
1 

 

UNITED STATES BANKRUPTCY COURT 

EASTERN DISTRICT OF MICHIGAN 

SOUTHERN DIVISION 

 

IN RE:         Chapter 9 

Case No. 13-53846 

City of Detroit, Michigan, 

 

Debtor. 
____________________________________________________________________________________/ 

INTERESTED PARTY DAVID SOLE’S OBJECTION 

TO CITY OF DETROIT’S DISCLOSURE STATEMENT  

WITH RESPECT TO PLAN OF ADJUSTMENT [DOCKET 2709]  

 

Now comes Interested Party David Sole and for his Objection to City of Detroit’s Disclosure 

Statement With Respect to Plan of Adjustment [Docket 2709], states as follows: 

1. Interested Party David Sole submitted a good faith elucidation of his objections to the 

City of Detroit’s Disclosure Statement with Respect to its Plan of Adjustment to attorneys 

for the City of Detroit in accordance with this honorable Court’s order on March 17, 

2014. 

2. Interested Party Sole now submits his Objection to the Disclosure Statement to this 

honorable Court. 

3. Interested Party Sole’s Objection is fully outlined below. 

I. THE DISCLOSURE STATEMENT IGNORES THE ROLE OF THE BANKS IN 

CREATING THE FINANCIAL CRISIS IN DETROIT THROUGH THEIR 

PREDATORY MORTGAGE LENDING PRACTICES 

 

Section C of the City of Detroit’s Disclosure Statement, which allegedly outlines “The 

City’s Steady Operational and Financial Decline,” completely ignores the role of the banks in 

creating the economic crisis in Detroit through their predatory mortgage-lending policies.  The 

banks’ practices directly led to the City’s population decline and destruction of neighborhoods 

throughout Detroit.   
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This information is critical for creditors to assess any plan of adjustment on fair and 

equitable grounds.  Many any of these same banks profited from their own misconduct, earning 

hundreds of millions of dollars on interest rate swaps on pension obligation certificates and water 

and sewerage bonds that they sold to the City, derivatives that became extremely advantageous 

to the banks as a result of the federal reserve lowering of interest rates to near zero when it bailed 

out the banks who were facing collapse as a result of their practices. 

By the early 2000’s, while the City of Detroit had experienced the devastating effects of 

the automotive restructuring in the late 1970’s and 1980’s, the City of Detroit’s neighborhoods 

had at least stabilized.  Population decline slowed between the years 1990 to 2000, and property 

values were increasing.  It was the racist, predatory, fraudulent mortgage lending practices of the 

banks that hit Detroit like a bomb, led to the loss of one quarter of the City’s population, and 

largely precipitated the current crisis that led the bankruptcy filing.  These practices are 

documented in the Senate Select Committee Report on Wall Street and the Financial Crisis 

published April 13, 2011.  Exhibit 1, attached. 

As reported in the City of Detroit of Detroit January 1, 2009, Planning and Development 

Department Neighborhood Stabilization Program Plan, Detroit had the highest home foreclosure 

rate among the nation’s 100 largest metropolitan areas, making it one of the cities hardest hit by 

the national foreclosure and sub-prime lending crisis. The report went on:  “From 2004 to 2006, 

there were approximately 330,000 mortgages originated in Detroit. During the same time, 38,000 

new mortgages were sold representing 11% of total mortgages. About 27,500 or 73% of new 

mortgages were high cost loans defined as loans with interest rates at least 3% above Treasury 

securities.”  
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The report continues:  “The result of the exorbitant numbers of high cost loans in Detroit 

is disturbing. From 2005 to 2007, Detroit experienced an astounding 67,000 foreclosures, more 

than 20% of all household mortgages. There were 4,600 tax foreclosures in the first six months 

of 2008 with over $25 million in taxes due on these properties. Early estimates indicate that at 

least two-thirds of tax or mortgage foreclosed properties stand vacant causing tremendous 

problems for Detroit on many levels.  A foreclosed property that stays on the market for an 

extended period of time can become an administrative and economic drain on a city; a study by 

the Homeownership Preservation Foundation found that a city can lose about $20,000 per home 

in lost property taxes, unpaid utility bills, property upkeep, sewage and maintenance. High 

foreclosure rates also causes disinvestment by nearby residents, which contributes to 

neighborhood decline, affects surrounding property values, and leads to population loss and 

increased crime.”  Exhibit 2, attached. 

A study by Realty Trac published on November 2008 noted that the Detroit metropolitan 

area had the highest rate of foreclosure in the U.S., and that the non-prime foreclosure rate was 

22.9%.  Countrywide and First Franklin, since taken over by Bank of America, one the main 

beneficiaries of Detroit’s disastrous interest rate swaps, are both listed on the Reatly Trac’s list of 

the worst ten sub-prime mortgage originators.   Exhibit 3, attached. 

A January 2013 report by the U.S. Department of Housing and Urban Development and 

U.S. Department of the Treasury noted that as of that date there were 70,000 foreclosed 

properties in the City of Detroit, 65% of which remained vacant.  Exhibit 4, attached. 

The omission of the mortgage crisis and its impact on Detroit from the disclosure 

statement is a glaring one that should be corrected for Detroiters and creditors to properly assess 

the proposed plan of adjustment. 
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II. THE CITY OF DETROIT PAYS $80 MILLION A YEAR IN CHARGE BACKS 

ON TAX FORECLOSURES DUE TO THE DECLINE IN PROPERTY VALUES 

 

A corollary to the effect of the mortgage crisis on the City of Detroit is the effect that the 

consequential decline on property values has had on the City.  The disclosure report does note 

the decline in property tax revenues.  However, the report makes no mention of the tens of 

millions of dollars the City has had to pay yearly since 2004 in charge backs to Wayne County 

($84 million for the fiscal year 2012 according to the 2012 City of Detroit CAFR).  Exhibit 5, 

attached. The tens of millions of dollars in charge backs constitute a very high percentage of 

city debt.   

Every year Wayne County pays the City for delinquent property tax bills.  The County 

then collects the bills over the next two years, collecting high interest on the delinquent property 

taxes.  After three years of non-payment, Wayne County sells the property at tax foreclosure.  

The County charges the City for the difference in what the property sold for and the amount paid 

to the city for the bill. 

Because tax foreclosed properties are selling for such a small amount due to the decline 

in Detroit property values as a product of the foreclosure epidemic, the charge backs to the City 

paid out of the budget are enormous as outlined above. 

Incredibly, there currently are federal funds available through the Helping Hardest Hit 

Homeowner Program to pay delinquent property tax bills for homeowners, but the state has 

placed severe restrictions on releasing these funds.  Release of these funds would not only keep 

homeowners in their homes, but would relieve the City’s budget deficit by eliminating a large 

amount of the charge backs. 
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In addition, it has been estimated that 48% of the charge backs are bank-owned and 

Fannie Mae owned properties, post-foreclosure.  Exhibit 6, attached, October 22, 2012, 

Detroit Free Press article. 

III. THE DISCLOSURE STATEMENT IS SILENT ON THE CUTBACKS IMPOSED 

TO FUND THE “CITY’S RESTRUCTURING”  

 

The Disclosure statement makes no mention of the amount paid by City taxpayers for 

consultants over the past year, as indicated by the $95 million appropriated for the City’s 

“restructuring fund” in October 2013.  Incredibly, this $95 million was derived from cuts in 

virtually every area of City functioning.   The disclosure further does not outline what the 

consultants have done to justify this exorbitant expense.  Exhibit 7, attached. 

IV. THE DISCLOSURE REPORT IS SILENT ON THE STATE’S QUESTIONABLE 

WITHHOLDING OF REVENUE SHARING 

 

While the Disclosure Statement does reflect the decline in state revenue sharing, a 

February 2014 Michigan Municipal League Report, entitled “The Great Revenue Sharing Heist,” 

noted that from 2003 to 2013 annual state sales tax revenues increased from $6.6 to $7.72 

billion.  During that same period, statutory revenue sharing decreased from over $900 million 

annually to around $250 million, as the state diverted sales tax revenues to plug state deficits, 

rather than maintain promises and statutory formulas to provide funding to local governments.   

According to Anthony Minghine, associate director of the Michigan Municipal League, 

this diversion of state sales tax revenues away from the cities cost the City of Detroit 

$732,235,683.  Exhibit 8, attached. 

Of course, now the State of Michigan is sitting on a $1 billion surplus, while the State has 

placed cities like Flint, Pontiac, Hamtramck, etc. under emergency management and Detroit in 

bankruptcy. 
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CONCLUSION 

 Interested Party David Sole respectfully requests that his honorable Court direct the City 

of Detroit to include his objections into the City of Detroit Disclosure Statement. 

Respectfully submitted, 

JEROME D. GOLDBERG, PLLC 

 

       By:  /s/ Jerome D. Goldberg  

       Jerome D. Goldberg (P61678) 

       Attorney for David Sole, Party in Interest 

       2921 East Jefferson, Suite 205 

       Phone: 313-393-6001 

       Fax: 313-393-6007 

       Email: apclawyer@sbcglobal.net 

DATED:  March 31, 2014 
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Wall Street and The Financial Crisis:
Anatomy of a Financial CollaPse

\pr i l  I  l .  201 I

In the l.all of 2008, America suffbred a dcvastatrng economic collapse. Once valuable

securities lost mrrst or allof their value, debt mzu'kets froze, stocl< markets plunged, and stoned

financialf irms went undcr. Mil l ions olAmencans lost their jobs; mil l ions of famil ies lorsl their

homes;and g'od businesses shut down These e venls cast the United States into an ecoxro'fi'llc

recession so dleep that thi: country has yet to full'l recover

'fhis 
F1etrrort is the,product of a two-year bipartisarr inv-esl.rgation by the U.S. Senatt:

permanent SuLbcommrttee on lnvestigatrons into the origins of the 2008 f inancial crisis. 
'rhe'

goals of this invr;stigation wcre to construct a puirlic record o[the f-acts in order to deepen the

understanding of what happened, identify some,Jf thc roti t  causes ol ' the crisis;and provide a

tactual foundirti'n for the'ongoing e ffort-to fbrtil,v the countrv against the recunence of a' strnilar

crisis in the fr:tu.re.

Using internal documents, comrnunications, and interviews, the Report attempts to

provide the cllearest picture yet of what took plar:e inside the walls o1'some of the financial

institutions and regul:ltory agencies that contributed to the cnsis 
-r'he investigation fou'd that

the cnsrs was nc,r a natural d]saster, bur rhe rcsul,t oihrgh nsk, c,omplex firnncial produc'is'

unclisclosed confrrcts ol'interesl, and the f airurc of regulators, the credit rati.g agencies' andl the

market i tsetf to r iein in the excesse s of Wall Street'

while this Report <ioes not atlempt to examinc every keri moment, or u'raly.ze evr3lJ

important cause of the crisis, i t  prgvicles new, dt:tai led, and compellrng evidence of whal:

happened. Irr s' doin,g, we hopi the Report leaCs to solutions thrat prevent it from happeni*g

again

I. EXECTJ'II 'VE SUMMARY

A. Sub,committee lnvesfigation

In November 20rlg, the permanenr Subcommittee on In'restigations initiated its

investigation Inro some of the key causes.r'the financial crisis. Since then, the subconuni$ee

has engaged in u *iJ.-rungtng inquiry, issuing subpoenas' conducting over 150 intervie'vrs and

deposit ions,andconsuttngrvtttrdozensofgo"v' lrnment'acadennic'andprivateSeCtofer'Preft i '
l.he Subcomfiutte€ has,lcJumuiated and revieured tens of millions of pages of documents,

including court pleaclings, filings with-the Secunties and Bxch:rnge Commission' trustm repor$'

;;rro..;r.,, rri pruii.lna priirt" offerings, corporate board and committee minutes, miotlgage

transactions and analyses, memo*nda, mJrketing materials, cc'rrespondence' and en'lails' The

Subcommittee has altso reviewed rlocuments prefared bv or sent to or from banking and
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securities regula1ors, including bank examination reports, reviews of sscurities firms,

enforcement Arctions, rural yses, memoranda, coni:spondence' and emails'

In Apnl .1010, the subcommrrke hekJ foru hearings examining four root causes of the

firrancial criiis. Using case studies detailed in thousands of page,s oidocuments releas'ed at the

hearings, th,s ilubcorxnitrer presented and examined evidence slrorving how high risk lerrcling by

Ll.S. hnancial institutrons; regulatory lailures; inflated credit ratings; and high risk, porlr quality

financial pr'duc.ts designed and sold by some in'iestrnent banks, contributed to the financial

c.sts This Rep,rrt expand,; on those tieanngs arrd the case studies they fieatr-rred. The casr:

snrdies are rilashrington tr,tutuul Bank, the largest bank failure in U.S. history' the federal Oflice

.f Thrrft Supervr,sion which oversaw Washinglon Murual's demi'se. Moody':; atid SLandarrl rft

PoOr's, the,;ountry's fwo largest credrt rating agencies, and Goleirnan Sachs and l)eutsrche Bank'

tll,o leaders irr thc design, nla;keting, and sale of mortgage relaterd rsecunties- 
'fhis 

Reg:ft

dervotes a chapter to nJw each of tirl foui causatlve factors. as illlusfated bv the case studies.

{Leled the 2008 financial crisis. provichng finding5 of tact, analysis of the issues' and

recommendattons for next stePs

B. OverrvievY

( l )  High [ t is l<  )Lending:

Cas€ Sturly of Washington Mutual Bank

The first chapter tbcuses on how high nsk mortgage lendinrg contributed to the financial

crisis. uslng as aL case study washin$on Mutual Bank (\\'irMu). A.t the time of its failur r:' V{aMu

was rhe narion,s iargest rtr i i t i  ana si i th largest bank. with $.300 rbi l l i .n in asset!, $188 bi l l ion in

dcposirs,2,300 5ranches i '  l5 states, a.d iuer 1'3,000 employees' Beginning in 2004' i t

ernbarked up,cn a lending s;trategy to pursue higher profits by.ernphasizing high risk loans By

21106, walvlu's Jnigh risk loans began incurring higlr rates of'delinquency and detault' and in

21107, its moftgarge backed securities began iniu*ing ratings do'wngrades and losses' Also in

2r107, the barrk itself lbegan incurring loises due ro a portfolio that contained poor quality and

fraudulent lo;ans; afld securities. Its stock pncc clropped as share'holders Iost confidenc;e' and

J,=porito^ began withdrau'ing funds, evcnrually'causing a iiquirlity crisis at tn" OunL. 0)ni

Seprember 2:i, 11008, WaVtu ias seized by its rr:gulator, the.Otlc'e of 
'Ihnfl Supervisio'' placerl

in receivership ,with the Fe:derar Deposit lnrnranie corporation (FDIC), and sold ro JPlvf'rgan

chasefor ! i l .9b i l t ion.  I ladthesalenotgonet t r rougb,waMu's; fa i luremighthavee:r 'haustedthe
eintrre $45 ioitiic,n Deposit Insurance [:und'

This cas;e sfurly lbcuses on how r-lne bank's search for irrcreased growth and profit led to

the origination and sr:curitization of hundreds of billions of dollars in high risk' poor quality

mortgages thar ultimately plummeted in value, hurting investors, the bank' and the u'S' linancirll

ryt,.""t. ril 'alMuL had hehj itself out as a prudent lender, but in reality' the bank turned

increasrngly to highe,r risk loans, over a four-1'ear period. those higher risk loans grew from

19% otW;lh,fu"s loan orig,inations in 2003. to SSyo ln 2006, whrilc its lower risk, fixe'd rate loans

fell from 640io to 250/o ofits origrnations. At the same time, wiilvlu increased its securiti:zation <11'

13-53g46-:;wr Doc 36:L-B Filed O8/16i13 Entered 08/15/13 LB:34:29 Pag'3 9 of 2013-53846-swr    Doc 3447-2    Filed 04/01/14    Entered 04/01/14 14:30:29    Page 4 of 12



l

subprime ioans sixfold, prim;arily throu.gh rs subprime lender, Lonrg Beach Mortgage

Corporation, increasing su0h loans fiotn nt:arly 114.5 billion in 2{101, to $29 billion in 200(r.
From 2000 t6 2007, Walv{u and Long l}each together securitized at ieast $77 biilion in subprime

loans.

WaMu aLlso or:iginate,C an increasing nunrber ot its tlagstrip product, Option Acljustable

Rate Mortgages (Option ARIVs), which created high risk, negatively amortizing mortgagr:s and,

t rom2003 to20Al , rcpresenrcdasmuchashal fo fa l l  o fWaMu's ioanonginat ions.  In200t5

alone, Washingron Mutual origrnated rnort: than $42.6 billion ip Qrption ARM loans a.Td sold or

secuntzed at least$115 bi l l ion t0 investors, including sales to the Federal Nirt ional Mortgalge

Association (Fa.nnie lvfae) and Federal Horne Loan Mortgagie Crlrporation (Freddie Mac). ln

a<Jdit ion, WaMu greatly incr,Eased its c,r igination and securit ization of high risk home equity loan

products. By 2007, hiome equiry- loans maJe up $63 5 brllion or 2'7o/o of its home loan porlfolio,

a l30on increrasr) frorn 200J.

At th,e silme time that Walvtu wir-s implementing its nigh n:;k lending strategy, WaMu and

L.ong Beach engaged in a host of shoddy'L:nding practices Lhat produced billions of dollaru in

highfnsk, pruriiuitity mortg,ages and rnortgage backed securitir:s. I-hose practices inclucled

q,,[f ifying high risk frorrowers fbr larger loans than they could afford, steering borrowers from

conventional m,rrtgages to higher nsk ioarr proclucts; acceptrng lorm applications without

ve'fying the brr,rrcwi:r's inc,rme, using loans wlth low, shorf telrn "teaser" rates that could lead

to payrnent shor:k when higher interest ratcs took et't'est later on. IlromotinB negatively

amortizing loans in urhich many borro*'er; increased railter than praid down tbeir debt:and

authonzirig loairs with multiple layers of risk. tn addition, Wah{u and [-ong Beach t-ailed to

enforce cJmpliance rvith their own lending srandarcls. allovved sxcessive loan error and e:rception

rates; exercir;ed weak oversilght over the thrrd party mortgage br:oliers who supplied half or more

of their loans: and tolcrated tihe issuance of loans with frauriulent rrr elroneous borrower

intbrrnation. 
'fhey ahso designed compensation incentives that re'warded loan personnel lbr

issuing a large,u,., iu.r," of higher r isk ioans, valuing speed :urd volunte over loan quali ty.

As a result, V/aMu, and particularly its L.ong Reacl' subsrdiary, became known b1r

industry insiders ibr its tbiled mortgages and poorly perfon:ning rcsidential mortgage backtd

securities (RMllS) Among sophisiicated inves,tors, its securiti,zations were understood trl he

some of the wc,rst perfortin,g in the marketplace Inside the banlr:. WaMu's President Steve

Rotella 6.5c.ri!rld Long Bea.:h as "terrible" and "a mess," rvith default rates that were "ugl)/ "

WaMu's higlr risk lend.ing operation was itlso problem-pla;gued' WaMu management rvas

provided wirih compett ing eJidence of clel icient lendrrtg practices in internal ematls, audrt reports^

and reviews hrtemarl rev-iervs of two high volume WaMu loan centers' for example, descr:ibed
..extensive frau,d" by emplo.yees rvho "willfully" circumvented bank policies. A WaMu revlew

of rnternal conrirols to stop iraudulent loans from being solC to investors described them as
,.ineffective." r3n at leasione occasion, sr:nior managers knowingly sold delinqu€ncy-prone

loans to investr:rs. hside fr6m Long Beach, Walr{u's President dalcribed WaMu's prime ltome

loan business as the "worst managed business" he had seen in iris career.
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Docum,r:nts obtained by the Subconrmittee reveal that V/aMu launched its high rit;k

Iending strateg,/ pnmanly because higher risk loans and mortgage backed securities could 'De

sold foi higher prices on Wall Street. 
'I-[:s:y garnered highe r prices because hig]rer risk meant the

securities paid a higher coupon rate than other r:omparably rat€d secunties, and investors paid a

higher price to buy tlhem. Selling or securrtizing the loans also renroved them frorn Walvlu's

books and appeared to insulate the bank fi'om risk.

1'he Subcommittee investigati<in indicates that unarxeptab'le lending and secuntization

practices werre,not restricted to Washrngtc,n MuLtual, but were present at a host of finanuial

institutions 1hat originated, sold, and secur:itized billions ot'dolliars in high risk, poor qualill

home loans that inurrdated tJ.S. tinancial markets. Many of the resulting sccurities ultimately

plummeted in ,,,alue, leaving banks and investors with hugt: lossel; that helped send the economy

into a downward spiral. 
'Ihese 

lenders werc not the victims of thr: financial crisis, the high risk

loans they issu,ed were the iuel that rgniterl  the trnalcial crsis.

(2) RegulatorY Failure:
Clase Situdy of the Ofl ice of 

' f  hri f t  Supe rvision

The ne;,rt chapter focuses on the f,ailure of the OtIc,e of Thrift Supervision (C)TS) to stop

the unsafe and unsound practiccs that led to the dcmise of Wzr-shington Mutual, one r:'f the

narion's largcst banL*s. Oyer a five year penod from 2004 to 2r108, OTS identitied over 500

serious defiiiencies at WaMu, yet failecl to take acrion to force the bank ttl.improve its lernriing

operations and even impeded oversight bvthe bank's backup regulator, the FDIC.

Washirrgton Mutual Bank was the largest thnft underthe supervislon of OT-S and vvas

among the eigirt larg;est financial institutrrrns tnsurcd by the t''tll('. LJntil 2006' WaM'u u'as a

protitlble uail, buiin zo07, many of irs high risk home lc,ans began experiencing increased rates

lf delinquencl,,,lefa.rlt, and loss. After the mairket lor suL,prinre mortgage backed secr.rtties

collapser! in Jr,iy 20,J7, Washington Mutual was unable to seil or securitize lts subpnme l0'ans

and iL l.,an poifolio fell rn value. In Se;rtemb er 20a'7 . WaMu's stock price plummeted aga'nst

the backdrop cf i ts losses and a worseninl3 f inancial crtsts -From 2007 to 2008, WaMrr': i

depositors withdrew a total of-over $26 billion in deposits from the bank. triggenng a liquridity

crisis, followerl by tlhe bank's closure.

OTS records show rhat, dunng tht: tive years prior to WaMu's collapse, OTS exanrtners

repeatedly ideptifiecl significant problem:; with washinglc'n Mutual's lending practices, risk

rnanagement, itssel quiifV, and appraisal practices, and requesterl Corrective actiOn' \'eilr atier

y"*, iVufrfu'pnornised to correct ihe idennfiecl problems, but ne'er did. OTS failed to respond

,"ith'meaninffiil entiorcement action, such as Lry downgrading WaMu's rating for sat-ety and

soundness, rJcluiring a public plan wirh deadlines for corrective actions, or imposing civil fines

ibr inaction. l;o the .ontrury, until shortly before the thn{t's trailure in 2008' OTS continually

rated WaMu as financiallY sound.

The agency's failure to restrain \\/3\4u', unsafe lending practices stemmed in part ttom

an oTS regulartory r;ulture that viewed itl; thritis as "constituents," relied on bank mimagei|nent to
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correct identified pro'olerns with mrninral regulatory intervenhon, and expressed reluclance to

intert'ere with even unsound lending and securittzation practices. t)'fS displayed an unusual

amount of deference to WaMu's management, choosing to rely on the bank to police itself jn its

useofsafeandr ;oundpract ices.  T 'hereasoningappearedtobethat i fOTSexaminerss imply
identified theproblenrs at the bank, OTS could then relyon WaMu's assurances that pr,rb,lems

would be conected, r,vith little need for tough enforcement actions. It was a regulatory approach

rvith disastrous results

Despite idcntityng over 500 senous deficiencies in ltve yei:lrs, OTS did not ontce, frOn.t

2004 to ZOOS, t*e a public enforcement action against War;hington Mutual to corect its lending

practices, n'r did it lgwer the bank's ratinlt tbr safety and s'lundnessi. Only in 2008, as the bank

incurred ntounting losses, did OTS finally takc tw'o informal, nonpublic enforcement rtc:tirrnS,

requiring WaMru to agree to a "Roard Resolution" irt Marcir andl a "Memorandum of

tJnderstinding" in Stptember, neither of urhich irnposed sufficient changes to prevent ther bank's

fbilure. OTS officials resisted calls by the FDIC, the bank's bar;kup regulator, fbr strongtrr

nteasures and e,,,en irnpecled FDIC ovcrsight etlbrts by at times dcnying FDIC examirrers o,Ffice

space and access to bank rccords. Tensiorrs between thetwo agencies remained high untrlLhe

end. Two weeks befirre the bank was serzed, the FDIC Chairm,an contacted WaMu cl:ircctl)r to

inform it that the FDIC was l ikely to have a ratings disagreemcnt with OTS and downrgrade the

bank's safety and soundness rating, and inJbrmcd the OTS Directrlr about that commurutcation,

prompting him to cornplain about the FDlrl  Chairman's "aydacity."

Hindered by a culture of defere nce to managemcnt, derrrorallzed examiners, ancl e,gcncy

infigirting, OTS olficials allow.ed the bank's short term profits to rlxcuse is risky practices and

ta i l Jd toeva lua te thebank ' sac t i ons in thecon tex to f theU.s  f i nanc ia l  sys tcmasawhoL : -  I t s

narrow regulat6ry fo,cus prevented Ol-S from analyzrng or acknorvledging until it was torl late

that WaMu's practicr::s could harm the broader economy'

OT'S' farlure to restrain Washington Mutual's unsa1e lendrng practices allowed hiLgh nsk

loans at the balk to proliferate, negativily impacting investors aclross the United Statr:-' and

around the world Srmilar regulatory failings by'other agencic; involving other lender:i re['eated

the problem on a broad s"ate. The result rvas a mortgage nrarkr:t:laturated with risky loans, and

tinancial instituitions that werc suppose d to hotd predornrnantly safe investments but iLnsliead held

fortfolios rife rvirh high risk, pogr quality mortgages Whr:n those loans began det-aulting rn

record numbenr an<t rn'ortgage relatid seiunties plummered in'valuc, financial institutlions inround

theglobesuf fer :edhundrJsofb i l l ionsofdol lars in losses, t r iggernnganeconomicdis t rs le t '  
The

.egjatory failuues that set the stage for those losses were a proximate cause of the financie'l

crisis.

(3) Irrflated Credit Ratings:

Clase Situdy of Moody's aind Standard di Poor's

The nerit chapter examines how inflated credit ratings contributed to the financial c'nsts

by masking the true iirt of many mortgage related sccwiti^es. U sing case snldies invo lv ing

tutoody'' iivestors Siervice' lnc' (Moody;i; an'l Standard 'ft Poor's Financial Services LLc
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(S&P), the nation's trvo largest credit rating agencies, the Srrbcomrmittee identitred mrrltrple
problems resporrsibte firr the inaccurate ratings, including conflictsr of interest that placreC
achieving market shaie and increased revenues ahead ofensuring accurate ratings.

Between 2004'and 2007, Moody's and S&P issued credit natings fbr terr of thor,sanrJs of
U.S residential mortgagrs backed securities (RMIIS) and collateralized debt obligations (CDO).
-l'aking 

in increasing r:evenue from Wall Street firms, Moody's arncl S&P issued AAA an,d other
invesfment grade crediti ratings for the vast majoriry of thos,: RN,IBS and CDO securities;,
deeming them safe investments even though many rel ied on higlh r isk home loans.l Ln late
2006, high nsk rnortgages began incurring delinquenoes and defbults at an alarming rate.
Despite signs of a detedorating mortgage market, Moody's and SdcP continued for six mc,nlhs to
issue investmenl. grade rzrtings for nurr,erous RMIIS and CIIIO sccurities.

l-hen, in July .2007, as mortgage delinquencies intensified ernd RM[IS and CD0 secunties
hcgan incuning losser;, both companies abruptly reversed course and began downgrading at
record numbers hundr-edr; and then thousands of their RMBII and CDO ratintr1s, some less than a
year old. Investors lilce banks, pensiorr tirnds. and insurance cornpanies, who are by rule Lrared
flom owning low rated sr:curities, weri: forced to se ll ofl-their downgraded RMtsS tmri C[)O
holdings, becaus;e they had lost their invcstment gradc statu:i. RMBS and CDO securillics hr:ld
byfinancial f irnrs losl rnr. ich of theirvalue, and new securit izations wcre unableto f incl in'restors.
'fhe 

subprime Ri\4IlS market initially irozeand then collapsed, leavrng investors and financial
lrms around the world holding unmarketable subprime RMBS s;ecuntres that were plurmnteting
in value. A few monttrs llater, the CDO nrarket collapsed as wellL.

Tradit iorral ly, investments holding AAA ratings have harl a. less than l% probabrl i ty of
incumng defauhs. But rn '2tJ01 

, the vast ma;onty ot'RMBS and C.DO secunties with .tL\r\
rat ings incurred substnntial losses; sonre fai led outnght Analysts have determined thart oven
90% of the AAl, ratings given to subprime R,MBS securities origirrated in 2006 and 20()7 were
later downgraderJ by the crcdit rating agencies to junk smnr;. In the case of l-ong Bear:hr,'75 out
of 75 AAAratecl [.ong Beach securities issued in 2006, were laterdowngraded to.;unk status,
defauited, or withdravyn. lnvestors and financial institution:; holdirrg the AAA rated se:curities
lost significant value. 'lfl 'rrose widespread losses ied, in turn, to a loss o1-investorconficlence in
thc value of the ,{AA nlting, in the holdings of rulor U S financierl instifutions, and e,vi:n in the
viabil iry of I l .S. f inancia l  markets.

Inaccurale AAy', credit ratings introduced nsk into the U.S. financial system and
constituted a key,cause of the financial crisis. In addition, tJre July mass do'*'ngrades, whrch
were unprecederLted fur number and scope, precipitated the collapse of the RMBS and Cl.)O
secondary markets, arrd prerhaps more than any other single evertt triggered the beginn.ing o('the
financialcrisis.

'  S&P issues ratings using the "fud{" designation; Moody's equivalent rating i:; "Aaa." For ease of rel 'erence, this

Report willrefer to both ratings as "AAA."
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The Subcomrni,ttee's investigation uncovered a host of f,actors responsible for the

lnaccurate credit ratiril;s issued by Moody's and S&P. One sigrrificant cause was the iLnherent

conflict of interest arisin,g frorn the system used to pay for credit ratings. Credit ratin6g ilgencies

were paid by the Waltl Srreet firms that sought their ratings and pr,ofited from the finalcial

products being nated. tJnder this "issuer pays" model, the ratrng agencies were dependt:nt upon

ihose Wall Street finni [o bring them business, and were vulnemble to threats that th,e finns

would take their busines,s elsewhere if they did not get the ratings they wanted. The r,ating

agencies weakened thcir standards as each competed to provide thre most f'avorable rating to wtn

business and greater trtarket share. The result was a race tc the bc,tlotn-

Addttiornal fa,ctors responsible tbr the inaccurate ratings include rating models that failed

to include relcvant moftgog€ periormance data; unclear and suL1e,;tive cnteria used to produce

ratings:a fai lure to apply updated rating models to cxrsting rated transactions. and a fai lure to

pronidradequate rt ifing to perform rating and surveillattce servi,oes, despite record te\,'enues'

bompounding these problems were fedcral regulations that reqrlired the purchase of inr,'estment

gra6e securities by banks and others, which created pressure on th,e credit rating agerlcles to issue

Investment gratleiat;ing:;. While these federal regulations \vere intended to hetp investorti stay

away from Jnsafe sccririties, they haci the opposite ef}'ect *'hen fts AA.A ratings proved

lnaccurate.

Evidenr;e gathr:r,ecl try the subr:omnrrttee shows tharl thc credit rating agencies \4'el:e aware

of problems in the mortlgage market, including an unsustairrable rise in housing prices, the high

risk narure oltle toars iJ"l"ng issued. lax lending standards., and rermpant mortgage fraud' lnstead

of using this informa.tion toI"*p.. their ratings, the firms (;ontrnlted to issue a higlnrolume of

rnvestrn'ent grade ratin,gs for mortgage backed securities. If thc credit ratlng agencte:s hrad issucd

ratings that accurately i,:floctecl the increasing risk in thc R.MBS and CDO markets a'ncl

appripriutely adjusteCiexisturg ratings in those markets. they rlight have discouragod investors

non., p*.r,*ing high risk RMBS and CL)o secunrres, and slorvcd the pace of securitiz:alions.

It was not in the short term economic interest of eilher Moody's or s&P, horve'ver, to

provide accurate credit ratings for high risk RMBS and CDO securities, because doing so would

have hurt therr own re,,v,:nuei. lnsteaii, the credrt rating agenci,;s' profits becarrte increasingiy

reliant on the files generated by issuing a large volume of :itructured finance ratings' lp the end'

Moody's and 5&P prov i<ied n-AA rating, to1.n, of thousernds of high risk RMBS and CDO

secr . r r i t iesandt ,hen, 'whenthoseproductsbeganto incur losses ' issuedmassdowngradesthat
shocked the financiarl rrrarkets, hammered th'e value ol'rhe mortgage related securitics' and helped

rrigger the f inancial cri : i is-

(4) Irnves{nrent Bank Abuses:

Case l i t udyo fGo |dmanSachsandDeu tsc f reBank

The firLal chaprer examines how investment bal*s conrlbuted to the trnancial crisis,

using as case studier',Gold*un Sachs and Deusche Bank, two leading participants in r:h': [J S'

rnortgage marlcet.
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lnysstnernt banks can play an important role in the Ll.S. economy, he lping to c:he'rutel the

nation's wealth rnto productive attrvitiei that create jobs anrl increrlse econornic growth. llut in

the years leading up to rh,e frnancial crisis, large investment banls'designed and promoted

complex financial instnunents, often refened io as strucfured finance products, that were at the

heart of the crisis. They included RMIIS and CDO secunties, credlit default swaps (CDii), and

CDS contracts liinked to, rhe ABX Index. These complex. hrgh risl: financial products were

engineered, sold., and trarcerl by the major Il.S investment banlc.

From 2004 to 2008, U.S. f inanciai insti tut ions issuerl nutr ly $2-5 tr i l l ion in RItvlI lS and

over $1.4 trillion in CDC) securities, backed pnmarily by mrlrtgzrgc related Prod]:i: 
Inves[ment

banks typically ,;harged liees of $ I to $8 million to act as tht: undetwriter of an RMBSI

securit ization, and $5 to $10 mil l ion to act as the placcment agent for a cDo securit jzation'

l'hose fees contnibuted substantialrevenues to the investment banls, which establishcd intemai

stmctured flnance gIOulPS, as well as a variety of RMBS an(l CLIO origination and tlading desks

within those groups, to hiandle mortgage relaied securrtiz-ations' lnvesgnent banks sold RMBS

and cDo securltles to inrvestors around the world, and helperl develop a secondary markert where

RMBS and cDrl securities could be traded. 
'l 'he investrnent banks' trading desks partir:rpated in

those secondary,markcris,' buying an<l selling RMBS and CDo securities either on b,elra]f 'cf their

Clients or in connegtion with their own propnetary transactrons'

'l'he financial prOducts del'elopal by investrnent banks arllowed investors to prolfit, not

only from the s.rccess cll'an RMBS or CDCj securitization, but als'o from its failure' (ll )S

contracts, lbr example, allowed counterparties to wager cln the ris'3 or falt in the valrur: crf a

specific RMBS ,.ru.Uy or on a colleCtion of RMBS and other assets contained or r'eiiererrced in a

cDo. Major irrvestment hanks dcveloped standarcJized clDs conlracts that could also be traded

on a seconclary market In addition, they established the ABX tndex which allowed

counterparlies rlo wagcr on the rise or fall in thc l'alue of a basket of subprime RM[]S securities'

which could be' used tc' rcf'lect the status of the subprime n:ortgage rnarket as a w.hc'lr:' 
'fhe

invesEnent ban,ks somel.lmes matched up parties who wanted to t*e opposite sides in a

transaction andr other Iirmes took one or the other sirle of the .,ansraction to o,;1;6J16'o'cal.e a client'

At still other times, inriestment banks usecl these tinanciai instrunlents to make lherr orvn

proprietary waBers In extreme cases, some inveslment banks :set up structuled finimct:

t ransact ionswlr ichena'b ledthemtopro l i ta t theexpcnseoI the i r r : l ients '

-l'wo ca,se studies, involving Gold.man Sachs and Deutsch'e Bank' iilustrate :a vanety of

troubling practices that raise contlicts of interest and other conce.ns inv'lvrng RMBS' CDO'

CDS.andAB),(relatedfirrancial insrrumenlsthatcontnbutedtothefinancialcrisis.

The Goidman Sachs case study focuses on how it rrsed n$t short positions to benefit from

the downturn in the mortgage market, and designed, marketed, and sold cDos in rvays t'hat

created contlicts of interJst-with the firm's clients and at times' led to the bank's profitin;3 from

itr.,u,n. products thal. caused substantial losses tbr its cltr:nts'

From 2:00+ to 2008, Goldman was a major player inthe tJ's' mortgage marllet' In 2006

and 2007 alone, rt designed and underwiote q:"R-tuiBd ani 2? rnortgage related CDO
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securitizatlons t,Dtaling about $100 billion, bought and sold.RMtls and cDo securities '::'n behaif

of ig clients, an,l ama"ssed its own muiti'biiliondotlar proprietary mofigage related h0kl'trrgs' ln

December 2006., however, when it saw evidence that the high rir;k mortgages underlyinltl rnany

RMBS urd CD0 securities were incurring accelerated rates of delinquency and detbult'

Goldman quietl'y and abruptly reversed course'

over the. next fv/o months' it raprd|y sold off or wrote. dclwn the bulk of its e:ttstlng

subpnme RMBII and CDO inventory, and kgan buitding a sho:1 position that would allow it to

profit from the.lecline of the mortgagc markJt. 
'throughout 200?, Gollma,l fwice built up and

cashed in sizeatrte mortgage relateJ short positio* Al its peak, Cioldman's net short prrsition

tota led$l3.9br l 'on.  c lu""* l r  in200T. t tsnctshor tpos i t ionpro 'cu 'cedrecordprof i ts to ta l ing$3'7

billion for Goldman's litructured Products Croup, which wher r:ontbined with other m{:):rtgage

losses, producorJ recorcl net revenues of $ I . I biliion for the Mortgage Depaflment ar; a t'r'hole'

Throughout 200?, Goldman sol<i RMBS ancl CDO securities to its clients w'ithcrttt

disclosing its o,,vn n.f ,,to,t position against the subprime nrark'3t or its purchase <l{'ClDli

contracts to gain from the ross in varue of some of the very secrrrities it was selling t'ir:r; ciients'

The case stucly examines in detarl four cDos rhat coldrnren constructed anci sold callerl

Hudson l,  Anderson, I imberwolt, and Abacus 2007-Acl '  ln:;orne cases' Goldman tr; lnslbrrcd

risky asses froim rts ovyn inventory into these cDos: rn others' it included poor qutrl:ity arsse*

that were likell, to lose value o, not perform. In thret of the c [x)s' Hudson' Andercon and

Timberworf, Goldma' rook a substanriar fortion of thc sh.rt,sidc of the cDo, essen'tiarlLly bening

rhat the assets rvithin t5e CDO would fall'in value or not pertbnn Goidman's short 1xl':;ition was

in direcr opposition to the clients to whom lt was selling the CDO securrties' yet it fail'ed to

disclose the sizle and nature of its shorl position whrle marlcetirrg the secunties' while Goldman

sometimes incrudetr obscure language in its nrarkenng rna.eriars ;rbout the possrbilrty rr[-rts

taking a short ;rosrtion on the CIjO securities it was t"ttinl;' Goldman did not disclose lo

potent ia l lnvcstorswheni thadal readydeterminet l toLakeorhadal readyLakenshcrr t i f lvesf rnen8
rhai would pa1 otTif the particular security tt was selhng, or RMBS and cDo securiti';:s in

general, performed poorty In t^he. case of Iludson l, for e;<ample'' coldman took 1009:'i' of the

short side of ttrLe SZ tif f ion CDO, betting agai.st the assets reft;renced in the CDO' rn<J sold the

Hudson secunttes to i,ou"rto* wirhout ii'iot'ng its short position- When the secuitj'es lOst

value, Goldman n,,ua" u $ l .7 billion gain at the <iirect exp(]nSe of'the clients to whom lt lrad sold

the securities.

ln the r:ase of Anderson, Goidrnan selected a iarge nunnber of poorly pertbnntng assets

lor the CDO, tiook 407o of the rtro.t poriiion, and then marketcd Anderson securities trr its

clients wherr a crient asked r.,o* cltar-,ai-:'got comibrrable" r'ith the New cent'urry loans in the

CDO, Coldrnr,rn persc,nnel rried to dispel .onJt-' about the loans' and did not disclo:;e the firm's

own negative view ot'them or its shon position in the CDO'

InthecaseofTimberwol t ,co ldmansoldthesecurnt iesto i tsc l ientsevenl }s i i r tknewthe
securities were fallinll in value. In some cases. coldman knowingly sold Timbenruol:i'securities

to clients at pnces uUl". its own boot uuiut' and' within days or weeks of the sale' rnarked
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down the value of the s.old securities, causing its cljenLs to incu' quir:k losses and requi;ring some

to port higher margin {ir cash collateral. Timberwolf securities lo$ 80% of theu value 
"vrithin

five months of loeing issued and today are worthless Goldman tooll 36% of the short position in

the CDO and rn,ade m.ney trorn thatinves6nent, but ultirnately L:st rnoney when it could not sell

all of the Timberwolf securities

tn the cilse ot'l,bacus. Goldman did not take the sh,rrt position, but allowed a h'::dge furd,

Paulson & Co. [nc., thiit planned on shofting the CDO to play'arrnaigr but hidden role in

sela:ting its assiels. Goldman markete,d Abacus securities to its clients' knowing th: cl)O was

;;l;J ro los,: value and without disclosing the hedge tund's asset selection role rlr ittvestment

oii.io". to po1ential investors. T'hree long inuestors together lost about $l billion frorn their

Abacus investments, u,hile the Paulson heJge fund protiterl by about the same amount 
'foday'

the Abacus securities are worthless

In thc Fludson and Timberwolf cDos, Goldma-n also used it-s role as the collatcnal put

provider or liquidation asent to advance its financial interest to the detriment of thr:'clllrlrrts to

whom it sold the CDC'sccurit ies'

I.he Deutsche Bank case study describes how the t,ank's rtop globa| CDo tradcrr, Greg

Lippmann, repcatedly warned and advrsed his Deutsche Bank ccllleagues and sotrtt: o['ltls c[ents

seeking to buy short positions about the poor quality of thr: RNltls sccurities'nderl'yirrg many

CDOs. He des,cribed ,on.,. of those securities ur "rirp" and "prigs." and predicted the assels and

the CDO securities would lose value. At one point, Mr. Lippmann was asked t.,o bu'1 a specific

cl)o security and responded that it "rarely trades." but he "would takc it and try to dupt:

somcone,, into bul,rng it- He also at tirnesreferred ro the rndust'ry's ongoing cDo rnarketing

etTrrrts as a "cDO ma,chine" or "ponzt schcme ." Deutschr: Bank's scnior managernenl clisagreed

with his negative vlcv/s, and use.d the bank's own funds tcl make lerrgc proprietary invr::slmenls in

mortgage rerared securiiies that, in 2007, had a notionar or r-ace'a'rr-te ,,rf $t28 billion:r'nd a

market value of more than $25 birrron Despite its positive view of the housing mzu:kc:t' the bank

allowed Mr. Lippmann to develop a large piop'ieiary shorf positio'n lor the bank in thr:: lltMBS

rnarket, whrch from 2005 to 200i. t.rareri ss Liilion. fhe bank r:a:;hed in the short pors;irtion from

200? to 2008, generating a profit of $i.5 billion. which M.r- Llppmann claims.is Irtclre nloney on

a single positi,rn tt,an anj other trade had ever made for Deutschre Bank in its hist<lry' Despitc

that gain, due to ,o iu.g. rong hotdings, Deuscbe Bank rost nearly $4 5 biilion fi.rn its mortgage

related proprietary in'/estments'

The Subcomnrrtree also examined a $ l.l billion CIDO urrdr:rwritten by Derutiwrhe Bank

known as oernstone rrDo vil Ltd. (cemstone 7), whrch issu,:d srcurities in Marctr 2r[)07. It was

one of 4? cD,os totaling $32 biilion that Deutsche Bank unden'vnrte from 2004 t0 2013[i'

Deutsche tsank made $I.Z mittion in f-ees fiom Gemstont: 7, rvhil<r the coilateral nnian'ag'er' a

hedge fund called HIiK Capital Managemcnl, was slated to receive $3'3 million' Gernsone 7

concenrrared nisk u,v-,nctraing within i singre financiar instrumrlnf r r 5 RMBS se,;uri[ics whose

financial success depended upon thousunaioi high risk, poor quality subprime loans lMany of

those RMBS :secunti,ts carried IIBB. BBB-, or.i.n BB r:redit ratings, making thr:m r;mtong the

hiehest risk RMBS s3'urities sold t0 the public. Nearly a thir:d of the RMBS securiti'.:s contarne<i
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Invest in select neighborhoods to achie.u,e greater impact $ ' i th l imited resou,rces especir l l l 'y

neigl .rborhoods largeted by LISC. Ski l l rnan. the cotrmunitrv Foundat ion anclNDNI

Protect recent investtnents by publ ic and pr ivate paftners

Attract other pr,rbl ic/pr ivate f inancing tc) leverage NSP fundrs rr inirrral ly on a l l :1,  barsis

Create nerv jot ,s and st i tnr ' r late smal l  business development

Demolish ei ist ing str l rct l l res to accomnlodate luture devr: lopmetrt  or al ternat ive uses'

ll ioreclosu re Problem.

,, \s evidenced by Detrci t 'S Nl iP aw'ard al l loLlnt.  r 'uhich u'as al lo;ated under a fonlula del 'e loped

by the Departrrent of  Housing and Urban Der"eloprnent taki i rg into account t l te rrumloers Of

lbreclosures. subprime loans ind detaults in each . lur isdict ion. Detroi t  has the h, ig,hest horne

lbreclosurc rate amon!!  the nat ion's 100 largest nretropol i tan l reas. rnaking i t  one ol ' the ci t ies

hardest hi t  by t l re nat ional fc,reclosur"e and sub-pr inre lendin-e cr is is.  J ' l re impact.of l tc ' t  deal ing

aggressively with this cr is is rvould have trenrt :ndous inpl icat ions fbr the economic s 'urvival  and

i;ocial  v iabi l i t l ,  o1' the ci ty.  Moreover.  the tol l  r ln Detroi t  c i t izens arrd fani i l ies wi l l  be de:vastat ing

as once stable 'eighborl iood:;  are faced r,v i th increased bl ight '  \ 'acant propef i ies and dimini : ; t red

housing values. Thus, i t  is i r , rperat ivc that \ \e strategical ly lbcus our resol l rces to i rc l t ieve r lhe

[reatest outcolrles anci thwart l 'rtfther declin'-'

lStat ist ics on local fbreclosure act iv i ty speak voltrrnes about the cr is is in Detroi t '  l ' r ront 2004 to

1006. there were appr.oxinrat, : ly 330.000 r l lor l .sages or iginated in Detroi t '  During the same t i tne'

i8.000 'ew moftgag€s \vcre sold reprcserl t i .g l  l iX ottotal  t 'c ' t lgages'  Abor"rt  27'500 or 73t l /a af

new mortgages were high cost loans def lnecl  as loans with interest rates at least 30^ above

lreasury securi t ies. Riet lnances accot-tnted for l5ol)  of  new lnortgage loans'  As of lZ00(j '  about

29.000 adjustable rate lnol lgages or 9oh of al l  exist ing l r l r l - tgaqes reset '  t r iggering higher

pay'rents fbr loan reciLpients.-A-n addit ional 16.000 mortgages are scheduled to res;el  f iorn 2008

to 1010. These stat is l ics clea,r ly denronstrate that acldi t ional resot lrces wi l l  be ne'ecie<J to prevent

lutLrre foreclosures anrl  thc r ,Lr i lber of Detroi t  hor.neownet"s thi t t  are expected to be irnpacted by

t l re  r tear ing  t ' csc t  ac t i r  i l 5  .

Trre resurt  of  the ex.r .birant nurnbers of high cost loans in D,: troi t  is disturbins. Frorn 200i i  to

2007. Detroi t  experienced an astounding o*z.ooo foreclosures. lxorc than 20oh of al l  housel ' rold

rrortgages. There we'e ,1.600 tax fbreclosut 'es in the f i rst  s i t  lnonths of 2008 rvi th cver $25

mil l io '  in taxes due on these.propert ies. f rar l 'v est inrates indicate that at  least two-thirds ' r f  ta:r  or

mortgage lbreclosed properties siand vacant caLrsing tremendtlus problems for l)ertrr:rit on lnan]'

leve  ls .

A foreclosecl properl l ' that: ; ta) 's on the market for an cxtended period of t ime carr be'cot l re an

adrn in is t ra t i ve  and. *ono, r l i c  d ra in  on  a  c i ty :  a  s tud , 'by ' the  Homeownershr ip  Pres ;erva t ion

Foundat ion lbund tha.t  a ci t l ,  car l  lose aboLtt  SUO.OOO per l rome in lost property t i txes'  unpaid

ut i l i ty bi l ls.  property Lrpkelp, sewage and Iraintenance' High foreclosure ra' tes also causes

disinvestment by nearby residents. * ,hich corrtr ibutes to 'e ighborhood decl, i r re,  af i 'ects

surrounding proper11, values, and leads to populat ion loss and increased cr ime'

Citv of Detroit NSP rev 01/09
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Worst Ten in the Worst T'en

The table below listrs the ten metropolitan arreas that had the highest rates of foreclosure in the

first half of 2O0g as reporte,d by RealtyTrac (the "Worst Ten" MSAs). Foreclosure rates for

sub-primer and Alt-F, mortgages originated from 2005 through 20A'7 in these li lSAs vrterre
computed using dala from Loan Performance.

I

/ f

, l

r5

7

X

' 10

Detroit

Cleveland

Sitockton

Siacramento

Ftyveplde/59n Belnard.lno

It/emphis

t/iami/Fort Lauderdetle

Uakersfield

Denver

t-as Vegas

22 90k

2 1 . 6 %

21.50h

18.O%

1 6  1 Y o

1 5  6 %

14 30k

14.30k

14.0%

tz,.gjpto

GREENPOINI  MORTGAGE FUI \D ING

INDYMAC I ]ANK, F: .S.8

LONG BEACH MORTGAGE CO.

NEV/ CENTURY MORTGAGE

OPTION ONE MORTGAGE COt lP

OWNIT MC)RTGAGE SOLUTIOt ' lS INC

PEOPLE 'S  CHOICE F INANCIAT .  CORP

RESMAE l r4ORTGr\G E CORPORATION

WELLS FARGO

\ AlC MOFITGAGE CORP.

For each of these rnetro areas, the "Worst Ten" originators were identif ied: t lre ten originators

in each N4SA with the largr=st number of non-prime mortgage foreclosures in the Loian

Performetnce dataLrase for 2005-2007 originations'

Only 21 oompantes in various combinations occupy the Worst Ten slots in the Wor:;t  Ten

metro areas:

AEGIS  FUNDING COI ]PORATION

AMERICAN FIOME M(f  RTGAGE CORP.

AMERIQUEST MORTGAGE COMPANY

ARGENT MORTGAGI-  COMPANY

BNC MORTCAGE

C;OUNTRYWIDE

DIECISION ONE MOF:TGAGE

DEI.  TA FUNDING CCRPORATION

FIELDSTONE MORT(3AGE COMPANY

F IRST FRANKLIN CC}RPORATION

FREMONT INVESTMENT & LOAN

of theser 2'1 f irms, 12 were exclusively supervised by the s;tates; overal l ,  sLtch originiators

accountu.d for nearly 60 Frercent of non-pr: ime mortgage loans and foreclosLlres in the Worst

Ten metro areas in 2005-2007.

Only three frrms on the l i : ; t  were subject tc OCC supervisi,rn at any t ime during 200!'-2007 '

and tho:;e three ar:counterd for fewerthan 12 percent of foreclosures in the Worst l-eln rnetro

areas.

Results for the U.l i .  as a whole are similetr to those for ther Worst Ten metropoli tan etreas'

occ-supervised insti tut ions accounted for approximately 12lo 14 percenl of the non'Frrlme

originations; moreover, foreclosure rates for oCc-supervised instrtut ions were marf:sf l ly lower

on averiage than for other types of originators'
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Index to the Worst Subprime Originators

0riginator Supervisor

Foreclosures in  Worst  10
Metro Areras, based on
2005-07 tCrielinations

I ' lew Century Mortgage Corp State superv ised.  Subsid iary of  publ ic ly- t raded REIT,  f i led
fcr bankruptcy in earl,1 2007.

1,4 ,12"C l

[-ong Beach Mortgagte Co.
State and OTS supenvised. Affil iate of W/IMU, became a
subsidiary of thrift in erarly 2006; closed in late 2007 / early
2008.

I  l , / . : ' O

l \rgent l i lortgage Co
State supervised unti l Citigroup acquired certain assets of
Argent  in  08/07.  Merged into Ci t iMortgage (NB opsub)
shortly thereafier.

1t),72).8

\ 'VMC Mortgage Corp
State superv ised.  Subid iary of  General  Electr ic ,  c losed in
late 2007.

1r l ,2 t i3

[ : remont  Investment  & Loan
Ff  lC suoerv ised.  Cal i forn ia s tate r :har ten:d industr ia l
b i rnk.  L iquidat t :d ,  terminated deposi t  insurance,  and
surrendered charter in 2008.

8i,6315

)pt ion One Mortgage Corp.
State superv ised.  Subsid iary of  H&R Block,  c losed in la te
2t)07.

ti,34.4

f : i rs t  Frankl in  Corp.
OCC superv ised.  Subsid iary of  Nat ional  Ci ty  Bank unt i l
1 :2/06 Sold to Merr i l l  Lynch,  c loserJ in  2008

€i ,03 7

Countrywide

Data inc ludes l rans cr ig inated by (1)  Countrywide Home
Lr)ans,  an FRB superv ised ent i ty  unt i l  03/07,  and an OTS
supervised entity after 03/07; and (2) Courrtrywide Bank,
arr  OCC supen' ised ent i ty  unt i l  03/07,  and an OTS
supervised entity after 03/07.

t t ,73t5

r \mer iquest  Mortgage Co.
State superviserd. Cil igroup acquired certir in assets of
Amer iquest  in  08/07.  Merged into,3 i t iMortgage (NB
opsub) shor t ly  Ihereaf ter .

t1 j25

I lesMac' Mortgage C;orp. State suoerv iserd.  F i l ,ed for  bankruptcv in  la te 2002.

r \mer ican Home Modgage Corp. State superv iserd.  F i l ,ad for  bankruptcy in  2007. i t ,954

lndyMa:  Bank ,  FSB CTS superv isel  thr i f t .  Closed in July  2008. 2,..882

tSreenpoint Mortgagr: Funding
FDIC superv iserd.  Acquired by Capi ta l  One,  NA, in  mid
2,107 as part of conversion and merger wilh North Fork, a
state bank. Closed irnmediately thereafter in 08/07.

. ,  a 4  E ,

tNel ls  Fargo
Data inc ludes l )ans c, r ig inated by (1)  Wel ls  Fargo
Financia l ,  Inc. ,  an FRB superv ised ent i ty ,  and (2)  'Wel ls

Fargo Bank,  arr  OCC superv ised ent i ty .
?.,697

rfwnit t\4ortgage Solutions. Inc. State superviserd. Clrtsed in late 2(106. " 
E,?',I

, \eg is  Funding Corp State suoervised. Filed for bankruptcy in late 2007. ,1,058

)eople 's  Choice Fin iancia l  CorP. State superv is<ld.  F i led for  bankruptcy in  ear ly  2008. 1 783

3NC Mortgage
State and OTS superv ised.  Subsid iary of  Lehman
Brothers (S&L hold in3 company),  c losed in Augusl  2007.

1 7AO

: ieldstone Mortgager Co State superv ised.  F i led for  bankruptcy in  la te 2007

)ecision One Mortgiage
State and FRB superv ised.  Subsid iary of  HSBC Fr inance
Coro.  Closed in la te 11007.

1,267

)el ta Funding Corp State superv ised.  F i led for  bankruptcy in  la te 2007 59€i

' fhursday, November 13, 2008
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--he 
DetroifWorren-Livonio, Mefropol i ton Stotisi icol Areo {Delroit)  is lccoted in southeost Michigon ond includes:; ix countie:; :  Wo,yne { ircluding

lhe city of Dekoit),  Lopeer, Livingston, Mocomb, Ooklond ond St. Cloir.  As with ot l-rer ports of ihe Midwest, rhe foreclosure crisis in De,rroit
developed eorl ier ond dif ferently thon in other oreos of the notion. As eorly os mid-2002, ihe shore of distressed mortgoges in Derroi:  wos obove
thot of the notion ond r ising - the ropid r ise of diskessed mortgoges notionol ly did not begin unri l  2007. Asubstontiol str lre o[ nrortgoges in rhe
l)etroit  oreo prior lo 20A7 w.ere high cost or subprime loons which clefoult  ot much higher rotes thon other loons. By12007', Detroi l  hod olreody
experience'J severol yeors of unemployment obove the notionol overcge ond populot ion decl ines. Detroit  did not experienc* ihe rop : l  pr ice
oPpreciot icn of the housing bubble; yet, home prices fel l  by o for greoler percentoge thon for the notion. Decl ining property volues were driven
in  pcr t  by  e rxcess  hous ing  cons t ruc l ion  ond inves lo r  specu lo l io r ,  bu i  rno in ly  by  r i s in3  de fou l ts ,  spur red  f i rs i  by  un : ;us lc r inoo le  n ror tecrge : ; ,  then by
<: shorp do'arnturn in the economy ond r ising unemployment. Economic condit ions in Deiroit  ore improving bur the locol housing rnorke,t remoins
froqi le with o high concenkotion of distressed soles, lorge numbers c,f  voconcies, ond 42 percent of hom! mortgoges ,nderuno-te,. Hci,vever,
the Administrot ion's brood opprooch to stobi l ize the housing morket hos been o reol help lo homeowners in Det,c, i t  ond surrqunding cit ies. This
oddendum to the Obomo Administrot ion's Housing Scorecord provicles o summory of trends ond condit ions in t l-e, locr:r l  economy oid the impoct
of the Administrot ion's efforts fo stobi l ize the housing morket ond help locol homeo'wners.

,Population Growth, E,mployment,
ana Housing Market:
\V i th  4 .3  mi l l ion  peop le  , :ccord ing  to  the  most  recen i
( -ensus ,  the  Det ro i t  MSA is  the  l2 th  lo rges t  in  the  no t ion .
f  ro rn  2000 to  2010,  the  popu lo t ion  dec l ined by  on  overoge
o l  

' |5 ,650 
peop le ,  o r  0 .z l  percent  o  yeor .  The number  o f

preople whc, leh the oreo outweighed the noturol populot ion
c l ro 'v th  (b i r lhs  minus  deoths) .  An overoge o l  25 ,250 peop le
rroved out , : f  the MSA eoch yeor from mid-2OOO to
r r id -2005,  w i th  th is  number  inc reos ing  to  44 ,200 peop le
f 'onr  mid-2005 to  mid-2010 os  the  economv worsened.
[ )u r i ' rg  rhe  , lecode sponned by  the  Census ,  r rew hous ing
prroduction exceeded hor-sehold growth in the Detroit  MSA.
f. lei  onnuol housing unit growth o[ 0.5 percent wos greoter
t lror the corresponding populoi ion ond household growth
r r tes  o f  -  0 .4  percent  ond -  0 .1  percent ,  respec t ive ly .  Th is
€xcess  cons i ruc t ion ,  wh i le r  no t  os  g reo t  os  in  some por ts
c f t fre notior, neverlheless contr ibuted io on ,cversupply
c ' [  hcus ing  ond moy hove led  to  s teeper  p r ice  dec l ines
crhe-  2005.  lnves tor  specu lo i ion  wos l i ke ly  o  foc to r  in

Detroit Housing Unit 6rowth Outpaced Population and
Household Growth During the Past Decade

)a te  o f  Census

fe t ro i t  Popu lahon

Annual GroMh Rate

le t ro i t  Househo lds

Annua l  GroMh Rate

)e t ro i t  Hous ing  Un i ts

Annua l  GroMh Rate

4/1,/2000 4/7/2010

l , , b  \ l . r i . ,  r  {  , , ' r , . i i t r , r r r s  l r r 1 1 , r , , r  i r r l  l r r r  L ' c r :  r i ;  , r r r , l  r } r r
Q u : n e f l y  N o n f a r m  [ m p  o y r n e n t

2,200

2 , t 0 0

. 2,000

I 1,900

1,800

9

t , 7 0 0

1,600

{' ro" r9"

- D € ! o  I  f \ 4 5 A

5 e a t o . .  V  A d i ! !  e d  C a t a

5 0 ! r . €  8 ! r e a !  c l  l a b o r  S t a n ! n . !

l i  
1 r r ' r ) - r I l l i ) . \ - ! , ! (  r ! I  l i - r r c r  l l t l r r n  I ; , r 1 l r

l " 4 o n t h l y  U n e m p l o y m e n t  R a t e  ( P e r . e n l  )

1 8

: 6

: 4

t 2

t 0

8

6

2

c" ..S J *"'o"" J J .9 o.t .,"d niP n+. '.9 .si; ,S ,s,) *oi' ...,) ,,.1 nJ

4,452,557

r,696,943

7,797,185

4,296,250

-0.4%

7,682,rrr
-0.1%

1,886,537

0.5,/"

- le r ro  r  MsA

Seatona v  Ad l rg t€d  Data
5 0 ! r c e  8 ! r e a !  o f  L . b o r  S t a n ! r . i

icurce Cersus Sureou Q)AA ond 2Al0 Dxenniol)

N : i o l
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i:;t,1.::;if'{i;

, : .  ' * l l l

1 i
:

t i ' e  overbu i ld ing  in  the  yeors  leod ing  up  to  the  c r is is ,  os
,: lorge shcre of Detroit  oreo home purchoses were by
n , , 'n -occupcrn t  inves tors .  Spec i f i co l l y ,  f ronr  2000 to  2006,
investor home soles rose from 6.3 to 

' l  
6.0 percent of totol

l ,c: le's in the Detroit-Livonio-Deorborn, Ml Metropol iron
[ ) i v is ion ,  wr i le  the  cor respond ing  inc reose fo r  the  no t ion
rvos ,  f rom 2 .8  to  14 .6  percent  o f  so les .  Subpr ime lend ing
<rlsc, fueled the overbui lding in Detroit ,  os reseorch oy
the  Not ronc : l  Bureou o f  Economic  Reseorch  shows tho t
1l '? cercent of new mortgoges in Detroit  in 2OO5 were
sr -bpr ime lcons .  Approx imote ly  90  percent  o f  subpr rme
rlortgoges experience increoses in monthly poyments of
l iO to 50 porcent within o few yeors occording to o siudy
krv  the  Center  fo r  Respons ib le  Lend ing ,  ond ono lys is  by  the
lz l i ch igon Counc i l  o f  Governments  found subpr ime loons
ckrfc:ul l  ot nore thon Z t imes the rote of other mortgoges.
A, :63r i1nn to  the  Census  Bureou,  the  number  o f  vocont  un i ts
i r :n :osed by  on  overoge o f  10 ,400 un i ts  (10 .4  percent )
cnn. lo l l y  in  Det ro i i  dur ing  the  2000s,  more  thon doub le  the
ncr t i r :no i  ovoroge increose o f  4 .4  percent  dur ing  the  some
p er r i  rd .

It nrodesl economic recoyery is underwoy in
[,etroi i .  The locol economy hod been experiencing o sl ight
c rop  in  empr loyment  be fore  o  s teep dec l ine  begon in  2006.
Fr,1nl thg fourth quorter of 2003 through 2005, nonform
pcryro l l s  dec : l ined  o f  on  overoge onnuo l  ro te  o f  6 ,800 or
C.3  percent .  job  losses  occe le ro ted  f rom 2006 th rough the
f i r s i  q u c r l e r  o f  2 0 1 0 ,  d e c l i n i n g  o t  c n  o v e r o g e  o n n u c l  r o f e
c f  7  5 ,300 jobs ,  o r  3 .2  percent .  Det ro i t  hos  h is to r ico l l y  been
krorvn  os  o  no t iono l  cen ter  o f  monufoc tur ing ,  ond ihe  loss
o f  monufoc iu r ing  jobs  hos  been s ign i f , con t  Fronr  the  four ih
qLor le r  o f  2003 th rough 2005,  monufoc tur ing  employment
dec l ined o t  o  ro te  o f  5 ,200 iobs ,  o r  1 .2  percent  onnuo l ly .
A ,s  v r i th  nonform poyro l l s ,  monufoc lu r ing  employmenl
decl ned mc,re ropidly lrorn 2006 through the f irst quorter
o f  2 r110 -  o1  on  onnuo l  ro te  o f  25 ,800 iobs  or  B .B percenr .
Tre  )e t ro i l  i ) conorny  hcs  improved s r rce  ihe  f i rs t  quor te r  o f
2C)  lC ,  w i th  poyro l l s  inc reos ing  o t  on  overoge onnuo l  ro te  o f
29 ,800,  o r  1  .Z  percent  th rough the  end o f  2012.  Growth
rn 'os  led  by  the  monufoc tur ing  ond pro fess iono l  ond bus iness
sr : -v ices  sec-ors i  wh ich  grew o l  onnuo l  ro tes  o f  6 .8  percent
ond 5.3 percenl, respectively, more thon offsett ing job losses
i r  lhe  government  sec tor  wh ich  dec l ined by  3 .8  percent .  The
urenrploymr:nt rote for Detroit  peoked ot 

, l6.0 
percent in

C)r:tcrber 20,19 ond decl ined to 9.2 percent by Apri l  2O12;
i t  hos  s ince , : l imbed fo  lO.8  percent  os  o f  December  2012,
rnh ich  migh t  be  expec ted  s ince  more  peop le  seek  work  when
tf erre ore gr,-oter iob prospects. The notionol unemployment
rc r te  peoked in  October  2009 o t  lO.O percent ,  fo l l ing  to  2 .9
p 3 r c - . n t  b y  J c n u o r y  2 0 1 3 .

Exist ing home sqles in the Defroit  MSA hove
irnproved since 2OO7 ond new home soles ore
sfrengthening. Exist ing home soles peoked in 2OO4
o 8ri ,800 unirs, decl ined to 64,90O by 2007 before
re ,c :over ing  to  76 ,900 homes so ld  in  20  I  L  New home

\ r : r l  a r , r l  i : i r t i r r g  l l t r r r r  t , r j r * :  l ) r r r c i r  ( . l o r r : f , r u r r i  r o  r l r r  \ r r i i r : r r
, A n n u a l  H o m e  S a l e s  ( t h o r : , a r d s )
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sr les  peoked o t  I  2 ,350 in  2OO4 before  dec l in ing  snorpry
n 11006 ond 2007 ond remoin ot hisroricol ly low levels,
: l t l^rough soles hove been strengthening since 2009
l, istressed soles ( involving bonk-owned proprert ies or short
; r : les )  remcr in  h igh  o t  42  percent  o f  ex is t ing  home so les  fo r
-he yeor, cr>mpored to o notionol rote of 26 percenf. The
r reuo lence o [  d is t ressed so les  in  Det ro i t  hos  conf r ibu ted  to
'he  pro lonp led  weokness  in  home pr ices  os  we l l  os  the  low
e,vels of new home construction ond soles. The Corelogic
'epeot-soles house price index (HPl) shows thol home prices
n ihe Detr<>it-Livonio-Deorborn, Ml Metropol i ton Division
ose ot one-fourth the poce of the rest of ihe notion between
20OO ond eor ly -2006.  A l though home pr ices  in  Det ro i t
never experienced the bubble thot the rest of the notron
,J id ,  p r ices  nonethe less  fe l l  5 l  percen l  f rom the i r  peok  in
l)ecember 2OO5 to their low in Apri l  2009 comoored to o
r r , r t iono l  peok- io - low dec l ine  o f  3  l  percent .  House pr ices  in
l)et 'oi t  hove since bounced bock bv 20 percent from their
12009 lows ou tpoc ing  o  6  percent  inc reose no t iono l l y .

'll'he 
Detroit rentol morkef is experiencing growth

in rentol prices. According io MPF Reseorch, the Detroit
o3cr tmen l  voconcy  ro le  wos 4 .3  percent  in  fhe  th i rd
<1or te r  o f  11012,  up  f rom 3 .8  percen i  o  yeor  eor l ie r ,  bu t
s t i l l  represent ing  bo lonced morke t  cond i t ions .  The no t iono l
( :pcr tment  voconcy  ro te  dec l ined f rom 5 .1  b  4 .6  percent
< : ' zer  ihe  sor re  per iod .  Dur ing  the  th i rd  quor te r  o f  2012,  the
o,/eroge oportment rent in Detroit  increosed by 6 percent
fr,rm fhe prr:vious yeor to $805. Notic,nol overoge reni levels
increosed t ,y  4  percen i  to  $  I  ,086 dur ing  the  some per iod .

'l-rends 
in Mortgage

JDelinquencies and Foreclosures :
[ )e t ro i t  homeowners  cont inue to  s t rugg le  w i th  h igh  ro tes
o{  n ror tgogr :  de l inquency  ond fo rec losure .  A :cord ing
t r  L I ' ]S  App l ied  Ano ly t i cs ,  os  o f  November  20 , l2  Det ro i t

Srloced I 22nd out of 366 metropoli ton oreo,; ronked by
sl 'ore of mc,rtgoges ot r isk of foreclosure (90 or more doys
c le l i rquent  r> r  in  the  fo rec losure  process) .  Thrcugh the
e. f fo r ts  o f  nLmerous  s to te  ond loco l  en t i t ies  in  por tnersh ip
vrrth the federol government the foreclosure situotion rn
[)r: troif  hos improved. LPS doto show thot mc,rtgoges ot
r s,k of foreclosure decreosed by 23.5 percent during the
l , : s i  yeor ,  [ ron  32 ,750 in  November  201 |  to  25 ,050 in

Foreclosure Completion Rates in the Detroit-Warren-Livonia MSA

l i l t a r t : , , f ' [ ] r s t r r r " r ' r l l l o r t g , : g , . : s l l i g h t r i r l ] . r . { ) i t ' l i r x n i r \ l t i o r r i 2 { } { l J  l l " r r o | g l r J , } l r } }
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Source  Cof t tLogr (

Nc,vember  2012,  compcr rec l  w i th  o  no t iono l  d ,e , : l ine  o1 :  8 .3  percent  Cur ino  rhe
sorne-period. Co-eLogic doto since 2000 indiccrter thot the rote cI rrcrtgo!es ot
r i sh  o f  fo rec losurer  in  the  Det 'o i t  MSA begon to  r i se  cbove the  no t ion , : l  io t l  in
n id -2a)? ,  re f lec t inq  wr - ' r : ker r ing  ccor romic  conc i f  i cns  c rnc l  , Jo lcg  t in r : r  suL ;pr imcr
locns. The rofe ol seriously clel inquent mortgoglers fol o'ved the notror-,ol trend
of ncreosing in 2O07 ord 21008, when single-fc:nri ly f<>reclosures wr:,re lorgely
dr iven  by  unof fo rCob le  k>on produc ts .  Beg inn ino  in  l lO09,  fo re , : losu .es  were
increos ing ly  d r ive ,n  by  loss  c f  income,  unemplc ,ymenr ,  r :nd  s t ro teg ic  : le fou l rs
occord ing  to  reseorch  by  the  Federo l  Reserve  t lonk  o f  , lh iccgo.  A : ;horp  sp ike
up'ryord in ihe rote of distressed mortgoges occl,rred o- this t ime lor loth Defroit
ond the  no t ion  os  the  ec<>norny  worsened.  A fbr  p ,ecrk i rg  in  eor ly  2 r . )  lC  o t
9 . [ ]  percent ,  the  s ,hore  o f  d is t ressed mor tgoges in  De: t r . i t  hc rs  dec l ine , j  to  4 .8
percent .  No i ioncr l  ro tes  <>f  d is l ressed mor lgoges  cec l ined f rom o  h ig r  o f  2 .9
pef  cent  in  eor ly  2Ol0  to  6 .C)  percent  cur ren t ly .

De: ;p i te  the  reduc t ion  in  d is t ressed mor tgoges s ince  i lO lO,  the  cumul r : t i ve
fo r , - .c losure  compel ion  rc te  in  the  Det ro i tMSA s ince  APr i l  |  2OO9 s .7  O
percent of housin,S units, necrr ly tr iple the nol iorrr: l  role of 2.4 p,3rcenr
Forec losure  comple i ions  l rove  been t rend ing  dowr iw: r r ( l  no t ioncr l l y  o rd  in  the
Detroit  MSA. As of the fcurth quorter of 2012, cornprle-ed f,rreclc,sur,: ,s in Detror
ore 16 percent br: low ther previous yeor, while cornp eted foreclosure:s in the
not ion  fe l l  by  6  p , : rcen i  dur ing  the  some per ioc l .  Lende ls ' rev iew o [  i r te rno l
prccedures reloteC fo the foreclosure process ond bocklogs in the courts for
stoles wiih o iudic: iol  pro(:ess hove contr ibuted l .  tre dr:cl ine in foreclosure
ocf ivi ty. In the woke of the Ferbruory 2012 Not onr: l  iv lortgoge l iervir: ing
Set i lemen l ,  however ,  fo rec losure  oc t iv i i y  i s  s to r l ing  tc ,  p ick  up  og ;o in ,  p r imor i l y
in stotes where th,:  process slowed dromoticol ly in th,:  lost -wo yeors. CoreLogic
reports ihot 42 pe:rcent oi mortgoges in the Detn:i l  MSr\ we,re unCerwoter os of
the third quorter cl  2012_ compored lo 22 p<>rce>nl n<:t ionol ly--reprresenting
odd i t iono l  homeowners  pro ten t io l l y  o t  r i sk .

1  , , '  , . : : . , r t 1 ; 1 r i .  r i t ,  , , ,  , . . t r  
' i  

i . i l ' : , .  i r , . i . , r i - : , l  ; j , , i " _  i : 1 " :

Detroit Housing Market:
The Adminis t ro l io  r 's  mor lgoae ond neighborhcc,d os,s is  ronce progror-ns
- fhe i-iome Afforcloble Modii icotion Progrom {llAl\4Pi, the Federol l-k:using
Adrninistrotion (FflA) mortgoge ossistonce proqrorns, t le Neighborh,:rod
Stobi l izot ion Progrom {NtSP),  ond the Hqrdest  l l i t  t ,und {HHF} progrcrrn -
conrbined with ossistonce frcm the HOPE Now l\ l l iorce: of rnort,goge servicers
oncl  the Not ionol  Mortgoge ,serv ic ing Set i lement  hove l re lped stobi l i ; re  the

O e t ' c i t  M S A 6,320 03%

165,700 0.1%

131,410 7.O%

165,7i)0 2.4%

\lot.' ForeclosLne Rotes os Percenl of All Housing Units, Doto lhrough
)ecenber 201 2 for Foreclosures since April 20A9
Sxrce: Reolty froc ond Census Bureou
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)e t ro i t  hous ing  morke t .

l r rom the  lcunch o f  the  Admin is t ro t ion 's  oss is tonce progroms
i r '  Apr i l  2009 th rough the  end o f  November  2012,  neor ry
t )7  ,500 homeowners  rece ived mor tgoge oss is ionce in  the
[ )e i ro i t  met 'opo l i ton  oreo .  More  thon 48 ,1  CO in te rvent ions
\^ /e re  comple ted  th rough the  HAMP or rd  FH,A loss  mi t igo t ion
o1d eor ly  cJe l inquency  in ie rvent ion  progroms.  An es t imoted
o lc i t iono l  49 ,400 propr ie to ry  mor tq r :ge  mod i f i co t ions
l rove  been mode th rough HOPE Now A l l ionce serv rcers .
\A/hi le somr. '  homeowners moy hove rr3ceived helo from
rnore  thon ( )ne  progrom,  the  number  o f  t imes oss is fonce hos
lrr:en provirJed in the Detroit  MSA is nrore thon threeJourths
t re  number  o f  fo rec losures  comple ted  dur ing  fh is  per iod
( l  29 ,300)  Th is  re lo t i ve ly  low ro t io  o I  mor tqoge oss is tonce
t: foreclosr,res in Detroit  since Apri l  2OOg 10.75 to l
cor rpored to  i .9  to  I  fo r  the  no t ion)  i s  l i ke lv  re lo ted  to  the
6rers is ten t ly  h igher  unemployment  ro tes  in  D, - , t ro i t  over  th is
t  rne ,  mok ing  i t  horder  to  e f fec t  mor tg<rge os ,s is tonce.  Under
t re  ondmork  Not iono l  Mor tgoge Serv ic ing  Set t lement ,  over
l ( ) , ( )00  Mi :h igon homeowners  hod benef i t tec l  f rom neor ly
l ' : iCO r r i l l i c ,n  in  re f inonc ing ,  shor t  so ies  ond comple ted
c  r  t r  o l  l o o n  m o d i f i c o t i o n s ,  i n c l u d i n g  p , r i n c i p o l  r e d u c t i o n
c  n  f  p5 t  sp i l  seccnd l ien  mor lqoqes  os  o f  September  30 ,
2012.  Not ionwide ,  the  se t t lement  hos  prov i , ied  more  thon
$ 126 I  i , i l l i o r r  in  consumer  re l ie f  ber re f i rs  to  over  3OO,OOO
fr :mi l ies  Thr t  i s  in  odd i t ion  to  the  $2 . .5  b i l l i on  in  poyments
t r>  p : r t i c ipo t ing  s to tes  ond $  I  .5  b i l l i on  in  d i rec t  poyments
l<> brrrowers who were foreclosed upon belween 2008
c n d  2 0 1  l .

O vern over three rounds, the Neighborhoord
Sfobi l izot ion Progrom hos investecl $Z bi l l ion
ncr f ionwic je  to  he lp  l cco l i t ies  work  w i th  non-pro f i t s  ond
ccmmuni ty  rJeve lopment  corporo t ions  tc  fu rn  tens  o f
ihousonds c f  obondoned ond fo rec losed homes tho t  lower
proper iy  vo  ues  in to  homeownersh ip  oppor tun i t ies  ond the
of io rdob le  ren to l  hous ing  tho t  communi t ies  nc 'ed .

l . , l lSPl funds were gronied to ol l  stoles ,:nd se,lected rocor
government ;  on  o  fo rmulo  bos is  under  D iv is ion  B,  T i t le  l l l  o f
t l re  Hous ing  ond Economic  Recovery  Ac t  (HERA)  o f  2008;
f. l : jP2 funds oufhorized under the Americon [ lecovery ond
Reinvestment Act {the Recovery Act) of 2009 provided gronts
ic) sf{t ies loc:ol governnrents, nonprc,f i ts cnd o consort iurrr of
n :n t>ro f i t  en l i l i es  on  o  compef i t i ve  bcs is ;  ond NSP3 funds
outhcrized under the Dodd-Fronk Woli  Street Reform ond
Consumer  Pro tec t ion  Ac t  o f  20 . l0  p rov ided ne ighborhood
stcrbi l izot ion gronts to ol l  stotes ond sei,ect governmenis on o
f< , rmu lo  bos  s .

l r  odd i t ion  to  s tob i l i z ing  ne ighborhoods ond prov id ing
of lo rdob le  hous ing ,  NSP funds  hove he , lped sove jobs .
Erc l "  home purchosed,  rehob i l i to ted  or rd  so lc l  th rough the
Nl l iP  p rogron is  the  resu l t  o f  the  e f fo r rs  o f  35  ro  5Oioco l

\ 1 , , r 1 1 . . , 1 , 1 , , i 1 1 t , r r . i r r j \ r . r , i r r j r t j i l i r l , ! , , \ r , , i l r i 1 : r : r j i r . : , , : , t . , , r , r , 1 , , . { ; , ( .
D e r r . l M i A  C ! m u J . v e O d c 6 o l A , d b y S o u < e C o m r J r e d w ( h F c r e . o s ! t  , , n . . a p r i l r  2 O O g l t h o ! s 3 n d ,

M o d g a g €  a  d  ! i e h d e d , .  r h e  o € r c t r  v s !  t i o n r  & r  1  2 0 @  r h . o L a h  N o v € h b € r  ? c 1 2 . 9 . , , 5 @
t1c 

1 
ro.edotur. Compl.hon! Over same p!./6d- 12) 3oo

r ) r -1  . . . . . - .  - -  __-_ ._- ,L

' *  l - .  _ -  a=L-_

. .  i -  - - -  . ) . v - . : : ' ' : : '  - - -
- - -

)  - ? "', 
i-i1;. . .-. .-, , " rlti ufr{Ullil[IlJlffill
c "  . .  s "  d >  , O  . c  

. -  . . o  l s
Fi a 

>.q ot o .." .d , 
o3 o. s* .,o od

- F f A t o $ r J L r ? ; r o .  H A M p r e r h , n . i r V o d n r j r o n 5  L j n m a r . d r t r ! : N . w M : J , f i . r h o n ,  _ * r r € . o r ! e ( . r . o e l , o n j

N o l e  D . r . . 1 f o ) l N : w r r ) g l e t J , r , n o d g a t e i o d h . i f . n s a . n . r i v a , a b . a r l h e m c t i o p o r : n ; i . i t e v e  s r w e v € r . r o p : r r l y A  r n : . . € c r d ,
n 3 s n . e l p r , . 2 o o 9 1 ^ t . h j S r n o t w h r d r S a a c ( e n r a , . . \ h m J , d b r l r u D r , h r v e o . . L r p d r r f . c e r , . r M s , \ I h r !

. n a i l  e r .  ! d . s r A t r l P l  a  n r d 6 . : n ! r r n . r , r : d e o f r m a f . n r

D€troit MSA NSP Activity (Housing Units)

N:,P1 Total

C learance anC d :mol i t ion

: o r ' \ t , J r t r o "  o f  ) e v /  l r o u 5 i l ' g

Homeownersh ip  ass is tance to  low-and modera te  incorne

Rehab i l i ta t ion / recons t ruc t jon  o f  f  es idenha l  s t r  uc tu res

NSP2 Total

C learance ar rC dr :mo l i t io r r

. -o t ts t ruchor r  o l  tew l rousrn t

Homeownersh tp  assrs tanc3 to  .ow-and modera te  incor le

Rehab i l r ta t ian / r (  ac i l s t r  uc t ton  c f  res ident ia l  s t ruc lu f  es

NSP3 Total

a learance and dr :mo l i t ion

aonst ruc t ion  o f  r rew hous ing

Homeownersh ip  ass js tanc t  to  ow-and modera te  income

R e h < t b ' , r t d h c | / r (  ( o ' r s r r u c l r o , r  o f  ,  e s r < l e n n a l  s t r u c t u r e 5

Proiected Com0leted

7,967

4,75i4',

z J 1

1 ,391

1,564

3,660

1983

47i)

303

89{)

1r181

660

106

4,1

371\

6,889

5,502

54

748

58s

254

249

143

140

3

emolovees .

Overo l l ,  o  to to l  o [  $ l40  ml l l ion  hos  been oworded l , r  lO  l . ]Sp  gron lees  in  the
Det ro i t  MSA.  Unc le r  NSP2,  the  Mich igon Sro te  f l c ,us tng  Derve lopmer t  Aurhor i ry
(MSHDA) received neorl, t  $' ,224 mil l ion, ond i t  crw,or, ied over $68 nri l l ion
to  c i t ies  in  the  De i ro i t  MSA.  Approx imote ly  1 ,395 housr . -hc , lds  f rove , : , l reody
ber re f i ted  f ron ,  NSP ond 5 ,89 ' l  b l ighred  propen ies  hove been dern ,o l i sheo;
oci ivi t ies funded l>y the progrom ore expected b provicle crssist, lnce to on
od,l i t ionol 4,012 owner")ccupied ond renter households. Exornple:; of how
these funds hove been prr i  tc use ore provided b,elow.

Revitol izot ion ,ond Demolit ion in Detroit

The, Michigon Stote Housing Developmeni Autfrori ty IMI;HDA) l-ros ihr: oversight
rescons ib i l i t y  fo r  nu l r ip le  func ing  sources  f rom l - lLD onc  the  s to te  o {  Mich igon.
ln oddit ion lo lhe $224 nri l l i , rn i t  received underr [ . , ]Sl- '2, MSHDA rec,:,  ved
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, ln l l locol ion of $ l5 mil l ion for demo it ion f ,om ihe Stote Attorneys
rl ienerol Se,tt lement fund, ond $4 mil l i , rn frorn the Cit ies of Promise
rri t iot ive. C)ver the lost severol yeors ihese funds hove been uti l ized

pr in ror i l y  w i th in  Mich igon 's  u rbon centers ,  the  lc rges t  o f  wh ich  is  the
{: i i ' ) '  of Defroit .

r  )e t ro i t  hos  focused on  rev i to l i zo t ion  o f  the  c i ty ' s  core  communi t ies
ond demoli t ion of severely bl ighted oreos. Detroit  hos norrowly
torgeted investments in stoble orecs, to rebui ld structurcrl ly sound
homes , :nd  c reo te  l i ve ly  communi t ies  neor  economic  o r rd  cu l tu ro l
centers .  The Mid town ne ighborhood is  bu i l c l ing  on  i t s  s t rengths ,
inc lud ing  Woyne Sto te  Un ivers i ty  ond severc l  hosp i to ls ,  wh ich  in
turn generote demond for restouronts on,i  other services.

r l)etroit 's problems ore vost in scole, however, with opproximotely
70,00C foreclosed propert ies in the city, 65 percenr of which
remoin  vocont .  NSP ond Sto te  o f  f l i ch igon funds  hove been
used to  demol ish  thousonds o f  fo rec losec l ,  burn t  ou i ,  vocont  ond
donger , tus  s t ruc tu res  w i th in  Det ro i t ' s  c i t y  l im i ts .  A l thougn the  neec l
lo r  demol i t ions  exceeds the  fund ing  sour i :es  ovo i lob le ,  Det ro i t
hos  mo, ie  ex t roord inory  in roods ,  c lemol ish ing  more  thon 6 ,000
siruciuros since 2008. Detroit  Moyor Dove Bing hos indicoted thot
the  to rge t  i s  10 ,000 by  November  20  l3 l .  A , t  on  overoge cos t  o f
obout  $9 ,500 per  demol i t ion ,  inc lud ing  os t ,es tos  remedio t ion ,  the
c i i y  hos  o l reody  comple ted  over  3 ,  IOO deno l i t ions  w i th  NSP funCs
cnd expecis to remove onother 500.

l)elroit  Lond Bonk Authority

lr 2008, M,oyor Bing executed on Intergovernnrentol Agreement
br-.hveen thr> Michigon Lond Bonk Fost Trock Authori iy ond the Ciry
ol D,etroit ,  creoting the Detroit  Lond Bonk Aufhoriry (DLBA) The
[ )LBA focuses  on  s t rengthen ing  Det ro i t ' s  commurr i t ies  by  foc i l i to t ing
cJr :ve lopment ,  s tob i l i z ing  proper ty  vo lues ,  p romot ing  job  c reo t ion ,  ond
< recr l ing  o f {o rdob le  oppor tun i f ies  fo r  homeorvne, rsh ip .

r  l -he  DLBA owns proper t ies  in  l2  ner ighborhcods  ond hos
oriori t ized iwo of them for rehobil i 'ot ion oncl resole in the short
'e rm.  T l 'e  DLBA hos  ocqu i red  38  s ing leJomi ly  homes in  West
3os ton  l :d ison ,  th i r teen o f  wh ich  ore  cur r r :n t l y  be ing  rehob i l i to ted .
fhe  DLBA hos  o lso  ocqu i red  4 l  p rcper t ies  i r  the  Eos t  Eng l ish'V i l loge  

ne ighborhood,  25  o f  wh ich  ore  schedu led  ro  be
'ehob i l i to ted  w i th  NSPI  ond NSP2 fund ing .  Unfor runote ly ,  ihere
: re  insu f f i c ien t  subs id ies  ovo i lob le ,  o i  p resent  to  rehob i l i t c te  o l l  o f
)LBA's reol estote holdings.

.  I ' he  lonc l  bonk  foces  d i l f i cu l t ies  f ronr  low cos t - renovo i io r r  opprc ised
' ro lues  c ,n  mony proper t ies  tho t  tenr l  to  rc ise  the  or ig ino l l y
, :s t imoted  subs idy  needed per  un i t  (o  percer toge o f  redeve iopmeni
r:osts ore ohen recovered upon sok:).  l t  is st i l l  rypicol for renovole,d
propert ies in Detroit  to receive opproised volues for below the
lotol development cost for ocquisi i icn ond rernovotion. The DLBA
r:redits the city for supplying low-in:ome ,rf fordqble housing over
the yeors; however, they bel ieve thoi i t  is now t ime to fc,cus on
, : t t roc t ing  more  modero te  ond midd le  income fomi l ies  fo  improve
the  c i ty ' ;  tox  bose.

&

$:;.;;
lii,,:::::

Use of NSP2 Funds outside the Cilr  of Detroit

. The City of Wyondotte, Michigon wos oworcJerd ,r totol
o f  I i8 ,  I  3 l  ,795 by  the  Mich igon l l to te  Hous ing  Devr : | , : rpmenr
Au lhor i fy  ond s  us ing  these funds  tc  bu i ld  new hornes  cn  vecont
icls. To ensure lhe houses ore eni-1r"gt i  eff icienf, odv,:r.rc:: :cj  bu,lcJing
oncl froming techniques ond geolfrermol l .reof ing,/cool irrg systems
os ' rve l l  os  inergy  Stor  opp l ionces  ore  be ing  u t i l i zed  t , : r  keep
month ly  u r i l i r y  b i l l s  low.

o In Pontioc, Michigon, NSP2 funds were inveslecl n l-ofoyene
Plo , :e ,  o  $1 lO rn i l l i on  redeve lopment  o f  o r  80 ,00O-sqr - : r re - foo t
fo r rner  Seors ,  Roebuck  & Co.  depcr im{ ]n t  s lo re  tho t  ,w : rs  bu i l t  in,19129 

The bu i  d ing  -  wh ich  houses  4r5  new res idern i io l  un i ts ,  o
grocery  s ic re  ond o  f i tness , :en fe ' ,  \ \ ' o : ,  pc r t io l l y  l :unc lec ;  w i ih  $5  9
mi l l ron  in  l . JSP2 funds  f rom MSH)A T l re  p ro iec t  , : l sc ,  l ;ene f i r ted
f ro rn  New Morke f ,  H is to r ic  ond [ l rown i : ie l , j  tox  c red i i s .  The f ,ousrnq
unils wi l l  consist of 46 one- ond Mro-bedr, lom ocortrnent lof is with
cccess lo o green rooftop. The project is the lorgest,:()nstrucf ion
invr>stment in clownlown Pontioc irr 30 ye,rrs ond shou,j  prove to
be , :  co to lys t  fo r  fu iu re  deve lopment  in  the  oreo .

Horde,st Hit Fund in Michigon

The Mi :h igon Horneowner  Ass is lonr :e  l : l c , r rp ro{ i t  Hc ,ur r r r ! l
Corporotion ( lAHr\) oversees Step lFrorword Michigorr, which
w o s  l o u n c h e d  i n  J r l y  2 0 1 0  o n d  f u n d , : c  t h r o r - r g h  o  S ; 4 , ? 8 . 5  m i l l i o n
o l loco t ion  f ronr  th , :  Admin is t ro l ion 's  l lo rd les t  H i t  Fund.  MHA
wos se ecied t() o\/ersee Siep ForworrJ Mi,:hi13on os c support orm
for  MSl lDA.  I i tep  Forword  Mich igcr r r  p rc ,v ides  severo l  p rcgroms
lo  oss is i  M ich i ,3on homeowners  who ore  c t  h igh  r i sk  o f  c le fou l t  o r
fo rec lo , ;u re .  T l resr :  p rogroms inc lud ,e :  Pr inc ipo l  Cur tc r i ln  e rn t ,  Loon
Resr :ue  Mod i t i co t ion  P lon ,  ond Unenrp lc ' ,men i  Mor tgoq, .  S ibs idy
(unemployment  o r rd  re ins to lement  o : ;s , i s lo rce l t .  S tep  Forv ,  c rd
Mich ig , :n  p rov ides  twe lve  months  o f  rJnsn. , t l , . r t ren t  ossrs t r . rnce
fo  quo l  f ied  bor ro ' ,vers ;  they  o lso  prov ic le  up  to  $3C,CC,J  i l  , :u re
de l inquent  po) ,men ls ,  escrow shor toges ,  c le l inquent  p .opr i r ty
loxes ,  ond/or  de l inquent  condomin ium ossor : io - ion  fees  lo  ovo id
fo rec lo , ;u re ;  o rd  up  to  $30,000 to  enob lc ,  o  permonen i  t , lon
modi f i cc r t ion  The number  o f  hcmec,wner : '  benef i t i i ng  f  -c  r  t l re
progrorn  hos  conf inued to  inc reose r jue  to  s t rong demon:1 .  For
odd i t io  n  o l  i  n fo rmct ion ,  see  h t tps  : , / / 'www. , ; tep fo  rwordm i< :h  i  go  n .  o rg / .
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City of Detroit, Michigrn
MANAGEMENI]'S DISCUSSIOF{ AND ANALYSTIi

For the Year tr:'rndecl June 30., 20Lil
(UNAUDITTD)

o General Fund deficit reduction efforts resulted irr the following positi'/e .results 'when

compared to the year ended June 30,201 l:  ( l)  $20.0 mil l io,n reduction in salaries tb,r thr:
year encled June 30,2012 due to l0% pay cuts, a,ttr i t ion, and layoffs, (:2) $31.5 mil l ion

reduction in pension costs due primarily to improved market performance, r,,'hich lowered thre

Police and Fire Retirement System contribution rate lty 12.2ot'o,and negotiated changes to the

contribu'tion requirements such as increitsed smootlhing (irrcrease in number of years to

spread out changes in the pension fund for funding), multipli,er reductions and elimination r:rf

the cost of living, and (3) $17.5 milliorn reduction in litigation costs miainly due t,r th,e

reductio:n of large payouts and high rusk cilses. The I'ailure to negotiate satisfactory contraclts

with the City's runions and achieve personnel reductions to reduce salaries iand benef-tt c'oslls

during the last half of the fiscal year adversely impacted the City's deficit rerduction efforts in

20 t2 .

The Gerreral Fund had liquidity problerns at June 30, 2012' The budg'etary chailenges'

economrc uncertainties, elccumulated deficit in the General Fund, and debt ratings trelorv

investmr:nt grade affectecl the City's abiliitv to access credit markets as the City needed the

State's sssistance to borrow. On Marchr 29,2012, the City borrowed $8;0.0 mil l ion with

assistanse of the State of Michigan through the Michigan Finance Authority The proceedLs

were used to pa'y $36.9 million of debt sen'ice on th,r City's limited tax self:insurance bondls

due in 4pril and May 2012 with the remainder set aside to pay for the City's :;elf:insuranr:e

claims such as litigation and workers' conlpensatiotl costs. In addition, thie C'ity's General

Fund bonowed a total of $92.2 million frorn other City funds such as the Risk ManagemenLt,

Solid S,aste, and Street funds to provide additional liquidify for the year: ended June, 30,

2012. 4lso, due to lack of cash, the General Fund olved the l3eneral Retirernent System $8.6

million. Police and Fire Retirentent Systern $51 .9 million, an,C Benefits Fund $37.7 million at

June 30, 2012. On August 23,20lll, the City issued $129.5 million of lirnited tax generitl

obligatirtn bonds, at a premium of $9. I m.Lllion, with maturities extending to November 203"2.

again with the assistance of the State thrrough the N4ichigan Finance Auth'ority (see cletails

above). The General Fund's cash and i.nvestments totaled $59.8 million at "lune 30.20)12

compared to $?3.7 million at June 30, 2(111. The (Jity's caLsh position der:lined because ol'

continuing deficits in annual operations.

The General Fund public Lighting Deparrnrent revenue increased $14.5 million in 2012 trorri

20ll due to thr: collectign of $15.2 millic''n from the Detroit Public Scho,rls which nlainJy'

were delinquenllcollections, some of whir;tl were reserved as uncollectible in 2Cll l- This als;o

had a positive impact on rthe adjustment for the allovrance tbl uncollectible receivables rJue t[cr

the col|tction of prior yeer receivables.

For the year enrled June :10, 2012, the City recorded $84.0 m,illion in liabilities due to Wayne

County for estimated clnargebacks/reco'veries of uncollectible delinquent properfy taxes.

Wayni County has been providing the City with payments for the purchase of cunent year

delinquent taxes every year since 2004. In the cutrent year, the County vrill chargeb,ack to

the Ciiy prior year taxes purchased that irt determines to be uncollectible. For l.he year endtxl

June 3ir,-2011, the liabilirty totaled $88.4 million. lthe $4.4 million decrease in the li;ebilrity

for the .year ended June 30, 2012 was due to improvements in county collecl;ions-

I J
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Metro taxpayers foot the bi l l  as banks walk away from homes
By Eric D. L2wrence Detroit Free /tress Staff Writer Filecl lJnder Local News Metro Detroit Lansing Washtenaw Cctunty

f reep,comMa, ' . 30

Taupe paint peels off the weathered front and side of 2375 \Niard Court in Ypsilanti Township. Windows

arr: missirrg from a porch covering added long ago.

Nelxt door, trash is strewn on the porch of another abandont-'d house with a collapsing roof. In e;rn

overgrowrr yard, a painting of Jesus praying and s;taring heavenward shares space with old tires and a toy

ki tchen.

To',vnship attorney Douglars Winters said the hous;es, which have been deemed unfil for hurnan habitation

as a result of mold and structural problems, are dr:caying belcause lLhey've been neglected etnd

abi lndonerd,  not only by the homeowner,  but  a lso by the f inancial  inst i tut ion that had the mortgarge.

Ollicials in several metro Detroit counties said that banks

.. and their agents; -- l ike scores of homeowners upside-do'/vn on their mortgage:s -- have opted not to pay

taxes on thousands of properties and instead l 'rave walked away from them, desprite having rnortgages

on them.

Olf  ic ia ls c;al l  these "bank

walkaways," a tr3rm also used to refer to properties on wlrich foreclosure proceedings we're st;arted but

"l think it 's uncons<;ionable what they've been allc,wed to do," Winterrs said of the walkaway prht=rnomenon.

Orrce owners are clelinquent on property taxes, properties s;l ip into county tax forecl:sure. 11'thel treatsurer

cern't collr;ct the taxes owed, the communities must repay tire differ,eflc€ -- called a "chargeback.. ' '

CrtrmrT'lUnities are l:ftwith less money for roads, prublic safety and other purpose{i. Forthe City,rf Detrott

a lone th is ;  year ,  the  chargeback  b i l l  i s  $118 mi l l ion .

Bilnks counter that they nraintain homes and pay taxes on properties that they o'wn outright, bt.tt

otherwisel ,  they say, propr:r ty maintenance and taxes are t l^re homerowners' responsibi l i ty .

Gai l  Madziar,  v ice presidelnt  of  membership and communicat ions at  the Michigan Bankers r \sst l r : iat ion in

Lansing, said banl.is are trrying to create solutions to problerns sucl-r as blight, but that it doesn't rna[' le

f inanc ia l

sense for a bank to t ry to rehabi l i tate a str ipped or di lapirJated house that has a $60,000 mcrrtga(Je, but
-  

is  valued at ,  sa'y ' ,  $20,000.

"ln the perst, we herve had many instances where banks ha,re foreclosed, paid the taxes on the prroperty

ar.d then invested $20,000 or $30,000 to br ing the property to salable condi t ion,  only to have i t  str ipped

a1;ain anrJ again before i t  could sel l .  l t 's  a complex problem with no easy solut ion,"  [ t /adziar sair j  in an

e- nrai l .
13-53846-swr    Doc 3447-7    Filed 04/01/14    Entered 04/01/14 14:30:29    Page 2 of 4



" l  f lon' t  wernt  i t  to sound l ike the barrks don' t  care,  because t l rey do care,"  she said.

A l;ubstantial percentage 9f tax forelclosures in mertro Detroit involver walkaways, pro;rerties with sorne

type of  bank f inancial  interest ,

ln \ffashtelnaw Counly,76'c/o of the 274 properties in county tax foreclosure this year are those tlrat had

banks l istr- 'd on property records as having a finarrcial interest, such as through a nlc,rtgage. Thiat's et drop

frc,m the gtg% -- 63,2 of 637 -- of properties that Treasurer Ciatheriner McClary counted in 2011, which she

at l r ibutes to a generral  improvement in the market

But in other Detroi t -area count ies,  those numbers have increased this year,  and treasurers in Vl /ayne,

Oakland ernd Macomb count ies al l  report  double-cl ig i t  percerr tages. In Macomb Cournty,  60%0 (494)

pr:rpertiesiwere l isled as having a bank interest; 48% (786) were so l isted in OaklanrJ County'-- up from

1el% the ),ear before, and there were 48% (10,880) in Wayne County, which had a staggering 2'-2,499

pr:rpefties; in tax foreclosure.

. G,RApHIC: Tax foreclosure process rn Washtenaw County. GRAPHIG: Total county tax forec'losures

Thcse taxforeclosures could lead to chargebacks;.  In 2011, chargebacks costYprsi lernt i  Townshi l l  r r rore

thern $2g0,000. This yeat,  Oakland County charged back $9.3 mi l l ion,  down from $10.4 mi l l ion last  vear.

Washtenaw County had about $1.{ i  mi l l ion in chargebacks last  year,  a l though McClary said shcr exprects

thert number to drop this year. Macomb County herd no chargeback:s this year be<;ause all of its properties

s6ld at  auct ion.  In 'y 'Vayne County th is year,  the total  was $263 mi l l i , rn.  Wayne County Chief  Deputy

Treasurer David S,zymans;ki  noted that the county 'set t les up with communit ies before the aur: t ion,  so the

f i r r ;a l  cost  is  l ikely to be les;s,  assunr ing propert ies sel l  at  auct ion.

"T'hese f inancial  inst i tut ions are walk ing away frorn their  responsibi l i ty  to pay the taxes,"  said Oakland

C,:)unty Treasurer,Andy Mleisner.  " l l t  was not the Oakland County taxpayers '  decis ion to do a moftgage on

the prope,r ty,"  he said.  "By walk ing away from their  responsibi l i ty ,  they're shi f t ing their  burden to the

Oerkland County terxpayers. ... For them to walk away from lthat ancl to try to stick mr,'taxpayelrs with the bil l

for  that  is  unacceptable."

Complex,  uphi l l  t rat t le

Yprsr lant i  Township has sued Gernrany's Deutsche Bank, along with the homeownef,  over propterty

nuisance issues at  the W ard Couft  houses. The township isn' t  the only government to sue a bi l r rk over

prrlperty maintenance; thr-= los ffnrgeles City Attorney's Offi,:e called U.S. Bank one of that city's "largest

slumlords" in a lavrrsui t  f i led in July.

Trying to assign relsponsibi l i ty  to nat ional  and internat ional  f inancial  inst i tut ions vrrhen taxes go rJel inquent

ard mairr tenance stops on indiv idual  propert ies is compl icerted by the way mortgages have ber, :n pooled

ir-1.o inve:; tment vehic les.  These mortgage-backe,C secur i t ies,  which helped fuel  the housing cr ists,  can

o [rscu re financial con nections.

Fclr  example,  a spokesmitn for  Deutsche Bank, said the company is not respons; ib l t l  for  the Wi iard Court

properlies because Deutsche Bank is only the trustee, not the mortgage servicer. lt suggested contacting

a company cal led Homeward Resident ia l  in Texas. That company, then under a di f ferent namr3, was
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accused by the Texas Attorney General's Office ut 2010 of using i l legal debt

r :o l lect icn tact icsi  and misleading struggl ing homeowners.  That case is suspenrJed.

A rspokesrvoman for Homerward Residential, Phil iprpa Brown, ackno'ruledged that l lorneward, not Deutsche

Barnk, is responsible for  the Wiard ( lourt  propert ies.  But she also said that  she has no informat ion about

the properties, and attornerys for Deutsche Bank prarticipated in a court hearing this rnonth about them.

Russ Cross, senior v ice president and regional  servic ing director for  Wel ls Fargo Home Mortgage, said

Werlls Far,go has belen mur:h more iassertive in the last year in its ro e as a trusteer.

"\A/e're sensitive to walkaur€tys," Crrcss said, noting that the company understands; *'tttxes are an important

parl of ther l i febloocl of locerl governtment, so we miake sure tlrey're paid."

Cross sai,l the conlpany vvorks with neighborhood groups, including in Detroit, to adrJress property issues

arrd now has a repair proglram for houses it owns. The company als;o donates property in sorne cases.

However, Cross sarid, wall<aways on occupied properties ar,3 alloweld for a small portion of loans Wells

Fer"go is i r rvolved vrr i th on behal f  of  400 investorgroups. Cross said that  in those cases, Wel ls Fargo

notif ies the homeo'i/ry'ner and the loc;al community that the l ien on the loan

,.." 
is bein,E released, meaning the rnortgage is exltinguished.

P<lssible solut ion

Kermit  L ind,  a c l in ical  prolessor of  law emeri tus at  Cleveland State Universi ty,  is  an expert  on foreclosure

issues and said loc;al officials often face a tough c;hallenge in nottfying the mortgelge servicer when a

prclblem, such as et  nuisance issue, ar ises.

Hr:  said t i lx ing ent i t ies seeking unpraid taxes --  such as county t reasurers,  or  municipal i t ies deal ing wi th

nuisance violat ion: ;  - -  have no choice legal ly but to contact  those l is ; ted on property records.  And the

co. l ' tpany on f i le is l ikely not the loern servicer,  the company that mi l3ht  be designater l  to hancl le th ings

such as t iax paymernts.

A r ; imple solut ion,  L ind said,  would be for banks tc f i le an aiTidavi t  vvi th the register of  deeds thett  l is ts the

name of the servicer.

" l t 's  up to them to r lo something about i t , "  L ind said of  bank,s.  " l f  thel  servicer isn ' t  doing their  job,  then the

burden slrouldn' t  be on the taxpayr:r  for  that ."

C ct nta ct t= ri c D. Law re n ce' : e I aw re n ce @f re e p ress. com

More Detai ls:  Tax, mortgage help for  homeowners

Hgmeowners can contacl their local county treasurer if they are having diff iculty pay'ing prOperty taxes.

Some offer guidance for

rersidents facing mortgage foreclos;ure, as well.
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d ' l

Cot*r,rr A. ) lcl  .rc lAul lrc,:urr _rrr:a
2 

""tc*to,,r,,r 
nc A! -:|JJE, 

SUirg ,lcl)
Dentorr, \'f crrxia:i 411226
Prrovg l l l .?2.. i- , i250 t]r  \ ,  l i  I
Erx :  i13 .224.?8 : , f7
W \lrwJ E:I ROt;lvll,C;O!

R,E;

TO:

FROII

D T T F "

Rrequesf for Arnendment to tle l.ry 20i4 rtudget oI'the ciry of Detoit
(v i th appropriat ion rer is ions in consul lat jon with Ernst & young)

/\t your direction, debt service apUropriat;ons for pensirrn ol, l igatio:r ,:ertif icates and l:,r:rited tax
gentral c,bliSation dcbt lor s,htch p:-incipul ao. interest ars not being remitted during the ri-trapte,r
9 ba.nkruptcy fili:rg are to be redlocated ibr general o;rer:rlional re;rrucruring purposes. tJliese
f,ebrs-ini:lude pe.csion oblilption cq'tiflcates a.:rd scr":rai obligarions backetl b,1 limitui tax
generai obli gati cn r(:venurx.

.Accordingly, puntuant 1:o your autho:-it1'unC'r.Er--.rcrgenc,y Order l i? and sectio:r l: l( l)ft) cf
lv{ichigarL hrbiic r\ci 43ri of 2012. the Budgct Dcpartrne.rt rcquests ilrat you amencl the Ciq/s F1i
2014 tsxlget to sli i ft S9i',68(;,548 from,,'ariorn approprialoru in the Cieneral Furd (secartacbr:rj
resolubon) to the gereral resUucniring acco'J.nt fAppropriatiorr i3224). A subl;equr:nr
a;lertdme,nt will rea^loclttc authonry wrlril ga-'rt arrd enterprise fi.urd;s to the extcnt n.ec;6sary.
Once decisions nre made in placing specific;iulhorifv rviLri.n designatcd agencies, rcii l lrrqatirrr
arnendments l iom thc rc:;truchrring account rvil l  also be ieqr.ured.

Confirmation of yr:ur intr:nt and aporoval o f thj s reallc,catron a:e hereby requested.

cc. Shani Pern, CllLict'of ,Staf:: to thc Fne:genci, Manager
Sonya Mays, Senjor A.d.ri:or to Jre Ernergen.cv l larager
Cary Elrown. CJiricf Opcrating Offrccr
John NagJick, Finarrce Dir ector urd Actrng Cbjef F.nancial Officer
Portia,Robcrson, (l g1p6 r3tr o n Courr-sei
Ci tv  Counci l  Nlerr rben;
I r r in  Cor ley,  Ci iy  Counci i  I -eg:s iahve l ic> l ic ; ,  Div is icn
r .darn f ' {o l . l  ic r ,  t -c4sla i re L ia is ' rn,  l t ; Iayor 's  Orf ice

1,i'-t '
'i. 1.1\ | lb
v / , 1

t v u t
;  . l
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BY THJE ET,iERiC;EN I\ '  I , , IANAGT]R:

RESOLVED, pLrrsut j l l  to EmergencS'orcer l2 ano s--c: ior, .  i2( l )Co) of \ , l ichigan F,ubl ic Act 416c' f  2012 ard to ensure 'egal authonzaior cf  acdi l ronal co:; ts for rcsnuctunog act iv i t ies, that r l reF\ '20:{  Budqet c{ ' the ci tyoIDel i t -r i r  be anc :s hcre)v anrr:nr,red as rbl iows:

FROM I,TCO-S FiR VIC ED JiNDEBTEDNESS:

P_l.r:qf.A!prqqT.!_,ro No. 00852, Clarns Fund (trsur"nor premiurn)
D ec re rs e, .{ p prop rri- 5 o n Tilo. Otl 93, DDA B o n,{ilgg7
Decrease Appropdar ion No. j 2 I 29, Et)L-) ivlllz project Debt Serrvrcc

FROM PENSION OBLJGA":  iON CE]T' I t r IC, I .TESI
Decrease Appropriation No. rl0o24, Cenlra.l Data processirig (tTS)
D ecrease A ppro pri ari on N o. 0 0 02 8,,\cl ministrario n IDp\VJ
)ecrease Appropriation No. (t0056. Admim stratron (I inancc)
D ecre-.ase .{ppropnL ation .vo. 0o060, Ass es smen : s D:visio r (rri'alce I
Decrease Appropnaton .vo. 0006r, I lurchasing lJiv"rsicn (Finan<x)
IJecrease Appropriation l!o. 00C6_1, Trms,:ry Dinsicn (Finance)
D*:ease Appropriatron lio it006-1, Exzu-uti-ve f.lgurt. .rnc SuSrpon (Firc)
Decreasc Appropnation lrio. Ci0065, Onlinance l:::forccmcnt (Fire)
Decrease Appropriafion I'lo. co067, Emer,gcncy Mcilical lservi,::s (Fire)
D rcrease .{p propri au on I {o. 0 0 06 8, r\dmini strari on @FIlVp)
Decrca-se ,Appmpriahon tlo. 00096. Extxutive Officc lllayor)

- )

S 1- i ,6 ,3Cf ,5f i )
$- 

_l361361;

s 34.,953,2i"'.

Decreasc,A.ppropri;atron llo 00 lo2, ParkirLg Vic,iatrons Brlreau (,\{rr.ri pkg.l
I)ccrease ,\ppropnatir.rn )io. 00 105, Admirristraliun G{uman Resowces)
Declea.se r\ppropriirt ion lt io. c0105, Pirsorurci sclcct-ion (Hurr. Resourccs,l
Docrease r\ppropnation b;o. 00103, Labo: Relations (HLrn. [ l"e:sources)
Dccrease.r\pp:qnriarion hio. 00 I I l , Police Cou,--l issiol. (l,oi:.ce)
Decreasc l\ppropriatioq No. 0rl l l2 Pcljcc Execlhvc Gol:ce)
Dec:ease Appropriation No. lr] l15, I iurnan R.esr:'-:rces Ilu.reau (polrce)
Dcsrease lrpproprizrtion lr o. Oil I I 8, Crin-inal Lrvesbgaiiorr Burcau (poli<r)
DecrL?sc Apprcpriati,rn No. 001 19, lr{arrae;emear Sen"icrx Brl.cau (policc)
Dc-crease lippropri;ition N o. 0 (l i 2 3, ACrjnistr-at:. co (P l-D )
Decrer e ,lppr'-pn a;tion lJ o. (t('l | 27, En gr n ernn g ( P LD)
Decrease l.ppropnation Ne.. 00 128, S'.recr Lighrrng (I, l-D)
Dcc-re ase .a.ppropnation N:. 00129, Opcrating Dr.rsron r'PLC )
l )ccrease .A.opropr iat ion N, t .  301. ]  i ,  FIeat  ard Po.+rr  ?ro iuct io l .  (pLD)
Decrease Appropnatic,n N,r. C{ I 8l , Conduct of i i lec:ions r'El,:cions)
Derea-se Appropriatic,n N'r. 0()l 82, In'"estigatiori cf Cgrn:rlarnti 1On:buds.)
[)ecrease Appropnalic'n N,>. 0[l I E3, l-an,l LIse CortL.ois r 'BZA)
Dc;r : lsc Appropnat ion No.  0[ ,226,  B.- rdser  Depr Opcratrans ( I ]uc iger)
Jsqess.-  Apprcprraf  icn No.  L)d '2.45,  Acc, . iu l i is  Di ' ,  - , {drn; r is l rat ioa (F i l ra lce)
Dxrcase Appropr iat icr t  No 0C247,  Acc, :unls-Ci l ; '  Incor : ' 'c  T; lx  Ops.  (F inance)
Jec;ea-ce Appro|na. icr i  N() .  01 150.  P:o l - :c : icr .  c : ' f l i , : - - ran i { ig} - . r ;  (Hum. Ri&ht-s)
De ;e rse  r i pp ropna t i l n  \ o .0325 i .  A .ua r t i i Lg  C , : , r , : : o :=  ( , { u11 : r ' : r  Ccn  )
De;ease.{rpropial ion No. C'J265. Cit; ;  Clerk C:s, qC:lr C)erk)
Dccrease Altproprial:trn )'Ic. ,-1i269, C-ty l*,grslaLve Functions i'Co'.incrl)
lecreasc Appropnatron Nc.  O)277,  Dero i t  B ldg Aurhoi iv  f i ' '36-ps11. i
l ec re rse  Apc ;c ' p r . a t i on  Nc . , - r0 i9 - r ,  D :s rnc t  C r -u :  ( - r 6 "  ) r : i t .  r l t . )

j -3-53346.swr Dot; 1857.4 Fi|ej LI|27113 Entered 11-|2-| |13 16

$  I 1 4 , 8 9 9
s .4g,1gg
s tq0.924
$ 3',;r 0,3 2 5
$ I  07,99 3
s 24i9,405
s 2:i,6,693
s 4"t2,492
s 2,22.3,265
$  1 2 6 , 8 t 2
$ 2r i4, l  l : l
s 212,260
$ I Cr8,40,t
s  2 f t ,39 l
s 130,266
s .i tz,'lgE
$  7 2 9 , 6 3 l
$ : t9l ,2 r ,s l
S 4,r575,2a7
s '793,"t26

s 8: l ,4l  g
$  l t23 ,7g  I
s :i0"7,9 5 7
$  r  4 t ,790
s t9t ,20}
s i !5?, t  09
$ 611,28?
8 2t:i1,274
S I lr' j,A']j
s  I 9 ' ,  , ) 4 6
J  r .  l ; l . Y  /  i

S 21J.33,1
$ 9:;r.2i I
5 9',;', i_51
$ ? s:; i ,2 53
5 ?i i ,  r 59
s  2 l ( . 8 2 5
34:30 Jage B c l  2 l l
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;:;::;: liilili;lliill i3 il,l;il [;ij,i.";j,i;;:'il::;:;]'u.i,,,, jl ,::r2i,;
I)ecrease Appronriarion No. ol7ig. Fire Figi:ing operatiors fFire) 

' 
$ 7,:160,0?8

Decrease Appropriarion No. 00760, Crlrr;lLi-rr & S.,'srears Siu,oport (Fi;.e) 5; ,:14j,690
Deciease Approprial ion No. 0c8-12,?,+,.Acccu:t l .g Operations i i :nao."; I ;  ;  16,371
Decrrase Appropriztron i'{o. ,10833, Ernrlroyec Serrces .Hr:1. Resor:rces) $l :f 07,3d.+
Decrease Aopropriar.ion No. rj0854, Heafngs cr! po]icy Der.. (].wn. Ikrcs.) $ 9,g 10
Dccrea-se 4pi,_rgpry&1No- l)0EE0, Pc,Licc .A.rhle hc Lea;;.:e (f,o1ice) $ 25,03 5-- 

5"?e"se-appropiiation N'o. ,i10883, D,:'e6pm,:nrtnylpDi-) 
-: 

--- 
-iai5*-- *

Decrease.,\ppropriadon No- (l|0910, C:ty E:igineer iDirE') S 66,9615
I)ccrease Appropnation No ;0922, Cc'unc,il Pr,:sident Cificc (CorrnciJ) g ?JO;1
Decease Appropriatron r{o. i)0923, Corrncil M':mbcr Oficr: I (Council) $ 6,2 lri
Decrease Appropriahon lio. (tCX)2.1, Councjl N{ember Office 2 (Cc,uncii) $ 6Jl(j
Decrease ,tpproprianon l' lo. C0925, Courcil \l:mber Ofiicc 3 (Cou:rciJ) S 6,21(t
Decrcase,\pproprizition l{o t)0926. Ccuircil Vsrnbe- Ofllce; 4 (Co'-rn;i}) $ 6.21(;
Dccreasc Appmpriation l,lo. Ct0927, Coun,jl.\lmnbEr (}ril ice, 5 (Cotur,il) S 6.21(;
Decrease:\ppropriatron l,lo Ct0928, Coun.:jl M<rnber Oflice 6 (Corrn:il) S 6,21(;
De re ase ;\ppropriation f 'lo. C 0929, Gr unr:il ivltrnber Ofiicc 7 (C,our,:il) $ d"2l (;
Decrease Appropnalion |lo- C0910, Cour<jl ir,fembsr Ollice 8 (Co,u,il) $ 6,21(;
Decrease i\ppmpnration }io.0.1739, Generai Rcvenue-Non-Dept. (Non-D) S Zt;ll;l2
Drcresse rlppropriation lrlo.09t 12. Enhar.ced F:-gll (poJlice) $ 2l)5,g41
Der-rease ltppropn:rtiou hfo. i,1082, Opera(rcrrc lPolicc) S 14. I:t-0.76j
Desreise Appropriatron lr;o- 1tll5l, Casino l\{ucicipal Serr.'i,:c (Fire) S 2jg.9M
Dccrease .'rppmpnatior No. 10i52, Ca-sl'ro ),{Luucrr:al Serrir:q; (Potice) $ 5:i 1,685
Dccrease Aporopriation No. I l)397, Boud of Erhics (Non-Dcpr.) S 13,6g6
I)er:rease ,A.ppropriahon No- t ,L 04tt, Aciur:rusrratic,o (Police) $ l]7,6g1
Decrease A,ppropnatjon No- i 1041, Techr:anl Serwices B:rcau (Potic:) g 2,21i5,65l.
Decrease A.ppropriarion No. I . Oa2. Legal Ajiarrs,Trariurg (pc,lice) S g(i5,209
Decrease A.ppropriatior No. I I 159, Bligl-rt Viol:Lriolr.s Adjudic. [DAH) S r;t,31:i
Dec:ease A.ppropna[on N,r. I I 195, fusk i\4anagcmenr Qs,yncrJ (Audrr:or Ccn-) S 16,695
Decrease Appropriation N,r. I l6-s6, Reqeatiou llgmr. (R,ecreation') $ d9,0g3
Dccreasc Appropriation N')- 1.1551 , Bus|o, Clps.& Suppl Srcs. (R.,et:reation) S i:4,21 .1
.Llecrcase Appropriatic'n Nrl- t i: 661, Recrea,hcn ()peraticrs Qlecreatio:r) $ 225,803
.)ecrease Appropriatic,n Nrl- I I 665, Belle [s]e Opcrations (Recreation.r 5 8,43 j
,Jecrease Appropriatrc,rr  No. i  1825, Admjr j .so-at ion (G-sD) 5 i6,71j
i )ecrease Appropnat icn No. I  1830, Fac: l i t i .es & GrounCs ) leint .  (CiSD) S 32.7,551
Decrsase Appmpr:atron N<r. 1133i,  invent(rr) ' I1 arrage:ncrrr  (CiSD) S 36.4?.1r-
l )ecrease Appropnal ion Nc. l2: t .16, 3usincss Lice nse Center ( I lSEl l)  S 16,35j
Dcsrcase Aopropriat ion Nc'-  l2. l j j ,  Flect l ' {anag,cment ( ,3St,)  S 15l,5l1
Decrease Approprianon Nc. 12.15-{,  Cerer; , I  S:r- ;Lcrs--srect Frnd (CSD) S 2l l ,9j8
Decrease r\pproprial ion Nc. l i l2 j ,  Media Ser; :ces'Co:runi i : .  t t ron-D,epr.)  S -+9,669
D:crcase App:opr- ial ion No. l l152, Stree: iv lajr t .  Cara3u i 'CS0) g l -11,60: i
, , )cc rease A; :p ropnat icn  lJo .  l l  l 6 l .  Enr : :c rn tc ; - . ta l  A f  ia i r : :  Dc t  iF ISEE)  S ?A.51\
l")ecreasc Approyrr iat ic l  No. t3168, Real E:; tate ,c Cj lS (PDD) S 35,474
)ccrease Appropriat ion No, l3l l , l ,  Strategic Pla-r,ning/Gmts tRecrea: ion) S 6,- i821
Dec:eue,{ppropnatron No. l1316, Crount l  lv lar ' . r icnance iG: iD) S 222,1?l
l )e creasc Apprcpriat ion l 'Jo I  1530, Off ice , l i  l rc ins' . rcctor Ce: 'er i l  (0, ; ,3) $ ?9,9C2
l.)ecrease A:xogrr iatron No i  i  532, Honrel ; : rc S:. ; . rni l  t l rs ( i 'o l .ce) S I  5.489
l lecrease A:proprr iat lon No. I  , l  j67, ,A.r i rnai  Cont:o. r 'Pclrc, . ' )  S 109,666
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here  have  been  a  t o t  o f  h tgh
n ro f i l c  r nhh r r i es ;  ove r  t he

yea ' s .  The  I  u f t hansa  r cbbe ry ,

D .B .  Coope r  h igh jack ing ,  t he

r \n twe rp  D iamond  Cerpe r . , . bu t  t hese

r : r imers  [ ook  ama teu r  sh  compared  to

th t :  s l a te  o f  M ich igan ' s  Grea t  Rev 'enue

l i l " a r i ng  f l e i s t .  The  s ra te  l r as  managed  to

p inch  ove : r  $6  b i t t i on  i n  revenue  : ; ha r i ng
'Tom loce r I  gove rnmen t  o !e r  t he  l as t

: ; eve ra l  yea rs .  Those  nun rbe rs  wou td
' r ven  ge l  Be rn ie  Madr f f  s  a t t en l i on .

M ich igan ' s  b roken  mur r i c iPa l
' i r ^anc ing  mode t  i s  a tmos t  a  c l i c l - r e .

$15 00( l  000

:b1C,00t1 ,000

s5 000.000

Annua l  Revenuer  Shar ing  Loss

'l i*, ; : i l

By,Anthony t r , l inghine

Ta tk ing  abou t  budge t  numbers  and

de f  i c i t s  i n  t he  b i1 |ons  o f  do l l e r r s  can
.a rqp  r s  l o  l os r )  ne rsnec t i ve . ' f he  f ac t

i s  t he re  a re  a  reco rd  nun rbe  -  : ' f  l oca l
gove rnmen ls  t ha t  f  i nd  t hemse ives  tn

t h e  m i d s t  o f  a  f  n a n c i a l  c r i s i : ; .  l s  i t  t h e

resuL t , r f  m ismanagemen t ,  n t t g l ec l ,  o r

i ncompe tence?  Or  i s  i t  t he  resu l t  o f  a

d rama l  i c  d i s i nves tmen t  by  t l - r e  s ta te  i n

l oca l  gove rnmen t?  |  sugg ' : s t  t he  t a t t e r .

I n  n ry  v i ew ,  t he re  a re  t h ree  ma jo r

fac to rs  t ha l  have  l ed  commun i t i es  t o  t he

f i nanc ia I  b r i nk :  pos t  re t i r emt : r r t  cos t s ;
2  a l a a n  d o r l i n c  i n  n r n n p r - v  v a  r r e s  a n r l
o  J ( L L l r

a  d rama t i c  reduc t i o r  n  s ta le  revenue

sha r i ng .  The  t l ' r i r d  f ac to r  w i I t  be  t he

focus  o f  t h i s  a r t i c te .
Post  ret i rement  cr ls ts  are a I ruge

i ssue  tha t  t o r : a l s  a re  l i r app t i ng  w i th .

Change  he re  i s  d i f f i cu l t  a t  bes t ;

locai  governmernts arr l  hermstrung

wi th contracts and t i l , ,vs r :hat  make

transformal ion s low.  The prc,pr : r ty

tax decLines Ior :a l  gcvernmerr ts ,  have

exper ienced could nol  her , re been

an t i c i pa ted  to  t he  deg ree  they  r : cc l r  r ed ,

and  a re  ce r ta i r r t y  ou t  o f  t i ' e  c ( l n l r o l  o f

anyone  i n  t h i s  s ta te .  l l t a tu to ry  revenue

shar ing,  on lhe other  harrd,  h i rs ;  been

un i t a te ra l l y  t aken  by  t he  s ta te  t c  so l ve

i i s  h r rdpc t  i ss . , es  l t ' s  a  f ac t .  [ ?evenue
^ L ^ - i ^ ^  ; ^  ^ . - i ,  r - ^ -  . - ^sna f l ng  r s  p i l r 0  I r on ' : j a  es  I ax  -evenues ,

wh ich  have  been  a  re  marka t , l y  s tab le

sou rce  o f  i ncome,  and  have  t r  r ecen t

yea rs  expe r  e r r ced  s ; i gn i f i ca r r t  g r cw th .

Breaking Down the Nurnbers
Hope f  u t l y  you ' t t  s t i ck  w i l h  mr : ,  as  l 'm

about  to drop the "b"  word.  F: r t lm 2003-

2013,  sales ta) :  revenues went  f  rom

$6.6 bil l ion to :i7.72 Lil lorr. O,rer tnat

same per iod,  s ; tatut r : -y  r - ,3ver tue sbar ing

decL ined  f ' om ove r  $90Ct  m i l l i on  annua lLy

1o  a round  $ iZ5 l  m i t l i on .  
' The  

r : t a te  i s  now

in  an  env i , ab le  pos i t i c rn - - revenues  tha t

exceeded  expe l c ta t i ons .  l 1  i s  pos t i ng

la rge  su rp tuses  bu t  l r as  f a i t e rd  t o :ake

s teps  to  res to re  t oca l  f  u r rd ing .

$0
( ' $ ! Q 9 r ! = A P N ( t $

i i e s s = s s ; 5 s ; i ;t ! P X ! 3 5 H 6 = = : : i
t j 5 : 5 5 P - P X
r V C \ C \ N \ ( \ N

Ac tua I  S ta tu to ry Fui l  S la tu to ry
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Al len  Pa rk

A l  pena

D, :a r  bo r  n

Dr: t  r  r i t

Farnr inglon Hi l ls

Fer  ndaler

F l  n t

C  - e n  1  Q . r n i d c

H amt ranrc k

L inc , : l n  Pa rk

M a rq  u  e t t e

M e l v  n d a l e

Pr:nt  iac

S agi  naw,

s  ru l  n f  i e l d

Traverser  C i ty

Wa r ren

$8,440,088

$4,371,700

$31,320,463

$'232,23:t ,683

$20,488,283

$9,772,967

:t54,868,096

$72,854,201

$13,301,632

s17,14't,092

$6,907,445

$5,865,221

$40,533,681

$30,329,283

$21904,790

$4,3C)7,187

$45,961,823

l r  f ac t ,  t he  s ta te  i s  t r umpe t tng
r * q  i n r r n d  I ' i s c e l  m a n a r v c m e n l  a n d

aJn ron i sh ing  l oca I  gove rn rnen ts  f o r

nc t  be ing  as  e f f  i c i en t .  Wh ; r t  t he  s ta te

fa i t r s  t o  mern t i on  i s  t ha t  i t  ba tanced

i l s  rwn  bu rdge t  on  the  bac l<s  o f  l oca t

cc r " rmun i l i es .  Th i s  wcu td  be  l i ke  rne

tak  ng  you r  money  to  pay  r r y  b i l t s ,

anc  then  l e t t i ng  you  l l - r a t  you  need  to

be  no re  [ ' 3spons tb re  r ru i l h  you r  house -

ho t j  budge t .  l n  f a i r ne : ; s ,  t f r e  s ta te  d id

expe r i ence  revenue  dec t i nes  ou t  o f  i t s

co r r t r c , ,  much  l i ke  l oca l s  expe r i e r ced

v r i t h  p rop r : r t y  t ax  dec  i nes .  l t  i s  d i f f e ren t ,

t hough ,  i n  one  impor tan t  waY- to ' : a l

co rnmun i t i es  cou [dn ' t  l ake  money  f  r om

o the rs ;  and  push  thos r :  t ough  dec i s i ons

dovvn  to  someone  e l se .
t rVhat  is  most  shocl< ing is  the

d i f f  e r r : nce r  t hose  revenue  r sha r i ng

coL la rs  wou ld  have  made  a t  t he  l oca t

t r : ve l .  As  I  s ta ted  a t  t he  onse t  o f  t h i s

a r t  c l e ,  we  now have  a  reco rd  number

c f  ( :orn m u n i t  ies f  ac in l ;  f  in  i lnc ia  I

€mer ! l enc ies .  l t ' s  easy  to  b lame  l oca l

l , : ade rs ,  bu t  you  mus l  cons ide r  a l l t he

fac t s .  l n  mos t  c ,ases ,  commun i t i es  t ha t

cu r ren t t y  f ace  [a rge  de f i c i t s ' r uou ld  i n

con t ra : ; t  have  g , : ne ra t  f und  s r rp luses .

Let 's Get Speci f ic :
Four  C i t ies '  Cuts
So wha t  does  i l  nean  to  spec i l i c  com-

mun i t res?  Fo r  A l l en  Pa rk ,  an  s857 ,00C

de f  i c i t  i n  2012  becomes  a  su rp tus  o f
over  $5 mi t t ion and wouLc gro\ru to a
p ro jec led  su rp tus  o f  $7 .3  m i l l i on  by  2014 .

Hamt ramck ' s  de f  i c i t  o f  $5 ,80 ,000  wou ld
havp  h .pn  e  s r r rn ,us  n f  $€ i . 7  l i l l i on .  F t  n t

w i l l  have  l os t  $54 .9  m i t t i on  do  l a r s  by  t he

end of  ,2014.  The def ic i t  in  i ts  210]2 f  inan-

c ia I  s ta temen ts  i s  $19 .2  m i  t i on .  F { i n l  coL r td

e l im ina te  t he  de r f  i c i t  and  p ray  o f f  a t l  $30

mi tL ion  o f  bonded  i ndeb tedne rss  and  s t  i l

have  o ' ; e r  $5  m i l l i on  i n  su -p lus .  l n  De t r r i t ,

a  c i t y  f . ac ing  the  l a rges t  mun ic  i pa l  bank -
rup tcy  i n  h i s to ry .  t he  s ta t , e  l ook  ove r
$700  n r i t t i on  t o  ba lance  the  s ta te ' s  books .

T L ; -  f , ^ , ^  L ^ . - ^ . L ^  - l e S t i O f  :  d i dl l l l : '  U O I O  U g l i )  t r l g  9 \

mun ic ipa t i t i es  i i gno re  t he i r  du : y  t o

manage  o r  d id  r ; omeone  e l se  r : hange
r L ^  - , , r ^ ^  ̂ r , L ^  - ^ - ^  ^ n C  t h , 3 n  t h r O W  aU t t r  t u t t r )  u r  U t t r  S o r r c  o

pena l t v  f  t ag  a t  t hem?  |  se :  y r : l l ow  f  t ag : ;

a l l  ove r  t he  p lay ing  f i e l d .  Pos ; t - re t i r emr :n t

t ^ rene f i - s  a re  a  l - use  exoense  and  bu rd t : n

to locaI  governrnent ,  but  we nrust  not

i g n o r e  t h e  r e a l , t y - t h e  p r o r r i s : s  w e r e

made  u r i t h  a  d i f f e ren t  exF rec la t i on  f r on l
. L ^  ^ r - . ^  ^ ^ ; r  - ^ ' ^ + ^ -  + l  < h : r i n o  s 2 l p cl l l c  > t c l t g  d >  r t  l g i o t t r )  t u  i r r o r  r r ' 5  J U r L J

$60 000,000

$50,000,00c

$40,1100 000

$30,000,00c

$20,000,00c

$r0  000,00c

lax revenue wi th locat  governnlent .

I t ' s  a  f ac t  t ha t  t he  s ta te  ha : :  b roken
lha t  n rnm isp  S la f c  l eade ' : s  ex : : use l. , , - .  H , " .

themsetvers  f ronr  mak ing  t , rug l '  chc ;ces .
rns tead us ; ing  lo r :a I  m( ] rey '1o  p3) /
t h o i r  h i l l <  l n  t h o  n r n r o c, . ,  . , , ,  r ,  - - - i s ,  I n e y  n a v e

c rea ted  mos t ,  i f  no t  a l l  o f  t he  f  i nanc ia t
pmersenc ies  a t  t he  l oca l  l r : ve t

The nurnbers don' t  l ie .  F levenr:e
sha r i ng  i s  t he  on l y  f a r : 1o r  t ha t  a r r yone
h a s  h a d  d i r e c t  c o n t r o I  c v e ' d u r i n g : h e s e

d i f f i cu t t  f i nan r : i a l  t imes .  11  i s  t i r ne  f c r  t he

s ta te  t o  sh i f t  gea rs  anc l  s ta r l  i r r ves t i ng

in  l oca t  gove rnn )en t  aga in .  Ha rdsh ips  a t
t he  l oca I  l eve l  we ren ' r  c re i ] t ed  by  a  t ack

o f  coope ra t i o r r  c r  co l l abo ra t i o r .  I  wou id

humbty  submi t  t ha t  [ oca I  e ,ove rnmen ts

inven ted  the  concep l  and  the  : ; t a te  i s
v e r r r  l : t o  t n  f  h o  1 : h l p  I  n r :  I  o n v c ' r  n m p n t

o f f i c i a t s  have  dc ,ne ,  anC w iL l  c r : n t i nue  l o
do ,  t he i r  F ra r t  t o  be  p ruden t  managers ,

bu t  t he  goa t  canno t  b r :  t o  hang  cn  and
su rv i ve .  Ou r  i l oa I  mu : ;1  be  l o  e  n : ; u re  : ha t

ou r  c i t i es  a re  v i b ran t  p lac r : s  t ha t  peop te

w i l l  choo : ;e  t o  l i ve  i n ,  and  tha t  c ,3n , l r l y

happen  i f  t he  s ta te  f  u t f  i t l s  i t s  p rom ise

and  respc ,ns ib i l i t y  t o  i nves t  whe re  the

rubbe r  mr :e l s  t he  road ,  and  tha t  i s  a t  t he

tocat  tevet .  @)

Anthctny lu4inq,\tr ,e rs lhe as:; ' tcrcrte dtr eclor

al the Leaque. Yctu ma./ rea:h hrnt al

734 669-636() or amrnt7htne'(an,ml orq

.:". :' i Ilii 
'.1

Cunru lat ive Rerrenue Sherr i r rg  Losses;

{5 ^\> ^() ^b ,{. .^S .^q ,i} .$ \i; ,i) .\U
^: ^N ,.\v ,_\" :\v -\v ^\ 

{\O\ ,S, ^i,) AC4!t' ^sg' ^otr ,{g' ^dr' .p.' ^oo.^rc;
"tO" .tO" ?O" "j)" ?- ?- ",- 

'V- r: 'T- -L- '}

€ i  mich igan mun ic ipa t F:ebru : .v  2Ol413-53846-swr    Doc 3447-9    Filed 04/01/14    Entered 04/01/14 14:30:29    Page 3 of 3


