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Chapter 9 
 
Case No. 13-53846  
 
Hon. ______________ 

 
 

DECLARATION OF GAURAV MALHOTRA IN SUPPORT OF CITY  
OF DETROIT, MICHIGAN'S STATEMENT OF QUALIFICATIONS  
PURSUANT TO SECTION 109(c) OF THE BANKRUPTCY CODE 

I, Gaurav Malhotra, hereby declare under penalty of perjury pursuant 

to 28 U.S.C. § 1746 as follows: 

1. I am a Principal of Ernst & Young LLP ("EY"), which currently 

serves as financial restructuring advisor to the City of Detroit ("Detroit" or 

the "City"), the debtor in the above-captioned chapter 9 case. 

2. Contemporaneously with the filing of its petition and this 

Declaration, the City has filed its:  (a) Statement of Qualifications Pursuant to 

Section 109(c) of the Bankruptcy Code (the "Statement of Qualifications"), 

certifying that the City satisfies each of the criteria set forth in section 109(c) of 

title 11 of the United States Code (the "Bankruptcy Code") for determining its 

eligibility to be a debtor under chapter 9 of the Bankruptcy Code; and 
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(b) Memorandum of Law in Support of Statement of Qualifications Pursuant to 

Section 109(c) of the Bankruptcy Code (the "Memorandum of Law").  This 

Declaration is made in support of the Statement of Qualifications and the 

Memorandum of Law. 

3. Except as otherwise indicated, all statements in this Declaration 

are based on my personal knowledge and information derived from my 

involvement in EY's services for the City that are described below.  If called to 

testify, I would be competent to testify to the facts set forth herein. 

Education and Experience 

4. In 2001, I received a Masters of Business Administration from 

Case Western Reserve University with a dual major in Finance and Business 

Policy.  I have nearly 14 years of financial and operational restructuring 

experience.  Prior to joining EY in 2009, I was a Director in the restructuring 

division of Macquarie Capital (USA) Inc., a leading merchant bank.  I am a 

Chartered Financial Analyst and a member of both the Turnaround Management 

Association and the Association of Insolvency and Restructuring Advisors. 

5. I have advised numerous entities, both in the public and private 

sectors, and stakeholders in evaluating strategic alternatives and executing 

complex restructuring transactions.  I have experience with both in-court and 

out-of-court restructuring processes, and also have extensive experience in leading 
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complex negotiations with secured and unsecured creditors on behalf of distressed 

entities.  In addition to assisting in evaluating the impact of restructuring 

alternatives, I have significant experience in liquidity analyses, cash flow 

forecasting and business plan development, among other things. 

6. Some of my private sector engagements include Liberty 

Medical Supply, Inc., Schutt Sports, Collins & Aikman Corporation, Delta Air 

Lines, Inc. and Eagle Picher.  In addition, in the public sector, I was involved in the 

recent restructuring efforts of Detroit Public Schools.  These engagements — and 

many others — involved debt and liquidity analysis, cash forecasting and related 

projections of revenues and expenses. 

Services for the City 

7. The City engaged EY in May 2011 to assist the City with 

liquidity forecasting and related restructuring initiatives.  I have led EY's work for 

the City since that time.  EY's services have been focused primarily on the 

restructuring initiatives impacting the City's general fund. 

8. For approximately the first 18 months of EY's engagement by 

the City, my work was largely focused on assisting the City in (a) conducting a 

detailed analysis of the City's liquidity outlook under various scenarios, 

(b) identifying various cost savings measures and (c) developing a short-term 

tactical plan to preserve liquidity.  These efforts involved, among other things:  
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(a) participating in in-depth negotiations with several of the City's bargaining units; 

(b) developing and refining a liquidity forecast; and (c) evaluating rolling 

short-term financial forecasts.  Recognizing that some of the cost savings measures 

might not be accomplished in a timely manner or may not be sufficient to solve the 

City's problems, my colleagues at EY and I also spent time assisting the City with 

its evaluation of alternatives to preserve cash.  

9. This work on behalf of the City in 2011 and 2012 enabled me to 

understand the City's liquidity position, revenue sources and cost structure, among 

other things.  EY's scope of services included evaluating the City's funded debt 

service and legacy costs, as reported by third parties, as well as its ongoing labor 

cost structure.  Provision of these services enabled EY to build a solid foundation 

from which to begin the process of developing cash flow forecasts and ten-year 

projections, as described below. 

Cash Flow Forecasts and Ten-Year Projections 

10. For approximately the past five months, my work for the City 

has focused on assisting the City in the development of (a) monthly and quarterly 

cash flow forecasts (collectively, the "Cash Flow Forecasts") and (b) ten-year 

financial projections for the City under both "steady state" and "restructuring" 

scenarios (collectively, the "Ten-Year Projections") for the City's general fund.  I 

led the team at EY that assisted in the preparation of the Cash Flow Forecasts and 
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the Ten-Year Projections, based on information provided by the City and its 

advisors.  As such, I am familiar with the Cash Flow Forecasts and the Ten-Year 

Projections and the manner in which they were prepared. 

11. True and correct copies of current drafts of the Cash Flow 

Forecasts and Ten-Year Projections are attached as Exhibit A and Exhibit B, 

respectively.  The City may ask EY to update the Cash Flow Forecasts and 

Ten-Year Projections in the future to address potential developments in the City's 

operational restructuring initiatives, such as a possible reduction in property tax 

and income tax rates.  The Cash Flow Forecasts and the Ten-Year Projections, 

therefore, could change materially based on such changes in assumptions. 

12. The first step in developing the Cash Flow Forecasts and the 

Ten-Year Projections was to develop a baseline model for each.  The baseline 

models are "steady state" projections that depict the City's likely financial 

trajectory in the absence of further restructuring.  The baseline models include 

certain changes and restructuring activities that:  (a)  already have been 

implemented, such as most provisions of the City Employment Terms 

(the "CETs") and the commencement of the outsourcing of payroll processing; 

(b) are planned to be implemented in the future, having been approved by the City 

before the March 2013 appointment of Kevyn D. Orr as the emergency manager 

for the City (the "Emergency Manager"), such as the outsourcing of the operations 
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and maintenance of the Public Lighting Department to the newly-created Public 

Lighting Authority; and (c) reflect pension and healthcare cost estimates for future 

years based on input from advisors to the City other than EY.  

13. Not included in the baseline models are the operational 

restructuring initiatives proposed by the Emergency Manager at the June 14, 2013 

meeting with creditors (collectively, the "Operational Restructuring Initiatives").1  

The Operational Restructuring Initiatives include:  (a) substantial investment in, 

and/or the restructuring of, various City departments (e.g., the Detroit Police 

Department, the Detroit Fire Department (including the Emergency Medical 

Services Division ("EMS")), the Detroit Department of Transportation, and the 

Buildings, Safety, Engineering and Environmental Department); (b) substantial 

investment in the City's blight removal efforts; and (c) substantial investments in 

upgraded information technology for police, fire, EMS, transportation, grant 

management, tax collection, budgeting and accounting and the City's court system.  

See June 14 Creditor Proposal at 61-78. 
                                                 
1  At a meeting in the Detroit area on June 14, 2013, the Emergency Manager 

presented a proposal that, among things, describes a thorough overhaul and 
restructuring of the City's operations, finances and capital structure, 
including the Operational Restructuring Initiatives (the "June 14 Creditor 
Proposal").  It is my understanding that a copy of the June 14 Creditor 
Proposal is attached to the Declaration of Kevyn D. Orr in Support of City of 
Detroit, Michigan's Statement of Qualifications Pursuant to Section 109(c) 
of the Bankruptcy Code (the "Orr Declaration"), filed contemporaneously 
herewith, as Exhibit A and is available at www.kccllc.net/Detroit. 
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14. As described more fully below, EY conducted approximately 

five months of extensive due diligence and analysis in connection with assisting in 

the development of the baseline models.  As a starting point in the development of 

the baseline models, EY used the City's publicly-available historical financial data 

— the Comprehensive Annual Financial Report of the City of Detroit, Michigan 

for Fiscal Year Ended June 30, 2012, referenced hereafter as the "2012 CAFR" — 

and other information provided by the City and its other advisors.  EY did not audit 

the City's historical financial data.  Rather, EY relied upon the raw data provided 

by the City, including the underlying data that the City used to prepare the 

2012 CAFR and previous financial reports.  Relying on the historical data provided 

to EY by the City, EY sought to understand that data on a granular level.  To do so, 

EY analyzed the financial data and conducted extensive discussions with 

employees in the City's various departments. 

15. To assist in the development of the baseline models, EY 

analyzed, among other things, (a) the City's historical financial data going back 

to 2008 and (b) recent trends in the City's finances, with a particular focus on fiscal 

years 2012 and 2013, as well as recent macroeconomic trends.  Based on this 

information, EY calculated "steady state" projections based on the City's existing 

operating cost structure (identified in the Cash Flow Forecasts as "Base Case" and 

in the Ten-Year Projections).  As noted above, EY also incorporated into the 
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baseline models changes and restructuring activities that were approved by City 

before the appointment of the Emergency Manager. 

16. To further assist in projecting future economic trends, EY 

sought the advice and input of its own internal team members with experience in 

economic forecasts impacting likely future property and income tax revenues.  EY 

also consulted various City and State employees to determine or confirm certain 

assumptions.  For example, EY consulted with the Director of the Office of 

Revenue and Tax Analysis for the State of Michigan regarding the amount of 

distributable state aid ("Distributable State Aid") that the City might expect to 

receive going forward.  EY also consulted with, and relied upon reports by, 

Milliman, Inc. ("Milliman"), which provides actuarial services to the City, 

regarding the City's legacy pension and retiree healthcare liabilities.  EY used this 

data gathered from the City and/or its advisors to modify assumptions so that they 

reflected the most currently available information and data provided by the City 

and its advisors.  The baseline models, therefore, reflect the City's projected 

financial outlook based on the data provided by the City and its advisors as 

described in paragraphs 13 through 16, supra. 

17. EY also assisted the City in the development of cash flow 

forecasts and projections that include the Operational Restructuring Initiatives 

(identified in the Cash Flow Forecasts and Ten-Year Projections as 
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the "Restructuring Scenario").  To do so, EY primarily relied on work performed 

by Conway MacKenzie, Inc. ("Conway"), the City's operational restructuring 

advisor.  Conway prepared a detailed department-by-department review of the 

City's operations, infrastructure and needed investments.  This work, completed in 

consultation with the Emergency Manager and the City's other advisors, resulted in 

a detailed plan for operational restructuring initiatives and investments (e.g., the 

Operational Restructuring Initiatives).  As noted above, these Operational 

Restructuring Initiatives were adopted by the Emergency Manager as part of his 

overall restructuring plan for the City.  Conway provided EY with the expenditures 

necessary to implement the Operational Restructuring Initiatives (identified in the 

Cash Flow Forecasts and Ten-Year Projections as "Reinvestment 

expenditures/adjustments").   

18. EY layered the Reinvestment expenditures/adjustments into the 

baseline models to project the City's financial position assuming the 

implementation of the Operational Restructuring Initiatives.  EY also incorporated 

into the model:  (a) certain potential costs estimated by EY as being needed to fund 

a new defined contribution pension plan; (b) decommissioning costs related to the 

Public Lighting Department; (c) the costs related to satisfy the City's secured debt 

and other secured obligations as defined by the City and its advisors; and (d) other 

restructuring costs.  EY also considered potential increases in tax revenues 
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attributable to higher growth.  In the Ten-Year Projections, EY calculated the 

amount of funds that would be available to unsecured creditors after making the 

necessary reinvestment expenditures and making payments to secured creditors. 

19. The Ten-Year Projections demonstrate that, absent additional 

sources of revenue, the City's expected revenues could fall significantly short of 

the levels required to fund the City's operations (including the Operational 

Restructuring Initiatives) and fully satisfy its liabilities. 

20. The City had negative cash flows of $115.5 million for the 

fiscal year ended June 30, 2012, excluding the impact of proceeds from short-term 

borrowings.  While the City experienced positive cash flow in fiscal year 2013 of 

$31.5 million (excluding the impact of borrowings), as of June 30, 2013 the City 

had cumulative deferrals of nearly $160 million including a missed debt service 

payment of $39.7 million and over $100 million of deferred pension contributions 

relating to both fiscal years 2012 and 2013. 

21. At the end of June 2013, the City had approximately 

$71.3 million in cash on hand before estimated required property tax distributions 

and $36.0 million net of such distributions.  As a result of the $129.5 million 

refunding bond transaction in fiscal year 2013, $71.7 million remains in an escrow 

account that can be accessed only with State approval.  Absent additional sources 

of revenue and/or restructuring, the City is projecting to have cash flows of 
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negative $198.5 million for the fiscal year ending June 30, 2014, and negative 

$260.4 million for the fiscal year ending June 30, 2015. 

22. The Base Case projections reflect that the City could have a 

cash shortfall (after required distributions) of $11.6 million as early as 

December 2013.  That is, the Base Case projections show that the City is expected 

to run out of available cash during the current calendar year.  The Base Case 

projections also reflect that, absent restructuring, the City could face a cash 

shortfall (after required distributions) of $143.3 million as of the end of fiscal 

year 2014, and $404.5 million as of the end of fiscal year 2015.  Including the 

City's accumulated payment deferrals in the foregoing totals would result in cash 

shortfall of $300.6 million as of the end of fiscal year 2014 and $568.7 million as 

of the end of fiscal year 2015. 

23. Including the effect of recent debt issuances, the City's 

accumulated general fund deficit was approximately $327 million as of the end of 

fiscal year 2012.  Excluding the effect of the $75 million debt issuance in fiscal 

year 2008 and the $250 million debt issuance in fiscal year 2010, the City's 

accumulated general fund deficit would have been approximately $650 million as 

of the end of the 2012 fiscal year.  Based on the City's preliminary estimate of 

fiscal year 2013 results, it is estimated that, excluding the effect of the $75 million 

debt issuance in fiscal year 2008, the $250 million debt issuance in fiscal year 2010 
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and the $129.5 million debt issuance in fiscal year 2013, the City's accumulated 

general fund deficit would have been approximately $700 million as of the end of 

the 2013 fiscal year.  The Ten-Year Projections reflect that, at the City's current 

run rate and with no material changes to the estimated revenues or other data used 

in the projections, the City's accumulated deficit could grow to approximately 

$1.35 billion by fiscal year end 2017. 

24. As set forth in the Ten-Year Projections, the City's wagering tax 

revenues are projected to remain steady at approximately $170 million to 

$180 million annually for the next ten years, which is similar to the City's gaming 

tax receipts for the past five years. 

25. Debt service for the City's general fund — including payments 

related to limited and unlimited tax general obligation debt, obligations related to 

the City's pension-related certificates of participation, pension contributions and 

retiree benefit obligations — was $461.6 million for fiscal year 2012, and 

$477.3 million in fiscal year 2013.  During fiscal year 2012, more than 38% of the 

City's actual revenue was consumed servicing the City's legacy liabilities.  In the 

2013 fiscal year, expenditures related to these obligations consumed 42.5% of the 

City's revenues and, without adjustment, this number is expected to grow to almost 

65% by 2017, as demonstrated by the table attached as Exhibit C. 
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26. Based on the City's actual and projected cash flows for fiscal 

years 2012, 2013 and 2014 — which take into account concessions already made 

by certain creditor constituencies, such as significant reductions in the labor force 

and other employment savings imposed by the CETs — additional concessions and 

significant restructuring of the City's legacy costs may be required to make the City 

cash flow positive without additional deferrals or new revenue sources. 

Significant Indebtedness 

27. In evaluating the City's financial circumstances and completing 

the work described above over the past two years, EY has become familiar with the 

City's debt structure, legacy liabilities and other obligations, an overview of which 

is provided below as stated in the 2012 CAFR.    

28. As of June 30, 2012, per the 2012 CAFR, the City reported 

overall primary governmental balance sheet liabilities of approximately 

$10.7 billion.2  The City's off-balance sheet liabilities — i.e., liabilities for 

unfunded actuarially accrued pension liabilities and other post-employment benefit 

("OPEB") liabilities — are nearly equal to the balance sheet liabilities described 

above.  As of June 30, 2011 (the most recent actuarial valuation date), utilizing the 

actuarial data provided by the pension trusts' actuary, the City's reported pension 

                                                 
2  2012 CAFR at p. 41. 
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unfunded actuarial accrued liabilities ("UAAL") were $643.8 million3 and its 

OPEB UAAL totaled in excess of $5.7 billion.4 

29. Because the City does not yet have audited financial results for 

the 2013 fiscal year, the following discussion of the City's indebtedness focuses on 

fiscal year 2012 and is based largely on information contained in the 2012 CAFR. 

Long-Term Debt Obligations 

30. Special Revenue Obligations.  The City has issued various 

series of bonds (collectively, the "Revenue Bonds"), each of which is payable from 

the net revenues of the City's (a) sewer system (the "Sewer System"), (b) water 

supply system (the "Water System") or (c) system of parking facilities 

(the "Parking System").5  In addition, the City has received various loans from the 

State of Michigan Revolving Fund Loan Program (collectively, the "State 

Revolving Loans"), the proceeds of which were used to pay acquisition costs, 

obtain contracting extensions and make certain necessary repairs and 

improvements to the Sewer System and the Water System.6 

31. As of June 30, 2012, the end of the City's 2012 fiscal year, the 

City had approximately $2.86 billion in aggregate principal amount of Revenue 
                                                 
3  2012 CAFR at p. 124. 
4  2012 CAFR at p. 127. 
5  2012 CAFR at pp. 106-07. 
6  2012 CAFR at pp. 106-07. 
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Bonds outstanding with respect to the Sewer System, with interest rates of up to 

7.50% (in addition to certain variable rate bonds) and maturities through 

July 1, 2039.7  In addition, the City had approximately $508.2 million in State 

Revolving Loans outstanding as of that date related to the Sewer System.8  A 

schedule identifying each issuance of Sewer System's Revenue Bonds and related 

State Revolving Loans (and the applicable amount, interest rate, maturity date and 

balance for each instrument) is attached as Exhibit D. 

32. With respect to the Water System, the City had approximately 

$2.56 billion in aggregate principal amount of Revenue Bonds outstanding as of 

the end of fiscal year 2012 with interest rates of up to 7.00% (in addition to certain 

variable rate bonds) and maturities through July 1, 2041.9  In addition, the City had 

approximately $22.95 million in State Revolving Loans outstanding as of that date 

related to the Water System.10  A schedule identifying each issuance of Water 

System's Revenue Bonds and related State Revolving Loans (and the applicable 

amount, interest rate, maturity date and balance for each instrument) is attached as 

Exhibit E. 

                                                 
7  2012 CAFR at p. 108. 
8  2012 CAFR at p. 109. 
9  2012 CAFR at p. 110. 
10  2012 CAFR at p. 110. 
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33. With respect to the Parking System, the City had approximately 

$10.47 million in Revenue Bonds outstanding as of the end of fiscal year 2012 

with interest rates of up to 5.125% and maturities through July 1, 2019.11 

34. In total, as of June 30, 2012, the City had approximately 

$5.96 billion in aggregate principal amount of Revenue Bonds and related State 

Revolving Loans outstanding.  A schedule describing the annual debt service on 

the Revenue Bonds is attached as Exhibit F. 

35. Certificate of Participation Obligations and Related Swap 

Liabilities.  It is my understanding from the City that in 2005 and 2006, the City 

entered into a series of financing transactions to fund the UAAL related to each of 

its two retirement systems — the General Retirement System (the "GRS") and the 

Police and Fire Retirement System (the "PFRS" and, together with the GRS, 

the "Systems") — through arranging for the issuance of certificates of participation 

supported by services contracts between the City and each of the General 

Retirement System Service Corporation and the Police and Fire Retirement System 

Service Corporation (the "Service Corporations").12  

                                                 
11  2012 CAFR at p. 111. 
12  2012 CAFR at p. 111. 
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36. As of the end of fiscal year 2012, the aggregate outstanding 

amount of such certificates approximated $1.45 billion and, by series, are as 

follows: 

� Series 2005-A in the aggregate amount of $503,365,000 bearing 
interest at 4.50-4.95% (the "2005 COPs");  

� Series 2006-A in the aggregate amount of $148,540,000 bearing 
interest at 5.989% (the "2006-A COPs"); and 

� Series 2006-B in the aggregate amount of $800,000,000 bearing 
interest at a floating rate (the "2006-B COPs" and, together with 
the 2006-A COPs, the "2006 COPs", and the 2006 COPS together 
with the 2005 COPs, the "COPs").13 

37. It is my understanding that concurrently with the issuance of 

the 2006-B COPs, the Service Corporations entered into various pay-fixed, 

receive-variable interest rate swap transactions under eight separate 1992 ISDA 

Master Agreements (Local Currency Single Jurisdiction) (collectively, the "Swap 

Contracts") with either (a) UBS AG or (b) SBS Financial Products Company LLC 

("SBS"), with Merrill Lynch Capital Services, Inc. as credit support provider to 

SBS, with an aggregate notional amount equal to the outstanding amount of the 

2006-B COPS, or $800 million.14  A recent marked-to-market valuation provided 

by a third party provider of valuation services for financial products estimated the 

                                                 
13  2012 CAFR at p. 118. 
14  2012 CAFR at p. 119. 
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negative net value of the Swap Contracts at approximately $296.5 million as of 

June 28, 2013. 

38. A schedule of the COPs (identifying applicable interest rates, 

maturity dates, balances and insurers) and the Swap Contracts (identifying notional 

amount, fixed rate paid, rate received, fair value, termination dates and maturity 

dates) is attached as Exhibit G.  A schedule describing the annual debt service on 

the COPs and Swap Contracts is attached as Exhibit H.  As set forth in Exhibit H, 

approximately $45 million will be owed each year for the next ten years for debt 

service on the Swap Contracts based on current interest rates.  It is my 

understanding that the Orr Declaration contains additional detail regarding the 

COPs and Swap Contracts. 

39. Unlimited Tax General Obligation Bonds.  As of the end of 

fiscal year 2012, the City had outstanding unlimited tax general obligation bonds 

(collectively, the "UTGO Bonds") in the aggregate principal amount of 

approximately $510.83 million.15  Of this amount, $100 million is secured by a 

second lien on Distributable State Aid.16  A schedule of the UTGO Bonds 

(identifying, for each issuance, the amount issued, applicable interest rate, maturity 

date, current balance and insurer, if any) is attached as Exhibit I. 

                                                 
15  2012 CAFR at p. 105. 
16  2012 CAFR at p. 105. 
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40. Limited Tax General Obligation Bonds.  As of the end of fiscal 

year 2012, the City had outstanding limited tax general obligation bonds 

(collectively, the "LTGO Bonds") in the aggregate principal amount of 

approximately $446.3 million.17  Of this amount, approximately $249.8 million is 

secured by a first lien, and approximately $129.5 million by a third lien, on 

Distributable State Aid.18  A schedule of the LTGO Bonds (identifying, for each 

issuance, the amount issued, applicable interest rate, maturity date, current balance 

and insurer, if any) is attached as Exhibit J. 

41. Long-Term Notes and Loans Payable.  The City has issued 

installment notes and loans to provide funds for various public improvement 

projects.19  As of the end of fiscal year 2012, the City had approximately 

(a) $89.4 million in notes payable, which were issued in connection with the 

"Section 108" HUD Loan Guarantee Program and are secured by future block 

grant revenues, and (b) $34.2 million in loans payable.20  Included in this latter 

amount is approximately $33.6 million in proceeds of a loan provided by the 

Downtown Development Authority, a discretely presented component unit, which 

loan is unsecured, bears no interest and is scheduled to be repaid by the City as and 
                                                 
17  2012 CAFR at p. 106. 
18  2012 CAFR at pp. 9, 106. 
19  2012 CAFR at p. 112. 
20  2012 CAFR at p. 112. 
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when general operating funds become available.21  A schedule describing the 

annual debt service on the City's general obligation bonds and notes and loans 

payable (and other liabilities) is attached as Exhibit K. 

42. Health Benefit Liabilities.  It is my understanding that the City's 

post-employment benefit (OPEB) obligations arise from over 20 different program 

options (15 different options alone for medical and prescription benefits) having 

varying structures and terms that are available under the City's Employee Health 

and Life Insurance Benefit Plan (the "Benefit Plan").22  As of June 30, 2011, the 

most recent actuarial valuation available, there were 19,389 retirees eligible to 

receive coverage under the Benefit Plan.23     

43. The City's obligations under the Benefit Plan are financed on a 

pay-as-you-go basis.24  As of June 30, 2011, the entirety of the actuarially accrued 

liability for all City employees and retirees of approximately $5.72 billion was 

                                                 
21  2012 CAFR at p. 112. 
22  2012 CAFR at p. 124. 
23  2012 CAFR at p. 125. 
24  2012 CAFR at p. 126. 
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unfunded on an actuarial basis.25  The City's UAAL for OPEB liabilities increased 

by nearly $1 billion between June 30, 2007, and June 30, 2011.26 

44. In addition to the Benefit Plan, the City also offers a 

pre-funded, single-employer, defined benefit plan providing death benefits based 

upon an employee's years of creditable service (the "Supplemental Death Benefit 

Plan").27  As of June 30, 2011 (the most recent actuarial valuation available), 

actuarially accrued liabilities under the Supplemental Death Benefit Plan totaled 

approximately $34.6 million, 74.3% of which is funded.28  UAAL under the 

Supplemental Death Benefit Plan is approximately $8.9 million.29 

Other Liabilities 

45. In addition to the foregoing obligations, as of the end of fiscal 

year 2012, the City owed approximately 264.6 million in other liabilities, 

including, among other things:  (a) $101.2 million in accrued compensated 

absences, including unpaid accumulated vacation and sick leave balances; 

(b) $86.5 million in accrued workers' compensation for which the City is 

                                                 
25  2012 CAFR at p. 127. 
26  2012 CAFR at p. 127; Comprehensive Annual Financial Report of the City 

of Detroit, Michigan for Fiscal Year Ended June 30, 2008, at p. 133.  
27  2012 CAFR at p. 127. 
28  2012 CAFR at p. 127. 
29  2012 CAFR at p. 127. 
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self-insured; and (c) $63.9 million in claims and judgments, including lawsuits and 

claims other than workers' compensation claims.30 

Significant Labor Cost Reductions  
& Changes in Restrictive Employment Terms 

46. The City has reduced its active labor costs over the last two 

years through a combination of (a) layoffs, (b) attrition, (c) salary reductions, 

(d) furlough days, (e) medical plan design changes, (f) pension plan changes and 

(g) changes in employment terms.  The City's active labor work force has 

decreased from approximately 11,824 employees in June 2011 to approximately 

9,591 employees in June 2013.  The City has also implemented a 10% reduction in 

wages to majority of the workforce in addition to budgeted furlough days of 10% 

to majority of the non-uniform employees.  Medical and prescription drug plan 

designs have been changed to reduce the costs associated with healthcare and 

increase the percentage of contributions from active employees.  The City has 

made additional changes to pension provisions to reduce the future pension 

benefits by changing variables, such as pension multipliers and cost of living 

adjustment calculations.  In addition, the City has made changes to employment 

terms to reduce employee overtime costs.   Despite these changes, the City's 

disbursements continue to exceed receipts after taking into account the costs 

                                                 
30  2012 CAFR at pp. 100-04. 

13-53846    Doc 12    Filed 07/18/13    Entered 07/18/13 21:52:16    Page 22 of 52



 -23-  

associated with legacy liabilities such as pension, retiree healthcare and debt 

service.
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 I, the undersigned, declare under penalty of perjury that the foregoing is true 

and correct. 

 

 Executed on July 18, 2013 
  

By:  /s/Gaurav Malhotra                                       
 Gaurav Malhotra 
 Principal 
 Ernst & Young LLP 
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EXHIBIT A 

Cash Flow Forecasts 
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