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Can	
  This	
  Happen	
  	
  
In	
  America?	
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“What happened in Detroit must 
never happen again.” 

	
  

	
  
	
  
	
  
	
  
	
  

— Bankruptcy Judge Steven W. Rhodes, Oral Opinion on the Record (Nov. 7, 2014). 

“It is heartbreaking, maddening 
and sad. No one should have 
to endure, day in and day out, 
the damage to the human spirit 
that can result from living in 
those surroundings.…Detroit 
deserves better.” 

	
  

— Rhodes Confirmation Opinion 
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The	
  Decline	
  of	
  a	
  
Great	
  City	
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•   144,000 blighted residences and parcels of land. 

10 

• 	
  	
  40% of 88,000 streetlights 
 non-functioning. 

•  	
  210 of 317 City parks closed. 
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The Footprint of Blight 

•   Detroit footprint: 138.75 square 
miles. 

•   Larger than San Francisco, 
Boston and Manhattan combined. 

	
  
	
  

Population Decline 
•   1.8 million in 1950; 680,000 today. 

Declining Revenue 
•   39% decrease in municipal income tax receipts since 2000. 
•   Highest per capita tax burden in Michigan. 

High Unemployment 
•   6.3% in 2000; 23.4% in 2010;18.3% in 2012. 

Poverty 
•   Over 35% below the poverty line in 2011. 
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Five Decades of Decline 
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•   Violent crime five times the 
national average. 

•   More murders than 
Cleveland, Pittsburgh,  
St. Louis and Milwaukee 
combined. 
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An Unsafe City 

	
  
	
  

•   Extremely low crime clearance rates. 

•   Extremely slow EMS & DFS response 
times. 

•   Outdated and dilapidated public safety fleet. 

•   Reliant on donations for basic maintenance. 

•   Over 50% of ambulances out of service. 

14 

Service Delivery Insolvency 
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Drowning	
  In	
  Debt	
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–  Owed $18.5 billion 
–  Annual revenue = $1 billion 

•   Retiree costs were 39% of revenue, rising to 65% 

–  Cumulative deficit = $700 million  

16 

 
The City Was Broke . . .  
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Secured 
 

 (Billions) 
Bonds:  $6.2 

Swaps:  .29 

Unsecured 
Pension:  3.5 
Health Coverage  5.7 

Unlimited Tax Bonds  .38 
Limited Tax Bonds  .16 

Special/COPs:  1.4 

Other:  .87 
 Total:  $18.5 billion 

 

. . .Yet Creditors Demanded  
Payment in Full 

18 
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Detroit’s	
  Only	
  Course:	
  
Bankruptcy	
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July 3 
•   Retirees file complaints attacking Governor and 

EM authority 

July 16 

•   Orr requests Governor’s approval to file 
(anticipated July 19) 

July 18 

•   2 p.m.: Detroit Free Press: filing imminent 

•   3 p.m.:  Retiree groups seek TRO to block filing 

•   3:50 p.m.:  Governor authorizes filing 

20 

A Race to the Courthouse 
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•   4 p.m.:  attempt to file electronically  

•   On second attempt, petition filed at 
4:06 p.m. 

•   State court loses jurisdiction 

•   4:15 p.m.:  Judge Aquilina takes 
bench and is advised of filing 

•   Injunction granted at 4:25 pm anyway 

21 

The City Wins the Race 

Ingham County Circuit Judge Rosemarie Aquilina 

The	
  Players	
  

22 
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Decision Makers  

Hon.	
  Steven	
  W.	
  Rhodes	
  E.M.	
  Kevyn	
  D.	
  Orr	
  Governor	
  Rick	
  Snyder	
  

	
  
	
  
	
  
	
  
	
  
	
  
	
  

The Mediators 

24 

Hon. Victoria A. Roberts 
E.D. Michigan 
Lead Labor Mediator 

Eugene Driker, Esq. 
Pension 

Hon. Elizabeth L. Perris 
D. Oregon 
Borrowed Money & Swaps 

Hon. Wiley Y. Daniel 
D. Colorado 
OPEBs 

Hon. David H. Coar (Ret.) 
N.D. Illinois 
DDC 

Prof. Gina Torielli 
Financial Expert 

Hon. Gerald E. Rosen 
E.D. Michigan 
Chief Mediator 
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Core	
  Restructuring	
  
Team	
  

	
  
	
  

Infrastructure	
  
• Brian	
  Sedlak	
   Trial	
  Team	
  

• Tim	
  Cullen	
  
• Geoff	
  Stewart	
  
• Greg	
  Shumaker	
  

Financing	
  
• Brad	
  Erens	
  

Benefits	
  
• Evan	
  Miller	
  
• Sarah	
  Griffin	
  

Labor	
  
• Brian	
  Easley	
  Appellate	
  &	
  

Cons7tu7onal	
  
• Beth	
  Heifetz	
  

COPs	
  &	
  Swaps	
  
• Corinne	
  Ball	
  

Plan	
  Team	
  
• Bruce	
  BenneU	
  
• Heather	
  Lennox	
  
• Tom	
  Wilson	
  

Bankruptcy	
  
Administra7on	
  

·Jeff	
  Ellman	
  

The  
Legal Team 
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Bruce	
  BenneU	
   David	
  Heiman	
   Heather	
  Lennox	
  

Crunching	
  Years	
  	
  
Into	
  Months	
  

26 
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•   First step:  eligibility 

•   Court has no authority over City’s operations 

•   No liquidation of City assets 

•   No creditor access to assets 

•   Debtor has exclusive right to file plan of adjustment 

•   No trustee or examiner may be appointed 

•   Services to residents a priority 
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Chapter 9:  What a Difference a Few 
Provisions Can Make 

	
  
	
  

	
  

	
  

28 

Eligibility:  Detroit Can Impair Pensions 
•   Detroit Eligible for Ch. 9 (504 B.R. 97 (2013)) 

•   City insolvent (including “service delivery insolvency”) 

•   City desires to effect plan of adjustment 

•   Out-of-court negotiations impracticable 

•   City filed in good faith 

•   Stern v. Marshall (131 S. Ct. 2594 (2011)) 

•   State law action independent of bankruptcy law may not be decided by 
bankruptcy court 

•   But bankruptcy court may determine matters that arise under Bankruptcy 
Code, even if involve state law issues 

•   Claim that Michigan Constitution precludes eligibility is a bankruptcy 
question 

•   Bankruptcy clause of U.S. Constitution permits impairment of contracts even 
though state cannot impair 
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Timeline:  Access to Bankruptcy Relief 

3/25 
Orr 

Begins 
Term 

6/14  
Creditor 

Presentation 

7/18 
Chapter 
9 Filed 

September 
Mediation 

Begins 

10/23-11/8 
Eligibility 
Hearing 

12/3 
Eligibility 

Ruling 
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Timeline of Key Events: 2014 

February 
Grand 

Bargain 

2/21 
First 
Plan 
Filed 

7/11 
Majority of 
Creditors 
Approve 

Plan 

9/2 
Confirmation 

Hearing 
Begins 

9/25 
Orr’s 
Term 

Extended 

11/7 
Bench 

Decision 

11/12 
Confirmation 

Order 

City 
returned to 
the people 
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A	
  City	
  Is	
  Saved.	
  .	
  .	
  

31 

	
  
	
  

•  Largest	
  municipal	
  bankruptcy	
  in	
  history	
  

•  Grand	
  Bargain	
  

•  Over	
  $7	
  billion	
  of	
  debt	
  eliminated	
  

•  Pension	
  debt	
  restructured	
  

•  Healthcare	
  debt	
  eliminated	
  

32 

. . . And Given A Fresh Start . . . 
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•  Art	
  Museum	
  saved	
  
	
  

•  $1.4	
  Billion	
  invested	
  in	
  Detroit’s	
  recovery:	
  

33 

. . . For A Bright Future 

Blight	
  -­‐	
  $450	
  Million 

Public	
  Safety	
  -­‐	
  $440	
  Million 

Transporta7on	
  -­‐	
  $110	
  Million 

Infrastructure/IT	
  -­‐	
  $400	
  Million 

GO Bonds 
GO Bonds 

COPs 

COPs 

PFRS 

PFRS 

GRS 

GRS 

OPEB 

OPEB 

 $-  
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 $14  

June Creditor Proposal 
(liabilities as of 6/30/13) 

NPV of recoveries 
@ 5% discount rate 

 $-  
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Pre-petition Restructured 

Unsecured 
($11.5b) 

Secured[1] 

($6.7b) 

[1]  Prepetition liabilities are based on CAFR and June 14th Creditor Proposal, actual claim amounts may differ.  Treatment of DWSD and other secured 
debt to be determined 

[2] Represents net present value of cash flows to unsecured creditors discounted at 5%. Actual liabilities at emergence are estimated to be slightly lower 
[3] Hypothetical treatment of unsecured creditors is subject to on-going discussions and could change materially  

Unsecured Liabilities 

($
 in

 b
ill

io
ns

) 

The Plan assumes ~50% reduction in total liabilities and ~75% reduction in unsecured 
liabilities. 

$11.5b 

$2.8b[2,3] 

~75% reduction in 
unsecured  
liabilities 

Total Liabilities 

$18.2b 

$9.5b 

~50% reduction in 
Total liabilities 

Secured 
($6.7b) 

 
$5.8b DWSD 
$0.9b Other 

Restructured 
unsecured[2] 

($2.8b) 
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Legacy costs as a percentage of revenues will be significantly 
reduced through the Chapter 9 process. 

 
Legacy costs as a % of General Fund revenue: 
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Restructured retiree healthcare expenditures (OPEB)  
will be significantly reduced. 

 
Retiree Healthcare Expenditures: 

$164.0 

$152.0 

$168.9 

$180.1 $182.1 

$147.8 

$41.4 

$22.4 $22.5 $22.6 
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Restructured retiree healthcare 
expenditures are projected to be 
~$22 million per year 

(in
 $

m
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) 

Note:  Reductions in retiree healthcare expenditures will reduce average cost per employee from over $18,000 in FY 2013  to 
approximately $2,000 in FY 2016 
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“We have used the fitting phrase, the Grand Bargain, to 
describe the group of agreements that will fix the City’s 
pension problem.  In our nation, we join together in the 
promise and in the ideal of a much grander bargain.  It is the 
bargain by which we interact with each other and with our 
government, all for the common good.  That grander bargain, 
enshrined in our Constitution, is democracy.  It is now time to 
restore democracy to the people of the City of Detroit.  
The Court urges the people of the City of Detroit to participate 
in that democracy, and hopes that they will soon realize its full, 
vibrant and everlasting potential.” 
 

 

— Rhodes Confirmation Opinion 
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