptey, still has a large net pension liability and other large debt obligations
which will be a challenge to the future fiscal health of the City. Furthermore, there are many other
social and economic issues such as the education system, poverty levels, low property assessed
values and low tax base that could impair the City’s financial recovery if not satisfactorily
addressed.

49 pages 18 and 19 of the 2019 CAFR and Pages 18 and 19 of the 2018 CAFR
50 page 122 of the 2016 CAFR
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Primary Government Legacy Debt Burden

3,500,000,000
3,000,000,000
2,500,000,000
2,000,000,000
1,500,000,000
1,000,000,000
500,000,000
(500,000,000) o
Net Pension Liability LTGO Debt POCs QRERIakility
(Asset)
® June 30, 2019 1,551,346,005 1,367,658,159 - (22,619)
@ June 30, 2018 1,560,912,703 1,410,379,361 - (253,358)
June 30, 2013 3,128,446,017 540,280,000 1,451,905,000 996,493,347

The large net pension liability and LTGO (Limited Tax General Obligation) debt is of concern.
While the bankruptey reduced or eliminated pension, retiree health care (OPEB), and POC
(Pension Obligation Certificate) long-term debt, the C ity still has substantial obligations for the
legacy pension and LTGO debt. The LTGO debt increased due to the exit financing and other
debt issued per the City’s Plan of Adjustment. This debt will mostly be paid from the revenues of
the General Fund which will leave less funding available for City services. As discussed
previously the LTGO debt was reduced in FY 2019 due to the refunding of $197.7 million 0f 2014
B bonds with proceeds from the $176.0 million of 2018 bonds issued in FY 2019. The gross debt
service for fiscal years 2025-2030 will be reduced by $155 million because of this refunding. In
addition, the refunding saved approximately $10 million.’!

The chart below shows that the net pension liability and LTGO debt are 30% and 27% of the
primary government’s total liabilities of $5.1 billion on June 30, 2019. A financially healthy
government would have no or very small percentages of total liabilities for such legacy costs.

Primary Government Legacy Obligations
Compared to All Other Obligations
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N %‘:;ﬁ = Net Pension Liability
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Primary Government’s Unrestricted Net Position. The primary government’s unrestricted net
position was a deficit of $898.3 million as of June 30, 2019, a $60.6 million decrease from the
$958.9 million deficit at June 30, 2018 and $1 457 billion decrease from the $2.355 billion deficit

51 page 85 of the 2019 CAFR, Note 7 — Long-term Debt
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on June 30, 2013.52 A deficit in unrestricted net position means there was a shortage of assets
available to meet all the City’s obligations if they were immediately due and payable on June 30,
2019. The City’s legacy debt and pension liabilities are major contributors to the deficit.

Retiree Protection Fund. Under the City's bankruptcy plan of adjustment, the City's required
pension contributions to its legacy plans are based on a fixed schedule through FY 2023. Beginning
in FY 2024, the City's required pension contributions to its legacy plans will be based on a funding
policy to be established by the Retirement Systems to amortize the remaining unfunded actuarial
accrued liabilities of each legacy plan. Under these requirements, the City's General Fund required
contributions increase from zero in FY 2023 to an actuarially determined annual amount beginning
in FY 2024. To meet this challenge, the City developed and began executing a funding strategy
during 2017. Under the strategy, the City will contribute $335 million to the newly established
Retiree Protection Fund (RPF) through FY 2023 to build up trust assets that will be used to partially
offset the City's required pension plan contributions that resume in FY 2024°3. This process allows
the City to gradually build up its capacity to meet the annual required pension contributions from
its General Fund budget. The RPF is an irrevocable IRC Section 115 trust established in August
2017 under new legislation adopted by the City. Each year, the City will continue revising its
funding plan as new information becomes available in conjunction with the annual budget and
planning process™. The City deposited $125 million into the fund through June 30, 2019. With
investment earnings the balance was $129.5 million on June 30, 2019.% Based on the latest
actuarial valuation dated June 30, 2018, the anticipated General Fund required contributions to the
legacy pension plans starting in FY 2024 are projected to be $164.3 million. The POA assumed
the contribution would be $111 million in FY 2024

Primary Government’s Cash and Investments. The City’s cash and investments were $1.450
billion on June 30, 2019, a $207 million increase from the $1.243 billion on June 30, 201837 The
increase was mainly due to the bankruptcy impact which reduced legacy expenses, increased cash
through borrowing (e.g., exit financing) and improved liquidity.

Primary Government’s Advance to Component Unit. The advance due from component units
totaled $15.9 million on June 30, 2019. The advance to the Detroit Land Bank Authority (DLBA)
was $12.0 million in FY 2019.® The DLBA’s financial statements indicate it was an advance
("bridge funds”) for the Hardest Hit Fund demolitions until the grant funds are received and the
City can be reimbursed from MSHDA. The City has granted the DLBA a $20.0 million line of
credit. The advance to the Detroit Public Library (DPL) totaled $3.9 million on June 30, 2019.
This was for the DPL’s share of the 2014 C Bonds redeemed in FY 2018 and 2014 B bonds
refunded in FY 2019.

Primary Government’s Receivable from GLWA. The receivable from GLWA was $1.069
billion on June 30, 2019.5 The receivable was mainly due for the present value of the $50.0

52 Page 18 of the 2019 CAFR and Page 19 of the 2018 CAFR

53 Page 118 of the 2019 CAFR, Note 13

54 Page iv of the 2018 CAFR

55 Page 118 of the 2019 CAFR, Note 13

36 Tbid

57 page 17 of the FY 2019 CAFR and Page 18 of the 2018 CAFR
58 Page 69 of the 2019 CAFR

59 Page 17 of the 2019 CAFR
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million annual lease payment due over the next 39 years per the City’s final agreement with
GLWA. The annual lease payment from GLWA to the Water Fund is $22.5 million and the present
valuc of the receivable from GLWA on June 30, 2019 was $447.0 million. The annual lease
payment from GLWA to the Sewage Disposal Fund is $27.5 million and the present value of the
receivable from GLWA on June 30, 2019 was $546.3 million®.

Primary Government’s Capital Assets. Total primary government capital assets were $2.920
billion on June 30, 2019, a $98.0 million increase from the $2.822 billion on June 30, 2018°%. The
Automobile Parking Fund transferred assets with a net book value of $7.2 million to governmental
activities.®> Major capital assets acquired and projects completed or in progress during the year
ended June 30, 2019 included the following:®

e $34.7 million for road construction and resurfacing

e $18.1 million for renovation of parks and recreation centers

e $18.9 million for police and fire department capital improvements

e $36.7 million for police, fire and department of public works (DPW) vehicles

e  $9.1 million for recreation and general service departments machinery and equipment
o $3.7 million for DPW facility improvements

Primary Government’s Deferred Outflows of Resources. The deferred outflows of resources
decreased $47.6 million in FY 2019 from the prior year mainly due to the net difference between
projected and actual earnings on pension plan investments and differences between expected and
actual experience for both the GRS and PFRS pension systems®. Deferred outflows of resources,
represents a consumption (expense) of net position that applies to a future period(s) and so will
not be recognized as an outflow of resources (expense/expenditure) until then. The deferred
outflows on June 30, 2019 for the two pension funds were based on a measurement date of June
30, 2018 and the pension contributions received subsequent to the measurement date even though
received in FY 2019 will be recognized as an expense and reduction of the net pension liability in
the year ended June 30, 2020.%°

Primary Government’s Due to Other Governmental Agencies. Due to other governmental
agencies was $32.0 million on June 30, 2019, a $55.0 million decrease from the $87.0 million on
June 30, 2018. In prior years the Due to GLWA was included in this balance. In FY 2019 a new
line item for Due to GLWA was established and totaled $30.9 million.

Primary Government’s Net Pension Liability. The primary government’s net pension liability
on June 30, 2019 was $1.551 billion (GRS - $692.2 million and PFRS - $859.1 million®®), a $10.0
million decrease from the $1.561 billion (GRS — $757.5 million and PFRS - $803.4 million) on
June 30, 2018. The primary government’s $1.551 billion net pension liability in the June 30, 2019

NATT e Qintan ot <8 Nk Docttl i 2o lacad on the ac ik ek ek i T 67 [~
CAFR’s Statement of Net Position is based on tihe actuaria report dated Junc 30, 2018.°" The

60 page 27 of the 2019 CAFR and from 2019 water and sewer trial balance reports.

6l page 17 of the 2019 CAFR and page 18 of the 2018 CAFR

62 page 74 of the 2019 CAFR

63 Page 15 of the 2019 CAFR, MD&A

64 pages 17, 102 and 103 (Note 8) of the 2019 CAFR and page 96 of the 2018 CAFR
65 Pages 102 and 103 of the 2019 CAFR, Note 8

6 pages 107-108 of 2019 CAFR and from 2018 actuarial reports.

o7 Pages 18, 100-102 of the 2019 CAFR
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Police and Fire Retirement System (PFRS) and General Retirement System (GRS) Legacy Pension
Plans (Component II) and the new pension plan (Component I) are detailed in Footnote 8 of the
FY 2019 CAFR.%® GLWA and the Library respectively have $132.0 million and $9.8 million of
the total net pension liability of $833.9 million for the City’s GRS Component I and II pension
plans. The GRS legacy Component II pension plan was 70.0% funded as of June 30, 2018%°.

GRS Component Il Legacy Pension Plan Funding
As of June 30, 2018

309 |
EALLH m Funded

Unfunded

The PFRS legacy Component II pension plan was 76.9% funded as of June 30, 201 8.7

PFRS Component i Legacy Pension Plan Funding
Az of June 348, 2018

B undas
Pl 8 Unfunded
?{Eﬁ

The GRS net pension liability was less in FY 2019 mainly due to a change in assumptions by the
-actuary. Investment income was down because returns were 6.5% for FY 2018 compared to 14.1%
in FY 2017. The PFRS legacy net pension liability increased $31 million in FY 2019 as investment
income was down because returns were 8.2% for FY 2018 compared to 12.0% in FY 20177".

The net pension liability is summarized below by retirement system plan and by City reporting
category.

6 pages 100-102 and 107-108 of the 2019 CAFR

% Page 101 of the 2019 CAFR.

70 Page 102 of the 2019 CAFR

7 The GRS and PFRS Pension Plans investment rate of return net of fees and expenses were 6.5% and 8.2%,
respectively for the year ended June 30, 2018 per the FY 2019 Pension Financial Statements (Page 8 GRS and Page
8 PFRS).
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GRS GRS PFRS PFRS
Comp Il Comp | Comp Il Comp | Total

Governmental Activities $ 407,546,824 (2,042,819) 859,151,611 (33,187,146) 1,231,468,470
DDOT 221,236,943 2,371,017 223,607,960
Water 33,417,707 252,825 33,670,532
Sewer 22,341,050 359,343 22,700,393
Airport 904,472 3,404 907,876
Parking 5,766,781 36,847 5,803,628

Total Primary Govemment

Net Pension Liability 691,213,777 980,617 859,151,611 (33,187,146) 1,518,158,859
Library 9,487,568 266,168 9,753,736
GLWA 131,981,166 - 131,981,166

Total Net Pension Liability All

City Retirement Systems $ 832,682,511 1,246,785 859,151,611 (33,187,146) 1,659,893,761

The net pension liability significantly decreased from the $3.128 billion on June 30, 2013.
However, it is still substantial and will consume large amounts of General Fund revenues in the
future leaving less for City services such as public protection. The graph below shows the net
pension liability for both the GRS and PFRS legacy (Component II) pension systems for fiscal
years 2019, 2018, and 20137

Legacy Pension Plan Net Pension Liability

2,500,000,000
2,000,000,000
1,500,000,000
1,000,000,000

500,000,000

# June 30, 2019
m June 30, 2018
tJune 30, 2013

GRS Legacy Net Pension Liability

832,682,511
944,129,251
2,209,515,597

PFRS Legacy Net Pension Liability

859,151,611
828,163,826
918,930,420

72 The FY 2013 net pension liability of $3,128,446,017 (GRS - $2,209,515,597 and PFRS - $918,930,420) billion is
from the FY 2015 CAFR, page 99 of Note VII (f). In FY 2013, GASB 68 net pension liability reporting was not
required. However, we are including it here for comparison purposes to show the reductions resulting from the Plan
of Adjustment. In FY 2014 the net pension liability totaled $2,918,025,938 (GRS - $1,786,441,192 and PFRS -
$1,131,584,746).
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During November 2015, the actuary for each of the plans revised the calculation of the Unfunded
Actuarial Accrued Liabilities (UAAL) for the frozen plans using updated mortality tables and other
assumptions. The effect of the revised calculations was to increase the UAAL for the frozen plans
by approximately $491 million. Beginning in 2024, the Plan of Adjustment assumed that the
UAAL would be funded over 30 years and projected an annual General Fund contribution of $111
million beginning in fiscal year 2024. Based on the revised calculations, as of November 2015, the
General Fund contribution was projected to be $194 million per year. In fiscal year 2016, the City
began to set aside funds in a restricted fund - Retirement Protection Fund (RPF) for application to
a portion of its annual General Fund contribution obligation to the plans beginning in fiscal year
2024 to allow the City to better manage its liability at that time. On June 30, 2019 the balance of
the RPF was $129.5 million. The latest estimate of the General Fund contribution for FY 2024 is
$164.3 million based on the June 30, 2018 actuarial valuation.”

The pension plan fiduciary net position as a percentage of total Pension liability (i.e., unfunded
liability) for the City’s four pension plans as of June 30, 20187 are detailed below.

FY 2018 FY 2017
Percentage Percentage
Pension Plan Funded Funded
PFRS Component II Legacy 76.9% 77.9%
PFRS Component I New 135.0% 136.1%
GRS Component II Legacy 70.0% 67.6%
GRS Component I New 98.7% 86.6%

Primary Government’s Long-Term Obligations. Total primary government long-term
obligations were $3.138 billion at June 30, 2019, an increase of $279.0 million from the $2.859
billion at June 30, 2018.7 The long-term obligations increased mainly due to the issuance in FY
2019 of: (1) $135.0 million of unlimited tax general obligation bonds (Series 2018); (2) $81.6
million of Sewer revenue bonds; and (3) $51.0 million revenue bonds for Street Fund projects.
The addition of debt in FY 2019 was partially offset by principal payments of existing debt. In
addition, the FY 2019 long-term obligations added: (1) $44.0 million for the Sewerage Disposal
Fund shortfall due GLWA for prior years; and (2) $39.7 million increase in claims and lawsuits.
The shortfall due GLWA and the $39.7 million increase of obligations for claims and lawsuits are
concerning. In the questions section we are asking the OCFO to explain the increase in claims and
lawsuits and the Sewerage Disposal Fund’s shortfall due to GLWA.

73 Pages 118, Note 13 of the 2019 CAFR

74 Pages 130-132 of the 2019 CAFR and Pages 126-127 of the 2018 CAFR
75 Page 18 of the 2019 CAFR and page 18 of the 2018 CAFR

76 Pages 78-81 of the 2019 CAFR
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Long-Term Obligations
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2 June 30, 2018 2,858,811,829
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The decreases in long-term obligations from June 30, 2013 are mainly due to the bifurcation and
transfer of the regional water and sewer systems’ assets and liabilities to GLWA, which included
$5.1 billion of revenue bonds’”. Also, the reductions in retiree health care (OPEB) and POCs
resulting from the bankruptcy contributed to the decrease in long-term obligations from 2013.

City Debt Ratings. As of June 30, 2019, the City's debt has the following ratings’®:

Date of Rating
Rating Agency Rating

Distributable State Aid First Lien Refunding

bonds (LTGO) Series 2016B-1 12/15/2017 Moody's Aaz2
7/24/2018 S&P AA-

Distributable State Aid bonds - Third Lien

Refunding Bonds (LTGO) Series 2016B-2 12/15/2017 Moody's Aaz2
7/24/2018 S&P AA-

Distributable State Aid bonds - Fourth Lien

Refunding Bonds (UTGO) Series 2016A-1 12/15/2017 Moody's Aaz2
7/24/2018 S&P AA-

Distributable State Aid bonds - Fourth Lien

Refunding Bonds (UTGO) Series 2016A-2 12/156/2017 Moody's Aaz2
7/24/2018 S&P AA-

Distributable State Aid - Second Lien Bonds

(UTGO) Series 2010 A 12/15/2017 Moody's Aaz

Distibulabie State Aid Fifth Lien Bonds,

Series 2018 11/12/2018 Moody's Aa3

City of Detroit Issuer Rating 5/23/2018 Moody's Ba3
2/5/2019 S&P BB-

77 Page 122 of the 2016 CAFR
8 Page 95 of the 2019 CAFR, Note 7
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The City’s credit ratings on uninsured general obligation bonds as of June 30, 2019 were:

Moody’s Investor Service, Inc. Ba3
Standard & Poor’s Corporation BB-”°

City debt ratings have improved because of the improved financial condition of the City and the
revenues securing the payment of the debt. The City credit ratings for the uninsured general
obligation bonds are below investment grade due to weakness in Detroit’s economic base relative
to its peers. Because of the credit rating below investment grade the City will have higher
borrowing costs.®

Primary Government’s Deferred Inflows of Resources. Deferred inflows of resources were
$39.4 million on June 30, 2019, an increase of §18.2 million from the $21.2 million on June 30,
2018.8" Deferred inflows of resources, represents an acquisition (Asset) of net position that applies
to a future period(s) and so will not be recognized as an inflow of resources (revenue) until that
time. The deferred inflows of resources from pensions result from three transactions: the variance
between the plans’ actual investment earnings compared to the plans’ assumed investment
earnings, the variance between the plans’ actual experience compared to the plans’ assumed
experience, and changes in assumptions.®? In the questions section we are asking the OCFO to
explain why the deferred inflows of resources increased in FY 2019.

Primary Government Change in Net Position. The chart below details the primary
government’s change in net position for fiscal years 2019, 2018, and 2013 (Attachment IV). As
discussed previously, the change in net position in FY 2019 was a $68.1 million surplus mainly
because of the increases in income tax and charges for services revenues.

Primary Government Change in Net Position
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2,500,000,000
2,000,000,000
1,500,000,000
1,000,000,000
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(500,000,000) = B Revenue Total Pension Special Item - Change in Net
Expenditures Recovery Bifurcation Position
# June 30, 2019 2,132,330,516 2,064,213,857 - - 68,116,659
H June 30, 2018 1,880,940,056 1,896,835,532 - 101,859,924 85,964,448
:June 30, 2013 2,177,287,096 2,483,491,411 - - (306,204,315)

7 Page 16 of the 2019 CAFR, MD&A

5 Ibid

81 page 18 of the 2019 CAFR and page 19 of the 2018 CAFR

52 Page 47 and pages 106-107 of the 2016 CAFR



Primary Government’s Revenues. The chart below details the primary government’s major
revenues for fiscal years 2019, 2018, and 2013 and shows the sources of some of the City’s main

revenues.

Primary Government Revenues
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June 30, 2019 726,847,897 275,233,398 990,140,269 140,108,952
@June 30,2018 644,995,291 251,983,780 872,717,136 111,243,849

June 30, 2013 1,124,725,171 313,209,098 855,234,416 (115,881,589)

Primary Government’s Charges for Services.
million on June 30, 2019, an increase of $81.9 million from the $645.0 million on June 30, 2

The charges for services revenue was $726.8

018.%

Detailed below is a comparison of the various charges for services for FY 2019 and FY 2018.

FY 2019 FY 2018 Difference

Public Protection 85,794,552 82,142,006 3,652,546
Health 2,326,609 2,543,252 (216,643)
Recreation and Culture 4,162,855 2,097,986 2,064,869
Economic Development 21,974,750 6,581,729 15,393,021
Housing Supply and Conditions 817,929 - 817,929
Physical Environment 41,766,310 44,307,433 (2,541,123)
Transportation Facilitation 4,695,448 3,728,872 966,576
Development and Management 122,447,673 42,238,300 80,209,373
Water 101,609,566 115,019,869 (13,410,303)
Sewer 297,703,405 291,130,813 6,572,592
Transportation 20,190,340 29,236,816 (9,046,476)
Automobile Parking 10,149,706 12,013,301 (1,863,595)
Airport 571,913 619,190 (47,277)
Public Lighting Authority 12,636,841 13,335,724 (698,883)

Total 726,847,897 644,995,291 81,852,606

The following had significant changes for charges for services revenue: (1) economic development
$15.4 million increase; (2) development and management $80.2 million increase; (3) water §13.4
million decrease; and {4) transportation (DDOT) $9.0 million decrease. In the questions section
we are asking the OCFO to explain these major changes in the charges for services revenues for
FY 2019.

Primary Government’s Property Tax Revenue. The property tax revenue was $181.4 million
for the year ended June 30, 2019, a $22.3 million increase from the $159.1 million for the year

83 Pages 19-20 of the 2019 CAFR and pages 20-21 of the 2018 CAFR
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ended June 30, 2018. Collections were improved in FY 2019 which contributed to the increase in
the property tax revenue.

Primary Government’s Municipal Income Tax Revenue. The municipal income tax revenue
was $376.7 million for the year ended June 30, 2019, a $77.4 million increase from the $299.3
million for the year ended June 30, 2018. In FY 2019 there was a $23.0 million one-time collection
from a corporate entity that contributed to the increase. In the questions section we are asking the
OCFO to explain the increase in municipal income taxes in FY 2019.

Primary Government’s Investment Earnings Revenue. The investment earnings were $26.9
million for the year ended June 30, 2019, a $10.5 million increase from the $16.4 million for the
year ended June 30, 2019. The City’s improved cash position, increase in interest rates and the
improvement of the OCFO’s Treasury management of cash contributed to the increase in
investment earnings in FY 2019.

Primary Government’s Miscellaneous Revenue. Miscellaneous revenue was $113.3 million for
the year ended June 30, 2019, an $18.5 million increase from the $94.8 million for the year ended
June 30, 2018. In the questions section we are asking the OCFO to explain the increase in
miscellaneous revenue for FY 2019.

Primary Government’s Expenditures. The chart below details the primary government’s major
Expenditures for fiscal years 2019, 2018, and 2013 and shows the major programs that the City
expends funds for.

Primary Government Expenses
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® June 30,2019 578,832,651 168,738,713 395,668,017 297,055,156 178,880,079 104,478,557 340,560,684
w June 30, 2018 459,155,038 152,794,269 403,929,393 300,112,413 158,602,192 130,123,421 292,118,806
iJune 30,2013 694,708,112 121,192,467 205,937,823 523,909,799 166,024,287 398,086,572 364,799,672

Primary Government’s Public Protection Expenses. Public protection expenses were $578.8
million in FY 2019, a $119.6 million increase from the $459.2 million amount in FY 2018. In the

questions section we are asking the OCFO to explain why public protection expenses increased so
much in FY 2019.
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Primary Government’s Recreation and Culture Expenses. Recreation and culture expenses
were $29.4 million, an $8.0 million decrease from the $37.4 million in FY 2018. In the questions
section we are asking the OCFO to explain why recreation and culture expenses decreased so much
in FY 2019.

Primary Government’s Economic Development Expenses. Economic development expenses
were $99.9 million for the year ended June 30, 2019, a $54.6 million increase from the $45.3
million for the year ended June 30, 2018. In the questions section we are asking the OCFO to
explain why the economic development expenses increased so much in FY 2019.

Primary Government’s Transportation Expenses. Transportation expenses were $63.8 million
for the year ended June 30, 2019, a $28.0 million increase from the $35.8 million for the year
ended June 30.2019. The increase in spending for the street maintenance projects contributed to
the increase in FY 2019.

Primary Government’s Housing and Supply Conditions Expenses. Housing and supply
conditions expenses were $34.1 million in FY 2019, an increase of $9.1 million from the $25.0
million in FY 2018. The increase in blight and demolition activity contributed to the increase in
FY 2019.

Primary Government’s Physical Environment Expenses. Physical environment expenses were
$168.7 million in FY 2019, a $15.9 million increase from the $152.8 million amount in FY 2018.
In the questions section we are asking the OCFO to explain why physical environment expenses
increased in FY 2019.

Primary Government’s Development and Management Expenses. Development and
Management expenses were $395.7 million in FY 201 9, a decrease of $8.3 million from the $403.9
millionin FY 2018. In the questions section we are asking the OCFO to explain why development
and management expenses decreased in 2019.

Primary Government’s Interest on Long-term Debt. Interest on long-term debt was $34.0
million in FY 2019, a $28.5 million decrease from the $62.5 million in FY 2018. In the questions
section we ask the OCFO to explain why the interest on long-term debt decreased so much in FY
2019.

Primary Government’s Water Expense. Water expenses were $104.5 million in FY 2019, a
$25.6 million decrease from the $130.1 million in FY 2018. In the questions section we ask the
OCFO to explain why water expenses decreased in FY 2019.

Primary Government’s Transportation Expense. Transportation expenses were $178.9 million
in FY 2019, a $20.3 million increase from the $158.6 million in FY 2018. In the questions section
we ask the OCFO why the transportation expense increased so much in FY 2019.

Primary Government’s Automobile Parking Expenses. Automobile parking expenses were
$16.1 million in FY 2019, a decrease of $13.4 million from the $29.5 million in FY 2018. Parking
sold the Premier garage in FY 2018 at a loss of $21.1 million which contributed to the higher
expenses in FY 2018. In FY 2019 Parking contributed $7.1 million of assets to the City’s
governmental activities which increased expenses in FY 2019. In July 2019 (FY 2020) the City
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sold the Millennium garage for $18.7 million. Its book value was $7 million and a gain of
approximately $11 million net of expenses was recorded for FY 2020. The proceeds were used
for land acquisitions for the FCA project.

CITY’S LONG-TERM OBLIGATIONS POST-BANKRUPTCY. The bankruptcy exit
provides the City relief from legacy costs mainly OPEB and pension obligations. However, LPD
provides the following observations:

While the City eliminated a substantial amount of its obligations with the bankruptcy
settlements, it did incur additional debt to provide for some of the settlements and
restructuring/Quality of Life projects. Much of the new debt such as the 2014 B(1) and
B(2) bonds was limited tax general obligation (LTGO) debt and will have to be paid from
the general revenues of the City. This along with other “secured” LTGO bond debt issued
before the bankruptcy will divert the City’s General Fund’s revenues, which could have
been used for core City services such as police and fire, to pay off the debt service. Of the
City’s primary government’s $1.738 billion of General Obligation bond debt at June 30,
2019%, a total of $1.368 billion® is LTGO debt which will ultimately have to be paid from
the general revenue. Furthermore, much of the debt issued for the bankruptey settlements
was structured to defer principal payments for several years and will have a greater adverse
impact on the General Fund in future years.

The OCFO has taken commendable steps to reduce the LTGO debt and gross debt service
for fiscal years 2025-2030 by redeeming and refunding certain bond obligations. In FY
2018, the OCFO redeemed $52.3 million of the 2014 C bonds with surplus funds. On
December 13, 2018, the City issued its $176 million Distributable State Aid Fifth Lien
Financial Recovery Refunding Bonds (LTGO) Series 2018 Bonds (the “2018 DSA
Bonds”) for the purpose of purchasing $197.7 million of its Series 2014 B (1) and its B (2)
Financial Recovery Bonds, and paying the costs of issuance associated with the 2018 DSA
Bonds. %

The OCFO estimates the debt service on LTGO bonds for FY 2025-2030 will be reduced
by $155 million because of the above debt issuances. Debt service beginning in fiscal year
2025 would have increased by approximately $31 million per year through fiscal year 2030
in absence of these transactions. In addition, to the reduced debt service, the City will also
save approximately $21.7 million ($11.7 million interest savings on 2014 C Bonds and $10
million on 2014 B(1) and 2014 B(2) Bonds) as a result of these transactions.®’

On December 10, 2018, the City issued $135,000,000 Unlimited Tax General Obligation
Bonds, Series 2018 for the purpose of financing the cost of certain capital projects of the
City and paying cost of issuance associated with the 2018 UTGO Bonds. The 2018 UTGO
Bonds are secured by the debt millage on City property taxes. The 2018 UTGO Bonds are
tax exempt and mature on April 1, 2038.*

8 Pages 78-80 of the 2019 CAFR, Note 7

85 Pages 86-90 of the 2019 CAFR

8 Page 85 of the 2019 CAFR

37 Page 85 of the 2019 CAFR and page 118 of the 2018 CAFR, Note 14 - Subsequent Events
8% Page 83 of the 2019 CAFR, Note 7
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o Also, pension obligations have only been reduced and not eliminated even though the
City’s required contributions are limited by the Plan of Adjustment through June 30, 2023.
After June 30, 2023, the City will have significant annual obligations to fund pensions,
especially if the Net Pension Liability is not significantly reduced by then. Beginning in
2024, the Plan of Adjustment assumed that the UAAL would be funded over 30 years and
projected an annual General Fund contribution of $111 million beginning in fiscal year
2024. Based on the latest actuarial valuation as of June 30, 2016, the anticipated General
Fund contributions starting in FY 2024 are projected to be $164.3 million®”. As mentioned
previously, the OCFO has taken action to mitigate the pension required contributions in
2024 by setting aside $129.5 million in the Retirement Protection Trust Fund as of June

30, 2019.

o Legacy GRS Pension System Payout Ratio. The General Retirement System (GRS)
Legacy Pension Fund (Component I1) had total expenditures of $264.6 million for the year
ended June 30, 2019%. The total Net Position of the fund was $1.811 billion at Junc 30,
2018°!, a decrease of $142.0 million from the prior year.” The GRS Legacy Pension Fund
has a high payout ratio (1:6.8) compared to its net position, meaning if GRS pension
expenditures continue at this rate, total GRS pension net position would be depleted in
approximately six years and ten months. The Net Pension Liability to the GRS Legacy
Pension Fund was $832.7 million as of June 30, 2018.” The City’s pension obligations
are a burden that have to be closely monitored.

o PFRS Pension System Payout Ratio. The Police and Fire Retirement (PFRS) Legacy
Pension Fund had total expenditures of $312.7 million for the year ended June 30, 2019.*
The total Net Position of the fund was $2.676 billion at June 30, 2019, a $§195.3 million
decrease from the prior year.”> The PFRS Legacy Pension Fund has a lower payout ratio
(1:8.6, meaning the total PFRS pension net position would be depleted in approximately
eight years and seven months at this rate of PFRS pension expenditures) than the GRS but
it is still of concern. The City’s Net Pension Liability to the PFRS Legacy Pension Fund
was $859.2 million as of June 30, 2018.%

o Ofconcern is the transfer of $9.0 million and $4.0 million transfer from the GRS and PFRS
Legacy pension funds, respectively, in FY 2019 to the Component 1 pension plans.”’ It

% page 118 of the 2019 CAFR, Note 13, Bankruptcy - Pension Settlements

% GRS (Component II) “total expenditures”™ is synonymous with “total deductions” on Page 189 of the 2019 CAFR.

71 page 189 of the 2019 CAFR

"2 Page 189 of the 2019 CAFR and 180 of the 2018 CAFR

% Page 101 of the 2019 CAFR. Per page 99 of the 2019 CAFR, as permitted by GASB No. 68, the City has chosen to
use June 30, 2018 as its measurement date for the net penston liability (asset) for its fiscal year 2019 financial
statements. The net pension liability (asset) was calculated using the total pension lability and the Systems’ fiduciary
net position as of June 30, 2018. The June 30, 2018 total pension liability was determined by an actuarial valuation
performed as of June 30, 2017, which updated procedurcs to roll forward the estimated lability to Jutie 30, 2018,

* PERS (Component IT) “total expenditures™ 1s synonymous with “total deductions” on Page 190 of the 2019 CAFR.
% Page 190 of the 2019 CAFR and 180 of the 2018 CAFR

% page 99 of the 2019 CAFR. Per page 99 of the 2019 CAFR. as permitted by GASB No. 68, the City has chosen to
use June 30, 2018 as its measurement date for the net pension liability (asset) for its fiscal year 2019 financial
statements. The net pension liability (asset) was calculated using the total pension liability and the Systems’ fiduciary
net position as of June 30, 2018, The June 30, 2018 total pension liability was deterinined by an actuarial valuation
performed as of June 30, 2017, which updated procedures to roll forward the estimated liability to June 30, 2018.

97 Pages 189 and 190 of the FY 2019 CAFR
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appears the legacy plan annuitants are funding the new pension plans with the excess
earnings from their annuities. The earnings should be retained by the annuity fund to
provide for investment shortfalls in future years. We need for the OCFO and retirement
systems to better explain these transfers. In the FY 2019 financial statements for the GRS
the transfer is explained as follows: “The Combined Plan document setting forth the
Legacy Plan (Component II) contains a provision for the transfer of certain excess
investment returns to the new Hybrid Plan (Component I). If the annual rate of return
credited to the member annuity savings fund account is less than the actual rate of return
net of expenses of the Plan’s invested assets for the second plan year preceding the plan
year in which the annual rate of return is credited, the excess earned shall be transferred to
the pension accumulation fund maintained under Component I of the Combined Plan and
will be used to fund transition costs related to Component I. The transition cost is a
measure of the liability that Component I of the Combined Plan has at its inception due to
the fact that members in Component I receive vesting and eligibility credit under
Component I for service that was earned prior to July 1, 2014 and is otherwise credited to
members under Component 1I. Such transition costs have been calculated by the plan’s
actuary. Yearly transfers to fund these costs are required in the second year following the
year in which the return is earned based on a two-year “lookback”, therefore, for example,
any transfers based on the plan year ended June 30, 2017 will be calculated and transferred
during the plan year ended June 30, 2019. Based on these provisions, for plan year ended
June 30, 2019, $9.0 million was transferred from Component II to Component I toward the
transition costs.”

e If new revenue sources are not established, and revenues as projected in the Plan of
Adjustment do not materialize, the City will severely struggle to maintain a viable
government without strong cost containment measures. The years after June 30,2023
will be challenging as the City resumes making regular pension contributions and
much of the principal on the debt issued from the bankruptcy settlements become
due.

Maijor Issues from the City’s Enterprise Fund Financial Statements in the 2019 CAFR
(Long-term perspective)

Enterprise Fund’s Net Position. The City’s enterprise funds had a net position of $1.259 billion
at June 30, 2019, an increase of $19.0 million from the $1.240 billion net position at June 30, 201 8.
The enterprise fund cumulative unrestricted net position was a surplus totaling $773.2 million in
FY 2019 a $23.9 million decrease from the $797.1 million in FY 2018%.

Water and Sewage Disposal Funds. In FY 2019 Water and the Sewage Disposal Funds had
unrestricted net positions of $456.9 million and $543.1 million, respectively, mainly due to the
bifurcation which exchanged the water and sewer regional systems assets and liabilities including
long term debt to GLWA for $50.0 million in annual lease payments over 40 years.'® The Water
Fund unrestricted net position increased by $10.4 million and the Sewage Disposal Fund
unrestricted net position decreased by $12.7 million from the FY 2018 balances.

% Pages 29 and 30 of the FY 2019 GRS financial statements, Note 9 — Commitments. Note: there is similar
language for the PFRS system on page 30 of the FY 2019 PFRS financial statements, Note 9-Commitments.
9 Pages 20 and 28-30 of the 2019 CAFR and pages 19, and 27-28 of the 2018 CAFR

100 pages 27 and 28 of the 2019 CAFR
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The Sewage Disposal Fund shows a balance of $44.0 million in a liability account entitled
sshortfall loan payable to Great Lakes Water Authority” on June 30, 201 0.'9" This appears to be
attributable to a negative balance caused by a budget shortfall for the Sewage Disposal Fund which
exceeds the two percent threshold (i.e., actual receipts falling short of budget for either the water
fund or sewer fund by greater than two percent) per the 2018 MOU. The budget shortfall not cured
by the end of the fiscal year following the year in which they arise shall be repaid in full, in
installments over a period not to exceed three fiscal years. The installment payments will include
a surcharge based on the three-year U.S. Treasury note plus 150 basis points.'” As of November
7, 2018, DWSD has discussed options to cure this shortfall with its Board of Commissioners and
at a Reconciliation Committee meeting on October 19, 2018. A written agreement was under
‘discussion to document the plan to cure. 103 111 the questions section of this report we ask the OCFO
to provide us with an update on this loan payable to GLWA.

While the Water and Sewage Disposal Funds have large unrestricted net positions at June 30,2019,
both funds have large capital and infrastructure repair and replacement needs and debt obligations
to GLWA that will require a large share of that unrestricted net position. According to DWSD
representatives, a benefit of the net unrestricted net position is that water and sewer rate increases
to Detroit customers will be mitigated, as the unrestricted net position through the annual $50
million lease payment from GLWA, will provide a significant amount of the funding for both
Funds® capital, infrastructure, and debt obligation needs.!™

Per page 17 and 27 of the 2019 CAFR, there is recorded a $993.3 million receivable from GLWA
for the lease as of June 30, 2019. The receivable was for the present value of the $50.0 million
annual lease payment due over 40 years per the City’s agreement with GLWA. The annual lease
payment from GLWA to the Water F und is $22.5 million and the present value of the receivable
from GLWA on June 30, 2019 was $447.0 million. The annual lease payment from GLWA to the
Sewage Disposal Fund is $27.5 million and the present value of the receivable from GLWA on
June 30, 2019 was $546.3 million'””.

It should be noted that the $50 million lease payment is funded from a portion of the common-to-
all revenue requirements for the regional systems. The lease payments follow the flow of funds
under the related GLWA Master Bond Ordinance. The parties to the Leases anticipated that, due
to efficiencies, restructuring opportunities, local and regional capital improvements underway or
planned for the future, and other cost savings, funding of the lease payment would not increase the
revenue requirements for the regional systems by more than 4 percent per year. Nothing in the
Leases changes the obligation of GLWA to comply with the rate covenant under the Master Bond
Ordinances. The lease payments are not treated as a GLWA operation and maintenance expense
and may be applied by the City, solely at the City’s direction and discretion, to the cost of
improvements to the local system infrastructure located within the City (payable after debt service
and pension liability payments in the flow of funds), the payment of debt service on GLWA Bonds

101 page 27 of the 2019 CAFR.

102 Note 20. Subsequent Events on page 76 of the 2018 GLWA CAFR.

103 Note 20. Subsequent Events on page 76 of the 2018 GLWA CAFR.

104 Attachment V “Questions on FY 2017 DWSD Financial Statements Net Position and DWSD Management
Responses”

105 The 2019 water and sewer lease receivables from the GLWA were obtained from 2019 water and sewer trial
balance reports.
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associated with such improvements, or the City’s share of debt service on GLWA Bonds associated
with common-to-all improvements. Any bonds to finance regional system improvements or
DWSD local infrastructure are now issued by the GLWA and are secured by the net revenue (as
defined in the Master Bond Ordinances) of the systems.

Pursuant to the Leases, GLWA has exclusive right to establish rates for water and sewer service
for both wholesale and retail (City of Detroit) customers; however, GLWA may delegate rate
setting to an agent and under the Water and Sewer Services Agreement, and as provided in a
December 15, 2015 Court Order, has delegated to the City’s Board of Water Commissioners its
rights to set rates and collect revenue with respect to retail customers of the City.

As a result of the Leases, DWSD reports activity only related to City retail customers (Detroit
retail class). Per the Water and Sewer Services agreement between DWSD and GLWA and the
Master Bond Ordinances, the Detroit retail class continues to pay its common-to-all share of debt
service revenue requirements and its allocated share of debt service revenue requirements
associated with improvements to the local water and sewer systems based on a percentage of total

debt service!%.

The lease receivable from GLWA on DWSD’s Statement of Net Position does not agree with the
lease payable on GLWA’s Statement of Net Position for FY 2019. GLWA shows the lease to be
$25.5 million less than DWSD for the Water Fund and $31.1 million less for the sewage Disposal
Fund. The difference is due to GLWA using a different discount rate, which is higher than DWSD
but produces a lower obligation. Detailed below is the difference!"’. In the questions section we
ask the OCFO is DWSD in recent negotiations with GLWA for GLWA to consider using DWSD’s
discount rate.

in Millions
Water Sewer
DWSD GLWA Difference DWSD GLWA Difference
Receivable From GLWA § 447.0 4215 25.5 $ 546.3 515.2 31.1

In FY 2019 the Water Fund had $19.4 million in operating income while the Sewage Disposal
Fund had $22.6 million in operating income.'%, Sewage Disposal Fund revenues were up while
expenses were down in 2019 compared to the prior year.

The Water and Sewage Disposal Funds show pension recovery expenses as a contra (negative)
expense for FY 2019 of $13.4 million and $10.1 million respectively. In addition, the Water and
Sewage Disposal Funds show GLWA’s share of the pension recovery as a contra (negative)
revenue for FY 2019 of $9.9 million and $6.7 million which partially offsets the pension recovery
expense'”. The net impact is a $6.9 million reduction in expenses for both funds. We are asking
the OCFO to explain what the pension recovery expense is. It appears to be an adjustment to the
net pension liability for overcharges in previous years.

106 pages 119-120 of the 2019 CAFR

107 page 27 of the 2019 CAFR and pages 66 and 67 of GLWA’s FY 2019 CAFR
108 Page 29 of the 2019 CAFR (Operating Income (Loss) line)

199 Page 29 of the 2019 CAFR
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Of concern is the GLWA $200.8 million deficit on June 30, 2019 and the impact it will have on
rates to DWSD’s customers. GLWA is technically insolvent as its liabilities and deferred inflows
exceed its assets and deferred outflows. GLWA will need to increase its rates to its wholesale
customers including DWSD to meet its obligations. The following schedule details GLWA’s
deficits'1” and net position for FY 2017 to FY 2019.'"!

Fiscal Year

2017 2018 2019
Unrestricted Deficit (1,095,078,075) (903,746,081) (126,936,239)
Net Position (102,834,993) (178,754,764) (200,824,621)
Change in Net Position (88,151,113) (75,919,771) (22,069,857)

The City needs to closely observe the financial performance of the Water and Sewage
Disposal Funds after the bifurcation to ensure the funds maintain solvency and the resources
to provide the City’s citizens with excellent water and sewage service.

Transportation Fund. The Transportation Fund had an unrestricted net position deficit at June
30, 2019 of $255.7 million, a $32.0 million increase from the $223.7 million deficit on June 30,
2018. This was mainly due to the $25.2 million increase in the net pension liability from $198.4
million at June 30, 2018 to $223.6 million at June 30, 2019. The General Fund provided $61.5

million in subsidies to the transportation Fund in FY 2019 compared to $55.2 million in FY 2018.
12

DDOT miscellaneous revenue was down $8.3 million from FY 2018 because of one-time
insurance proceeds of $8.1 million related to the Shoemaker bus terminal fire paid in FY 2018.

Notwithstanding the Transportation Fund, which traditionally receives a large general fund
subsidy for its operations, the business-type funds are struggling to fully recover their cost of
delivery. There will be a constant need to re-evaluate the fees/rates assessed by the business-type
entities, as well as explore and implement operational efficiencies, to help avoid future deficits.

Public Lighting Authority. Because the PLA is in substance a part of the City’s operation, its
financial statements are blended (Blended Component Unit) with the City’s financial statements
in the CAFR’s Enterprise Funds section. The PLA had a $35.9 million net position at June 30,
2019, a $1.0 million increase from the $34.9 million at June 30, 201 8.!13 The PLA had revenues
of $12.6 million including $12.5 million transferred from the General Fund’s utility users’ tax
revenues. In addition, the City provided a subsidy of $10.1 million to the PLA. The PLA had
$14.0 million of expenses for the year ended June 30, 2019. The PLA debt service was $8.3
million.!*

110 page 9 of the GLWA FY 2019 CAFR - GLWA’s Unrestricted Deficit decreased significantly in FY 2019 because
of an accounting change in the calculation of the Net Investment in Capital Assets which significantly reduced the
amount of that account.

Il pages 9 and 12 of GLWA'S FY 2019 CAFR

112 page 29 of the 2019 CAFR and pages 28-29 of the 2018 CAFR

113 Page 30 of the 2019 CAFR and page 29 of the 2018 CAFR

114 page 30 of the 2019 CAFR
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The PLA had an unrestricted net position of $30.7 million'®in the FY 2019 CAFR, which is mainly
due to the $18.8 million of excess utility user tax revenues collected that will be used to pay its
future debt obligations, which is shown in the table below. It is our opinion that the excess utility
user tax revenues of $18.8 million should be a restriction of fund balance because these revenues
are committed to paying the PLD’s debt service on its bonds. This would leave the unrestricted
balance at $11.9 million. In the questions section, LPD raises a question on this issue.

The PLA also has received General Fund subsidies from the City’s General Fund. Article 4 of the
Interlocal Agreement between the City and PLA!!Srequires the City pay PLA for its operating and
maintenance, extraordinary maintenance, and administrative costs. In addition, the agreement
requires that the City, in no event, be obligated to pay more than $8,024,000 (Annual Cap Amount)
in any given year, excluding any payments for extraordinary maintenance. Article 5 of the
agreement requires quarterly payments to the PLA and a reconciliation by the PLA of actual
expenses with the quarterly payment made. If the reconciliation discloses an overpayment by the
City. the Authority shall credit the difference to the City against the next amounts that may become
due under the Agreement. As can be seen from the table below, from FY 2013 through June 30,
2019 a total of $45.6 million in subsidy has been paid to the PLA. The PLA has incurred $49.7
million of operating expenses from FY 2013 through FY 2019.

The table below shows the $18.8 million excess utility user’s tax, General Fund subsidy to the
PLA, and PLA revenue and expenses from FY 2013 through FY 2019417,

2013 2014 2015 2016 2017 2018 2019 Total
Utility User Tax $1,200,000 17,549,984 12,500,000 12,500,000 12,500,000 12,500,000 12,500,000 § 81,249,994
City Subsidy 757,500 5,627,177 8,886,743 10,039,058 10,302,828 10,099,883 45,613,189
Other Revenue 2,660 1,246,321 1,142,791 1,072,660 835,724 136,841 4,436,997

Total Revenue | 1200000 18,310,154 19,273,498 22,529,534 23611718 23,638,552 22,736,724 131,300,180

Qperating Expense 161,549 1,304,983 5,589,821 8,157,578 7,813,490 12,711,589 13,958,851 49,697,861

Other Expense 10,493 {205,540) (526,096) (721,143)
Debt Service 585,489 8,997,509 8,600,792 8,509,892 8,385,092 8,255,294 43,334,068
Bond Issuance 916,636 2,119,241 5,000 5,000 - 3,045,877
Total Expense 161,549 2,807,108 16,706,571 16,758,370 16,338,875 20,896,141 21,688,049 95,356,663

Surplus/(Deficit) ~ $1,038,451 15,503,046 _ 2,566,927 5,771,164 7,272,843 2,742,411 1,048,675 § 35,943,517

Principal Paid - 2070000 3,030,000 3120000 3245000 3749458 16,114,458
Excess UUT 1200000 16,047,869  (1,586,750) 869,208 865,108 864,908 495,248 $ 18,755,591
Other Enterprise Funds. Other Enterprise Funds include the Airport Fund and Parking Fund.

The General Fund subsidy to the Airport increased $1.3 million to $2.2 million for FY 2019 from
$.9 million in FY 2018. The Airport Fund had a $6.7 million unrestricted deficit net position on

115 page 28 of the 2019 CAFR

116 Interlocal Agreement between the City of Detroit and Public Lighting Authority for the Operation, Maintenance
and Management of a Public Lighting System

U7 EY 2013. 2014, 2015, 2016, 2017, 2018, 2019 PLA financial statements
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June 30, 2019, an increase of $2.9 million from the $3.8 million unrestricted deficit net position at
June 30, 2018. A lawsuit settlement was the major reason for the increased deficit.

The Parking Fund net position on June 30, 2019 was $27.8 million, a decrease of $4.6 million from
the $32.4 million net position on June 30, 2018. Parking Fund revenues in FY 2019 were $10.1
million, a $1.9 million decrease when compared to the $12.0 million in FY 2018. The Parking
Fund had a $4.8 million unrestricted net position on June 30, 2019, an increase of $4.3 million
from the $.5 million unrestricted net position on June 30, 2018.!**

In FY 2019 Parking contributed $7.1 million of assets to the City’s governmental activities in FY
2019. In July 2019 (FY 2020) the City sold the Millennium garage for $18.7 million. Its book
value was $7.0 million and a gain of approximately $11.0 million net of expenses was recorded
for FY 2020. The proceeds were used for land acquisitions for the FCA project.

Other Major Issues/Observations from the Review of the 2019 CAFR
Downtown Development Authority Bond Issue. The Downtown Development Authority issued
$287.4 million of 2018A refunding bonds for their 2014 and 2017 bonds in FY 2019.11°

Tax Abatement Disclosures. In the FY 2019 CAFR, Note 14 Tax Abatements are reported as
required by GASB Statement No. 77, Tax Abatement Disclosures'?”. The City disclosed the
programs and the estimated amount of taxes abated during the most recent year. Detailed below
is a summary of the programs and abated amounts for FY 2019,

Abatement Amount
2019 2018 Difference

Program Legislation  Total Taxes _Total Taxes Total Taxes Comment
Brownfield Redevelopment Act (BRA) ~ PA3811996  § 1,179,840 $ 1118136 3§ 61,704 Cleanup of Environmental Issues
Industrial Facilities Act (IFT) PA 198 1974 426,216 606,817 (180,601 00) Redevelopment of Facility
Commercial Rehabilitation Act (CRA) ~ PA 210 2005 1,966,521 1,543,958 42256300 Rehabilitation of Qualified Facility
Commercial Redevelopment Act (CFT) ~ PA 2551978 6,573 6,876 (303.00) Redevelopment of Commercial Property
Renaissance Zone Act (R2) PA 376 19% 5004819 6,840,208  (1,745,389.00) Economic Development in Designated Area
Obsolete Property Rehab Act (OPRA)  PA 146 2000 1728275 1,251,504 477,681.00 Redevelopment of Obsolete and Blighted Buildings
Neighborhood Enterprise Zone (NEZ) PA 147 1992 4278780 4571933 (293,153.00) Financial Investment in Property
Land Bank Fast Track Act {LB) PA 258-263 2003 483,462 313,285 170,177.00 Improvement of Propery
Eligible Manf. Personal Property (EMPP) PA 328 1998 - 11,123,269 (11,123,269.00) Exempts Personal Property from Tax
Sr. Citizen/Disabled Fam. Hous. Exempt. PA 78 2016 63,652 153,479 (89,827 00) Manage Sr Citizen & Disabled Family Housing
MSHDA PA 346 1966 5360686 11,214 777  (5,854,091.00) Provide 7 Manage Low-Income Housing

Totals 5 20,589,824 $38,744332 § (18,154,508)

In FY 2019 the City gave an estimated $20.6 million of tax abatements 50 as to be competitive in
Southeastern Michigan to encourage business and residency growth. This was $18.1 million less
than the $38.7 million in tax abatements for FY 2018, which was mainly due to the omission of
the personal property iux exemptions, which were $11.1 mitlion in FY 2018. In the quesiions
section we are asking the OCFQ to explain why the personal property tax exemptions were omitted
and why the abatements decreased so much in FY 2019.

18 pages 180-181 of the 2019 CAFR and pages 173-174 of the 2018 CAFR
119 page 93 of the 2019 CAFR
120 pages 122-123 of the 2019 CAFR, Note 14
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Fair Allocation of Legacy Costs to Solid Waste Fund. The City is not properly allocating the
pension and legacy costs to the Solid Waste Fund and some other City funds (e.g., BSEED, and
Street Funds) that have the means to pay for them. Legacy costs were allocated to funds based on
payroll costs. The Solid Waste Fund was partially privatized for waste disposal and recycling
services in FY 2014. When a Fund is privatized and the City payroll is reduced or eliminated there
is no process to properly allocate all the legacy costs that the Fund has incurred. The General Fund
is left having to pay for those legacy costs. The Solid Waste Fund had a $67.4 million Fund
Balance on June 30, 2019, which was a $6.0 million increase from the $61.4 million Fund Balance
in FY 2018.12! The Solid Waste Fund was not charged for its share of the settlements for OPEB
(e.g., retiree health care) through the 2014 B(1) and B(2) bonds (VEBA Bonds) and the POCs in
FY 2015 - FY 2019. The Solid Waste Fund Balance is growing because it is not paying its fair
share of the legacy costs. In the questions section we ask the OCFO what methodology will be
explored to ensure these Special Revenue Funds are reimbursing the General Fund for
reimbursable costs.

Other Governmental Entities. The other governmental entities’ June 30, 2019 financial
statements and related management letters should at least be presented to the Council’s Budget,
Finance and Audit (B, F&A) committee since the elected officials of the primary government are
financially accountable of the legally separate organizations termed ‘“Discretely Presented
Component Units”. As a result, the B, F&A role is more critical to the legislative body’s role of
maintaining fiduciary responsibility for the City.

Non Compliance with Legal and Contractual Provisions. The City was not in compliance with
legal and contractual provisions for the year ended June 30, 2019 (see Note 2 in the CAFR)'*,
which included:

e The City failed to properly escheat balances to the State as required; and the City was not
in compliance with the State of Michigan Public Act 2 of 1968, Uniform Budgeting and
Accounting Act, Section 141.435 (2), which requires total budgeted expenditures not to
exceed estimated revenue plus accumulated fund balance. The City’s final budget for
several non-major special revenue funds resulted in a projected deficit. The City incurred
expenses against certain appropriations in excess of the amount appropriated by City
Council. The City amended the FY 2019 budget subsequent to year end.

Joe Louis Arena. On October 24, 2019, the City entered an agreement to sell the Joe Louis Arena
property and parking garage to a developer. FGIC assigned its rights to the property from the
bankruptcy settlement to the developer. The developer will be required to pay the City $12.1
million in annual payments through 2038 to repay the City’s loan from the Michigan Strategic
Fund which was used to demolish the JLA arena.'?

The Administration should be commended for the thoroughness of the 2019 CAFR. It behooves
the Budget, Finance and Audit Committee to continue to do its due diligence to understand and
examine the 2019 CAFR.

12l Page 157 of the 2019 CAFR and Page 145-146 of the 2018 CAFR
122 Page 53 of the 2019 CAFR Note 2
123 Page 125 of the 2019 CAFR Note 15
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Questions for the Administration

Listed below are LPD’s questions for the City’s Administration on the 2019 CAFR. LPD
respectfully requests that the Administration respond to the issue/observations indicated in four
weeks. LPD wants to thank the Administration in advance for their responses.

1.

o

We noted an error on page 20 of the FY 2019 CAFR. The Governmental Activities Net
Position (Deficit) — Beginning of year (as restated, see Note 1) was $337,838,390 and
appears to be $1,244,265 in error. The balance per the FY 2018 CAFR (page 21) was a
deficit of $341,907,770. Note 1 (page 51) details the adjustment to increase the beginning
net positon for governmental activities by $2,825,115. As a result, The Governmental
Activities Net Position (Deficit) — Beginning of year (as restated, see Note 1) should be a
deficit of $339,082,655 (341,907,770 —2,825,115). If such an error was made the integrity
of the FY 2019 CAFR financial statements would be questionable. How was the FY 2019
CAFR’s beginning balance deficit of $337,838,390 calculated?

The Parking Fund reported a $7.1 million asset contribution to governmental activities
which contributed to the decrease in net position. What was this transaction for? Was it
transferred to the General Fund?

_ The Solid Waste Fund had a $67.4 million Fund Balance on June 30, 2019 compared to a

$61.4 million find balance on June 30, 2018. In addition, the Street Fund had a $100.9
million Fund Balance on June 30, 2019. It appears the City has not properly allocated
pension and legacy costs and other reimbursable costs (such as central staff services,
workers compensation, and litigation costs) to these funds which have the means to pay for
them and relieve the General Fund of these costs. What methodology will be explored to
ensure these Special Revenue Funds are reimbursing the General Fund for reimbursable
costs? Has consideration been given to establishing an Internal Service Fund to account
and ensure reimbursement of workers compensation and claims expenses?

Of concern is the transfer of $9.0 million and $4.0 million transfer from the GRS and PFRS
Legacy pension funds, respectively, in FY 2019 to the Component 1 pension plans. It
appears the legacy plan annuitants are funding the new pension plans with the excess
earnings from their annuities. The earnings should be retained by the annuity fund to
provide for investment shortfalls in future years. What are these transfers? Is this the first
time for transfers from legacy plans to the new pension plans to occur? Why are the excess
carnings from the pension plan’s annuity fund required to pay them? Does the OCFO
anticipate that transfers from the legacy plans to the new pension plans to occur in the
future?

The lease receivable from GLWA on DWSD’s Statement of Net Position does not agree
with the lease payable on GLWA’s Statement of Net Position for FY 2019. GLWA shows

the lease to be $25.5 million less than DWSD for the Water Fund and $31.1 million less
for the sewage Disposal Fund. The difference is due to GLWA using a different discount
rate, which is higher than DWSD but produces a lower obligation. Detailed below is the

difference:
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in Millions

Water Sewer
DWSD GLWA Difference DWSD GLWA Difference
Receivable From GLWA $ 447.0 421.5 255 $ 546.3 515.2 311

Is DWSD in the process of negotiating with GLWA to have GLWA use DWSD’s discount
rate to agree on the calculation of the lease receivable from GLWA? If it is unlikely that
GLWA would change its discount rate to reflect DWSD’s discount rate, then would it be
more prudent for DWSD to use GLWA’s discount rate when calculating the lease
receivable from GLWA to be recorded on the water and sewer financial statements?

6. The Sewage Disposal Fund shows a balance of $44.0 million in a liability account entitled
“shortfall loan payable to Great Lakes Water Authority” on June 30, 2019. As of November
7, 2018, DWSD has discussed options to cure this shortfall with its Board of
Commissioners and at a Reconciliation Committee meeting on October 19, 2018. A written
agreement was under discussion to document the plan to cure. Please provide us with an
update on this loan payable to GLWA. Also, how does DWSD owe this loan when it has
generated surpluses the past two fiscal years?

7. In the 2019 CAFR, two new Internal Service Funds (Employees Benefit Plan Fund and
Disability Income Protection Plan Fund) were reported. An Internal Service Fund is
a fund used in governmental accounting to account for goods or services shifted between
departments on a cost reimbursement basis. The Employee Benefit Plan Fund provides the
City’s employees health care (e.g., hospitalization premiums) and other insurance benefits
such as life, dental, and vision. The Disability Income Protection Plan Fund provides the
disability insurance for qualified disabled City employees. The Fund that the employee
works in is responsible for reimbursing the Internal Service Fund for the costs incurred.
We in LPD would like to see an Internal Service Fund created for Risk Management so
that all claims, litigation and workers compensation costs can be properly accounted for
and properly reimbursed. Is the OCFO amenable to establishing an Internal Service F und
for Risk Management?

8. Attachment VI shows LPD’s calculation of the $18.8 million in excess utility user tax
payments to the Public Lighting Authority (PLA) through FY 2019. Utility user tax
payments are used strictly for the use of making debt service (principal and interest)
payments. On page 28, the 2019 CAFR shows a $30.7 million unrestricted surplus figure
for the PLA, which appears to be misleading. LPD respectfully request that the OCFO
work with PLD’s CFO to show excess utility user tax payments to the PLA as restricted
for debt service in future PLA financial statements that eventually becomes incorporated
in the City’s CAFR.

Note: Attachments [ and II provide the account variance analysis for most of the following
questions:

9. The General Fund had $638.1 million of cash on June 30, 2019 which included $302.6
million of restricted cash compared to $643.4 million of cash on June 30, 2018 including
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10.

11.

the $171.0 million of restricted cash. Why did the restricted cash increase $131.6 million
in FY 2019?

The DIA and Foundation revenue was $18.7 million for the year ended June 30, 2019, an
increase of $12.0 million from the $6.7 million for FY 2018. Why did this revenue increase
by $12.0 million in FY 20197

Housing supply and conditions expenditures were $31.7 million in FY 2019, an increase
of $19.4 million from the $12.3 million in FY 2018. Why did the housing supply and
conditions expenses increase so much in FY 20197

Note: Attachments III and IV provide the account variance analysis for most of the following
questions:

12.

13.

14.

Primary government Claims and judgement obligations increased $39.7 million in FY 2019
(pages 78-81 Long-term debt schedules). Why did claims and judgments increase so much
in FY 20192 What is being done to mitigate claims and judgments?

Deferred inflows of resources were $39.4 million on June 30, 2019, an increase of $18.2
million from the $21.2 million on June 30,2018. Why did the deferred inflows of resources
increase in FY 20197

The primary government charges for services revenue was $726.8 million on June 30,
2019, an increase of $81.9 million from the $645.0 million on June 30, 2018. Detailed
below is a comparison of the various charges for services for FY 2019 and FY 2018.

FY 2019 FY 2018 Difference

Public Protection 85,794,552 82,142,006 3,652,546
Health 2,326,609 2,543,252 (216,643)
Recreation and Culture 4,162,855 2,097,986 2,064,869
Economic Development 21,974,750 6,581,729 15,393,021
Housing Supply and Conditions 817,929 - 817,929
Physical Environment 41,766,310 44,307,433 (2,541,123)
Transportation Facilitation 4,695,448 3,728,872 966,576
Development and Management 122,447,673 42,238,300 80,209,373
Water 101,609,566 115,015,869 (13,410,303)
Sewer 297,703,405 291,130,813 6,572,592
Transportation 20,190,340 29,236,816 (9,046,476)
Automobile Parking 10,149,706 12,013,301 (1,863,595)
Airport 571,913 619,190 (47,277)
Public Lighting Authority 12,636,841 13,335,724 (698,883)

Total 726,847,897 644,995,291 81,852,606

L. =

R
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The foilowing haa signiricant Cnanges
development $15.4 million increase; (2) d
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evelopment and management $80.2 million

increase; (3) Water $13.4 million decrease; and (4) transportation (DDOT) $9.0 million
decrease. For these four primary government revenue accounts, please explain the
significant changes in the charges for services revenues for FY 2019. Please explain the
rates that were enacted in FY 2019 that support the increases.
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16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

Primary government municipal income tax revenue was $376.7 million for the year ended
June 30, 2019, a $77.4 million increase from the $299.3 million for the year ended June
30, 2018. Why did the municipal income taxes increase so much in FY 2019?

Primary government miscellaneous revenue was $113.3 million for the year ended June
30, 2019, an $18.5 million increase from the $94.8 million for the year ended June 30,
2018. Why did miscellaneous revenue increase so much in FY 20197

Primary government public protection expenses were $578.8 million in FY 2019, 2a $§119.6
million increase from the $459.2 million amount in FY 2018. Why did public protection
expenses increase so much in FY 20197

Primary government recreation and culture expenses were $29.4 million, an $8.0 million
decrease from the $37.4 million in FY 2018. Why did recreation and culture expenses
decrease so much in FY 2019?

Primary government economic development expenses were $99.9 million for the year
ended June 30, 2019, a $54.6 million increase from the $45.3 million for the year ended
June 30, 2018. Why did the economic development expenses increase so much in FY
20197

Primary government physical environment expenses were $168.7 million in FY 2019, a
$15.9 million increase from the $152.8 million amount in FY 2018. Why did physical
environment expenses increase so much in FY 20197

Primary government development and management expenses were $395.7 million in FY
2019, an $8.3 million decrease from the $403.9 million amount in FY 2018. Why did
development and management expenses decrease, especially in light of the fact that
development and management expenses in the general fund increased by $24.1 million
(please see page 53 of this report)?

Primary government interest on long-term debt was $34.0 million in FY 2019, a $28.5
million decrease from the $62.5 million in FY 2018. Why did the interest on long-term
debt decrease so much in FY 20197

Primary government water expenses were $104.5 million in FY 2019, a $25.6 million
decrease from the $130.1 million in FY 2018. Why did the water expenses decrease so
much in FY 20197

Primary government transportation expenses were $178.9 million in FY 2019, a $20.3
million increase from the $158.6 million in FY 2018. Why did the transportation expense
increase so much in FY 2019?

The Water and Sewage Disposal Funds show pension recovery expenses as a contra
(negative) expense for FY 2019 of $13.4 million and $10.1 million respectively. In
addition, the Water and Sewage Disposal Funds show GLWA’s share of the pension
recovery as a contra (negative) revenue for FY 2019 0f$9.9 million and $6.7 million which
partially offsets the pension recovery expense. The net impact is a $6.9 million reduction
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in expenses for both funds. What is the pension recovery expense and GLWA’s share of
the pension recovery?

26.In FY 2019 the City gave an estimated $20.6 million of tax abatements so as to be
competitive in Southeastern Michigan to encourage business and residency growth. This
was $18.1 million less than the $38.7 million in tax abatements for FY 2018, which was
mainly due to the omission of the personal property tax exemptions, which were $11.1
million in FY 2018. Why were the personal property tax exemptions omitted from the tax
abatements in FY 2019? Also, why did the tax abatements decrease so much in FY 20197

Conclusion

I PD commends the Administration for the thoroughness of the 2019 CAFR and the wealth of
financial information it contains. In addition, the OCFO should be recognized for their
accomplishments in FY 2019.

LPD encourages the Budget, Finance and Audit committee to continue its due diligence in
understanding and examining the 2019 CAFR, and future CAFRs to come.

Please let us know if we can be of any more assistance.

Attachments
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Attachment I

Balance Sheet
General Fund

ASSETS

Cash and Cash Equivalents

Investments

Accounts and Contracts Receivable:
Estimated Withheld Income Taxes Recei

Utility Users' Taxes Receivable
Property Taxes Receivable

Income Tax Assessments
Special Assessments

DIA and Foundation Receivable

Trade Receivables

Total Accounts and Contracts Receivable
Allowance for Uncollectible Accounts
Total Accounts and Contracts Receivable - Net

Due from Other Funds
Advances to Other Funds
Due from Fiduciary Funds
Due from Component Units
Due from Other Governmental Agencies

Advances to Component units

Prepaid Expenditures
Restricted Cash
Restricted Other Assets
Other Advances

Other Assets

Total Assels

DEFERRED OUTFLOWS OF RESOURCES
Total Assets and Deferred Outflows of Resources

LIABILITIES

Accounts and Contracts Payable

Accrued Liabilities

Accrued Salaries and Wages

Due to Other Funds
Due to Fiduciary Funds

Due to Other Governmental Agencies

Due to Component Units

Income Tax Refunds Payable

Deposits from Vendors and Customers
Unearned Revenue

Other Liabilities

Accrued Interest Payable
Claims and Judgments

Total Liabilities

DEFERRED INFLOWS OF RESOURCES

FUND BALANCES (DEFICIT)
Nonspendable:

Prepaid Expenditures and Advances

Restricted for:

Capital Acquisitions

Retiree benefits
QOL Program
Debt senice

Committed for:
Risk Management Operations
Assigned for:

Budget Resene

Subsequent Appropriations

Blight and Capital

Risk Management Operations
Unassigned:

General Fund Surplus

Total Fund Balances

Total Liabilities, Deferred Inflows of
Resources, and Fund Balances (Deficit)

3

$

Balance Balance Balance
June 30, 2019 June 30, 2018 Variance June 30, 2013
335,494,256 472,397,928 (136,903,672) 3,745,156
- - - 98,431,798
25,060,264 21,288,094 3,772,170 26,324,313
2,335,565 2,974,059 (638,494) 922,059
16,876,420 19,199,238 (2,322,818) 229,037,260
87,578,648 41,115,527 46,463,121 34,395,579
24,669,919 24,669,919 - 24,678,690
172,808,995 179,376,108 (6,567,113) -
212,550,219 203,456,735 9,093,484 182,223,491
541,880,030 492,079,680 49,800,350 497,581,392
(277,324,600) (236,381,371) (40,8943,229) (438,B64,254)
264,555,430 255,698,309 8,857,121 58,717,138
62,989,777 52,656,741 10,333,036 37,213,151
47,941,170 13,048,500 34,892,670
3,016,798 2,762,256 254 542 2,795,937
896,610 3,223,518 (2,326,908) 1,696,589
39,335,261 39,696,200 (360,939) 84,993,602
15,930,294 8,112,504 7,817,790 -
7,835,908 1,856,230 5,979,676 -
302,601,396 170,994,297 131,607,099 -
7,786,068 11,811,340 (4,025,272) -
- - - 4,050,006
94,153 1,410,727 (1,316,574) 895,271
1,088,477,119 1,033,668,550 54,808,569 292,538,648
1,088,477,119 1,033,668,550 54,808,569 292,538,648
44,101,425 44,916,312 (814,887) 18,854,370
24,926,776 98,570 24,828,206 34,807,913
29,569,650 30,762,720 (1,193,070) 19,265,344
49,456,893 67,614,518 (18,157,625) 86,548,889
- 7,848,592 (7,848,592) 44,439,265
10,026,955 9,506,457 520,498 81,863,033
460,244 - 460,244 1,985,328
9,900,662 16,335,767 (6,435,105) 8,373,617
6,716,401 6,907,380 (190,979) 4,986,969
122,099 - 122,099 45,260,341
- 27,434,970 (27,434,970) 14,892,981
- - - 4,241,347
175,281,105 211,425,286 (36,144,181) 365,519,397
221,124,101 211,059,303 10,064,798
71,707,370 23,017,234 48,690,136 4,050,006
- - - 979,826
129,540,325 103,278,781 26,261,544
24,445 977 38,262,992 (13,817,015) -
27,500,000 27,500,000 - -
20,000,000 20,000,000 - 54,550,314
77,280,192 62,280,192 15,000,000 -
56,312,495 58,626,131 (2,313,636) -
105,500,000 100,000,000 5,500,000 -
56,576,537 46,760,226 9,816,311 -
123,209,017 131,458,405 (8,249,388) (132.560,895)
692,071,913 611,183,961 80,887,952 (72,980,749)
1,088,477,119 1,033,668,550 54,808,569 292,538,648
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Attachment I1
Statement of Revenues, Expenditures, And Changes In Fund Balances

General Fund

Balance Balance Balance
June 30,2019 June 30,2018 Variance June 30,2013
REVENUES:
Taxcs:
Property Taxes 119,526,903 $ 119,137,004 389,899 $ 132,755,307
Municipal Income Tax 361,039,390 310,205,258 50,834,132 248,017,356
Utility Users' Tax 28,358,585 28,700,113 (341,528) 35,299,844
Wagering Tax 183,815,690 178,982,277 4,833.413 174,599,992
Other Taxes and Assessments 5,035,762 3,393,606 1,640,156 11,689,666
Interest and Penaltics on Taxes 3.137,335 3,144,202 6,927) 924,928
Licenses, Permits, and [nspection Charges 12,874,413 13,278,160 (403,747) 10,665,160
Intergovernmental:
Federal 2.528.254 2810496 (282,242) 47,517,680
State:
State Shared Revenue 202,633,844 199.899.929 2733915 183.058.520
Local Community Stabilization Authority 4578119 4578119
State and Local Sources 1.087.803 1,133,572 (43,769) 8,990,794
Sales and Charges for Services 80,164,430 72,972,064 7,192,366 138,617,705
Ordinance Fines and Forfeitures 19,762,527 21,197,252 (1,434,725) 18,941,254
Revenue from Use of Assets 3,583,553 1,103,072 2,480,481 12,017,348
Investment Earmings (Losses) 18,626,707 15,316,209 3,310,498 (532,986)
DIA and Foundation Revenue 18,675,000 6,669,952 12,005,048 -
Other Revenue 29,063,699 28,053,843 1,009,836 20,750,950
Financing Revenue 25,803,304 — 25,803,304 —
Total Revenues 1.120,295,318 1,005,999,069 114,296,249 1.043,313,518
EXPENDITURES:
Current:
Public Protection 4352.254,617 435,575,756 16,678,861 452,422,790
[ealth 9,254,288 6,140,112 3,114,176 32,705,761
Recreation and Culture 25,695,671 18,172,541 7,523,130 13,149,199
Economic Development 14,523,405 500,000 14,023,405
Housing Supply and Conditions 31,723,679 12,317,557 19,406,122 4,188,991
Phy sical Environment 13.241.653 5,149,677 8,091,976 68,268,583
Development and Management 339,203,266 315,102,385 24,100,881 191,052,907
Debt Service:
Principal 20,240,000 62,335,378 (42,095,378)
[nterest 43.935,385 45,875,135 (1,939,770) 2.570,598
Bond Issuance Costs 2.667.838 136,000 2,531,838 1,612,046
Capital Outlay 43,393,434 49284512 (3,889.078) 25,338,872
Total Expenditures 996,135,236 B31),3689,073 45,546,163 791,309,747
Excess (Deficiency ) of Revenues
Over (Under) Expenditures 124,160,082 55,409,996 68,750,086 252,003,771
OTHER FINANCING SOURCES (USES)
Sources:
Transfers [n 15,014,307 26,268,117 (11,253,810) 9,256,416
Procecds From Sale of Assets 4.079,982 3,158,285 921,697
Proceeds From Bonds and Notes [ssued 175,985,000 175,985,000 143,530,688
Premium on Debt Issuance — - —
Uses:
Transters Out (79,755,322) (66,4414,965) (13,310,357) (208,284,967)
Principal Paid to Bond Agents for Refunded Bonds (158.596,097) — (158,596,097)
Total Other Financing Sources (Uses) (43,272,130) (57,018.503) (2,233, 507) (35,497,863)
Net Change in Fund Balunces 80,887,952 18,391,433 62,496,519 196,505,908
Fund Balances at Beginning of Year (Restated) 611,183,961 592,792,528 18,391,433 {269 486.657)
Fund Balances at End of Year 692,071,913 $ 611,183,961 80,887.952 § (72.980.,749)
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Attachment 111

Statement of Net Position
Primuary Government

Derivative Instruments - Swap Liability
Settlement Credit Contingent Liability

25,000,000
551.3

25,000,000

Balance Balance Balance
June 30,2019 June 30,2018 Variance June 30,2013
ASSETS
Cash and Cash Equivalents 809,524,771 935,175,427 § (125,650,656) $ 245,748,434
Restricted Cash and Cash Equivalents 604,888,607 285,003,700 319,884,907
Investments 35,884,410 22,646,258 13,238,152 946,998,283
Accounts and Contracts Receivable - Net 370,205,350 355,572,117 14,633,233 300,747,636
Internal Balances — -
Due from Primary Government —_ — v
Due from Fiduciary Funds 3,016,798 4,793,121 (1,776,323)
Due from Component Units 1,544,985 3,223,518 (1,678,533) 2,890,675
Due from Other Governmental Agencics 99,078,642 85,988,103 13,090,539 111,724,029
Inventory 10,266,173 9.227,996 1,038,177 20,559,223
Prepaid Expenses 8,720,108 3,264,819 5,455,289 4,917,878
Long- | erm Receivable — — v,521,918
Loans, Notes, and Pledges Receivable —
Advance to Component Unit/Library
Advance to Component Unit 15.930.29 8,112,504 7.817.790 24.016.604
Receivable from GLWA 1.069.040.494 1.092.228 800 (23.188.,306)
Other Assets | 410727 (1. 410.727) 1.044.2:42
Net OPLEB Asset 22,104 2435.791 (223,687)
Net Pension Asset 33,187,146 — 33.187.146 1.286,225,715
Deferred Charges — 143,230,109
Restricted Assets 7,786,068 11,811,340 (+4.025,272)
Capital Assets:
Non-Depreciable 566,374,817 315,897,017 50,477,800 931,442,832
Depreciable, Net 2,353,751,562 2.305,610,832 48,140,730 5,781,339,248
Total Capital Assets - Net 2.920,126,379 2.821,507.849 98,618,530 6,712,782,180
Total Assets 5,984,222 329 5.640,212.070 349,010,259 2.810.406,826
DEFERRED QUTFLOWS OF RESOURCES 120,398,816 168,016,973 (47.618,159) -
LIABILITIES
Accounts and Contracts Payable 137,630,794 125,050,390 12,600,404 182,314,575
Accrued Liabilities 67.394.635 114,788 67,279,847 53,467,821
Accrued Salaries and Wages 36,201,128 32,894,153 3,306,975 23,330.097
Accrued Interest Payable 22,745,787 19.362.034 3,383,753 169,432,102
Income Tax Refunds Payable 9.900.662 9.900,662
Due to Other Governmental Agencies 32,039,599 87,053,362 (55.013,763) 130.823.920
Due to Fiduciary Funds - 14,752,844 (14.,752,844)
Due to Component Units 3,462,097 4,183,129 (721,032) 9,125,372
Duc to Great Lakes Water Authority 30.895913 — 30.895,913
Deposits and Refunds 16,954,868 30,231,752 (13,276,884) 14,172,507
Unearned Revenue 28,455,197 42,915,253 (14,460,056) 18,678,599

296,488,744

Net Pension Liability 1,551.346,005 1.560,912.703 (9.566,698)
Other Liabilities = 87,690,729 (87.690.,729) 55,293,277
Long-Term Obligations:
Due within one year 196,533,372 142,027,351 54,506,021 342,480,094
Due in more than one year 2.941,437,769 2.716,784.,478 224,653,291 9,192,977,938
Total Liabilitics 5,100,017.820 4,888,972,966 211,044,860 10,488,585.046
DEFERRED INFLOWS OF RESOURCES 30 379,643 21218442 18,161,201 -
NET POSITION (DEFICIT)
Net Investment in Capital Asscts 1.608,516.845 1.565.557,488 42,959,357 1,358,091,011
Restricted for:
Highway and Street Improvement 47,717,486 71,447,148 (23,729,662) 39,980,142
Construction Code 6,135,381 19,580,707 (13,445,326)
Endowments and Trust (Expendable) 692,513 640,541 51.972 819,870
Endowments and Trust (Non-Expendable) 1,003,096 1,005,096 - 937,861
Capital Projects and Acquisitions — 8,426,872 (8,426,872) 1,907,238
Debt Service 78,560,233 74,097,075 4,463,158 275,450,351
Water Affordability 1,334,862 —_ 1,334,862
Improvements and Extensions — 7,500,000 (7,500,000)
Budget Stabilization 7,500,000 1,184,871 6,315,129
Community and economic development 20,458,036 20,766,624 (308,588)
Pension — = -
Grants 23,606,737 15,770,670 7.836,067
Local Business Growth 478,084 478,084 -
Police 5,070,312 9.026.833 (3,956,521)
Rubbish Collection and Disposal 67,449,728 61,439,971 6,009,757
Unrestricted (Deficit) (898,301.637) (958.,884,343) 60,582,706 (2,355,364,693)
Total Net Position (Deticit) $ 970,223,676 $ 898,037,637 $ 72,186,039 $ (678,178,220)
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Attachment IV

Statement of Changes In Net Position
Primary Government

Balance Balance Balance
June 30,2019 June 30,2018 Variance June 30,2013
Revenues
Program revenues
Charges for services 726,847,897 $ 644,995291 $ 81,852,606 $ 1,124,725171
Operating grants 249,720,555 234,655,745 15,064,810 281,613,540
Capital grants 25512,843 17,328,035 8,184,808 31,695,658
General revenues
Property Taxes 181,383,741 159,149,463 22,234,278 199,191,923
Municipal Income Tax 376,668,182 299,346,019 77,322,163 248,017,356
Utility User Tax 28,358,585 28,700,113 (341,528) 35,299,844
Wagering Tax 183,815,690 178,982,277 4,833,413 174,357,416
Shared Taxes 211,656,989 199,899,929 11,757,060 183,058,520
Other Local Taxes 8,257,082 6,639,335 1,617,747 15,309,357
Investment Earnings 26,948,535 16,396,949 10,551,586 (135,001,916)
Miscellaneous 113,336,069 94,846,900 18,489,169 19,120,327
Gain/(Loss) on Sale of Capital Assets (175,652) - (175,652)
Total Revenues 2,132,330,516 1,880,940,056 251,390,460 2,177,287,096
Expenses
Public Protection 578,832,651 459,155,038 119,677,613 694,708,112
Health 35,944,711 32,958,070 2,986,641 38,070,128
Education 2 - - 37,040,734
Recreation and Culture 29,412,201 37,416,517 (8,004,316) 26,856,182
Economic Development 99,866,336 45,345,939 54,520,397 81,455,649
Transportation 63,778,403 35,829,655 27,948,748 20,745,859
Housing Supply and Conditions 34,110,578 25,015,853 9,094,725 5,086,777
Physical Environment 168,738,713 152,794,269 15,944,444 121,192,467
Development and Management 395,668,017 403,929,393 (8,261,376) 205,937,823
Interest on Long-term Debt 34,020,805 62,525,448 (28,504,643) 133,545,027
Sewage Disposal 297,055,156 300,112,413 (3,057,257) 523,909,799
Transportation 178,880,079 158,602,192 20,277,887 166,024,287
Water 104,478 557 130,123,421 (25,644,864) 398,086,572
Automobile Parking 16,141,807 29,509,883 (13,368,076) 20,089,165
Airport 5,071,698 2420424 2,651,274 1,910,151
Public Lighting Authority 22,214,145 21,097,017 1,117,128
Total Expenses 2,064,213,857 1,896,835,532 167,378,325 2,474658,732
Excess (deficiency) before 68,116,659 (15,895,476) 84,012,135 (297,371,636)
Gain on Sale of Capital Assets - - - (8,832,679)
Expenses - Pension Recovery - - -
Special ltem - Bifurcation - 101,859,924 (101,859,924)
Increase/(decrease) in Net Position 68,116,659 85,964,448 (17.847,789) (306,204.315)
Net Position, July 1 (Restated) 902,107,017 812,073,189 90,033,828 (371,973,906)
Net Position, June 30 $ $70,223876 3 898,057,637 & 72,165,008 $  (B75,178.,220)
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ATTACHMENT V
Relevant for FY 2018: Questions on FY 2017 DWSD Financial Statements Net Position
and DWSD Management Responses

The FY 2017 financial statements for the Water and Sewage Disposal Funds show unrestricted
fund balances of $401.9 and $486.1 million, respectively. How do you explain that the unrestricted
balances cannot be used to reduce the water and sewer rates charged to its customers? How do you
explain to the employee unions that the unrestricted net position cannot be used to provide salary
and benefit increases?

DWSD Response

Generally speaking, public utilities are capital-intensive operations that frequently rely on
the accumulation of significant reserves in order to manage cash flow requirements. DWSD
is currently executing on a $500 million capital program that will be funded from multiple
sources including unrestricted fund balances. Utilizing currently available funds also allows
DWSD to better manage its long-term debt program by allowing flexibility in the timing of
debt issuance.

It is also important to understand that DWSD water and sewer rates are derived from the
calculation of revenue requirements that are determined using a modified (or contractual)
basis of accounting. In estimating the annual revenue requirements for water and sewer
operations, lease collections, debt service payments and capital expenses are calculated on the
cash basis of accounting. Depreciation expense is excluded from the calculation. All other
revenues and expenses are determined on the accrual basis of accounting.

For rate-setting purposes, the future collection of lease principal amounts, which in the
aggregate approximate the unrestricted fund positions of the water and sewer funds, will be
applied to reduce future revenue requirements and, arguably, will be considered a source of
revenue that does, in fact, reduce future water and sewer rates. The Department may choose
in future years to apply those resources in a manner that effectively funds salary and benefit
increases, or to any other operational requirement as they may deem appropriate.

Will the Water and Sewage Funds decide in the future to restrict some of the net position for needed
capital/infrastructure expenditures?

DWSD Response

Amounts may be required to be restricted in connection with the future issuance of bonds to
finance such capital/infrastructure expenditures. The Department has no ability to
unilaterally “restrict” funds for such purposes, however, it is our intention to maximize the
use of lease receipts for Improvement and Extension Fund projects.

Why does the Water and Sewage Disposal Funds have such a low net investment in capital assets
when the net capital assets are so much higher?

DWSD Response

The net investment in capital assets is reduced for the amount of outstanding indebtedness
related to the capital assets. Those amounts include the Obligations payable to GLWA
(representing DWSD’s allocated share of pre-bifurcation debt), Revenue bonds and State
revolving loans as identified in Note 5 to the Financial Statements.
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What is the condition of the DWSD’s water and sewer capital/infrastructure? How crucial is it to
dedicate available resources to funding repairs and replacement over other needs?

DWSD Response

The water and sewer infrastructure is showing its age and in need of significant repair and/or
replacement. We are currently in the process assessing the condition of all water and sewer
assets with the intention of developing a long-term plan to address those needs. The
Department is currently committed to a five-year, $500 million program to address the more
immediate system concerns.

56



ATTACHMENT VI

PublicLighting Authority
Excess Subsidy and Utility User Tax (FY 2013-FY 2019)

2013 2014 2015 2016 2017 2018 2019 Total
Utility User Tax $1200000 17,549,994 12,500,000 12,500,000 12,500,000 12,500,000 12,500,000 $ 81,249,994
City Subsidy 757,500 5527177 8,886,743 10,039,058 10,302,828 10,099,883 45,613,189
Other Revenue 2,660 1,246,321 1,142,791 1,072,660 835,724 136,841 4,436,997
Total Revenue 1200000 18310154 19,273,498 22,529,534 23611718 23638852 22736724 131,300,180

Operating Expense 161,549 1,304,983 5,589,821 8,157,578 7813490 12,711,589 13,958,861 49,697,861

Other Expense 10493 (05540) (526098 (721,143)
Debt Service 585480  8,997.509 8600792 8509892 8385092 8265294 43,334,068
Bond Issuance 916,63 2,119,241 5,000 5,000 - 3,045,877
Total Expense 161540 2,807,108 16706571 16758370 16,338,875 20896141 21683049 95,356,663

Surplus/(Deficit) ~ $1,038451 15,503,046 2,566,927 5,771,164 7,272,843 2,742,411 1048675 5 35943517

Principal Paid - 2,970,000 3,030,000 3,120,000 3,245,000 3,749,458 16,114,458

Excess UUT 1,200,000 16,047,869  (1,586,750) 869,208 865,108 864,908 495248 § 18,755,591
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City of Detroit 6

CITY COUNCIL

CounciL PRESIDENT BRENDA JONES

MEMORANDUM

TO: Boysie Jackson, Chief Procurement Officer
City of Detroit
cC: Honorable Colleagues

Janice Winfrey, City Clerk
Stephanie Washington, Legislative Liaison

FROM: Council President Brenda Jones 59

DATE: February 5, 2020

RE: City of Detroit Bonding and Insurance Requirements Follow Up

Thank you for your efforts to alleviate bonding requirement barriers in order to enhance
construction and rehab contract opportunities for Small Businesses within the City of Detroit.

Please provide a report in 90 days on steps taken to alleviate insurance barriers in order to en-
hance construction and rehab contract opportunities for small businesses within the City of De-

troit.

Coleman A. Young Municipal Center * 2 Woodward Avenue ° Suite 1340 * Detroit, Michigan 48226
(313) 224-1245 Fax (313) 224-4095
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City of Betroit
CITY COUNCIL

CounciL PRESIDENT BRENDA JONES

MEMORANDUM

TO: Lawrence Garcia, Corporation Counsel
City of Detroit

CC: Honorable Colleagues

Janice Winfrey, City Clerk

Stephanie Washington, Legislative Liaison
FROM:  Council President Brenda Jones 59,

DATE: February 5, 2020

RE: Bid Notification Ordinance

Please draft an ordinance developing procedures for bid notifications including but not limited
to text notifications.

Coleman A. Young Municipal Center * 2 Woodward Avenue * Suite 1340 * Detroit, Michigan 48226
(313) 224.1245 Fax (313) 224-4095
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City of Detroit
CITY COUNCIL

COUNCIL PRESIDENT BRENDA JONFs

MEMORANDUM

TO: David Massaron, Chief Financial Officer
City of Detroit
cc: Honorable Colleagues

lanice Winfrey, City Clerk
Stephanie Washington, Legislative Liaison

FROM: Council President Brenda Jones 59
DATE: February 5, 2020

RE: Allocation of Additional Funds

Please allocate funding in the FY20-21 Budget to hire employees for the purpose of developing a
city-wide strategy for the enhancement of Detroit inclusion in procurement by increasing the
number of Detroit-Based/Headquartered Businesses that receive city contracts as well as the
number of Detroit residents employed by city contractors. Within this strategy should be a city-
wide evaluation of current Detroit resident employed by current city contractors.

Coleman A. Younyg Municipal Center + 2 Woudward Avenue + Suite 1340 ¢ Detrnit, Michigan 48226
(3013) 224-1245  Fax (313) 224-4095
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Coleman A. Young Municipal Center
2 Woodward Avenue, Suite 1008

Crv oF DETROIT Detroit, MI 48226
OFFICE OF THE CHIEF FINANCIAL OFFICER Phone: (313) 224-4600

OFFICE OF CONTRACTING & PROCUREMENT Fax: (313) 628-1160
E-Mail: purchasing@detroitmi.gov

CITYOF

DETROIT

uly
Vo

February 5, 2020

Honorable Council President Brenda Jones
City Council Offices, Suite 1340 CAYMC

RE: City-Wide Contractor and Employment Report (Letter Received January 15, 2020)

The Office of Contracting and Procurement is able to provide a report that includes:
e Department
e Dollar Amount
e Contract Length
e  Address
e Detroit Certification

It would take many months and additional people to obtain the number of employees each company has
as well as the number of Detroit Residents they have.

OCP has begun the process of requesting the number of Detroit Residents and number of Employees.
This process began on January 1, 2020.

Respectfully Submitted,

Boysie Jackson
Chief Procurement Officer/Deputy CFO

Bl/ec

Cec: Honorable City Council Members
Janice Winfrey, City Clerk
Stephanie Washington, Mayors Office
Lawrence Garcia, Chief Corporate Counsel, L.aw Department
Dave Massaron, Chief Financial Officer, OCFO

https://detroitmi.gov/departments/office-chief-financial-officer
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City of DBetroit

CITY COUNCIL
MARY SHEFFIELD
COUNCIL PRESIDENT PRO TEMPORE
DISTRICT 5
MEMORANDUM
TO: David Whitaker, Director, Legislative Policy Division
THROUGH: Council Member Roy McCalister, Jr., Chair, [r}j[_cmal Operations Standing Committee
FROM: Council President Pro Tem Mary Sheffield @f
DATE: February 5, 2020
RE: Request for LPD to Draft a Resolution in Support of the People’s Slate Overtaxed

Homeowners Resolution

I, along with the Coalition to End Unconstitutional Tax Foreclosures, have been diligently
working over the last few years to prove that residents were being over assessed on their
properties. We have maintained that the over taxation has, and continues to, cause foreclosures
and financial hardships for Detroit residents and families. With that said, there is need to make
those affected whole.

Therefore, I am requesting that LPD draft a resolution in support of the People’s Slate Overtaxed
Homeowners Resolution. The resolution should include the full text of the People’s Slate’s
resolution which is attached to this request.

Thank you.

Cc:!! Honorable Colleagues
Honorable City Clerk



THE PEOPLES SLATE OVERTAXED HOMEOWNERS RESOLUTION

Resolution for the City’s Commitment to Provide Relief for the City of Detroit Homeowners
That Were  Overtaxed During 2010-2016

WHEREAS, it has been documented that the city of Detroit unconstitutionally assessed taxes
against homeowners in violation of the Michigan Constitution, and

WHEREAS, the amount of the over assessment amounted to more than 600 Million dollars in

over taxation, and

WHEREAS, the level of over taxation lead to thousands of people losing their homes through
the tax foreclosure process employed by both the city of Detroit and the County of Wayne, and

WHEREAS, the People’s Slate has requested that the City Council approve a resolution to
make homeowners whole and issue a property tax credit in the amount each homeowner was
overtaxed for all properties owned during 2010-2016; or sell the overtaxed homeowner a land

bank property for 51.

NOW THEREFORE BE IT RESOLVED THAT THE CITY COUNCIL APPROVE THE FOLLOWING
RESOLUTION

1A Be it resolved that the City Assessor’s Office undertake a comprehensive analysis of all
assessments performed between 2010 through 2016.

1B Be it further resolved that the findings of this assessment analysis be provided to
homeowners for review.

2 Be it resolved that the Auditor General perform an independent analysis of this Assessor’s
Office’s findings to validate their analysis

3 Be it resolved that the City will contact each owner that was over assessed via all forms of
communication used to notify homeowners of a tax bill, notifying the owner(s) of how much
they were overtaxed within 30 days of identifying the person(s) were overtaxed.

4A Be it resolved that, the City will cease participating n in the Wayne County Treasurer Tax
Anticipation Note program until the arrearage of overtaxed homes during 2010-2016 has been

satisfied.

4B Be it further resolved that that the City propose a moratorium on 2020 tax foreclosure for
all homes owned by private owners during 2010-2016 .



5 Be it resolved that, the City will credit all homeowners overtaxed equal to the amount of the
over assessment and over taxed . This credit is applicable to the homeowner overtaxed or if the
owner has acquired a new home in the City of Detroit, the credit can be applied to the new
property owned by the previously aggrieved taxpayer. The tax credit will be issued to the
homeowner within 60 days from the time the overtaxed assessment analysis has been
completed by the Auditor General. The tax credit will remain in place until the full amount of
the over assessment and tax is exhausted. Once the tax credit is exhausted, all applicable taxes
will be assessed, provided that the Assessor’s Office has confirmed that the tax role has been
developed in accordance with Michigan law governing assessments.

6 Be it resolved that, the City will recover all homes that were forfeited due to illegal
assessments by way of condemnation action if the property has been acquired by a tax
investor through the Wayne County Tax Foreclosure process.

7 Be it resolved that the City will impose a moratorium on issuing tax abatements in
downtown DDA and TIF Districts to parties until those homeowners overtaxed during 2010-
2016 are issued a tax credit in the full amount the owner was overtaxed.

8 Be it resolved that the City undertake an analysis of all tax captures currently in place so
that residents of the city understand the full amount of tax giveaways in place and the fiscal
impact on the City’s budget.

9A Be it resolved that all homeowners, once notified of overtaxed amount by the City Assessor
will have 30 days to opt out of receiving a tax credit as reimbursement for the overtaxed
amount of their property.

9B Be it further resolved that ONLY homeowners that choose to opt out of receiving a tax credit
as reimbursement for the overtaxed amount of their property will be eligible to purchase a land
bank property for $1. The homeowner will also be eligible to apply for a ZERO interest loan to
rehab the property.



City of Detroit

CITY COUNCIL

MARY SHEFFIELD
COUNCIL PRESIDENT PRO TEMPORE
DISTRICT 5

MEMORANDUM

TO: David Whitaker, Director, Legislative Policy Division

THROUGH: Council Member Roy McCalister, Chair, Internal Operations Standing Committee

FROM: Council President Pro Tem Mary Shefﬁe@

DATE: February 4, 2020

RE: Request for LPD to Draft a Resolution Urging Wayne County and the State of

Michigan to Institute a Moratorium on Property Tax Foreclosure in Detroit

1, along with the Coalition to End Unconstitutional Tax Foreclosures, have been diligently
working over the last few years to prove that residents were being over assessed on their
properties. We have maintained that the over taxation has, and continues to, caused foreclosures
and financial hardships for Detroit residents and families. These foreclosures are fiscally and
morally irresponsible and must end now.

Therefore, I am requesting that LPD draft a resolution strongly urging the State of Michigan and
Wayne County to institute a moratorium on property tax foreclosures in Detroit. The moratorium
should remain in place until the issue of over-assessments and compensation for those affected is

properly addresscd.

Thank you.

Cc:  Honorable Colleagues
Honorable City Clerk



