This Offering Circular provides information about the 2006 Certlﬁcates Information on this cover page is for ready reference. A prospective

investor shou

ead the entire Offering Circular

ment decision.

DETROIT GENERAL RETIREMENT SYSTEM SERVICE CORPORATION

and

DETROIT POLICE AND FIRE RETIREMENT SYSTEM SERVICE CORPORATION

$148,540,000 SERIES 2006-A (FIXED RATE)
$800,000,000 SERIES 2006-B (FLOATING RATE)

Dated: Date of Delivery Due: June 15 as shown on the inside cover

Ratings

See pages 22-23

Interest Payment Dates Series 2006-A: December 15, 2006 and each June 15 and December 15 thereafter

Redemption

Source of Payment

Insurance

Tax Matters

Purpose

Denominations

Closing

Global Book-Entry
System

Global Offering

Series 2006-B:  September 15, 2006 and the 15th day of each December, March , June and
September thereafter

Series 2006-A Certificates maturing in 2035 are subject to pro rata mandatory sinking fund
redemption at par.

Series 2006-A Certificates are subject to optional redemption on any date with a make-whole
premium.—See pages 11-12

Series 2006-B Certificates maturing in 2029 and 2034 are subject to pro rata mandatory
sinking fund redemption at par.

Series 2006-B Certificates are subject to optional redemption on any Interest Payment Date
at par, beginning June 15, 2011.—See page 12-16

Principal of and interest on the 2006 Certificates are payable, when due, solely from 2006 COP
Service Payments to be paid by the City under the 2006 Service Contracts.—See pages 9-10

The scheduled payment of principal of and interest on 2006 Certificates will be guaranteed
under insurance policies (as specifically indicated on the inside cover of this Offering Circular
with respect to particular 2006 Certificates) to be issued concurrently with delivery of the
2006 Certificates by Financial Guaranty Insurance Company and XL Capital Assurance Inc.

FGIC YL CAPITAL ASSURANCE

Interest on the 2006 Certificates is subject to U.S. federal income tax and State of Michigan
income tax.

The 2006 Certificates are being issued to provide moneys to fund the optional redemption
of certain certificates of participation and the purchase and cancellation of certain other
certificates of participation that were issued in 2005 to fund certain then existing unfunded
accrued actuarial liabilities of each Retirement System of the City.—See pages 5-9

Series 2006-A: Multiples of $5,000
Series 2006-B: $25,000 and multiples of $1,000 in excess thereof

On or about June 12, 2006

Clearance is expected to be available through The Depository Trust Company (the depository
for the 2006 Certificates), Clearstream, and Euroclear.

The 2006 Certificates are offered globally for sale in jurisdictions where it is lawful to make
such offers.—See page 22

Stock Exchange Listing Application will be made for the 2006 Certificates to be listed on the Luxembourg Stock

Exchange. There can be no assurance that this listing will be obtained. The issuance and
settlement of the 2006 Certificates is not conditioned on the listing of the 2006 Certificates on
the Luxembourg Stock Exchange.

2006 Certificate Lewis & Munday, A Professional Corporation—See page 23
Counsel
Trustee U.S. Bank National Association
UBS Investment Bank Siebert Brandford Shank & Co., LLC

Bear, Stearns & Co. Inc.

ar is dated:

Co-Managers for Series 2006-A Certificates Only
Citigroup Global Markets M.R. Beal & Company Popular Securities
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pursuant to two Service Contracts between

CITY OF DETROIT, MICHIGAN

and

DETROIT GENERAL RETIREMENT SYSTEM SERVICE CORPORATION
and
DETROIT POLICE AND FIRE RETIREMENT SYSTEM SERVICE CORPORATION
$148,540,000 SERIES 2006-A (FIXED RATE)
$800,000,000 SERIES 2006-B (FLOATING RATE)

$148,540,000 Series 2006-A Certificates

Euroclear and

Clearstream Maturing Principal Interest Yield at Price at
CUSIPt ISINT Common Codet (June 15) Amount Rate Issuance Issuance
251228AA0 TUS251228AA03 025779533 2035* $148,540,000 5.989% 5.989% 100%

$800,000,000 Series 2006-B Certificates

Euroclear and

Clearstream Maturing Principal Interest Price at
CUSIPf} ISINT Common Codef (June 15) Amount Rate Issuance
251228AB8 US251228AB85 025766539 2029** $299,155,000 Three-month LIBOR 100%
plus 0.30%
251228AC6 US251228AC68 025766610 2034* 500,845,000 Three-month LIBOR 100%
plus 0.34%

The Series 2006-A Certificates maturing in 2035 are subject to pro rata mandatory sinking fund redemption.
For a schedule of the mandatory sinking fund redemption payments, see “THE 2006 CERTIFICATES — The
Series 2006-A Certificates (Fixed Rate) - Mandatory Sinking Fund Redemption.”

The Series 2006-B Certificates maturing in 2029 and 2034 are subject to pro rata mandatory sinking fund
redemption. For a schedule of the mandatory sinking fund redemption payments, see “THE 2006 CERTIFICATES
— The Series 2006-B Certificates (Floating Rate) - Mandatory Sinking Fund Redemption.

* Insured by Financial Guaranty Insurance Company.
** Insured by XL Capital Assurance Inc.

+ CUSIP ISIN and Euroclear and Clearstream Common Code data herein are set forth herein for convenience
of reference only. Neither the 2006 Funding Trust, the Service Corporations, the City nor the Underwriters
assume responsibility for the accuracy of such information.
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offer, solicitation, or sale
act, and. it provides:n

This document provides prospective investors with information that may be important in making an
investment decision. It may not be used for any other purpose without the City’s permission. The City is the
author of this document and is responsible for its accuracy and completeness. The Underwriters are not the
authors of this document. In accordance with their responsibilities under the securities laws of the United
States of America, the Underwriters are required to review the information in this document and must have a
reasonable basis for their belief in the accuracy and completeness of its key representations.

The estimates, forecasts, projections, and opinions in this document are not hard facts, and no one
guarantees them. Some of the people who prepared, compiled or reviewed this information had specific
functions that covered some aspects of the offering but not others. For example, financial staff focused on
quantitative financial information, and legal counsel focused on specific documents or legal issues assigned to
them.

No dealer, broker, sales representative, or other person has been authorized to give any information or
to make any representations about the 2006 Certificates other than what is in this document. The information
and expressions of opinion in this document may change without notice. Neither the delivery of this document
nor any sale of the 2006 Certificates implies that there has been no change in the other matters contained in
this document since its date. Material referred to in this document is not part of this document unless expressly
included.

Other than information concerning Financial Guaranty Insurance Company contained in
APPENDIX E, none of the information in this Offering Circular has been supplied or verified by Financial
Guaranty Insurance Company, and it makes no representation or warranty, express or implied, as to the
accuracy or completeness of such information or the validity of the 2006 Certificates.

Other than information concerning XL Capital Assurance Inc. contained in the APPENDIX F, none of
the information in this Offering Circular has been supplied or verified by XL Capital Assurance Inc., and it
makes no representation or warranty, express or implied, as to the accuracy or completeness of such
information or the validity of the 2006 Certificates.
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TAXABLE CERTIFICATES OF PARTICIPATION SERIES 2006

issued by the DETROIT RETIREMENT SYSTEMS FUNDING TRUST 2006
evidencing undivided proportionate interests
in the rights to receive certain payments
pursuant to two Service Contracts between

CITY OF DETROIT, MICHIGAN

and

DETROIT GENERAL RETIREMENT SYSTEM SERVICE CORPORATION

and

DETROIT POLICE AND FIRE RETIREMENT SYSTEM SERVICE CORPORATION
$148,540,000 SERIES 2006-A (FIXED RATE)
$800,000,000 SERIES 2006-B (FLOATING RATE)

INTRODUCTION

This Offering Circular sets forth information concerning the Certificates of Participation Series
2006-A in the original aggregate principal amount of $148,540,000 (Series 2006-A Certificates) and the 2006
Certificates of Participation Series 2006-B in the original aggregate principal amount of $800,000,000
(Series 2006-B Certificates, and collectively with the Series 2006-A Certificates, 2006 Certificates) issued by
the Detroit Retirement Systems Funding Trust 2006 (2006 Funding Trust) to be formed under the Trust
Agreement described below.

The 2006 Certificates evidence individual undivided proportionate interests in the rights to receive
certain payments (2006 COP Service Payments) to be made by the City of Detroit, Michigan (City) under
two Service Contracts of the City, namely, its (i) Detroit General Retirement System Service Contract 2006
(2006 GRS Service Contract) with the Detroit General Retirement System Service Corporation, and
(i1) Detroit Police and Fire Retirement System Service Contract 2006 with the Detroit Police and Fire
Retirement System Service Corporation (2006 PFRS Service Contract, and together with the 2006 GRS
Service Contract, 2006 Service Contracts).

As authorized by Ordinance No. 05-05 of the City (Funding Ordinance), the Detroit General
Retirement System Service Corporation and the Detroit Police and Fire Retirement System Service
Corporation (each a Service Corporation) were incorporated in 2005. They were created for the purposes of
providing services to assist the City in meeting its obligation to provide funding, over an applicable period of
years, of unfunded accrued actuarial liabilities (UAAL) of the City’s General Retirement System (GRS) and
Police and Fire Retirement System (PFRS, and collectively with the GRS, Retirement Systems).

On May 25, 2005 (2005 Contract Date) and pursuant to the Funding Ordinance, the City entered into
its first service contract with each Service Corporation (together, 2005 Service Contracts), and certificates of
participation (2005 COPs) were issued on June 2, 2005 evidencing undivided proportionate interests in the
rights to receive certain payments (2005 COP Service Payments) to be made by the City under those 2005
Service Contracts through June 15, 2025. The 2005 COPs were issued to provide moneys to fund specific
amounts of UAAL of the GRS and the PFRS (2005 Subject UAAL) and to pay certain related ancillary
amounts set forth in the 2005 Service Contracts. The 2005 Subject UAAL was irrevocably funded in full on
June 2, 2005 from proceeds of the 2005 COPs, and the 2005 COPs, the 2005 Service Contracts and the City’s
contractual obligation thereunder to pay the 2005 COP Service Payments, when due, all remain currently in
effect.

Michigan law entitles each Retirement System to have its UAAL funded over a specified period
(Amortization Period), which may be duly changed up to a 30-year maximum. Each 2005 Service Contract
required the City to make 2005 COP Service Payments over a period that was limited to the PFRS or GRS

1
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On February 8, 2006, the goverm%g board of tﬁe GRS (GRS Board) extended the Aﬁmortlzatlon
Period for GRS UAAL from 20 to 30 years. On March 30, 2006, the governing board of the PFRS (PFRS
Board) extended the Amortization Period for PFRS UAAL from 13 to 30 years. Accordingly, as part of the
services that the Service Corporations agreed in their 2005 Service Contracts to provide, the 2006 Certificates
are being issued to enable the City to replace certain scheduled payment obligations that it incurred to provide
funding for the 2005 Subject UAAL with new scheduled payment obligations payable over the extended 30-
year periods under the 2006 Service Contracts, and to provide moneys to pay costs of issuance of the 2006
Certificates and related amounts. This will enable the City to achieve financial benefits such as would have
been available under the 2005 Service Contracts if it could have utilized then the now longer Amortization
Period of each Retirement System.

In their respective 2006 Service Contracts, the Service Corporations have agreed to perform the
above-described services, to assist the City in extending the period for its scheduled payments incurred to
provide funding of the 2005 Subject UAAL, in the current year and in future years. In return for such present
and future services, the City has agreed in the 2006 Service Contracts to make the 2006 COP Service
Payments and certain additional payments.

The 2006 Certificates are issued pursuant to the Funding Ordinance, an authorizing Resolution
adopted by the Detroit City Council on April 26, 2006 (the Resolution), the 2006 Service Contracts and the
Trust Agreement, dated the date of original delivery of the 2006 Certificates (2006 Closing Date), among the
Service Corporations and U.S. Bank National Association, as Trustee (Trust Agreement). U.S. Bank
National Association will also serve as the Contract Administrator under the Contract Administration
Agreement described below.

On the 2006 Closing Date, the Service Corporations, severally and not jointly, will enter into the Trust
Agreement with the Trustee, establishing the 2006 Funding Trust and irrevocably selling and assigning to it all
of their rights under the 2006 Service Contracts to receive, collect and enforce all 2006 COP Service Payments
to become due thereunder. On the 2006 Closing Date, the 2006 Funding Trust will issue and sell the 2006
Certificates and then apply the proceeds in part to optionally redeem certain outstanding 2005 COPs, Series
2005-A (Series 2005-A COPs) and in part to purchase and cancel certain outstanding 2005 COPs, Series
2005-B (Series 2005-B COPs).

THE PAYMENT OBLIGATIONS OF THE CITY UNDER THE 2006 SERVICE CONTRACTS
ARE UNSECURED CONTRACTUAL OBLIGATIONS OF THE CITY. NEITHER THE FAITH AND
CREDIT, THE TAXING POWER NOR ANY SPECIAL REVENUES OF THE CITY ARE PLEDGED TO
THE 2006 COP SERVICE PAYMENTS COMING DUE UNDER THE 2006 SERVICE CONTRACTS. THE
2006 SERVICE CONTRACTS AND THE PAYMENT OBLIGATIONS OF THE CITY UNDER THE 2006
SERVICE CONTRACTS DO NOT CONSTITUTE “INDEBTEDNESS” WITHIN THE MEANING OF ANY
LIMITATION CONTAINED IN THE CONSTITUTION AND NON-TAX STATUTES OF THE STATE OF
MICHIGAN OR IN THE CITY CHARTER.

No Pledge of Retirement System Assets or of Proceeds of the 2006 Certificates

No Retirement System assets and no proceeds of the 2006 Certificates will either secure or be
available to pay the 2006 Certificates. See “PLAN OF FINANCE” and “SOURCES OF PAYMENT AND
SECURITY FOR THE 2006 CERTIFICATES.”

2
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appropriate sufficient amounts for the required payments in any single year). The City is legally bound to
make all 2006 COP Service Payments for the full term of both 2006 Service Contracts, and statutory remedies
exist to enforce the City’s obligations. See “PLAN OF FINANCE” and its first subheading “Constitutional,
Statutory and Ordinance Authority for Payment of UAAL and Issuance of the 2006 Certificates.”

Defined Terms

All capitalized terms used in this Offering Circular, unless otherwise defined or the context otherwise
indicates, have the same meaning as in the 2006 Service Contracts, the Trust Agreement and the Contract
Administration Agreement. See “DEFINITIONS OF CERTAIN TERMS” in APPENDIX A.

Underlying Documents

The descriptions and summaries of various documents set forth below do not purport to be
comprehensive or definitive, and reference is made to each document for the complete details of all terms and
conditions. All statements herein are qualified in their entirety by reference to each such document. Copies of
the 2006 Service Contracts, the Trust Agreement and the Contract Administration Agreement are available in
reasonable quantities upon request to the Contract Administrator.

THE CITY
Governmental Structure

Pursuant to the Michigan Constitution of 1963, as amended (State Constitution), and the Home Rule
City Act (Act No. 279 of the Michigan Public Acts of 1909, as amended), the City is a home rule city with
significant independent powers. The City provides the following services: public protection, public works,
cultural and recreational, civic center, health, physical and economic development, public lighting,
transportation, water supply and sewage disposal, human services, airport, and parking. In accordance with the
City Charter (Charter), the governance of the City is organized into two branches: an Executive Branch,
which is headed by the Mayor, and the Legislative Branch, which is comprised of the City Council and its
agencies. The Mayor and the members of the City Council are elected every four years. The last regular
election for these positions was on November 8, 2005, in which Kwame M. Kilpatrick was re-elected as
Mayor, and five incumbent members and four new members of the City Council were elected. There are no
limits as to the number of terms that may be served by City elected officials. In addition, the City is the
District Control Unit responsible for certain duties relating to the judicial branch of State government.

The Charter provides that the voters of the City reserve the power to enact City ordinances by
initiative and to nullify certain ordinances enacted by the City by referendum. The period within which voters
of the City could, under the Charter, petition for a referendum to nullify the Funding Ordinance or either of the
Alternative Funding Mechanism Ordinances (referred to below under “PLAN OF FINANCE - Constitutional,
Statutory and Ordinance Authority for Payment of UAAL and Issuance of the 2006 Certificates™) lapsed
without any such petitions being filed.

Economic Characteristics

Detroit is located in Wayne County, which is in the southeastern section of the lower peninsula of
Michigan. The City covers approximately 138 square miles and is the largest city in Michigan, accounting for
nearly half of the population of the County. According to the U.S. Census Bureau, the City is now the nation's
eleventh largest city and is the center of the nation's eighth largest consolidated metropolitan statistical area.
The City is internationally known for its automobile manufacturing and trade. The southeastern border of the
City is on the Detroit River, an international waterway, which is linked via the St. Lawrence Seaway to

3
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Current Fiscal Situation

Similar to many large urban governmental units, the City has faced and continues to face fiscal
challenges. In the past three fiscal years (having a June 30 fiscal year-end), the five major revenue categories
of the City's General Fund decreased 3.1% from $965 million to $935 million while the five major expenditure
categories of the General Fund increased 18.0% from $832 million to $982 million (fiscal 2003 compared to
fiscal 2005). This contributed to the City reporting year-end General Fund deficits for fiscal 2001, 2003, 2004
and 2005. The primary causes for these past results include a declining population base and its adverse effects
on tax revenues, increases in health care and pension benefit costs, and a disproportionate number of City
employees compared to the population served. The City has consistently sought to reduce expenditures and
increase revenues in any fiscal year in which estimates and actual results may not coincide with budgeted
assumptions. The City also has utilized various one-time revenue enhancement strategies in an attempt to
balance year-end deficits (e.g., issuance of fiscal stabilization bonds and exhausting the remaining balance in
the Budget Stabilization Fund). In addition, the City has taken steps to significantly reduce budgeted positions
by over 5,500 employees since fiscal 2002, including 3,300 in its General Fund to reverse the disproportion of
the number of employees to resident population. The reductions represent 26% and 39% overall and in the
General Fund respectively.

For the fiscal year ended June 30, 2004, the City recorded an unexpected unreserved General Fund
deficit of $95 million that it carried, as required, into fiscal 2005. The fiscal 2004 deficit was primarily
attributable to below budgeted income tax and utility users tax collections; tax penalties and interest for
remitting payroll withholding taxes late to the Internal Revenue Service; capital costs for an 800-megahertz
communication system; and payment resulting from the loss of a lawsuit to the PFRS. In March 2005, the City
administration implemented mid-year layoffs, salary reductions for certain employees and other expenditure
reductions. Such actions were taken to bring the budget into balance.

The Fiscal Year 2006 Budget was built upon significant cuts in existing City departments, broad-
based expenditure reductions and provisions for a then anticipated carryover of undesignated General Fund
deficit from fiscal 2005 estimated at $101.7 million. As required, the estimated fiscal 2005 deficit was
appropriated as an expenditure in the balanced Fiscal Year 2006 Budget. The City’s actual carryover fiscal
2005 deficit was $155.4 million.

As a result of the higher than expected fiscal 2005 deficit and not gaining its unions’ approval of
proposed health care benefit reductions that the City had expected would generate approximately $47 million
of cost savings, the City administration implemented further reductions to the City’s work force and other cost
saving initiatives during the current fiscal year. See “FINANCIAL OPERATIONS - Recent Budget Results
of the General Fund — Fiscal Year 2006” in APPENDIX B for more detail and assumptions regarding the
budgeted figures.

The City administration believes that the steps the City has already taken together with those outlined
in the Fiscal Year 2007 Executive Budget will correct the structural imbalance between its current level of
revenues and expenditures. This involves gaining additional permanent revenue sources, such as the refuse
collection fee discussed under the heading “Fiscal 2007 Budget” in “FINANCIAL OPERATIONS - Recent
Budget Results of the General Fund” in APPENDIX B. In addition, the City administration believes that the
City must continue to control its basic level of ongoing General Fund expenditures. Such expenditure control
measures will be accomplished through reducing the number of employees and their employee benefits,
additional efficiency measures and reducing or terminating certain services.

The City administration currently estimates that it will complete fiscal 2006 with a reported
$63 million deficit. This is a significant reduction from the $155.4 million deficit it reported in fiscal 2005.

4
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Financial Controls and Accounting

Prior to the start of each fiscal year the City prepares an annual budget which constitutes the financial
plan for such fiscal year. Reference to a fiscal year refers to the fiscal year ended or ending on June 30 of the
year indicated. The budget is required to set forth estimated revenues from all sources and all appropriations.
The appropriation for every function of each City department is a fixed expenditure and may not exceed the
original appropriation without City Council approval. The City estimates a prior year surplus or deficit for the
General Fund that reflects the projected ending financial position for the prior year. Subject to certain
limitations, one half of any surplus realized at the end of any fiscal year is credited to a Budget Stabilization
Fund with the remainder being included as revenue available for appropriation in the budget for the next
succeeding fiscal year. Any deficit realized at the end of any fiscal year is entered into the budget for the next
succeeding fiscal year as an appropriation in accordance with the Charter. The total of proposed expenditures
cannot exceed the total of estimated revenues so that the budget as submitted by the Mayor and adopted by
City Council is a balanced budget. See “FINANCIAL PROCEDURES - Budget Process” and “- Budget
Stabilization Fund” in APPENDIX B.

The City's financial statements are prepared in conformity with accounting principles generally
accepted in the United States of America and, except for entity-wide statements and the enterprise and pension
funds, reflect the modified accrual basis of accounting. See “FINANCIAL PROCEDURES - Accounting
System” and “- Accounting Methods” in APPENDIX B. The audited basic financial statements of the City as
of and for the year ended June 30, 2005, are included in APPENDIX C.

PLAN OF FINANCE

The 2006 Certificates are being issued to provide moneys to fund the optional redemption of
$104,055,000 aggregate principal amount of Series 2005-A COPs of certain maturities and the purchase and
cancellation of $800,000,000 aggregate principal amount of Series 2005-B COPs of certain maturities, as
shown in the table below. This is the second issuance of certificates of participation in connection with the
City’s use of its alternative funding mechanism authorized last year for meeting its State constitutional and
statutory obligation to fund an approximately $1.37 billion portion of outstanding unfunded accrued actuarial
liabilities (2005 Subject UAAL) of its two Retirement Systems. In using the alternative funding mechanism
last year, rather than paying the 2005 Subject UAAL in annual installments, with interest, directly to the
Retirement Systems over the ensuing 13-20 years (the UAAL Amortization Periods then in effect for the PFRS
and GRS, respectively), the City instead entered into a separate 2005 Service Contract with each of two
Service Corporations it had caused to be formed for this purpose and contractually obligated itself to make
periodic 2005 COP Service Payments to them over the same 13-20 years in return for their agreeing to perform
the services in the current year and in future years of reducing the financial burden of the 2005 Subject UAAL.

As part of the services the Service Corporations agreed in their 2005 Service Contracts to provide if
the existing UAAL Amortization Periods of the PFRS and GRS were later extended and if requested by the
City and approved by the City Council, the 2006 Certificates will be issued to enable the City to replace certain
scheduled payment obligations it originally incurred to provide funding for the 2005 Subject UAAL with new
scheduled payment obligations payable under the 2006 Service Contracts over the recently extended 30-year
Amortization Periods, and to pay costs of issuance of the 2006 Certificates and related amounts. This will
enable the City to achieve financial benefits as would have been available originally under the 2005 Service
Contracts if it could have utilized the now longer Amortization Period of each Retirement System on the 2005
Contract Date.
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“2006 SERVICE CONTRACT ADMINISTRATION.” The Service Corporations are not expected to have a
significant active role with regard to any outstanding 2006 Certificates after the 2006 Closing Date. The
Retirement Systems will not be a party to the 2006 Service Contracts, the Trust Agreement or the Contract
Administration Agreement.

The 2006 Funding Trust will issue and sell the 2006 Certificates on the 2006 Closing Date and apply
the proceeds, with other available funds, in part to optionally redeem certain outstanding Series 2005-A COPs
and in part to purchase and cancel certain outstanding Series 2005-B COPs. The Series 2005-B COPs to be
purchased will be procured by a tender offer conducted by the Service Corporations. All such purchased
Series 2005-B COPs of the same maturity will be purchased at the same price in relation to their principal
amount, but no minimum principal amount of Series 2005-B COPs is required to be either tendered or
purchased.

Upon issuance of the 2006 Certificates and such optional redemption of certain Series 2005-A COPs
and such purchase and cancellation of Series 2005-B COPs which are tendered by their holders to the Service
Corporations for that purpose, some 2005 COPs will still remain outstanding concurrently with the 2006
Certificates. The 2005 COPs and the 2006 Certificates are wholly independent of each other. The City’s
contractual payment obligations underlying the 2006 Certificates are totally separate and distinct from its
contractual payment obligations underlying the 2005 COPs. Holders of 2006 Certificates will have no rights
or interests in the City’s payment obligations under the 2005 Service Contracts, and holders of 2005 COPs will
have no rights or interests in the City’s payment obligations under the 2006 Service Contracts.

The following Series 2005-A COPs will be optionally redeemed, and the following tendered Series
2005-B COPs will be purchased and canceled, from proceeds of the 2006 Certificates.

Series 2005-A COPs Optionally Redeemed Series 2005-B COPs Purchased and Canceled
Maturity (June 15) Principal Amount Maturity (June 15) Principal Amount

2007 $10,845,000 2014 $250,615,000

2008 13,905,000 2025 549,385,000

2009 17,310,000

2010 16,200,000

2011 13,925,000

2012 12,220,000

2013 10,615,000

2014 9,035,000

Constitutional, Statutory and Ordinance Authority for
Payment of UAAL and Issuance of the 2006 Certificates

Pursuant to the Funding Ordinance, the City and Service Corporations entered into the 2005 Service
Contracts and 2005 COPs were issued as a means of enabling the City to fulfill its State constitutional and
statutory obligations to provide funding for the 2005 Subject UAAL of its Retirement Systems. The periods
for the City’s scheduled payment obligations under the 2005 PFRS Service Contract and the 2005 GRS
Service Contract were limited to 13 and 20 years, respectively, the Amortization Periods then in effect for the
PFRS and GRS. The Funding Ordinance anticipated the possible future extension of the PFRS and GRS
Amortization Periods and authorized the Service Corporations, in that event, to assist the City in gaining the
financial benefits of making its 2005 COP Service Payments over a similarly lengthened period. Now that the
PFRS and GRS Amortization Periods have been extended to 30 years currently, the City and Service
Corporations are entering into the 2006 Service Contracts and the 2006 Certificates are being issued, as
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through issuance of the 2005 COPs, and for funding the optional redemption of certain 2005 COPs and the
purchase and cancellation of other 2005 COPs through issuance of the 2006 Certificates to enable the City to
extend its payment period for the obligations it incurred for funding the 2005 Subject UAAL, is described
below.

The Home Rule City Act permits the City to provide in its Charter for the establishment and
maintenance of a pension plan for its employees. Pursuant to that authority, the City has established by
Charter and maintains pursuant to ordinances two employee pension systems — its General Retirement System
(GRS) and Police and Fire Retirement System (PFRS). The two Retirement Systems were established in 1938
and 1941, respectively, by amendments to the 1918 Detroit City Charter, and exist for the purpose of providing
retirement allowances and death and survivor benefits for eligible City employees and their beneficiaries.
Each Retirement System is governed by its own Board, which invests and administers the System’s assets as
trust funds solely for the benefit of its participants, retirees and their beneficiaries. The assets of each
Retirement System are separate and distinct from assets of the City, are outside the City’s control and are not
available to pay any obligation or expense of the City. See “RETIREMENT SYSTEMS” in APPENDIX B.

Article 9, Section 24 of the State Constitution obligates the City to contribute sufficient funds to the
GRS and PFRS to maintain their actuarial integrity. The Michigan Supreme Court has held that this
constitutionally obligates a Michigan municipality to fund its employee retirement systems to a level which
includes pension benefit liabilities incurred in the current year and any existing unfunded accrued actuarial
liabilities (UAAL). Shelby Township Police and Fire Retirement Board v. Shelby Township, 438 Mich. 247
(1991). The Court noted that the State Constitution does not provide specifics for how a municipality must
meet its constitutionally-imposed UAAL funding obligations.

Michigan’s Public Employees Retirement System Investment Act provides more specificity. That
statute, which applies to both the GRS and PFRS, prescribes (in MCL §38.1140m) that a Michigan
municipality’s required annual contribution to its employee retirement system must be an actuarially
determined contribution amount, consisting of (1) a current service cost payment, (2) a payment of at least the
annual accrued amortized interest on any UAAL and (3) a payment of the annual accrued amortized portion of
the unfunded principal liability.

The City’s GRS and PFRS ordinances have long specified a traditional funding mechanism for the
City to meet its constitutional and statutory obligation to provide funding for each System’s UAAL through
required annual payments. The City last year authorized an alternative funding mechanism for such UAAL
through new enabling legislation duly enacted by the Detroit City Council, Ordinances No. 03-05 and 04-05
(Alternative Funding Mechanism Ordinances) amending the City’s GRS and PFRS ordinances. The
Alternative Funding Mechanism Ordinances, together with the Funding Ordinance (No. 05-05), enabled the
City, the Service Corporations and a corporate trustee to provide for the issuance and sale of the 2005 COPs
and the use of the 2005 COPs proceeds to fund the 2005 Subject UAAL of both Retirement Systems on the
date of delivery of the 2005 COPs (2005 Closing Date).

Each Retirement System receives an annual actuarial report from its consulting actuary as of each
June 30, providing actuarial valuations of its vested benefits, prior service costs and unfunded accrued
liabilities. Each Retirement System Board uses those actuarial valuations, together with certain actuarial
assumptions, to determine the annual contribution amounts requested from the City to fulfill its constitutional
and statutory pension funding obligations. As part of their regular, periodic review of the actuarial
assumptions used to administer their respective Retirement Systems, the GRS and PFRS Boards may receive
recommendations from time to time to increase or decrease the interest rate and to change other actuarial
assumptions.
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from 2005 COPs proceeds on the 2005 Closing Date.

The 2005 Subject UAAL was a major part, but not all, of the existing UAAL of the Retirement
Systems on the 2005 Closing Date. The funding of the 2005 Subject UAAL from 2005 COPs proceeds was not
intended to and did not fund the entire then existing UAAL of either or both Retirement Systems.

When the 2005 Service Contracts were entered into on May 25, 2005, under the Boards’ current
actuarial assumptions and the traditional funding mechanism, the City would have been required to amortize
the 2005 Subject UAAL over a remaining period of 13 years for the PFRS and 20 years for the GRS. In each
year that the City has outstanding UAAL, it is assessed interest thereon (in May 2005 and still currently, at
annual rates of 7.9% on GRS UAAL and 7.8% on PFRS UAAL).

By arranging through the alternative funding mechanism for the 2005 Subject UAAL to be funded (in
effect, prepaid) on the 2005 Closing Date, the City avoided further interest accrual on the amount thus funded;
and the Retirement Systems gained complete possession and control of those funds (including the exclusive
right to invest and receive all investment earnings on those funds) sooner than they would under the traditional
funding mechanism. The Alternative Funding Mechanism Ordinances impose certain technical restrictions on
the Retirement Systems’ uses of those funds, but neither rescind any substantive rights, entitlements or
obligations with respect to benefits earned or accrued of members, retirees or beneficiaries of the Retirement
Systems nor affect the validity or enforceability of the 2005 Service Contracts or the 2006 Service Contracts or
the City’s payment obligations thereunder.

The financing plan for the first use of the alternative funding mechanism on the 2005 Closing Date
reflected the expectation that by prepaying the 2005 Subject UAAL, the City reduced its costs and better
ensured the timely and full payment of retirement benefits. As a practical matter, it also was expected that
amounts that otherwise would have been expended by the City for the annual amortization of the 2005 Subject
UAAL (under the traditional funding mechanism) would be sufficient to offset all the contractual payments to
be made by the City under the 2005 Service Contracts. Those contractual payments in effect replaced
payments the City would have otherwise had to make to meet its constitutional obligation to amortize the 2005
Subject UAAL.

Apart from the 2005 Subject UAAL, other UAAL of the Retirement Systems may exist and arise in
the ordinary course of the City’s operations, which the City may elect to fund by utilizing the traditional
funding mechanism or the alternative funding mechanism. Any utilization of the alternative funding
mechanism for such other UAAL would, however, require (i) separate authorization by a future enabling
ordinance or resolution of the City enacted for that purpose; (ii) a new funding trust separate and distinct from
the 2006 Funding Trust and the different funding trust which exists with respect to the 2005 Service Contracts
and the 2005 COPs; (iii) one or more new service contracts separate and distinct from the 2006 Service
Contracts and the 2005 Service Contracts; and (iv) issuance of new certificates of participation unrelated to the
2006 Certificates and the 2005 COPs.

Swap Agreements

The Service Corporations are parties to interest rate exchange agreements (2005 Swap Agreements)
they entered into to hedge variable-rate exposure under the 2005 Service Contracts in regard to the Series
2005-B COPs. The Service Corporations expect to terminate, in whole or in part, the 2005 Swap Agreements
corresponding to the Series 2005-B COPs purchased and canceled as described under “PLAN OF FINANCE”
above. Such 2005 Swap Agreement terminations are expected to entitle the Service Corporations to receive
certain termination payments from the 2005 Swap Agreement counterparties. A portion of the proceeds of
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Certificates, to hedge variable-rate exposure under the 2006 Service Contracts, and they may do so from time
to time with respect to any rate exposure under the 2006 Service Contracts. Each Service Corporation will
enter into one or more 2006 Swap Agreements with each of UBS AG and with SBS Financial Products
Company, LLC, as the counterparties. Payments under a 2006 Swap Agreement may include net payments
based on the interest rates exchanged. Under the 2006 Swap Agreements, the Service Corporations will be
obligated in certain instances to make periodic payments to the 2006 Swap Agreement counterparty, and
should a 2006 Swap Agreement be terminated, under certain circumstances the Service Corporations may be
required to pay a termination payment. The Service Corporations’ obligation to make all payments under the
2006 Swap Agreements will be payable from moneys paid by the City under the 2006 Service Contracts. In
applying moneys so received from the City, the Contract Administrator will be required to treat any
termination payment owing to a 2006 Swap Agreement counterparty as subordinated in right of payment to the
prior payment in full of any Scheduled Payments and Service Charges (corresponding to principal of and
interest on 2006 Certificates) then due and unpaid.

Sources and Uses of Funds

The proceeds from the sale of the 2006 Certificates are expected to be used as follows:

Sources of Funds

Principal Amount of Series 2006-A Certificates ..........cooceevirrereeeneeneeennne $148,540,000.00
Principal Amount of Series 2006-B Certificates .........ccccceveereevereencennenne 800,000,000.00
Swap Termination Receivables ..........ccoovevierieciieiecienieeeeeee e 36,051.,234.67
TOTAL SOURCES ...ttt $984,591,234.67

Uses of Funds
Optional redemption of certain 2005-A COPS ' .........c.coovvvveiveeirerernn $107,149,970.44
Purchase (for cancellation) of tendered Series 2005-B COPs * .................. 815,594,283.37
Premiums of insurance policies on 2006 Certificates and 2006 Swap Agreements 50,642,427.28
COStS OF ISSUANCE ? ... 11,204,553.58
TOTAL USES ..ottt $984,591,234.67

" Includes prepayment premiums, Service Charges due after closing and prior to optional redemption date, and
accrued interest to the date of redemption.

? Includes tender premiums, accrued interest to the date of purchase, and tender fees and expenses.

* Includes underwriters’ discount and costs for legal counsel, financial and swap advisors, rating agencies,
trustee, offering circular distribution and miscellaneous expenses incidental to issuance of the 2006 Certificates.

SOURCES OF PAYMENT AND SECURITY FOR THE 2006 CERTIFICATES

The 2006 Certificates are payable solely from all 2006 COP Service Payments which may be received
by the Trustee pursuant to the 2006 Service Contracts. Such 2006 COP Service Payments will include all
Scheduled Payments and Service Charges payable by the City under the 2006 Service Contracts,
corresponding to the principal of and interest on the 2006 Certificates, respectively. The City’s obligations to
make 2006 COP Service Payments are unsecured contractual obligations of the City, enforceable in the same
manner as any other contractual obligation of the City. Such payment obligations of the City are not
general obligations of the City, and neither the faith and credit, taxing power nor any specific revenues
of the City are pledged to the 2006 COP Service Payments coming due under the 2006 Service
Contracts.

The City’s unconditional contractual obligation to pay all 2006 COP Service Payments is not “subject
to appropriation,” as is customary with many certificate of participation transactions entered into by

9

2259 PodSERBAG-SWr Doc 4107 Filed 08/19/13  Entered 08/19/13 12:21:29  Page 13 of 248



required payments in any single year. The City is
rm.of © 2006 ice.Con

To secure the payment of the 2006 ﬁéertlﬁcates, tﬁe Service Corporations will irrevocablyﬁsell, assign
and convey to the 2006 Funding Trust all of their rights to receive, collect and enforce all 2006 COP Service
Payments to become due under the 2006 Service Contracts. As further security for the payment of the 2006
Certificates, although the parties intend that such sale, assignment and conveyance be an absolute transfer of
those rights under the 2006 Service Contracts, in the Trust Agreement the Service Corporations will
additionally grant a security interest in their right to receive 2006 COP Service Payments to the 2006 Funding
Trust for the benefit of the 2006 Certificateholders. That security interest will be a perfected first security
interest in such property under the Michigan Uniform Commercial Code.

The 2006 Service Contracts additionally require the City to make certain other payments, such as
general corporate expenses of the Service Corporations, fees and expenses of the Trustee and the Contract
Administrator, and certain amounts payable to one or more 2006 Swap Agreement counterparties. The
amounts paid by the City for such additional purposes do not constitute part of the 2006 COP Service
Payments and are not pledged for the payment of the 2006 Certificates.

If the City were to fail to pay any 2006 COP Service Payment when due, the Contract Administrator
could file a lawsuit against the City to enforce that contractual obligation, a right that is available to all parties
entering into valid enforceable contracts with the City. The City would be required to pay any resulting
judgment against it, the same as any other. If the City were to fail to provide for payment of any such
judgment, a court can compel the City to raise the payment through the levy of taxes, as provided in the
Revised Judicature Act of 1961, Act No. 236 of the Michigan Public Acts of 1961, as amended (Michigan
Compiled Laws Section 600.6093), without limit as to rate or amount. This is the same remedy that the
Retirement Systems would have against the City if it failed to make its required annual payment to fund
UAAL under the traditional funding mechanism described above under “PLAN OF FINANCE -
Constitutional, Statutory and Ordinance Authority for Payment of UAAL and Issuance of the 2006
Certificates.” It also is the same remedy that the contract administrator with respect to the 2005 Service
Contracts would have against the City if it were to fail to pay any 2005 COP Service Payment when due.

The Contract Administrator has no duty under the Contract Administration Agreement to pursue any
remedy against the City for nonpayment of 2006 COP Service Payments except at the request of 2006
Certificateholders representing at least 25% of the outstanding principal amount of 2006 Certificates, the
payments on which have not been made when due, or at least 50% of the outstanding principal amount of all
2006 Certificates. See “2006 SERVICE CONTRACT ADMINISTRATION — Enforcement.”

THE 2006 CERTIFICATES
The 2006 Certificates are being issued in two series, as described below.
The Series 2006-A Certificates (Fixed Rate)

The Series 2006-A Certificates will be dated the date of their issuance. Interest from that date will be
payable on each Series 2006-A Certificate on December 15, 2006 and semiannually thereafter on each June 15
and December 15 until its maturity or earlier redemption. The interest on the Series 2006-A Certificates will
be computed at the rates shown on the inside cover of this Offering Circular, on the basis of a 30-day month
and a 360-day year. The Series 2006-A Certificates are issued as fully registered 2006 Certificates, in
principal denominations of $5,000 or multiples thereof.
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specified below, except that the principal amount of the Series 2006-A Certificates to be redeemed on each
such redemption date will be reduced by a pro rata portion of the principal amount of any Series 2006-A
Certificates that have been purchased by the Trustee and canceled by the Trustee, or redeemed as described
below under “THE 2006 CERTIFICATES — The Series 2006-A Certificates (Fixed Rate) - Optional
Redemption with Make-Whole Premium,” at least 45 days before the redemption date:

Redemption Date Principal
(June 15) Amount

2034 $ 36,255,000

2035@ 112,285,000

@ Stated Maturity

Optional Redemption with Make-Whole Premium

The Series 2006-A Certificates are subject to optional redemption prior to their maturity from
Scheduled Payments prepaid by the City, in whole or in part (and if in part, as described below under “THE
2006 CERTIFICATES — Selection of 2006 Certificates for Redemption™) on any date, at a redemption price
equal to the greater of:

e 100% of the principal amount of the Series 2006-A Certificates to be redeemed, or

e the sum of the present values of the remaining scheduled payments of principal and interest on the
Series 2006-A Certificates to be redeemed (exclusive of interest accrued to the date fixed for
redemption) discounted to the date of redemption on a semiannual basis (assuming a 360-day year
consisting of twelve 30-day months) at the Treasury Rate (defined below) plus 12.5 basis points,

plus in each case, accrued and unpaid interest on the Series 2006-A Certificates being redeemed to the date
fixed for redemption.

For the purpose of determining the Treasury Rate, the following definitions apply:

Treasury Rate means, with respect to any redemption date for a particular Series 2006-A
Certificate, the rate per annum, expressed as a percentage of the principal amount, equal to the
semiannual equivalent yield to maturity or interpolated maturity of the Comparable Treasury Issue,
assuming that the Comparable Treasury Issue is purchased on the redemption date for a price equal to
the Comparable Treasury Price, as calculated by the Designated Treasury Dealer.

Comparable Treasury Issue means, with respect to any redemption date for a particular
Series 2006-A Certificate, the U.S. Treasury security or securities selected by the Designated Treasury
Dealer which has an actual or interpolated maturity comparable to the remaining average life of the
Series 2006-A Certificate to be redeemed, and that would be utilized in accordance with customary
financial practice in pricing new issues of debt securities of comparable maturity to the remaining
average life of the Series 2006-A Certificate to be redeemed.

Comparable Treasury Price means, with respect to any redemption date for a particular
Series 2006-A Certificate, (1) if the Designated Treasury Dealer receives at least four Reference
Treasury Dealer Quotations, the average of such quotations for such redemption date, after excluding
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obtains fewer thanfétr Reference Treasury D Quotations, the average of all such quotations.
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Reference Treasury Dealer means UBS Securities LLC or its successor, and four other
firms, selected by the Contract Administrator from time to time, that are primary U.S. Government
securities dealers in the City of New York (each a Primary Treasury Dealer); provided, however,
that if any of them ceases to be a Primary Treasury Dealer, the Contract Administrator will substitute
another Primary Treasury Dealer.

Reference Treasury Dealer Quotations means, with respect to each Reference Treasury
Dealer and any redemption date for a particular Series 2006-A Certificate, the average, as determined
by the Designated Treasury Dealer, of the bid and asked prices for the Comparable Treasury Issue
(expressed in each case as a percentage of its principal amount) quoted in writing to the Designated
Treasury Dealer by such Reference Treasury Dealer at 3:30 p.m., New York City time, on the third
business day preceding such redemption date.

The Series 2006-B Certificates (Floating Rate)

The Series 2006-B Certificates will be dated the date of their issuance and mature on the dates set
forth on the inside cover of this Offering Circular. The amount of interest for each day that the Series 2006-B
Certificates are outstanding will be calculated by dividing the Interest Rate in effect for such day by 360 and
multiplying the result by the outstanding principal amount of the Series 2006-B Certificates. The
Series 2006-B Certificates are issued as fully registered 2006 Certificates, in principal denominations of
$25,000 and integral multiples of $1,000 in excess thereof.

Interest will be payable on the Series 2006-B Certificates from the deliverz date at a floating rate
determined in the manner provided below, payable on September 15, 2006 and the 15" day of each December,
March, June and September thereafter (each an Interest Payment Date) to the persons in whose name the
Series 2006-B Certificates were registered at the close of business on the 15th day (whether or not a business
day) preceding the respective Interest Payment Date, subject to certain exceptions.

The per annum interest rate on the Series 2006-B Certificates (Interest Rate) in effect during an
Interest Period (as defined below) will be equal to the Three Month LIBOR plus the margin indicated on the
inside cover of this Offering Circular, and interest on the Series 2006-B Certificates will accrue on the
outstanding principal balance of the Series 2006-B Certificates as shown below. The outstanding principal
balance is computed based upon the reduction of the principal balance of each Series 2006-B Certificate by the
amount of the mandatory sinking fund prepayment on the specific dates set forth under the next subheading
“Mandatory Sinking Fund Redemption” below.
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(Weighted Average
Dates Life: 19.945 Years)

(Weighted Average
Life: 25.949 Years)

June 12, 2006 — June 15, 2007

$299,155,000

$500,845,000

June 16, 2007 — June 15, 2008 299,155,000 500,845,000
June 16, 2008 — June 15, 2009 299,155,000 500,845,000
June 16, 2009 — June 15, 2010 299,155,000 500,845,000
June 16, 2010 — June 15, 2011 299,155,000 500,845,000
June 16,2011 — June 15, 2012 299,155,000 500,845,000
June 16, 2012 — June 15, 2013 299,155,000 500,845,000
June 16,2013 — June 15, 2014 299,155,000 500,845,000
June 16,2014 — June 15, 2015 299,155,000 500,845,000
June 16,2015 — June 15, 2016 299,155,000 500,845,000
June 16,2016 — June 15,2017 299,155,000 500,845,000
June 16,2017 — June 15, 2018 299,155,000 500,845,000
June 16,2018 — June 15, 2019 299,155,000 500,845,000
June 16,2019 — June 15, 2020 284,526,000 500,845,000
June 16, 2020 — June 15, 2021 270,722,000 500,845,000
June 16, 2021 — June 15, 2022 257,875,000 500,845,000
June 16,2022 — June 15, 2023 246,107,000 500,845,000
June 16, 2023 — June 15, 2024 235,569,000 500,845,000
June 16, 2024 — June 15, 2025 226,419,000 500,845,000
June 16, 2025 — June 15, 2026 218,827,000 500,845,000
June 16, 2026 — June 15, 2027 153,696,000 500,845,000
June 16, 2027 — June 15, 2028 84,511,000 500,845,000
June 16, 2028 — June 15, 2029 11,020,000 500,845,000
June 16, 2029 — June 15, 2030 433,799,000
June 16, 2030 — June 15, 2031 350,849,000
June 16, 2031 — June 15, 2032 262,705,000
June 16, 2032 — June 15, 2033 169,041,000
June 16,2033 — June 15, 2034 69,512,000

For the initial Interest Period which begins on the 2006 Closing Date and ends on (but does not
include) September 15, 2006, the Contract Administrator will set the Interest Rate on the 2006 Closing Date
and will determine the LIBOR rate by reference to straight line interpolation between Three Month LIBOR
and four month LIBOR based on the actual number of days in the initial Interest Period. The Interest Rate for
each subsequent Interest Period for the Series 2006-B Certificates will be set on September 15, 2006 and the
15™ day of each December, March, June and September thereafter (each an Interest Rate Adjustment Date)
until the principal on the Series 2006-B Certificates is paid or made available for payment. If any Interest Rate
Adjustment Date (other than the initial Interest Rate Adjustment Date occurring on the 2006 Closing Date) and
Interest Payment Date for the Series 2006-B Certificates would otherwise be a day that is not a LIBOR
Business Day, such Interest Rate Adjustment Date and Interest Payment Date shall be the next succeeding
LIBOR Business Day.

LIBOR Business Day means any day on which the City, the Trustee and banks in both London and
New York City are open for the transaction of business. Interest Period means the period from and including
the 2006 Closing Date or the most recent Interest Payment Date to but excluding the next succeeding Interest
Payment Date on which interest on the outstanding Series 2006-B Certificates was paid in full.

The Three Month LIBOR for each Interest Period means the rate determined in accordance with the
following provisions:
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service or such other service or services as may be nominated by the British Bankers’ Association for the
purpose of displaying London interbank offered rates for U.S. dollar deposits). If the Three Month LIBOR on
such Interest Determination Date does not appear on the Telerate Page 3750, the Three Month LIBOR will be
determined as described in paragraph (ii) below.

(i1) With respect to an Interest Determination Date for which the Three Month LIBOR does not
appear on Telerate Page 3750 as specified in paragraph (i) above, the Three Month LIBOR will be determined
on the basis of the rates at which deposits in U.S. dollars for a three-month maturity and in a principal amount
of at least U.S. $1,000,000 are offered at approximately 11:00 a.m., London time, on such Interest
Determination Date to prime banks in the London interbank market by at least three leading banks engaged in
transactions in Eurodollar deposits in the international Eurocurrency market (the Reference Banks) selected
by the Contract Administrator. The Contract Administrator shall request the principal London office of each
of such Reference Banks to provide a quotation of its rate. If at least two such quotations are provided, the
Three Month LIBOR on such Interest Determination Date will be the arithmetic mean of such quotations. If
fewer than two quotations are provided, the Three Month LIBOR on such Interest Determination Date will be
the arithmetic mean of the rates quoted by three major banks in New York City, selected by the Contract
Administrator, at approximately 11:00 a.m., New York City time, on such Interest Determination Date for
loans in U.S. dollars to leading European banks in a principal amount of at least U.S. $1,000,000 having a
three-month maturity; provided, however, that if the banks in New York City selected by the Contract
Administrator are not then quoting rates for such loans, the relevant Interest Rate for the Interest Period
commencing on the Interest Rate Adjustment Date following such Interest Determination Date will be the
Interest Rate in effect on such Interest Determination Date.

The amount of interest for each day that the Series 2006-B Certificates are outstanding (the Daily
Interest Amount) will be calculated by dividing the Interest Rate in effect for such day by 360 and
multiplying the result by the outstanding principal amount of the Series 2006-B Certificates. The amount of
interest to be paid on the Series 2006-B Certificates for any Interest Period will be calculated by adding the
Daily Interest Amounts for each day in such Interest Period.

The Interest Rate on the Series 2006-B Certificates will in no event be higher than the maximum rate
permitted by Michigan law as the same may be modified by United States law of general application.

The Interest Rate and amount of interest to be paid on the Series 2006-B Certificates for each Interest
Period will be determined by the Contract Administrator. All calculations made by the Contract Administrator
shall in the absence of manifest error be conclusive for all purposes and binding on the 2006 Funding Trust
and the Holders of the Series 2006-B Certificates.

Mandatory Sinking Fund Redemption

All Series 2006-B Certificates maturing in 2029 are subject to pro rata mandatory redemption prior to
maturity, at a redemption price equal to par (100% of the principal amount to be redeemed), together with
accrued interest to the redemption date, on June 15 of each of the years, and in the respective amounts
specified below, except that the principal amount of the Series 2006-B Certificates to be redeemed on each
such redemption date will be reduced by a pro rata portion of the principal amount of any Series 2006-B
Certificates that have been purchased by the Trustee and canceled by the Trustee, or redeemed as described
below under “The Series 2006-B Certificates (Floating Rate) - Optional Redemption,” at least 45 days before
the redemption date:
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11,768,000
10,538,000

9,150,000

7,592,000
65,131,000
69,185,000
73,491,000
11,020,000

@ Stated Maturity

All Series 2006-B Certificates maturing in 2034 are subject to pro rata mandatory redemption prior to
maturity, at a redemption price equal to par (100% of the principal amount to be redeemed), together with
accrued interest to the redemption date, on June 15 of each of the years, and in the respective amounts,
specified below, except that the principal amount of the Series 2006-B Certificates to be redeemed on each
such redemption date will be reduced by a pro rata portion of the principal amount of any Series 2006-B
Certificates that have been purchased by the Trustee and canceled by the Trustee, or redeemed as described
below under “The Series 2006-B Certificates (Floating Rate) - Optional Redemption,” at least 45 days before
the redemption date:

Redemption Date Principal
(June 15) Amount
2029 $67,046,000
2030 82,950,000
2031 88,144,000
2032 93,664,000
2033 99,529,000
2034® 69,512,000

@ Stated Maturity

Optional Redemption

The Series 2006-B Certificates are subject to optional redemption on any Interest Payment Date at par,
beginning June 15, 2011, in whole or in part (and if in part, as described below under “THE 2006
CERTIFICATES - Selection of 2006 Certificates for Redemption™) .

Selection of 2006 Certificates for Redemption

If some but less than all of the 2006 Certificates of either Series 2006-A or Series 2006-B are to be
redeemed on any date, the Contract Administrator, at the direction of the City, will select the maturity or
maturities to be redeemed. Within a maturity, the particular 2006 Certificates of a Series to be redeemed shall
be redeemed pro rata as described below.

So long as the 2006 Certificates of either Series are in the book-entry-only system, the securities
depository will administer the prorating of partial redemptions among beneficial owners of the 2006
Certificates of that Series. See “THE 2006 CERTIFICATES - Global Book-Entry System.”
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The Trustee wil a notice to the regist owner of each 2006 Certificate to be redeemed in

not affect the validity of the proceedings for the redemptlon of any 2006 Certificates for which proper notice
was given.

Global Book-Entry System

Payments of principal and interest for each 2006 Certificate will be paid to the registered owner of the
2006 Certificates. The 2006 Certificates are being issued initially in book-entry-only form, so the registered
owner will be a securities depository, a nominee of The Depository Trust Company (DTC). Clearance is
expected to be available through DTC and also through Clearstream and Euroclear, which will hold omnibus
positions on behalf of their participants in the books of their respective depositories. For more information
about the global book-entry system, see APPENDIX D. Under certain conditions the 2006 Certificates may be
issued in certificated form.

The Trustee is the registrar and paying agent for the 2006 Certificates and may be contacted as
follows:

Contact: U.S. Bank National Association
Attn: Trust Finance Management
Phone: 651-495-3713

Mail: Corporate Trust Services

U.S. Bank National Association
60 Livingston Avenue

St. Paul, MN 55107

Mail Station EP-MN-WS3T

Registration and Payment of 2006 Certificates
How the 2006 Certificates are paid depends on whether or not they are in book-entry-only form.

While the 2006 Certificates are in book-entry-only form (as they are initially), payment of principal
will be made by wire transfer to the securities depository or its nominee. Payment of interest will be made by
wire transfer to the securities depository or its nominee on the payment date.

If the 2006 Certificates are not in book-entry-only form, payment of principal will be made by check
or draft issued upon the presentation and surrender of the 2006 Certificates at the designated office of the
Trustee. Payment of interest due on the 2006 Certificates will be made by check or draft mailed to the
registered owner shown in the registration book at the close of business on the 15th day (whether or not a
business day) preceding the respective interest payment date.

2006 COP SERVICE PAYMENTS

The following table sets forth the contractual obligations of the City under the 2006 Service Contracts
in each fiscal year for payment of Scheduled Payments and Service Charges, corresponding to the principal of
and interest on the 2006 Certificates, respectively.
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Total

. - | ' Interest’ Total'
2007 $—  §8970,194 $ 8970,194 S 40,260,733 $  40260,733 $ 49230,928 $ 49,230,928
2008 - 8,896,061 8,896,061 - 45,328,000 45,328,000 - 54,224,061 54,224,061
2009 - 8,896,061 8,896,061 - 49,936,975 49,936,975 - 58,833,035 58,833,035
2010 - 8,896,061 8,896,061 - 49,936,975 49,936,975 - 58,833,035 58,833,035
2011 - 8,896,061 8,896,061 - 49,936,975 49,936,975 - 58,833,035 58,833,035
2012 - 8,896,061 8,896,061 - 49,936,975 49,936,975 - 58,833,035 58,833,035
2013 - 8,896,061 8,896,061 - 49,936,975 49,936,975 - 58,833,035 58,833,035
2014 - 8,896,061 8,896,061 - 49,936,975 49,936,975 - 58,833,035 58,833,035
2015 _ 81896061  8.896.061 _ 49.936.975 49.936.975 _ 58.833.035 58.833.035
2016 — 8,896,061 8,896,061 — 49,936,975 49,936,975 — 58,833,035 58,833,035
2017 — 8,896,061 8,896,061 - 49,936,975 49,936,975 — 58,833,035 58,833,035
2018 — 8,896,061 8,896,061 - 49,936,975 49,936,975 - 58,833,035 58,833,035
2019 - 8,896,061 8,896,061 14,629,000 49,936,975 64,565,975 14,629,000 58,833,035 73,462,035
2020 ~ 8896061 8896061  13.804,000 49.026.612 62.830.612  13.804.000 57.922.673 71.726.673
2021 ~ 8896061 8896061  12.847,000 48.167.589 61014589  12,847.000 57.063.650 69.910.650
2022 ~ 8896061 8896061  11.768,000 47,368,120 59.136.120 11,768,000 56.264.181 68.032.181
2023 - 8,896,061 8,896,061 10,538,000 46,635,798 57,173,798 10,538,000 55,531,858 66,069,858
2024 - 8,896,061 8,896,061 9,150,000 45,980,018 55,130,018 9,150,000 54,876,079 64,026,079
2025 - 8,896,061 8,896,061 7,592,000 45,410,613 53,002,613 7,592,000 54,306,674 61,898,674
2026 - 8,896,061 8,896,061 65,131,000 44,938,163 110,069,163 65,131,000 53,834,224 118,965,224
2027 - 8,896,061 8,896,061 69,185,000 40,885,061 110,070,061 69,185,000 49,781,122 118,966,122
2028 - 8,896,061 8,896,061 73,491,000 36,579,679 110,070,679 73,491,000 45,475,739 118,966,739
2029 _ 8896061  8896.061  78.066.000 32006334 110072334  78.066.000 40902394  118.968.394
2030 - 8,896,061 8,896,061 82,950,000 27,127,818 110,077,818 82,950,000 36,023,878 118,973,878
2031 — 8,896,061 8,896,061 88,144,000 21,940,436 110,084,436 88,144,000 30,836,496 118,980,496
2032 - 8,896,061 8,896,061 93,664,000 16,428,241 110,092,241 93,664,000 25,324,301 118,988,301
2033 - 8,896,061 8,896,061 99,529,000 10,570,845 110,099,845 99,529,000 19,466,906 118,995,906
2034 36,255,000 8,896,061 45,151,061 69,512,000 4,346,675 73,858,675 105,767,000 13,242,735 119,009,735
2035 112,285,000 6,724,749 119,009,749 - - — 112,285,000 6,724,749 119,009,749
Totals $148,540,000 $255,888,579 $404,428,579 $800,000,000 $1,152,307,457 $1,952,307,457 $948,540,000 $1,408,196,036 $2,356,736,036

! Series 2006-B interest calculated at fixed swap rates.

[2.2.3.3] [POCs 2006 Offering Circular.]ﬁé]-ﬁ’gé%e%§
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guaranteed under an insurance policy to be issued concurrently with the delivery of the FGIC-insured 2006
Certificates by Financial Guaranty Insurance Company (Financial Guaranty). Information provided by
Financial Guaranty about its operations and financial condition is included as APPENDIX E, as is the form of
its insurance policy.

The scheduled payment of principal of and interest on the particular 2006 Certificates specifically
identified on the inside cover of this Offering Circular as the “XLCA-insured 2006 Certificates” will be
guaranteed under an insurance policy to be issued concurrently with the delivery of the XLCA-insured 2006
Certificates by XL Capital Assurance Inc. (XLCA). Information provided by XLCA about its operations and
financial condition is included as APPENDIX F, as is the form of its insurance policy.

In addition, Financial Guaranty and XLCA are expected to provide insurance policies that cover
payments required to be made by the Service Corporations under the 2006 Swap Agreements that the Service
Corporations are expected to enter into before or at the time of issuance of the Series 2006-B Certificates.

2006 SERVICE CONTRACT ADMINISTRATION

On the 2006 Closing Date, the 2006 Funding Trust, the Service Corporations, severally and not
jointly, and the 2006 Swap Agreement counterparties and a guarantor for one of them, will enter into the
Contract Administration Agreement (Administration Agreement) with U.S. Bank National Association, as
Contract Administrator. U.S. Bank National Association will also be the Trustee under the Trust Agreement.
The Administration Agreement will permit the substitution of a different Contract Administrator if a conflict
of interest were to arise from the same institution serving in both roles.

Under the Administration Agreement, each of the Service Corporations and the Trustee on behalf of
the 2006 Funding Trust will appoint the Contract Administrator as its respective agent to collect 2006 COP
Service Payments, as well as periodic or termination payment amounts received from the City under the 2006
Service Contracts (Hedge Payables) or received from a 2006 Swap Agreement counterparty (Hedge
Receivables), and will require the Contract Administrator to determine in accordance with prescribed priorities
and prorating provisions to whom they must be disbursed. Also under the Administration Agreement, the
Trustee on behalf of the 2006 Funding Trust will appoint the Contract Administrator as its agent to enforce the
payment of 2006 COP Service Payments. Additionally, under the Administration Agreement, each Service
Corporation will appoint the Contract Administrator as its agent if directed by the Service Corporation to
enforce the payment of Hedge Receivables and Hedge Payables.

Although (i) another contract administration agreement and another trust agreement, which created
another funding trust, exist with respect to the 2005 Service Contracts and the 2005 COPs, (ii) U.S. Bank
National Association also is both the contract administrator under that contract administration agreement and
the trustee under that trust agreement and (iii) that other trust agreement, funding trust and contract
administration agreement, as well as the 2005 Service Contracts and certain of the 2005 COPs, will continue to
exist after the 2006 Closing Date, all of the foregoing are totally separate and distinct from the 2006
Certificates, the 2006 Funding Trust, the 2006 Service Contracts, the related new Trust Agreement and
Administration Agreement, and U.S. Bank National Association’s serving as Trustee under the new Trust
Agreement and as Contract Administrator under the new Administration Agreement. Similarly all funds paid,
received, held or disbursed under the 2006 Service Contracts, Administration Agreement, Trust Agreement
and 2006 Certificates are totally separate and distinct from all funds paid, received, held or disbursed under the
2005 Service Contracts, the related 2005 contract administration agreement and trust agreement and the 2005
COPs.
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Service Corporation, the proceeds of 2006 COP Service Payments collected by the Contract Administrator for

that purpose. In the event that on such date the Trustee has insufficient moneys to pay the full aggregate
amount thus due, the Trustee is required by the Trust Agreement to disburse all of the available moneys it then
holds to the entitled 2006 Certificateholders on a pro rata basis.

The Contract Administrator is required to distribute the moneys it receives from the City as Service
Payments (which term includes not only 2006 COP Service Payments but also payments for fees, expenses and
indemnification of the Contract Administrator and amounts in respect of periodic Hedge Payables and
termination Hedge Payables) in accordance with the following priorities of payment among specific categories
of payments, as prescribed in each 2006 Service Contract:

First:

Second:

Third:

Fourth:

Fifth:

Sixth:

Seventh:

Eighth:

any fees, expenses and indemnification then owing to the Contract Administrator under the
Contract Administration Agreement, including reasonable fees and expenses of its counsel,
in connection with any waiver or consent thereunder or any amendment thereof or of a 2006
Service Contract, or in connection with the enforcement thereof, are payable to it,

all theretofore due and unpaid Service Charges (corresponding to interest due and unpaid to
2006 Certificateholders) and amounts in respect of periodic Hedge Payables due and unpaid
to a 2006 Swap Counterparty are payable on a parity, before the Contract Administrator can
pay any available moneys then held by it to the next priority, namely,

all then due and about to become due Service Charges (corresponding to interest to 2006
Certificateholders) and amounts in respect of periodic Hedge Payables to a 2006 Swap
Counterparty are payable on a parity, before the Contract Administrator can pay any
available moneys then held by it to the next priority, namely,

all theretofore due and unpaid regular Scheduled Payments and Sinking Fund Installments
(corresponding to principal due and unpaid to 2006 Certificateholders) are payable on a
parity, before the Contract Administrator can pay any available moneys then held by it to the
next priority, namely,

all then due or about to become due regular Scheduled Payments and Sinking Fund
Installments (corresponding to principal to 2006 Certificateholders) are payable on a parity,
before the Contract Administrator can pay any available moneys then held by it to the next
priority, namely,

all theretofore due and unpaid amounts in respect of termination Hedge Payables to a 2006
Swap Counterparty are payable before the Contract Administrator can pay any available
moneys then held by it to the next priority, namely,

all then due and about to become due amounts in respect of termination Hedge Payables to a
2006 Swap Counterparty are payable before the Contract Administrator can pay any

available moneys then held by it to the final priority, namely,

all then due and about to become due Optional Prepayment Amounts (corresponding to
optional prepayments of principal to 2006 Certificateholders) and Accrued Service Charges.
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payable not more frequent
or (ii)

= B
The Administration Agreement requires the Contract Administrator, before paying any 2006 COP

Service Payment proceeds to the Trustee for pass through to 2006 Certificateholders on any payment date, to
determine which priorities are then due and owing, whether on that date or in arrears, and to apply those
moneys according to the priorities described above. Thus, if after satisfying the First priority, the Contract
Administrator has insufficient moneys to pay all amounts then owing among the next priorities, it shall use the
available moneys first to pay amounts owing in the Second priority on a parity between Service Charges
(payable by the Contract Administrator to the Trustee) and periodic Hedge Payables (payable to a 2006 Swap
Counterparty); and in that event, 2006 Certificateholders may receive on that date less than the full amount
then owing to them. If that occurred, however, the affected 2006 Certificateholders would have the benefit of
the applicable 2006 Certificate insurance. See “2006 CERTIFICATE INSURANCE.”

Enforcement

Promptly after any failure of the City to pay any 2006 COP Service Payment when due, the Contract
Administrator is required to give written notice by mail to all 2006 Certificateholders and others, except that
such notice shall be given to the insurer of particular 2006 Certificates rather than those 2006
Certificateholders as long as the insurer is not in default under its insurance policy. The Contract
Administrator has no duty under the Contract Administration Agreement to pursue any remedy against the
City for nonpayment of 2006 COP Service Payments except at the request of 2006 Certificateholders
representing at least 25% of the outstanding principal amount of 2006 Certificates, the payments on which
have not been made when due, or at least 50% of the outstanding principal amount of all 2006 Certificates, and
only if they shall have offered to the Contract Administrator reasonable security or indemnity against the costs,
expenses and liabilities which might by incurred by it in compliance with such request.

THE SERVICE CORPORATIONS AND THE 2006 FUNDING TRUST

The two Service Corporations are Michigan nonprofit corporations incorporated by the City pursuant
to the Home Rule City Act, the Funding Ordinance and the Michigan Nonprofit Corporation Act. They are
organized primarily for the purpose of assisting the City in carrying out its constitutionally mandated
obligation to maintain the actuarial integrity of its two Retirement Systems through performing the services of
reducing the financial burden of the unfunded accrued actuarial liabilities of the GRS or PFRS, as applicable,
by funding specified amounts thereof and by funding a reduction or rescheduling (or both) of certain related
contractual payment obligations of the City as contemplated by the Funding Ordinance. They did this with
respect to the 2005 Subject UAAL by entering into and undertaking their obligations under the two respective
2005 Service Contracts and related agreements including a trust agreement, a contract administration
agreement and certain swap agreements. Similarly, they will do this again by entering into and performing
their obligations under the two respective 2006 Service Contracts, the Trust Agreement, the Contract
Administration Agreement and the 2006 Swap Agreements. The Service Corporations are not expected to
have a significant active role with regard to any outstanding 2006 Certificates after the 2006 Closing Date.

The governing body of each respective Service Corporation is its Board of Directors, comprised of
five directors. The Articles of Incorporation of each Service Corporation prescribe that its Board of Directors
shall consist of three officials of the City — the Finance Director, the Budget Director and the Corporation
Counsel — plus two members of the Detroit City Council appointed by the City Council. The current Board of
Directors of each Service Corporation is comprised of these same five individuals:
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A B
Kenneth V. Cockrel, Jr. City Council member
Alberta Tinsley-Talabi City Council member

The officers of both Service Corporations are: Mr. Short, President; Ms. Scales, Treasurer; and Mr. Johnson,
Secretary.

Detroit Retirement Systems Funding Trust 2006 (the 2006 Funding Trust) is a grantor trust that will
be established and existing under Michigan law beginning on the 2006 Closing Date. It will be created by the
Service Corporations, severally and not jointly, by their entering into the Trust Agreement on that date with
U.S. Bank National Association, as Trustee. The purposes of the 2006 Funding Trust are to purchase and
accept from the Service Corporations their assignment of the rights to receive all 2006 COP Service Payments
payable by the City under the 2006 Service Contracts, to issue and sell the 2006 Certificates in accordance
with the Trust Agreement and, acting through the Trustee, to pay all received 2006 COP Service Payments to
the 2006 Certificateholders. In the event that at any future time either Service Corporation enters into a service
contract with the City to provide for funding a particular amount of unfunded accrued actuarial liabilities of the
City other than the 2005 Subject UAAL, the 2006 Funding Trust will have nothing to do with those
transactions and the Service Corporation would have to create one or more other funding trusts to issue any
certificates of participation for those transactions.

UNDERWRITING

The Series 2006-A Certificates are being purchased by certain underwriters (Series 2006-A
Underwriters), and UBS Securities LLC is serving as representative for the Series 2006-A Underwriters. The
Series 2006-A Underwriters have agreed, subject to certain conditions, to purchase the Series 2006-A
Certificates from the 2006 Funding Trust at an aggregate purchase price of $147,333,422.10 (reflecting
underwriters’ discount of $1,206,577.90).

The Series 2006-B Certificates are being purchased by certain underwriters (Series 2006-B
Underwriters), and UBS Securities LLC is serving as representative for the Series 2006-B Underwriters. The
Series 2006-B Underwriters have agreed, subject to certain conditions, to purchase the Series 2006-B
Certificates from the 2006 Funding Trust at an aggregate purchase price of $793,501,667.42 (reflecting
underwriters’ discount of $6,498,332.58).

The Underwriters have agreed to reoffer the 2006 Certificates at the public offering prices or yields set
forth on the inside cover of this Offering Circular. The 2006 Certificates may be offered and sold to certain
dealers (including dealers depositing the 2006 Certificates into investment trusts) at prices lower than such
public offering prices, and such prices may be changed, from time to time, by the Underwriters. The
Underwriters’ obligations are subject to certain conditions, and they will be obligated to purchase all the 2006
Certificates if any 2006 Certificates are purchased.

The Underwriters may engage in over-allotment, stabilizing transactions, syndicate covering
transactions, and penalty bids in accordance with Regulation M under the Securities Exchange Act of 1934.
Over-allotment involves syndicate sales in excess of the offering size, which creates a syndicate short position.
Stabilizing transactions permit bids to purchase the underlying security so long as the stabilizing bids do not
exceed a specific maximum. Syndicate covering transactions involve purchases of the 2006 Certificates in the
open market after the distribution has been completed in order to cover syndicate short positions. Penalty bids
permit an Underwriter to reclaim a selling concession from a syndicate member when the 2006 Certificates
originally sold by such syndicate member are purchased in a syndicate covering transaction to cover syndicate
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entered into by the Service Corporations in connection with the 2006 Service Contracts.

Global Plan of Distribution

The 2006 Certificates are offered by the Underwriters for sale in those jurisdictions in the United
States, Europe, Asia, and elsewhere where it is lawful to make such offers. Each Underwriter has undertaken
that it will not offer, sell, or deliver, directly or indirectly, any of the 2006 Certificates or distribute this
Offering Circular or any other material relating to the 2006 Certificates, in or from any jurisdiction except
under circumstances that will, to the best of its knowledge and belief, result in compliance with the applicable
laws and regulations thereof and not impose any obligations on the City, the Service Corporations or the
Funding Trust except as contained in the underwriting agreement among the City, the Service Corporations
and the Underwriters. Persons who receive this Offering Circular are required to comply with all applicable
laws and regulations in each country or jurisdiction in which they purchase, offer, sell, or deliver the 2006
Certificates or have in their possession, distribute, or publish any offering material relating to the 2006
Certificates, in all cases at their own expense.

Reference Information about the 2006 Certificates

The table on the inside cover of this Offering Circular provides information about the 2006
Certificates. The CUSIP, ISIN and Euroclear and Clearstream Common Code numbers for each maturity have
been obtained from sources the City and the Service Corporations believe to be reliable, but the City, the
Service Corporations, the Trustee and the Underwriters are not responsible for the correctness of the CUSIP,
ISIN and Euroclear and Clearstream Common Code numbers or other identifying numbers assigned to the
2006 Certificates. The Underwriters have provided the reoffering yields and prices. The yield at issuance is
the yield to maturity.

RATINGS

At the City’s and the Service Corporations’ request, several rating agencies have rated the 2006
Certificates as set forth in the table below with the understanding that, upon delivery of the 2006 Certificates,
the insurance policies described under “2006 CERTIFICATE INSURANCE” will be issued.

Insured Rating Rating Agency
Series 2006-A Series 2006-B
Certificates Certificates
AAA AAA Fitch Ratings
Aaa Aaa Moody’s Investors Service, Inc.
AAA AAA Standard & Poor’s Ratings Services

In addition, at the City’s request, several rating agencies have assigned an underlying rating to the
2006 Certificates (the rating that would apply to the 2006 Certificates if the insurance policies were not issued)
as set forth in the table below.

Underlying Rating Rating Agency
Series 2006-A Series 2006-B
Certificates Certificates

BBB BBB Fitch Ratings

Baa2 Baa2 Moody’s Investors Service, Inc.

Aa2 Aa2 Moody’s Investors Service, Inc. (corporate equivalent rating)
BBB- BBB- Standard & Poor’s Ratings Services
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market price of the 2006 Certificates. The 2006 Funding Trust, the Service Corporations and City make no
representations as to the appropriateness of the ratings.

FINANCIAL ADVISORS

Robert W. Baird & Co. and Scott Balice Strategies, LLC each have been employed by the City to
perform professional services in the capacity of financial advisors with respect to the 2006 Service Contracts
and the 2006 Certificates.

INDEPENDENT ACCOUNTANTS

The basic financial statements of the City, as of and for the fiscal year ended June 30, 2005, included
in APPENDIX C, have been audited by the firm of KPMG LLP, independent accountants, to the extent
indicated in their report thereon, which also appears in APPENDIX C.

KPMG LLP's qualified report dated May 13, 2006, which is based on the reports of other auditors,
states that the financial statements of the Detroit Housing Commission Component Unit (Housing) included in
the City’s basic financial statements have not been audited and that KPMG LLP was not engaged to audit the
financial statements of Housing as part of the City's basic financial statements. Housing's financial activities
are included in the City's financial statements as a discretely presented component unit and represent 3.1%,
37.8% and 1.2% of the assets, net assets and revenues, respectively, of the City's aggregate discretely
presented component units.

TRUSTEE AND CONTRACT ADMINISTRATOR

U.S. Bank National Association will be the Trustee under the Trust Agreement which creates the 2006
Funding Trust pertaining to the 2006 Certificates and also the Contract Administrator under the Administration
Agreement pertaining to the 2006 Service Contract, the 2006 Swap Agreements and related matters. U.S.
Bank National Association also is the trustee under another trust agreement which created another funding
trust pertaining to the 2005 COPs and also the contract administrator under another contract administration
agreement pertaining to the 2005 Service Contracts, the 2005 Swap Agreements and related matters. See
“2006 SERVICE CONTRACT ADMINISTRATION.”

LEGAL MATTERS

Legal matters incident to the authorization, issuance, and sale of the 2006 Certificates are subject to
the approval of Lewis & Munday, A Professional Corporation, Detroit, Michigan, 2006 Certificate Counsel,
whose approving opinion, substantially in the form shown in APPENDIX G, will be delivered on the date of
issuance of the 2006 Certificates. In the event certificated 2006 Certificates are issued, the opinion will be
printed on the reverse side of each 2006 Certificate.

Certain legal matters will be passed upon for the Underwriters by their counsel, Honigman Miller
Schwartz and Cohn LLP, Detroit, Michigan.

A legal opinion addressing certain labor law matters will be delivered by Sullivan, Ward, Asher &
Patton, P.C., of Southfield, Michigan, as special labor counsel to the City.

A legal opinion addressing the United States federal income tax characterization of the 2006 Funding
Trust, the Scheduled Payments and Service Charges to be received by the 2006 Funding Trust under the 2006
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LITIGATION

The City is a defendant in numerous lawsuits and is also subject to other claims. Among these are the
following matters which relate to the administration of the City’s pension plans.

Trustees of the Policemen and Firemen Retirement System of the City of Detroit v City of Detroit. The
governing board (PFRS Board) of the City’s Police and Fire Retirement System (PFRS) filed this action in
June 2004 for a declaratory judgment that the PFRS Board can impose a shorter amortization period for the
City’s funding of the unfunded accrued actuarial liabilities (UAAL) of the PFRS than set forth in a 1974 City
ordinance, codified in the City Code. That ordinance and City Code section prescribed a 30-year amortization
period, to be reduced by one year each subsequent year until reaching, and thereafter maintaining, a 20-year
amortization period. The PFRS Board alleged that such ordinance provision is permissive only, and that under
an agreement entered into in 1992, the PFRS Board has the authority to establish amortization periods of less
than 20 years. The PFRS Board, accordingly, had adopted a declining amortization policy such that the
amortization period for computing the City’s annual contribution for PFRS UAAL due June 30, 2006 would be
13 years. The City denied that there was such an agreement, and argued that under the City Code there cannot
be an amortization period shorter than 20 years. Both sides moved for summary disposition, and on May 16,
2005, the Court granted summary disposition to the City. The PFRS Board appealed to the Michigan Court of
Appeals, which on February 28, 2006 reversed the lower court decision and granted “the Board’s declaratory
judgment that it has the authority under applicable law to set the amortization period.” On April 11, 2006, the
City applied for leave to appeal this decision to the Michigan Supreme Court, which has not yet ruled on the
application.

After such lower court decision in the City’s favor and before such Michigan Court of Appeals
decision in the PFRS Board’s favor, the City Council adopted an ordinance which became effective on
February 8, 2006, establishing a 30-year amortization period for the funding of PFRS UAAL. After the
Michigan Court of Appeals decision, on March 30, 2006, the PFRS Board adopted a resolution also
establishing a 30-year amortization period for the funding of PFRS UAAL (the Board Amortization
Resolution).

Detroit Police Officers Association, Charging Party, and City of Detroit, Respondent (Employment
Relations Commission, Michigan Department of Labor & Economic Growth (MERC)). An unfair labor
practice charge was filed against the City by the Detroit Police Officers Association (DPOA) on April 19,
2006, with the Employment Relations Commission. The DPOA in its charge asserts that the establishment of
the PFRS amortization schedule is a mandatory subject of bargaining and that the City engaged in an unfair
labor practice by representatives of the City, acting as trustees of the PFRS Board, voting in favor of the Board
Amortization Resolution. The period over which the City’s scheduled payment obligations are payable under
the 2006 PFRS Service Contract is determined with reference to action of the PFRS Board in its Board
Amortization Resolution.

The City’s special labor counsel, Sullivan, Ward, Asher & Patton, P.C., of Southfield, Michigan
(Labor Counsel), has reviewed the DPOA’s charge, the Board Amortization Resolution and applicable
MERC and court decisions. While recognizing that the outcome of any litigation or administrative proceeding
cannot be predicted with certainty, Labor Counsel will deliver its opinion that the establishment of the PFRS
amortization schedule is not a mandatory subject of bargaining and that the DPOA’s charge is wholly without
merit.  Certificate Counsel will deliver its approving opinion, substantially in the form shown in
APPENDIX G, on the date of issuance of the 2006 Certificates.
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exactly, the City and its Law Department have estimated that the liability for all such litigation and claims
approximates $132.9 million for governmental activities as of June 30, 2005.

City of Detroit v Detroit Plaza Limited Partnership. This is a condemnation action that was filed in
September of 2000. The property owners in this case initially challenged the necessity of the acquisition. The
City and the property owners ultimately reached an agreement for withdrawal of the necessity challenge,
which allowed the case to proceed only on the question of valuation of the property. The respective appraised
values for the property have served as the basis for the City's estimated just compensation and the property
owners claims, and would indicate that a material expense to the City might result from any adverse verdict.
The matter was tried in April 2004. A verdict of $25,000,000 was rendered by the jury. The City's estimated
just compensation was $13,712,500, which had been previously paid by the City. The increase was
approximately $11,287,500. A judgment was entered in May 2004. Motions for new trial, judgment
notwithstanding the verdict and remittitur, along with the property owners' motion for attorneys fees, costs and
case evaluation sanctions have been heard by the trial court. The trial court denied the City’s motions for new
trial and judgment notwithstanding the verdict, and granted the property owners motions for attorneys' fees and
costs. A claim of appeal was timely filed on October 12, 2004, and the parties have filed their briefs on appeal.
The City intends to continue to vigorously prosecute this matter through appeal. The City believes that the
trial court made a number of evidentiary rulings that were in error, but the ultimate outcome is difficult to
assess at this time.

Estate of Lamar Grable v Eugene Brown. The suit arises out of a shooting incident in which the
plaintiff's decedent died after being shot by Officer Brown. Both Officer Brown and his partner testified at
trial that the decedent fired his weapon twice and struck Brown twice in his abdominal area. Judgment was
entered on a jury verdict of $4,000,000 plus taxable costs of $18,510 and attorney fees of $255,055, against
City police officer Eugene Brown and in favor of the plaintiff. The Michigan Court of Appeals upheld the
judgment. An application for leave to appeal to the Michigan Supreme Court has been filed and is pending
before that Court.

HRT Enterprises, et al v City of Detroit. These consolidated inverse condemnation cases have two
plaintiffs: HRT Enterprises, a Michigan partnership, the fee owner of the industrial property in question; and
Merkur Steel Supply, Inc., a sub-tenant. The fee owner of the property seeks to compel the City to purchase
the subject buildings. After the trial court granted the City's summary disposition motion against HRT
Enterprises and Merkur Steel Supply, Inc, they filed on December 23, 2003, a timely claim of appeal of right
to the Michigan Court of Appeals from the trial court's grant of summary disposition in favor of the City. On
May 12, 2005, the Court of Appeals reversed the trial court’s decision on the HRT claim and affirmed its
decision on the Merkur claim. The HRT matter proceeded to trial on September 6, 2005 and the jury returned a
verdict in favor of the City. HRT filed post-judgment motions, which were denied by the trial court on
January 19, 2006. HRT’s appeal to the Michigan Court of Appeals, filed on February 8, 2006, is pending in
that Court.

Trustees of the Policemen and Firemen Retirement System of the City of Detroit v City of Detroit,
et al. The PFRS Board filed this lawsuit in August 2005 seeking payment of $53 million for the City’s unpaid
contribution obligation to the PFRS due June 30, 2005. The PFRS Board has since adopted a resolution
approving the City’s proposed settlement terms, and the lawsuit has been inactive by mutual agreement of the
parties pending completion of the settlement. Under the approved settlement terms, the balance of the June 30,
2005 required City contributions to the PFRS will be paid with interest at 7.8% per annum no later than
June 30, 2006, and the required City contributions to the PFRS due June 30, 2006 will be paid with interest at
7.8% per annum no later than June 30, 2007.
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claims of over four hundred class members have been adjudicated with a finding of liability in ninety-four of
those claims. The Court ruled in favor of the City on the issue of mitigation of damages, but permitted the
class to file an interlocutory appeal to the Sixth Circuit Court of Appeals, pursuant to 28 U.S.C. §1292b. This
relief is permissive and may or may not be granted by the Court of Appeals. In the interim, the District Court
has ordered the parties to continue resolving the liability claimants, pending the outcome of the potential
appeal. Because the Court found liability pursuant to 42 U.S.C. §1983, the Court will award attorneys fees and
costs to class counsel and the court-appointed special master.

800-Megahertz Communication System Cost Allocation Lawsuit. This is litigation brought by three
southeastern Michigan counties (Wayne, Oakland and Macomb Counties (collectively Counties)) against the
City in late 2005, within the proceedings of a longstanding case in the U.S. District Court involving the City
and its Detroit Water and Sewerage Department (DWSD), an enterprise fund department of the City. The
Counties are wholesale sewerage customers of DWSD and claim that the allocation to DWSD of 60% of the
$64.4 million capital (i.e., infrastructure) costs of the City’s 800-megahertz communication system (800-MHz
System), passed on, in part, to the Counties through DWSD’s rates, is improper. The City recently completed
construction of the 800-MHz System, which provides communication capabilities to all City departments for
both day-to-day operations and emergency response. The total cost of the 800-MHz System was
approximately $128 million. In May 2003, the City Budget Department, on behalf of all General Fund
departments, and the DWSD entered into a Memorandum of Understanding under which (a) DWSD took the
lead in contracting for and overseeing the construction of the 800-MHz System, and (b) DWSD paid 60% of
the project’s infrastructure costs and the General Fund departments paid the other 40%. The 60/40 allocation
was based on DWSD’s larger service area (approximately 1,000 square miles, including the City) compared to
the approximately 100 square-mile area of the City served by the General Fund departments, and on the
understanding that 15 of the 29 communications towers needed to support the 800-MHz System would be
constructed outside the City. Accordingly, of the total infrastructure costs of $64.4 million, DWSD paid $38.6
million and the General Fund departments paid the balance. The Counties argue in their court briefs that
DWSD’s allocated share of the infrastructure costs should have been closer to 6-8%, rather than 60%, based on
DWSD’s actual air time use of the 800-MHz System. The City intends to vigorously defend the original
allocation, but cannot predict the outcome of the litigation.

UNITED STATES FEDERAL TAX CONSIDERATIONS

NOTICE PURSUANT TO IRS CIRCULAR 230: TO ENSURE COMPLIANCE WITH
REQUIREMENTS IMPOSED BY THE INTERNAL REVENUE SERVICE, YOU ARE HEREBY
NOTIFIED THAT: (A) ANY DISCUSSION OF U.S. FEDERAL TAX CONSIDERATIONS IN
THIS OFFERING CIRCULAR IS NOT INTENDED OR WRITTEN TO BE RELIED UPON, AND
CANNOT BE RELIED UPON, BY ANY TAXPAYER FOR THE PURPOSE OF AVOIDING
PENALTIES THAT MAY BE IMPOSED UNDER THE UNITED STATES INTERNAL REVENUE
CODE; (B) THIS OFFERING CIRCULAR IS WRITTEN IN CONNECTION WITH THE
PROMOTION OR MARKETING OF THE TRANSACTIONS OR MATTERS DISCUSSED HEREIN;
AND (C) YOU SHOULD SEEK ADVICE BASED ON YOUR PARTICULAR CIRCUMSTANCES
FROM AN INDEPENDENT TAX ADVISOR.
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Revenue Code of 1986, as amended (the Code), and who would be treated as holding the 2006 Funding
Trust’s right to receive 2006 COP Service Payments under the 2006 Service Contracts as a capital asset if they
held such right directly. This discussion is limited to initial purchasers of 2006 Certificates. Investors
(including subsequent purchasers of 2006 Certificates) are strongly urged to consult their own tax
advisors about the U.S. federal, state (including State of Michigan), local and other tax consequences of
the purchase, ownership and disposition of 2006 Certificates.

This discussion is based on the Code, administrative pronouncements, judicial decisions and existing
and proposed U.S. Department of Treasury regulations. Prospective purchasers should note that no rulings
have been or will be sought from the Internal Revenue Service (IRS) with respect to any of the U.S. federal tax
considerations discussed below, and no assurance can be given that the IRS will not take contrary positions.
Mayer, Brown, Rowe & Maw LLP has opined on none of the tax considerations discussed below except as
expressly indicated below.

As used below, the term “U.S. 2006 Certificateholder” means a beneficial owner of a 2006
Certificate who is a citizen or resident of the United States or a U.S. domestic corporation, or a 2006
Certificateholder who otherwise will be subject to U.S. federal income taxation on a net basis in respect of the
2006 Certificates; and the term “Non-U.S. 2006 Certificateholder” means a beneficial owner of a 2006
Certificate other than a U.S. 2006 Certificateholder. Except as stated below, the following discussion does not
address any tax considerations that apply specifically to a Non-U.S. 2006 Certificateholder.

Tax Status of the 2006 Funding Trust

In the opinion of Mayer, Brown, Rowe & Maw LLP, the 2006 Funding Trust will be treated as a
grantor trust under Subpart E, Part I of Subchapter J of the Code, and each 2006 Certificateholder will be
treated for U.S. federal income tax purposes as the owner of an undivided pro rata interest in the payments in
respect of the 2006 Service Contracts received by the 2006 Funding Trust that are attributable to the specific
maturity of such 2006 Certificateholder’s 2006 Certificate.

Tax Status of the 2006 COP Service Payments under the 2006 Service Contracts

In the opinion of Mayer, Brown, Rowe & Maw LLP, payments in respect of the 2006 Service
Contracts received by the 2006 Funding Trust will constitute payments in respect of indebtedness for U.S.
federal income tax purposes. Accordingly, the Service Charges received by the 2006 Funding Trust under the
2006 Service Contracts will constitute interest in respect of indebtedness for U.S. federal income tax purposes.

Agreements Regarding Tax Status of the 2006 Funding Trust and
2006 COP Service Payments under the 2006 Service Contracts

The City. In a written agreement the City agrees that, for all federal, state and local income, business,
franchise and modified value added tax purposes, the City shall treat Scheduled Payments and Services
Charges as payments in respect of indebtedness for all such tax purposes (but the City expressly acknowledges
and agrees that the Service Charges and Scheduled Payments made by the City under the 2006 Service
Contracts do not constitute indebtedness of the City for purposes of any State of Michigan constitutional or
non-tax statutory or Charter limitation).
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Trust Estate attributable to such 2006 Certificateholder’s 2006 Certlﬁcate(s) and (iii) the 2006 COP Service
Payments will constitute payments in respect of indebtedness (but the Service Corporations expressly
acknowledge and agree that the 2006 Funding Trust and the 2006 COP Service Payments do not constitute or
create any indebtedness of the City for purposes of any State of Michigan constitutional or non-tax statutory or
Charter limitation).

2006 Certificateholders. By purchasing or acquiring a 2006 Certificate, each 2006 Certificateholder
agrees that for all U.S. federal, state and local income, business, franchise and modified value added tax
purposes, (i) 2006 Certificateholder will treat the 2006 Funding Trust as a grantor trust under the Code,
(i1) each 2006 Certificateholder will be treated as the owner of an undivided pro rata interest in the portion of
the grantor Trust Estate attributable to such 2006 Certificateholder’s 2006 Certificate(s), and (iii)) 2006
Certificateholder will treat the 2006 COP Service Payments as payments in respect of indebtedness (and will
thereby also acknowledge that the Services Charges and Scheduled Payments made by the City under the 2006
Service Contracts do not constitute indebtedness of the City for purposes of any State of Michigan
constitutional or non-tax statutory or Charter limitation).

Tax Status of the Service Corporations

In the opinion of Mayer, Brown, Rowe & Maw LLP, the Service Corporations will either be treated as
an integral part of the City or their gross income from the transactions described in this Offering Circular will
constitute gross income described in Section 115 of the Code, and the Service Corporations will not be subject
to U.S. federal income tax in respect of any income derived by the Service Corporations from the transactions
described in this Offering Circular.

U.S. 2006 Certificateholders

Interest Income. A U.S. 2006 Certificateholder will be required to recognize its allocable share of the
Service Charges payable under the 2006 Service Contracts as interest income in accordance with the 2006
Certificateholder’s method of tax accounting. Accordingly, a cash method U.S. 2006 Certificateholder will
recognize its allocable share of the Service Charges as interest income at the time the Service Charges are
received by the 2006 Funding Trust. An accrual method U.S. 2006 Certificateholder will recognize its
allocable share of the Service Charges at the time the Service Charges are accrued by the 2006 Funding Trust.

Original Issue Discount. In the event that the face amount of a 2006 Certificate exceeds its issue
price, the excess constitutes original issue discount (OID) provided that such excess equals or exceeds 0.25%
of the face amount of the 2006 Certificate multiplied by the number of complete years to maturity from the
issue date of the 2006 Certificate (such 2006 Certificates being OID 2006 Certificates). The issue price of
2006 Certificates of a particular maturity is the first price at which a substantial amount of the 2006
Certificates of that maturity are sold (excluding, without limitation, sales to bond houses, brokers or
underwriters). The issue price of Series 2006-A Certificates of each maturity is expected to be the amount set
forth on the inside cover of this Offering Circular, but is subject to change based on actual sales.

With respect to a U.S. 2006 Certificateholder that purchases in the initial offering an OID 2006
Certificate, the amount of OID that accrues in respect of the OID 2006 Certificate during any accrual period
equals (i) the adjusted issue price of the OID 2006 Certificate at the beginning of the accrual period, multiplied
by (ii) the yield to maturity of the OID 2006 Certificate, less (iii) the amount of any stated interest payable on
the OID 2006 Certificate allocable to the accrual period. The “accrual periods” of an OID 2006 Certificate
generally correspond to the six-month intervals ending on the June 15 and December 15 interest payment dates
on the OID 2006 Certificate, with a first long accrual period from the 2006 Closing Date to December 15,
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The amount of OID so accrued on an OID 2006 Certificate during a particular accrual period will be
divided by the number of days in the accrual period to derive a “daily portion.” A U.S. 2006 Certificateholder
who owns an OID 2006 Certificate must include as ordinary income the daily portions of OID that accrue on
the OID 2006 Certificate for each day during the taxable year on which the U.S. 2006 Certificateholder owns
the OID 2006 Certificate. Such an inclusion in advance of receipt of the cash attributable to the income is
required even if the U.S. 2006 Certificateholder is on the cash method of accounting for U.S. federal income
tax purposes. The amount of OID includible in a U.S. 2006 Certificateholder’s income will increase the U.S.
2006 Certificateholder’s tax basis in the OID 2006 Certificate for purposes of determining the U.S. 2006
Certificateholder’s gain or loss upon a sale, exchange or redemption of the OID 2006 Certificate.

Trustee’s Fees and Expenses. In general, each U.S. 2006 Certificateholder will be entitled to deduct,
consistent with its method of tax accounting, its pro rata share of fees and expenses, if any, paid or incurred by
the 2006 Funding Trust as provided in Sections 162 or 212 of the Code. The U.S. federal income tax treatment
of the Trustee’s fees is unclear, and prospective U.S. 2006 Certificateholders should consult their own tax
advisors regarding such treatment, including the effect of the possible treatment of the Trustee’s fees as having
been constructively received by the 2006 Funding Trust from the City (followed by the constructive payment
of such fees by the 2006 Funding Trust).

If a U.S. 2006 Certificateholder is an individual, estate or trust, the deduction for the 2006
Certificateholder’s share of the fees and expenses, if any, paid or incurred by the 2006 Funding Trust,
including the Trustee’s fees, will be allowed only to the extent that all of the 2006 Certificateholder’s
miscellaneous itemized deductions exceed 2% of the 2006 Certificateholder’s adjusted gross income. In
addition, in the case of U.S. 2006 Certificateholders who are individuals, certain otherwise allowable itemized
deductions will be subject generally to additional limitations on itemized deductions under the applicable
provisions of the Code.

Sale or Other Disposition of a 2006 Certificate. Upon the sale, exchange or redemption of a 2006
Certificate owned by a U.S. 2006 Certificateholder, the 2006 Certificateholder will recognize gain or loss in an
amount generally equal to the difference between the amount realized by the 2006 Certificateholder on the
sale, exchange or redemption and the 2006 Certificateholder’s adjusted tax basis in its 2006 Certificate. A
U.S. 2006 Certificateholder’s adjusted tax basis in its 2006 Certificate will equal the price paid by the 2006
Certificateholder for the 2006 Certificate (excluding the portion of such price, if any, attributable to accrued
interest on the 2006 Certificate), increased by any amounts includible in income by the 2006 Certificateholder
as OID on the 2006 Certificate, and reduced by the 2006 Certificateholder’s allocable share of Scheduled
Payments received by the 2006 Funding Trust under the 2006 Service Contracts. In general, any such gain or
loss recognized by a U.S. 2006 Certificateholder would be capital gain or loss, and will be long-term capital
gain or loss if the 2006 Certificateholder held the 2006 Certificate for more than one year.

Non-U.S. 2006 Certificateholders

A Non-U.S. 2006 Certificateholder that has no connection with the United States other than holding a
2006 Certificate will not be subject to U.S. withholding or income tax with respect to the 2006 Certificate;
provided, with respect to interest (including OID), that the 2006 Funding Trust’s rights to receive 2006 COP
Service Payments under the 2006 Service Contracts are considered “portfolio debt investments” (as defined in
Sections 871(h) and 881(c) of the Code) and that such 2006 Certificateholder provides an appropriate
statement (generally on IRS Form W-8BEN), signed under penalties of perjury, identifying the Non-U.S. 2006
Certificateholder and stating, among other things, that such 2006 Certificateholder is a non-U.S. person.
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federal income tax with respect to all income attributable to the 2006 Certificate at regular rates then applicable
to U.S. taxpayers (and, in the case of corporations, possibly also the branch profits tax). A Non-U.S. 2006
Certificateholder will not be considered engaged in a United States trade or business solely by reason of
holding a 2006 Certificate.

Information Reporting and Backup Withholding

Information reporting to the IRS generally will be required with respect to amounts distributed by the
2006 Funding Trust to 2006 Certificateholders other than corporations and other exempt recipients. A
“backup” withholding tax at the rates described below will apply to those payments if such 2006
Certificateholder fails to provide certain identifying information (such as the 2006 Certificateholder’s taxpayer
identification number) to the Trustee. Non-U.S. 2006 Certificateholders generally will be required to comply
with applicable certification procedures to establish that they are not U.S. 2006 Certificateholders in order to
avoid the application of such information reporting requirements and backup withholding. Any amount
withheld under the backup withholding rules will be allowable as a credit against the 2006 Certificateholder’s
U.S. federal income tax, provided that the required information is provided to the IRS. The current backup
withholding rate of 28% applies to payments made through the year 2010. For payments made after the year
2010, the backup withholding rate will be increased to 31%.

State and Other Tax Considerations

In addition to the U.S. federal income tax considerations described above, potential investors should
consider the state, local and foreign tax consequences of the acquisition, ownership and disposition of the 2006
Certificates offered under this Offering Circular. Such other tax laws may differ substantially from the
corresponding U.S. federal income tax law, and the discussion above does not purport to describe any aspect of
the tax laws of any state, local, foreign or other jurisdiction.

Under existing Michigan law, the State’s single business tax (SBT) act will be automatically repealed
for tax years that begin after December 31, 2009. The SBT is a general tax on business activity conducted in
Michigan. In 2005, the State Governor announced an SBT reform proposal to amend and continue the SBT
beyond December 31, 2009. The State Legislature has passed alternative tax reforms, some of which the
Governor has signed into law. Such recent enacted State tax reforms did not amend or change any provisions
of the SBT applicable to the issuance, purchase, holding or disposition of the 2005 COPs or the 2006
Certificates.

On May 30, 2006, petitions were filed with the Michigan Secretary of State for a proposal to be placed
on the ballot for the State-wide general election in November 2006, to initiate legislation to repeal the SBT on
December 31, 2007 and to encourage the State Legislature to enact unspecified replacement taxes on business.
The State Senate Majority Leader and the State House Speaker have established a Senate-House committee to
recommend a replacement State business tax proposal by December 1, 2006, with plans for a vote on the
replacement proposal in the State Legislature before the year-end. They announced plans for the State
Legislature to enact the petitioners’ proposed December 31, 2007 repeal of the SBT after the petitions are
certified by the Secretary of State, which legislation would not be subject to the Governor’s veto. It is not
possible to predict whether the petitions will be certified, whether or when such or other SBT reform
legislation will be enacted into law in the State, whether or when a replacement State tax on business
conducted in Michigan will be enacted into law, or the provisions and effect of any such potential legislation.
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The Employee Retirement Income Security Act of 1974, as amended (ERISA), imposes certain
fiduciary and prohibited transaction restrictions on employee pension and welfare benefit plans subject to
ERISA (ERISA Plans). Section 4975 of the Code imposes essentially the same prohibited transaction
restrictions on, among other things, tax-qualified retirement plans described in Section 401(a) of the Code
(Qualified Retirement Plans) and on Individual Retirement Accounts described in Sections 408(a) and (b)
and 408A of the Code (collectively, Tax-Favored Plans).

Certain employee benefit plans, such as governmental plans (as defined in Section 3(32) of ERISA)
and, if no election has been made under Section 410(d) of the Code, church plans (as defined in Section 3(33)
of ERISA), are not subject to ERISA requirements. Accordingly, assets of such plans may be invested in 2006
Certificates without regard to the ERISA considerations described below, subject to the provisions of
applicable federal and state law. Any such plan which is a Qualified Retirement Plan and exempt from
taxation under Sections 401(a) and 501(a) of the Code, however, is subject to the prohibited transaction rules
set forth in the Code.

In addition to the imposition of general fiduciary requirements (including those of investment
prudence and diversification, and the requirement that a plan’s investment be made in accordance with the
documents governing the plan), Section 406 of ERISA and Section 4975 of the Code prohibit a broad range of
transactions involving assets of ERISA Plans, Tax-Favored Plans and entities whose underlying assets include
plan assets by reason of ERISA Plans or Tax-Favored Plans investing in such entities (collectively, Benefit
Plans) and persons who have certain specified relationships to the Benefit Plans (Parties in Interest or
Disqualified Persons), unless a statutory or administrative exemption is available. Certain Parties in Interest
(or Disqualified Persons) that participate in a prohibited transaction may be subject to a penalty (or an excise
tax) imposed pursuant to Section 502(i) of ERISA (or Section 4975 of the Code) unless a statutory or
administrative exemption is available.

Certain transactions involving the purchase, holding, or transfer of 2006 Certificates might be deemed
to constitute prohibited transactions under ERISA and the Code if assets of the City or the 2006 Funding Trust
were deemed to be assets of a Benefit Plan. Under a regulation issued by the United States Department of
Labor (Plan Asset Regulation), the assets of the City, the Service Corporations or the 2006 Funding Trust
would be treated as plan assets of a Benefit Plan for the purposes of ERISA and the Code only if the Benefit
Plan acquires an “equity interest” in the City, the Service Corporations or the 2006 Funding Trust and none of
the exceptions contained in the Plan Assets Regulation is applicable.

An equity interest is defined under the Plan Asset Regulation as an interest in an entity other than an
instrument which is treated as indebtedness under applicable local law and which has no substantial equity
features. Although there can be no assurances in this regard, it appears that the 2006 Certificates should be
treated as debt without substantial equity features for purposes of the Plan Asset Regulation. Although also
not free from doubt, it also appears that, so long as the 2006 Certificates retain a rating of at least investment
grade, they should continue to be treated as indebtedness without substantial equity features for the purposes of
the Plan Asset Regulation.

However, without regard to whether the 2006 Certificates are treated as an equity interest for such
purposes, the acquisition or holding of 2006 Certificates by or on behalf of a Benefit Plan could be considered
to give rise to a prohibited transaction if the City, the Service Corporations or the 2006 Funding Trust, or any
of their affiliates, is or becomes a Party in Interest or a Disqualified Person with respect to such Benefit Plan.
A prohibited transaction could also occur in the event that a Benefit Plan transfers a 2006 Certificate to a Party
in Interest or a Disqualified Person. In such case, certain exemptions from the prohibited transaction rules
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A transferee (including any purchaser in the initial transfer of the 2006 Certificates) of the 2006
Certificates or any interest therein, who is a trustee of or is acting on behalf of a Benefit Plan or who is using
Benefit Plan assets to effect such transfer, will be deemed to represent that: (i) at the time of such transfer the
2006 Certificates are rated at least investment grade and such transferee believes that the 2006 Certificates are
properly treated as indebtedness without substantial equity features for purposes of the Plan Asset Regulation,
and agrees to so treat the 2006 Certificates, or (ii) such transferee’s acquisition and holding of the 2006
Certificates do not result in a violation of the prohibited transaction rules of Section 406 of ERISA or Section
4975 of the Code because the transaction is covered by an applicable exemption, including PTCE 96-23,
95-60, 91-38, 90-1 or 84-14. In addition such transferee will be deemed to represent that neither the City,
either Service Corporation or any provider of credit support nor any of their affiliates is a Party in Interest with
respect to such Benefit Plan.

Alternatively, a prospective transferee of the 2006 Certificates or any interest therein who is a trustee
of, or who is acting on behalf of, a Benefit Plan, or who is using Benefit Plan assets to effect such transfer,
may provide the City, the Service Corporations or the 2006 Funding Trust, as applicable, an opinion of counsel
satisfactory to such trustee, which opinion will not be at the expense of the City, the Service Corporations or
the 2006 Funding Trust, that the purchase, holding and transfer of the 2006 Certificates or interests therein is
permissible under applicable law, and will not constitute or result in any non-exempt prohibited transaction
under Section 406 of ERISA or Section 4975 of the Code and will not subject the City, the Service
Corporations or the 2006 Funding Trust to any obligation in addition to those undertaken in the 2006 Service
Contracts or the Trust Agreement, as applicable.

Any ERISA Plan fiduciary considering whether to purchase 2006 Certificates on behalf of an ERISA
Plan should consult with its counsel regarding the applicability of the fiduciary responsibility and prohibited
transaction provisions of ERISA and the Code to such investment and the availability of any of the exemptions
referred to above. Persons responsible for investing the assets of Tax-Favored Plans that are not ERISA Plans
should seek similar counsel with respect to the prohibited transaction provisions of the Code. Moreover, each
Benefit Plan fiduciary should take into account, among other considerations:

e whether the fiduciary has the authority to make the investment;

e whether the investment constitutes a direct or indirect transaction with a Party in Interest
or Disqualified Person;

e the diversification by type of the assets in the Benefit Plan’s portfolio;
e the Benefit Plan’s funding objectives;
e the tax effect of the investment; and

e  whether under the general fiduciary standards of investment procedure and diversification
an investment in the securities is appropriate for the Benefit Plan, taking into account the
overall investment policy of the Plan and the composition of the Benefit Plan’s
investment portfolio.
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Report). The City will agree to send the Annual Report, by about January 26 of each year, to each nationally
recognized municipal securities information repository (NRMSIR) and Michigan’s State Information
Depository (SID), in each case as designated from time to time by the United States Securities and Exchange
Commission (the SEC). The City will also agree to provide notices of the occurrence of certain events
specified in the undertaking to each NRMSIR, or the Municipal Securities Rulemaking Board (MSRB), and to
any SID. A copy of the undertaking is set forth in APPENDIX H.

In order to provide continuing disclosure with respect to the 2006 Certificates in accordance with such
undertaking and with Rule 15¢2-12 promulgated by the Securities and Exchange Commission pursuant to the
Securities Exchange Act of 1934, as amended, the City has entered into a Disclosure Dissemination Agent
Agreement (Disclosure Dissemination Agreement) for the benefit of the beneficial owners of the 2006
Certificates with Digital Assurance Certification, L.L.C. (DAC), under which the City has designated DAC as
Disclosure Dissemination Agent.

The Disclosure Dissemination Agent has only the duties specifically set forth in the Disclosure
Dissemination Agreement. The Disclosure Dissemination Agent’s obligation to deliver the information at the
times and with the contents described in the Disclosure Dissemination Agreement is limited to the extent that
the City has provided such information to the Disclosure Dissemination Agent as required by the Disclosure
Dissemination Agreement. The Disclosure Dissemination Agent has no duty with respect to the contents of
any disclosures made or notice given pursuant to the terms of the Disclosure Dissemination Agreement. The
Disclosure Dissemination Agent has no duty or obligation to review or verify any information in the Annual
Report, any audited financial statements, notice or voluntary report, or any other information, disclosures or
notices provided to it by the City and shall not be deemed to be acting in any fiduciary capacity for the City,
the beneficial owners of the 2006 Certificates or any other party. The Disclosure Dissemination Agent has no
responsibility for the City’s failure to report to the Disclosure Dissemination Agent any specified event or a
duty to determine the materiality thereof. The Disclosure Dissemination Agent shall have no duty to determine
or liability for failing to determine whether the City has complied with the Disclosure Dissemination
Agreement. The Disclosure Dissemination Agent may conclusively rely upon certifications of the City at all
times.

Copies of the notices may be obtained from:

Mail: DAC Digital Assurance Certification
390 N. Orange Avenue, 17th Floor
Orlando, FL 32801

Attn: Jenny Emami
Client Service Manager

Phone: 407-515-1100

E-mail: jemami@dacbond.com

Web site: www.dacbond.com

The undertaking also describes the consequences if the City fails to provide any required information.
A failure by the City to comply with the undertaking must be reported by the City in accordance with Rule
15¢2-12 and must be considered by any broker, dealer or municipal securities dealer before recommending the
purchase or sale of the 2006 Certificates in the secondary market. Consequently, such failure may adversely
affect the marketability and liquidity of the 2006 Certificates and the market price therefor.
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system bonds), May 5, 2005 (for other bonds) and June 1, 2006.

Dated: June 7, 2006 CITY OF DETROIT

By /s/ Roger Short
Roger Short
Its:  Interim Finance Director

DETROIT GENERAL RETIREMENT SYSTEM
SERVICE CORPORATION

By /s/ Roger Short
Roger Short
Its:  President

DETROIT POLICE AND FIRE RETIREMENT
SYSTEM SERVICE CORPORATION

By /s/ Roger Short
Roger Short
Its:  President
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The summaries of certain provisions of the Service Contracts, the Contract Administration Agreement
and the Trust Agreement set forth below do not purport to be complete and are qualified by reference to the
complete text of such documents. All capitalized terms used in this APPENDIX A, unless otherwise defined
or the context otherwise indicates, have the same meaning as in the Service Contracts, the Trust Agreement,
the Contract Administration Agreement and the forepart of this Offering Circular.

DEFINITIONS OF CERTAIN TERMS

All capitalized terms that are defined in the Offering Circular which precedes this APPENDIX A have
the same meaning in this Appendix, unless the context otherwise indicates. All other capitalized terms used in
this Appendix, unless otherwise defined or the context otherwise indicates, have the same meaning as in the
Service Contracts, the Trust Agreement and the Contract Administration Agreement. Certain of those terms
are defined as follows, unless the context clearly otherwise requires.

Additional Service Payments means such periodic amounts as may be necessary to provide for the
general administrative expenses of the Service Corporations as authorized or permitted by the Act of Council
plus compensation, expenses and indemnification due the Trustee under the Trust Agreement and certain
amounts payable by the Corporation to the Enforcement Officer and the Insurers under the Contract
Administration Agreement.

Authorized Denominations means (a) for Series 2006-A Certificates, denominations of $5,000 and
any multiple thereof; and (b) for Series 2006-B Certificates, denominations of $25,000 and multiples of $1,000
in excess thereof.

Authorized Investments means direct obligations of, or obligations unconditionally guaranteed by,
the United States of America (US Governments) and repurchase agreements whereby the counterparty agrees
to repurchase US Governments so long as the obligations to be repurchased are under the exclusive “control”
(as defined in Article 8 of the applicable Uniform Commercial Code or correlative Treasury Regulations) of
the Service Corporation. STRIPS issued by the United States Treasury are Authorized Investments, but
private proprietary stripped US Governments, whether interest or principal strips, are not Authorized
Investments.

Beneficial Owner means any Person who indirectly owns Certificates pursuant to Part 5 of Article 8
of the Michigan Uniform Commercial Code.

Certificates or Certificates of Participation mean the Certificates of Participation issued by the 2006
Funding Trust representing beneficial interests in the Service Payments other than Hedge Payables, Contract
Administrator Payments and Additional Service Payments (i.e., beneficial interests in the Funding Trust
Receivables only).

Contract Administrator Payments means amounts equal to amounts payable as fees, expenses and
indemnification of the Contract Administrator in accordance with the Contract Administration Agreement,
including reasonable fees and expenses of its counsel, in connection with any waiver or consent thereunder or
any amendment thereof or of a Service Contract, or in connection with the enforcement thereof.

Credit Insurance means any insurance intended to protect owners of Certificates from loss arising
from a failure of the City to timely pay Service Charges or Scheduled Payments. Credit Insurance
also means any financial arrangement intended to protect a Hedge Counterparty from a failure of a Service
Corporation to timely pay any Hedge Payable.
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Enforcement Officer means the same entity who is acting as the Contract Administrator but
in its separate capacity as the Enforcement Officer under provisions of the Contract Administration
Agreement which apply only if and when all Insurers are in default under their respective Credit
Insurance.

Fixed Rate Funding Portion means all the portion, if any, of the Stated Funding Amount to be
funded in a particular Funding equal to the total of the Scheduled Payments set forth for Fixed Rate Service
Charges.

Fixed Rate Service Charge Class means all Scheduled Payments that have related Service Charges
determined by a fixed rate methodology.

Funding means the Service Corporation’s funding the Stated Funding Amount by the provision of
money through the issuance of Certificates.

Funding Costs has the meaning given within the definition of “Service Charges” below.

Funding Rate Portion means the Fixed Rate Funding Portion or the Variable Rate Funding Portion
as the context may require.

Funding Trust Receivables means any Principal Related Receivables or Interest Related
Receivables. (This corresponds to the right to receive 2006 COP Service Payments payable by the City under
each Service Contract.)

Hedge Amount means, in connection with any Optional Prepayment of Scheduled Payments, the
amount, if any, of any Hedge Termination Payable that will be owed by the Service Corporation pursuant to
any Stated Hedge relating to the Scheduled Payments being prepaid as a result of any required reduction in the
notional amount of such Stated Hedge due to such prepayment and the Hedge Periodic Payable, if any, accrued
to the date of termination.

Hedge Counterparty means the particular counterparty as to any Stated Hedge.

Hedge Payable means, after giving effect to any netting under the particular Stated Hedge, any Hedge
Periodic Payable or any Hedge Termination Payable as the context may require.

Hedge Periodic Payable means, after giving effect to any netting under the particular Stated Hedge,
a periodic amount owing by a Service Corporation under a Stated Hedge to the respective Hedge Counterparty.

Hedge Periodic Receivables means, after giving effect to any netting under the particular Stated
Hedge, periodic payments owing by the Hedge Counterparty under a Stated Hedge.

Hedge Receivable means any Hedge Periodic Receivable or Hedge Termination Receivable as the
context may require.

Hedge Termination Payable means, after giving effect to any netting under the particular Stated
Hedge, any termination payment owing by a Service Corporation under a Stated Hedge to the respective
Hedge Counterparty.

Hedge Termination Receivable means, after giving effect to any netting under the particular Stated
Hedge, any termination payment owing by the Hedge Counterparty under a Stated Hedge.

Insurer means the Person obligated under Credit Insurance to make payments with respect to
Certificates or a Stated Hedge.

Interest Related Receivable means an amount owing by the City as a Service Charge, including any
Accrued Service Charges. (This corresponds to interest on the Certificates.)
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books of the Securities Depository.

Payment Time means 12:00 noon, Detroit, Michigan time.

Principal Related Receivable means an amount owing by the City as a Scheduled Payment (whether
a Regular Scheduled Payment or a Sinking Fund Installment) or an Optional Prepayment Amount exclusive on
any prepayment premium. (These correspond to principal of the Certificates.)

Scheduled Payments means the payments specified and so defined in each Service Contract Specific
Terms. (These correspond to principal of the Certificates.)

Service Charge Class means all Scheduled Payments that have the same methodology for
determining related Service Charges..

Service Charges means the amounts payable under the Service Contract by the City to the Service
Corporation on Service Charge Payment Dates sufficient to pay the periodic costs of capital (Funding Costs)
incurred by the 2006 Funding Trust for the particular Funding. (This corresponds to interest on the
Certificates.) Service Charges do not include Hedge Payables.

Service Contract Deficiency means any unsatisfied amount under the following clauses set
forth under "SUMMARY OF CERTAIN PROVISIONS OF THE SERVICE CONTRACTS - Satisfaction of
Service Payments - Preservation of Parity among Service Contracts” below in this Appendix: First, Second,
Fourth and Sixth.

Service Contract Priority Sections means those particular numbered clauses set forth under
“SUMMARY OF CERTAIN PROVISIONS OF THE SERVICE CONTRACTS - Satisfaction of Service
Payments - Preservation of Parity among Service Contracts” below in this Appendix.

Service Payments has the meaning given under “SUMMARY OF CERTAIN PROVISIONS OF THE
SERVICE CONTRACTS - Satisfaction of Service Payments - Service Payments” below.

Stated Funding Amount means the total amount to be funded by the Service Corporation in the
Initial Funding or in an Additional Funding, as applicable.

Stated Hedge means a variable to fixed interest rate swap agreement permitted by the Act of Council
and specified in a Service Contract, entered into between a Service Corporation and a Hedge Counterparty.

Tender Amount means an amount sufficient to pay to all entitled beneficial owners of the tendered
Series 2005-B COPs being purchased by the Service Corporation: (i) all of the Scheduled Payments and
accrued Service Charges that the City is obligated to pay under the 2005 Service Contract with respect to such
tendered Series 2005-B COPs, and (ii) any applicable premiums.

Trust Estate means the Funding Trust Receivables arising under the GRS Service Contract, the
Funding Trust Receivables arising under the PFRS Service Contract, and all proceeds of the foregoing.

2005 Trustee means the trustee under the Trust Agreement dated June 2, 2005, under which the
Series 2005-A COPs were issued.

Variable Rate Funding Portion means all the portion, if any, of the Stated Funding Amount to be

funded in a particular Funding equal to the total of the Scheduled Payments set forth for Variable Rate Service
Charges.
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There are two separate and distinct Service Contracts. One is called the General Retirement System
Service Contract 2006, between Detroit General Retirement System Service Corporation (the GRS Service
Corporation) and the City. The other is called the Police and Fire Retirement System Service Contract 20006,
between Detroit Police and Fire Retirement System Service Corporation (the PFRS Service Corporation) and
the City. Each Service Contract is comprised of its own two documents, called the General Terms (dated as of
June 1, 2006) and the Specific Terms (dated June __, 2006), which operate together as if they were combined
in a single document.

Although separate and distinct, the two Service Contracts are similar in form and substance, and the
summary below fits each Service Contract. The ways in which the two Service Contracts differ from each
other (e.g., they have different Service Corporations as a party and different Funding Amounts) are not
affected by the generality of the summary below. This summary should be read in the context of describing
either one of the two Service Contracts, and not in the context of describing both of them collectively. Thus,
for example, the term “the Service Corporation” when used in the summary below means the GRS Service
Corporation if the summary is read in the context of describing its Service Contract, or otherwise means the
PFRS Service Corporation if the summary is read in the context of describing its Service Contract.

The two Service Contracts mentioned and summarized in this Appendix A are called the “2006
Service Contracts” in the forepart of this Offering Circular. They should be distinguished from two
different service contracts which are called the “2005 Service Contracts” in the forepart of this Offering
Circular. All references to a “Service Contract” or “Service Contracts” in this Appendix A are always
to such 2006 Service Contracts and never to such 2005 Service Contracts.

Service and Funding Arrangements

Provision of Services

The services of the Service Corporation consist of further relieving the financial burden of the 2005
Subject UAAL to the City in the current and in future years by assisting the City in realizing financial benefits
that would have been available on the effective date of the 2005 Service Contracts if the City could have then
utilized a 30-year period for payment of its scheduled 2005 COP Service Payments rather than a 13-year
period under the 2005 PFRS Service Contract and a 20-year period under the 2005 GRS Service Contract,
corresponding to the amortization periods then in effect for amortization of PFRS UAAL and GRS UAAL
respectively. Given that each such amortization period has since been extended to 30 years, the Service
Corporation agrees in the Service Contract to provide its services through taking the following actions: (a) the
Service Corporation shall fund the Stated Funding Amount on the Closing Date (the Initial Funding), (b) the
Service Corporation shall fund any Hedge Termination Payable in whole or in part as requested of the City and
approved by the City Council, and (c) the Service Corporation shall fund payment of some or all Service
Payments as requested by the City and approved by City Council (funding pursuant to this clause (c) or the
preceding clause (b), an Additional Funding). An Additional Funding shall be accomplished under one or
more other service contracts, not under the Service Contract. An Additional Funding may include such things
in the nature of Costs of Issuance, Prepaid Service Charges and Underwriters’ Discount as authorized or
permitted by the approval of the City Council of the Additional Funding.

“Funding” as used above means the provision of money through the issuance of Certificates and does

not mean or imply any further authorization of the City to make any Contract Payment other than Contract
Payments in connection with any Additional Funding.
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contractual obligations of the City, enforceable in the same manner as any other contractual obligation of the
City, and are not general obligations of the City to which the City has pledged its full faith and credit.

Funding Obligation

The obligation of the Service Corporation to provide the Initial Funding or any Additional Funding is
subject to the receipt by the Service Corporation of proceeds sufficient for the Funding from the sale of
Certificates. The Service Corporation shall use its best efforts to cause the consummation of the offering and
sale by the Underwriters of Certificates to provide sufficient proceeds for the particular Funding. For the
Initial Funding, the Service Corporation shall cause a portion of the proceeds of the sale of Certificates in an
amount equal to the Tender Amount to be irrevocably deposited on the Closing Date in the Tender Account, an
escrow account held by the Contract Administrator and invested in US Governments, and cause a portion of
the proceeds of the sale of Certificates in an amount equal to the Non-Tender Amount to be irrevocably
deposited on the Closing Date in the Non-Tender Escrow Account, an escrow account held by the Contract
Administrator and invested in US Governments, and shall apply the balance of such proceeds to pay costs of
issuance of the Certificates and other Ancillary Amounts.

Scheduled Payments

Scheduled Payments

The City agrees to pay the Scheduled Payments of each Funding Rate Portion to the Service
Corporation on the respective Scheduled Payment Dates for such Funding Rate Portion. (Scheduled Payments
do not include Hedge Payables.)

Mandatory Prepayment by Sinking Fund Installments

The City agrees to prepay Scheduled Payments of each Funding Rate Portion in specified amounts
(Sinking Fund Installments) and on specified dates (Sinking Fund Installment Dates).

Optional Prepayment of Scheduled Payments

The City shall not voluntarily prepay any Scheduled Payments of a Funding Rate Portion (an
Optional Prepayment) in whole or in part except as expressly permitted in the Service Contract. The City
shall exercise its option to make any Optional Prepayment by delivering a prior written Prepayment Notice at
least 45 days (or fewer days as acceptable to the Service Corporation) before the Optional Prepayment Date on
which the City shall pay the Total Prepayment Amount to the Service Corporation in connection with such
Optional Prepayment, stating: (a)the Scheduled Payments of the particular Funding Rate Portion to be
prepaid in whole or in part by such Optional Prepayment and the date on which such Scheduled Payments are
to be prepaid (Optional Prepayment Date), subject to the following:

(1)  a Scheduled Payment may be selected by the City only if it is permitted by the Service Contract
to be prepaid on the particular Optional Prepayment Date and

(2)  aScheduled Payment may be selected by the City for partial prepayment only in an amount of
at least $100,000 unless otherwise provided in the Service Contract;

(b) the amount of prepayment premium, if any, required by the Service Contract in connection with the
prepayment of any selected Scheduled Payments (such prepayment premium, if any, together with the amount
of Scheduled Payments selected to be prepaid, the Optional Prepayment Amount); (c) if an Optional
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provisions of the Service Contract authorizing or permitting such prepayment, (iii) the prepayment premium, if
any, required to be paid in connection with the prepayment of each such Scheduled Payment, (iv) Accrued
Service Charges, if any due in connection with such prepayment, and (v) the Hedge Amount, if any, due in
connection with such prepayment.

If a Hedge Amount would be due in connection with an Optional Prepayment, it is a condition
precedent to the City giving an Optional Prepayment Notice that the City provide reasonable evidence
satisfactory to the Service Corporation that such Hedge Amount will be paid when due and such prepayment
will not cause the Service Corporation to be in default under any agreement to which it is a party in connection
with the particular Funding.

The delivery by the City of a Prepayment Notice to the Service Corporation is a statement of the
City’s intention to pay the Total Principal Amount to the Corporation on the day before the Optional
Prepayment Date stated therein (Prepayment Receipt Day). The City is prohibited from paying the Total
Prepayment Amount to the Service Corporation on any day prior to the Prepayment Receipt Day. Its delivery
of a Prepayment Notice does not obligate the City to pay the Total Prepayment Amount, and no default shall
occur by its not paying the Total Prepayment Amount or by the Optional Prepayment not otherwise being
effected on the Prepayment Receipt Date.

Satisfaction of Scheduled Payments by Delivery of Certificates

The City may deliver or cause to be delivered Certificates to the Service Corporation in satisfaction
(whether in whole or in part) of Scheduled Payments at any time and in any denomination upon 45 day’s prior
notice to the Service Corporation (or fewer days as acceptable to the Service Corporation) (a Delivery Notice)
subject to the following limitations. A Scheduled Payment may be satisfied by delivery of Certificates entitled
to payment from such Scheduled Payment (Eligible Certificates). The amount of a Scheduled Payment
deemed paid shall be equal to the denominations of the particular Eligible Certificates.

No Certificate shall be delivered in payment in whole or in part of the respective Scheduled Payment
(whether as payment of a Sinking Fund Installment or as other prepayment) more than 45 days before the
respective due date if at the time of such delivery the City has not paid all Service Payments then and
theretofore due. No Scheduled Payment shall be satisfied by the delivery of Certificates until such Certificates
have been delivered to the Trustee.

If Sinking Fund Installments are to be satisfied (whether in whole or in part) by the delivery of
Eligible Certificates, the City shall indicate in the respective Delivery Notice the particular Sinking Fund

Installments and amounts thereof to be so satisfied. All Certificates so received by the Service Corporation in
payment of Scheduled Payments shall be immediately delivered to the Trustee for cancellation.

Service Charges

Agreement to Pay Service Charges; Funding Costs

The City agrees to pay Service Charges to the Service Corporation on Service Charge Payment Dates
sufficient to pay the Funding Costs incurred by the 2006 Funding Trust for the particular Funding. (Service
Charges do not include Hedge Payables.) Funding Costs shall be determined by the particular Funding Rate
Methodology (fixed or variable). Funding Costs for a Variable Rate Funding Portion shall be periodically
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Prepaid Service Charges shall be used to meet the City’s obligation to pay the first occurring Service
Charges and Hedge Periodic Payables of the Service Corporation except as otherwise may be provided in the
Service Contract Specific Terms. Hedge Receivables received by the Service Corporation shall be used to
satisfy the City’s obligation in respect of then existing Deficiencies or then current Service Charges not
otherwise paid.

Fixed Rate Funding Methodology

The provisions summarized under this heading constitute the Fixed Rate Funding Methodology.
The particular Service Contract Specific Terms shall state the dates (Fixed Rate Service Charge Payment
Dates) on which the Fixed Rate Service Charges are payable. The Fixed Service Charge Rates applicable to
the Fixed Rate Funding Portion shall be set forth for the respective Scheduled Payments comprising the Fixed
Rate Funding Portion (Fixed Rate Scheduled Payments). Fixed Service Charge Rates may be different for
different Scheduled Payment Dates in the Fixed Rate Funding Portion.

Fixed Rate Service Charges shall be computed as if the Fixed Rate Scheduled Payments bore interest
at the respective rates at which Fixed Rate Service Charges are determined and computed on the basis of a
360-day year consisting of twelve 30-day months. On each Fixed Rate Service Charge Payment Date, the City
shall pay a Fixed Rate Service Charge equal to the Fixed Rate Service Charge accrued on the respective unpaid
Fixed Rate Scheduled Payments from the later of the Closing Date or the last Fixed Rate Service Charge
Payment Date on which Fixed Rate Service Charges were paid in full by the City.

Variable Rate Funding Methodology

The provisions summarized under this heading constitute the Variable Rate Funding Methodology.
The periodic Variable Rate Service Charge for each Scheduled Payment specified for a particular type of
Service Charge Class in the Variable Rate Funding Portion (Variable Rate Scheduled Payments) shall be
determined in accordance with the particular Variable Rate Funding Type. Each Service Contract Specific
Terms shall provide for a procedure by which the Variable Rate Service Charges are determined for the
particular Variable Rate Funding Type and shall further provide:

e Variable Rate Service Charge Payment Dates: the dates on which the Variable Rate
Service Charges are payable for such Type;

e Service Charge Determination Dates: the dates on which the Variable Rate Service
Charges of such Type are determined;

e Service Charge Adjustment Dates: the dates on which the Variable Rate Service
Charges of such Type are adjusted; and

e Day Count Convention: the number of days in a month and in a year used to determine
the amount of the Variable Rate Funding Service Charges of such Type.

Variable Rate Service Charges for each Variable Rate Funding Type in the Variable Rate Funding
Portion shall be computed as if the Variable Rate Scheduled Payments of the particular Variable Rate Type
bore interest at a rate (i) determined as of each Service Charge Determination Date for such Type and effective
as of the respective Service Charge Adjustment Date for such Type and (ii) computed using the applicable Day
Count Convention for such Type. On each Variable Rate Service Charge Payment Date for a particular Type
the City shall pay a Variable Rate Service Charge equal to the applicable Variable Rate Funding Costs accrued
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City’s Payment Times

The City shall make all Service Payments other than Contract Administrator Payments by the
Payment Time on the day before the date when due. The City shall make all Contract Administrator Payments
on the date when due. The City shall pay the amount of any Hedge Payable to the Service Corporation
promptly upon receipt of notice thereof from the Service Corporation; provided, that the City is not required to
pay such amount before the Payment Time on the day before the due date of the particular Hedge Payable.

Subrogation

No payment of any amount to a Certificateholder or a Hedge Counterparty made from an amount paid
by an Insurer under its Credit Insurance (a Credit Insurance Payment) shall discharge the City’s obligation to
pay any Service Payment in respect of which such Credit Insurance Payment was paid (a Related Service
Payment). An Insurer making a Credit Insurance Payment shall be subrogated to the rights of
Certificateholders or a Hedge Counterparty, as the case may be, to receive the Related Service Payment and
shall be entitled to exercise all rights that the Person to which it is the subrogee would have otherwise been
entitled to exercise.

Investment

The Service Corporation shall not invest any amounts received by it under the Service Contract except
as summarized under this heading. Invest means the transfer, disposition or other use of such amounts in
expectation of gain. Investable Funds (being amounts representing Costs of Issuance and Prepaid Service
Charges) shall be invested by the Service Corporation in Authorized Investments that mature in the amounts
and at the times the related Investable Funds are needed to make the payments for which such funds were
received by the Service Corporation. Investments shall be made by Funding Rate Portion but may be
commingled for investment purposes so long as records are kept showing each particular Funding Rate Portion
and the gain and loss attributable to it. No Investment shall be sold prior to its maturity.

All Investments shall be made directly by the Service Corporation having exclusive “control” over the
related “securities entitlement” (as such terms are defined in Article 8 of the applicable Uniform Commercial
Code or correlative Treasury Regulations) except that Investments may also be made through one or more
investment companies registered under the Investment Companies Act of 1940, as amended, if (i) such
investment company has a rating by Standard & Poor’s Corporation or any national statistical ratings
organization (as defined by the Securities and Exchange Act of 1934, as amended, or any successor to it) at
least equal to the rating of the Authorized Investment and (ii) such registered investment company invests only
in debt instruments.

Gain and loss from Investments shall be attributed to the type of Investable Funds giving rise to it.
Gain shall be paid to the City when realized to the extent it is not needed to satisfy any then existing Service
Contract Deficiency or satisfy any then current Service Payment. The City is responsible for all such loss
and shall reimburse the Service Corporation for such loss upon its demand.

Binding Obligation

The Service Contract is a continuing obligation of the City and shall until the date on which all
amounts due and owing thereunder are paid in full (a) be binding upon the City and its successors and (b) inure
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Service Payments consist of the following components (each a separate Component or Service
Payment Component):

Contract Administrator Payments

Service Charges (regardless of the Funding Rate Methodology)
Regular Scheduled Payments

Sinking Fund Installments

amounts in respect of Hedge Periodic Payables

amounts in respect of Hedge Termination Payables

Optional Prepayments

Accrued Service Charges

Preservation of Parity among Service Contracts

As used in the summary under this heading:

all Service Contracts means the Service Contract and the Other Service Contract (referring
always to the “2006 Service Contracts” and never to the “2005 Service Contracts,” as those terms
are defined in the forepart of this Offering Circular);

each Service Contract means the Service Contract or the Other Service Contract as the context
may require;

each Service Corporation means the Service Corporation or the Other Service Corporation as
the context may require;

the Other Service Contract means the service contract between the City and the Other Service
Corporation, certain payments under which Other Service Contract are part of the Trust Estate;

the Other Service Corporation means the service corporation party to the Other Service
Contract (i.e., if “the Service Corporation” is the GRS Service Corporation, then “the Other
Service Corporation” is the PFRS Service Corporation, and vice versa); and

an amount is about to become due on the Business Day before its due date.

All Service Payments payable under a Service Contract shall be made and each Service Corporation shall be
entitled to receive such payments on a pro rata basis with the Service Payments under the Other Service
Contract so that each Service Contract Component having a specified priority (described below) is made on a
pro rata basis with the Service Payment Components having the same defined term under the Other Service
Contract, and no Service Payment Component shall be satisfied until all Service Payment Components under
all Service Contracts having the same defined term but having a greater priority under each Service Contract
are first satisfied in full.

Service Payments under all Service Contracts shall be satisfied in the following order and priority (the
Service Contract Priority Sections):

First:  Contract Administrator Payments; then
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Fourth: all theretofore due and unpaid Regular Scheduled Payments and Sinking Fund Installments;
then

Fifth:  all then due or about to become due Regular Scheduled Payments and Sinking Fund
Installments; then

Sixth: all theretofore due and unpaid amounts in respect of Hedge Termination Payables; then

Seventh: all then due and about to become due amounts in respect of Hedge Termination Payables;
then

Eighth: all then due and about to become due Optional Prepayment Amounts and Accrued Service
Charges.

Acceleration on Bankruptcy

If the City shall (i) commence any proceeding or file any petition seeking relief under Title 11 of the
United States Code, (ii) consent to the institution of any such proceeding or the filing of any such petition or
(ii1) make a general assignment for the benefit of creditors, then all payments due under the Service Contract
shall become immediately due and payable without presentment, demand, protest or notice of any kind.

Termination or Assignment of Stated Hedges

At the request of the City and with the prior written consent of the Insurer that has Credit Insurance in
respect of the particular Stated Hedge, the Service Corporation shall terminate any Stated Hedge or assign its
interest in any Stated Hedge to a Person that agrees to perform and observe all of the duties and obligations of
the Hedge Counterparty to such Stated Hedge. Any such substitute Hedge Counterparty shall have at least the
rating required by Act 34 of the Michigan Public Acts of 2001, as amended, as if the City were a party to the
particular Stated Hedge. No such termination or substitution of a Hedge Counterparty shall take effect unless
each Rating Agency that at the time has a rating of the Certificates in effect confirms its rating of the particular
Certificates.

Required Ratings of Hedge Counterparties

The Service Corporation shall only enter into Hedges with Persons who have, on the date the Hedge is
entered into, or whose Hedge obligations are guaranteed by a Person who has on that date, a rating of its long-
term, senior secured debt at least “A-“ by Standard & Poor’s Corporation and at least “A3” by Moody’s
Investors Service.

Amendment of the Service Contract

The Service Contract may be amended only by written instrument signed by the parties thereto except
that no amendment shall be valid: (a) if such amendment diminishes the rights and remedies of any Third
Party Beneficiary without the prior written consent of such Third Party Beneficiary; (b) unless the Trustee of
the 2006 Funding Trust that is a transferee of or successor to any rights or entitlements under the Service
Contract and that received an opinion of counsel in connection with the organization of the 2006 Funding
Trust to the effect that the 2006 Funding Trust will qualify as a grantor trust under Subpart E, Part I of
Subchapter J of the Internal Revenue Code of 1986, as amended, shall have received an opinion reasonably
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consented to the amendment.

Expenses Payable by the City and the Service Corporation

The City shall pay such periodic amounts as may be necessary to provide for the general
administrative expenses of the Service Corporation as authorized or permitted by the Act of Council, as and
when they become due. The Service Corporation shall pay compensation due the Trustee in accordance with
the Trust Agreement, including reasonable fees and expenses of counsel, in connection with any waiver or
consent thereunder or any amendment thereof, or in connection with the enforcement thereof. The Service
Corporation also shall pay compensation, expenses and indemnification due the Contract Administrator and
due the Enforcement Officer, if any, in accordance with the Contract Administration Agreement, including
reasonable fees and expenses of counsel, in connection with any waiver or consent under the Service Contract
or any amendment of the Contract Administration Agreement or of the Service Contract, or in connection with
the enforcement of the Service Contract.

Permitted Assignment.

The Service Contract shall be binding upon the parties thereto and their respective successors and
permitted assigns. No assignment by either party of its interests therein shall be valid except as follows. The
Service Corporation may transfer the Scheduled Payments and Service Charges to the 2006 Funding Trust in
accordance with the Service Contract. No assignment of the Service Contract or any amounts receivable
thereunder shall include the right to receive Additional Service Payments, Contract Administrator Payments or
Hedge Payables, except that the Service Corporation may assign or grant a security interest in amounts
received by it as payment of amounts in respect of Hedge Payables to the Hedge Counterparties.

Third Party Beneficiaries

The Persons, including the Trustee and the Contract Administrator, originally entitled to Additional
Service Payments or Contract Administrator Payments and their respective successors are third party
beneficiaries of the Service Contract as to the City’s promises to pay Additional Service Payments or Contract
Administrator Payments to them. Hedge Counterparties, and their respective successors and subrogees, are
third party beneficiaries of the Service Contract as to the City’s promises to pay amounts in respect of Hedge
Payables to the Service Corporation. Insurers are third party beneficiaries of the Service Contract. The 2006
Funding Trust is a third party beneficiary of the Corporation’s promises in respect of Service Charges and
Scheduled Payments. Third Party Beneficiaries have the right to enforce the respective promises made in the
Service Contract as if such promises were made directly to them.
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The Contract Administrator shallﬁpay the moﬁzys held in the Tender Account to %he Service
Corporation’s tender agent for the purchase of the tendered Series 2005-B COPs being purchased by the
Service Corporation, in such amounts and at such times as necessary for the tender agent to pay the purchase
price for such purchased Series 2005-B COPs to the sellers entitled thereto, and all such purchased Series
2005-B COPs shall be delivered to the 2005 Trustee for cancellation.

Notice of Redemption of Certain Series 2005-A COPs; Application of Non-Tender Escrow Account

On the Closing Date, on behalf of the Service Corporation, the Contract Administrator shall direct the
2005 Trustee to give notice to the registered holders of the Series 2005-A COPs to be optionally redeemed
from proceeds of the Certificates of the call for redemption of such Series 2005-A COPs. The Contract
Administrator shall pay the moneys held in the Non-Tender Escrow Account to the contract administrator for
the Series 2005-A COPs in such amounts and at such times as necessary for such contract administrator to
effectuate the optional redemption of such Series 2005-A COPs in accordance with their terms.

Collection of Receivables

Each of the Service Corporations, the Specified Hedge Counterparties and the 2006 Funding Trust
appoints the Contract Administrator as its respective agent and attorney-in-fact to receive Service Payments.

Appointment by 2006 Funding Trust

The 2006 Funding Trust appoints the Contract Administrator as its agent and attorney-in-fact to take
such actions and exercise such rights and remedies as to Funding Trust Receivables as the 2006 Funding Trust
is or may become entitled to exercise under law and in equity to enforce the payment thereof and otherwise
realize Funding Trust Receivables.

Appointment by Each Service Corporation

Each Service Corporation appoints the Contract Administrator as its agent and attorney-in-fact to
enforce such Service Corporation’s rights and remedies under the Stated Hedges, including the collection of
Hedge Receivables from the Specified Hedge Counterparties under the respective Stated Hedges, and to take
all such actions and exercise such rights and remedies as the respective Service Corporation is or may become
entitled to exercise under the particular Stated Hedge and otherwise at law or in equity. Each Service
Corporation further appoints the Contract Administrator to invest amounts received by the Contract
Administrator as Costs of Issuance and Prepaid Service Charges in Authorized Investments in accordance with
the Service Contract.

Distributions of Service Payments

On each Distribution Date, the Contract Administrator shall distribute the amount of the Service
Payment Components satisfied since the last such Distribution Date to the respective Entitled Persons. If the
Entitled Person is the 2006 Funding Trust, the amounts of satisfied Components shall be distributed to the
2006 Funding Trust to be applied in accordance with the Trust Agreement.

As used in this Appendix:

o references to “clause Second,” “clause Third,” “clause Fourth,” “clause Fifth” or “clause
Eighth” mean those particular clauses set forth in the Service Contract Priority Sections (see
”SUMMARY OF CERTAIN PROVISIONS OF THE SERVICE CONTRACTS - Satisfaction of
Service Payments - Preservation of Parity among Service Contracts” above in this Appendix);
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Principal Related Payments,

e amounts distributed to the Trustee representing satisfied Components constituting Sinking Fund
Installments described in clause Fourth shall be identified to the Trustee as Deficit Principal
Related Payments;

e amounts distributed to the Trustee representing satisfied Components constituting Service
Charges described in clause Third shall be identified to the Trustee as Interest Related
Payments;

e amounts distributed to the Trustee representing satisfied Components constituting Regular
Scheduled Payments and Sinking Fund Installments described in clause Fifth shall be identified
to the Trustee as, respectively, Principal Related Payments and Sinking Fund Related
Payments; and

e amounts distributed to the Trustee representing satisfied Components constituting Optional
Prepayment Amounts and Accrued Service Charges described in clause Eighth shall be identified
to the Trustee as Redemption Related Payments.

If the Entitled Persons are the Specified Hedge Counterparties, the amounts of satisfied Components
constituting amounts in respect of Hedge Payables shall be paid to the Specified Hedge Counterparties to
whom such amounts are owing in proportion to the amounts owed to each under the respective Stated Hedges.
If distributions are to be made on the same Distribution Date for two or more different priorities of
Components (pursuant to clauses First through Eighth), no distribution shall be made in respect of a lower
priority to the extent that each of the higher priorities is not satisfied in full.

Service Corporation Covenants

Each Service Corporation covenants with the Contract Administrator, the 2006 Funding Trust, the
Specified Hedge Counterparties and the Other Corporation as follows:

(a) The Service Corporation shall not convey, transfer or assign Funding Trust Receivables under
its Service Contract or any interest therein to any Person other than the 2006 Funding Trust as provided in the
Trust Agreement;

(b) the Service Corporation shall not convey, transfer or assign Hedge Payables under its Service
Contract or any interest therein to any Person other than the Specified Hedge Counterparties as provided in the
Contract Administration Agreement; and

(©) the Service Corporation shall not convey, transfer or assign any Stated Hedge or any interest
therein to any Person other than as provided in the Service Contract.

Events of Default; Remedies

It will be an “Event of Default” under the Contract Administration Agreement if the City: (a) fails to
pay any 2006 Funding Trust Receivable as and when the same shall become due, (b) commences any
proceeding or files any petition seeking relief under Title 11 of the United States Code, (c) consents to the
institution of any such proceeding or the filing of any such petition or (d) makes a general assignment for the
benefit of creditors.

Upon the occurrence and during the continuance of an Event of Default, the Contract Administrator
may and shall, at the request of the Certificateholders representing either (i) 25% in principal amount of
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No Duty of Inquiry

The Contract Administrator has no duty to inquire into the performance by a Service Corporation of
its obligations under its Service Contract, but if the Contract Administrator receives notice (a Default Notice)
from Holders of either (i) at least 25% in principal amount of the Outstanding Affected Certificates or (ii) at
least 50% in principal amount of all Outstanding Certificates, specifying the failure of the City to pay Funding
Trust Receivables, then the Contract Administrator shall give notice of such failure to the City and demand
that such failure be remedied. Upon receipt of any Default Notice, the Contract Administrator shall give notice
to all Certificateholders and the Specified Hedge Counterparties that did not join in such Default Notice.

Notice of Defaults

Promptly upon obtaining actual knowledge of the occurrence of any Event of Default, the Contract
Administrator shall give written notice of such Event of Default by mail to all Certificateholders, Specified
Hedge Counterparties and Rating Agencies unless such Event of Default has been cured or waived.

Any Insurer who is not then in default under its Credit Insurance shall be entitled to receive all notices
in respect of Certificates insured by it, and no notices under the prior paragraph shall be sent to the Holders of
such Certificates.

Limitation on Suits by Certificateholders

No Certificateholder shall have any right to institute any proceeding, judicial or otherwise, under or
with respect to the Service Contract unless:

(a) such Holder has previously given written notice to the Contract Administrator of an
Event of Default that is then continuing;

(b) the Holders of either (i) at least 25% in principal amount of the Outstanding Affected
Certificates or (ii) at least 50% in principal amount of all Outstanding Certificates have made written
request to the Contract Administrator to institute proceedings in respect of such Event of Default in its
own name as Contract Administrator;

(©) such Holder or Holders have offered to the Contract Administrator satisfactory
indemnity against the costs, expenses and liabilities to be incurred in compliance with such request;

(d) the Contract Administrator for 30 days after its receipt of such notice, request and
offer of indemnity has failed to institute any such proceeding; and

(e) in the case of a written request from the Holders of at least 25% in principal amount
of the Outstanding Affected Certificates, no direction inconsistent with such written request has been
given to the Contract Administrator during such 30-day period by the Holders of a greater percentage
in principal amount of the Outstanding Affected Certificates;

it being understood and intended that no one or more Holders of Certificates shall have any right in any
manner to affect, disturb or prejudice the interest of the parties to the Contract Administration Agreement or
the rights of any other Certificateholders, or to obtain or to seek to obtain priority or preference over any other
Certificateholders or to enforce any right under any Service Contract, except in the manner therein provided
and for the equal and ratable benefit of all Entitled Persons.
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Any Insurer not then in default under its Credit Insurance shall be treated as the Holder of Outstanding
Certificates equal to the principal amount of Certificates insured by it for the purposes of actions thus
permitted to be taken by Certificateholders and for the purpose of giving all other consents, directions and
waivers that Certificateholders may give.

Actions by Beneficial Owners

For the purpose of providing any consent, waiver or instruction to the Contract Administrator, the
terms Holder and Certificateholder include a Person who provides the Contract Administrator an affidavit of
beneficial ownership of a Certificate together with satisfactory indemnity against any loss, liability or expense
to the Contract Administrator to the extent that it acts on the affidavit of beneficial ownership (including any
consent, waiver or instruction given by a Person providing such affidavit and indemnity). The principal
amount of Outstanding Certificates owned by a Beneficial Owner satisfying the preceding sentence shall be
deemed held by such Beneficial Owner and not held by Certificateholders for the purposes of providing any
consent, waiver or instruction to the Contract Administrator.

Concerning the Contract Administrator

The Contract Administrator undertakes to perform such duties and only such duties as are specifically
set forth in the Contract Administration Agreement, and no implied covenants or obligations shall be read into
that Agreement against the Contract Administrator. In the absence of bad faith on its part, the Contract
Administrator may conclusively rely, as to the truth of the statements and the correctness of the opinions
expressed therein, upon certificates, documents, other instruments or opinions furnished to the Contract
Administrator and conforming to the requirements of the Contract Administration Agreement or the Service
Contract; but in the case of any such certificates, documents, other instruments or opinions which by any
provision thereof are specifically required to be furnished to the Contract Administrator, the Contract
Administrator is under a duty to examine the same to determine whether or not they conform to the
requirements of the Contract Administration Agreement.

If an Event of Default occurs and is continuing, the Contract Administrator shall exercise such of the
rights and powers in respect of Funding Trust Receivables and use the same degree of care and skill in their
exercise as a prudent corporate trustee would exercise or use under the circumstances.

No provision of the Contract Administration Agreement shall be construed to relieve the Contract
Administrator from liability for its own negligent action, its own negligent failure to act, or its own willful
misconduct, except that: (a) the Contract Administrator shall not be liable for any error of judgment made in
good faith by an authorized officer of the Contract Administrator, unless it is proved that the Contract
Administrator was negligent in ascertaining the pertinent facts; (b) the Contract Administrator shall not be
liable with respect to any action taken or omitted to be taken by it in good faith in accordance with the
direction of the Holders of a majority in Outstanding principal amount of the Certificates relating to the time,
method and place of conducting any proceeding for any remedy available to the Contract Administrator, or
exercising any trust or power conferred upon the Contract Administrator, by or under the Contract
Administration Agreement; and (c) no provision of the Contract Administration Agreement shall require the
Contract Administrator to expend or risk its own funds or otherwise incur any financial liability in the
performance of any of its duties thereunder, or in the exercise of any of its rights or powers, if it shall have
reasonable grounds for believing that repayment of such funds or adequate indemnity against such risk or
liability is not reasonably assured to it.
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The Contract Administrator is under no obligation to exercise any of the rights or powers vested in it
by the Contract Administration Agreement at the request or direction of any of the Certificateholders pursuant
to that Agreement, unless such Certificateholders shall have offered to the Contract Administrator reasonable
security or indemnity against the costs, expenses and liabilities which might be incurred by it in compliance
with such request or direction.

Compensation and Reimbursement

The Contract Administrator is entitled to payment or reimbursement from time to time for reasonable
compensation for all services rendered by it under the Contract Administration Agreement. The Contract
Administrator is also entitled to indemnification for, and to be held harmless against, any loss, liability or
expense incurred without negligence, willful misconduct or bad faith on its part, arising out of or in connection
with the acceptance or administration of that Agreement or the exercise of it powers thereunder, including the
costs and expenses of defending itself against any claim or liability in connection with the exercise or
performance of any of its powers or duties thereunder. The compensation of the Contract Administrator shall
constitute Contract Administrator Payments, a Component of Service Payments under the Service Contracts.

The Contract Administrator shall not have any lien on any funds held by it under the Contract
Administration Agreement.

Enforcement of Rights

Every provision of the Contract Administration Agreement relating to the enforcement of rights and
remedies by any of the parties thereto is subject to particular provisions in the Contract Administration
Agreement that would apply if, but only if, all Insurers are then in default under their respective Credit
Insurance.

Third Party Beneficiaries

The covenants of each Service Corporation made in the Contract Administration Agreement are also
made for the benefit of each of the Third Party Beneficiaries, each of whom may enforce the same as if it were
a party thereto.

SUMMARY OF CERTAIN PROVISIONS OF THE TRUST AGREEMENT

The Trust Agreement is comprised of two documents, called the General Terms (dated as of May 1,
2005) and the Specific Terms (dated the Closing Date), which operate together as if they were combined in a
single document. The parties to the Trust Agreement are the Detroit General Retirement System Service
Corporation and the Detroit Police and Fire Retirement System Service Corporation (each a Service
Corporation), severally and not jointly, and U.S. Bank National Association, as Trustee (in such capacity, the
Trustee). The Trust Agreement establishes the Detroit Retirement Systems Funding Trust 2006 (the 2006
Funding Trust) for the purpose of funding the optional redemption of certain Series 2005-A COPs and the
purchase and cancellation of certain tendered Series 2005-B COPs.

Conveyance of Funding Trust Receivables; Grant of Security Interest

Effective the Closing Date, each Service Corporation transfers, assigns and conveys to the 2006
Funding Trust all of its right, title and interest in and to the Funding Trust Receivables under its respective
Service Contract, all monies due or to become due with respect thereto and all proceeds of such Funding Trust

A-16
2259 PodSRRBAG-SWr  Doc 4107 Filed 08/19/13  Entered 08/19/13 12:21:29  Page 54 of 248

Page



[ ana: gonveya an “ap;
nt and

- # ' @
The Trust Estate consists of the Funding Trust Receivables arising under the GRS Service Contract,
the Funding Trust Receivables arising under the PFRS Service Contract, and all proceeds of the foregoing.

Contract Administration Agreement

The Trustee is directed in the Trust Agreement to enter into the Contract Administration Agreement in
the name and on behalf of the 2006 Funding Trust. See “Summary of Certain Provisions of the Contract
Administration Agreement” in this APPENDIX A.

No City Indebtedness

The 2006 Funding Trust and the Funding Trust Receivables paid to the 2006 Funding Trust do not
constitute or create any indebtedness of the City within the meaning of the limitation of The Home Rule City
Act or any Michigan constitutional or other non-tax statutory or City charter limitation.

Tax Treatment Agreed to by Certificateholders; Restriction on Trustee’s Powers

Except to the extent otherwise provided in the Trust Agreement, each Service Corporation has entered
into the Trust Agreement, the Certificates will be issued and the 2006 Funding Trust will acquire the Funding
Trust Receivables, with the intention that for federal, state and local income, business, franchise and modified
value added tax purposes: (a) the 2006 Funding Trust will qualify as a grantor trust under Subpart E, Part I of
Subchapter J of the Internal Revenue Code of 1986, as amended; (b) each Beneficial Owner of Certificates will
be treated as the owner of an undivided pro rata interest in the portion of the Trust Estate attributable to such
Beneficial Owner’s Certificates; and (c) the Funding Trust Receivables constitute payments in respect of
indebtedness. In furtherance of such intention, except to the extent otherwise provided in the Trust Agreement,
the Trustee shall not have the power to vary the investment of the Beneficial Owners of the Certificates within
the meaning of U.S. Treasury regulations §301.7701-4(c) or to engage in any business unless the Trustee shall
have received an opinion in form and substance reasonably satisfactory to the Trustee of counsel reasonably
acceptable to the Trustee to the effect that such activity will not cause the 2006 Funding Trust to fail to be
treated as such a grantor trust.

Each Service Corporation and the Trustee by entering into the Trust Agreement and each
Certificateholder by its acceptance of its Certificate agrees to treat the 2006 Funding Trust, the Certificates and
the Funding Trust Receivables in accordance with the intention expressed in the preceding paragraph (or any
alternative intention expressed in the Trust Agreement) for federal, state and local income, business, franchise
and modified value added tax purposes.

Authentication and Delivery of Certificates by Trustee; Disposition of Certificate Proceeds

The 2006 Funding Trust shall issue Certificates as fully registered securities in the form prescribed by
the Trust Agreement. The Trustee shall authenticate and deliver the Certificates in accordance with a written
order of each Service Corporation stating the amount of Certificate proceeds to be received by the Trustee in
respect of that Service Corporation and providing for the disposition of such proceeds as provided in its
Service Contract (in major part into the Tender Account for application to purchase tendered Series 2005-B
COPs and into the Non-Tender Escrow Account for application to optionally redeem certain Series 2005-A
COPs). The Certificates evidence the entire beneficial interest in the Trust Estate.
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Interest payable on any Certificate and not paid on an Interest Payment Date when due shall be not be
paid to the registered Holder on the relevant Regular Record Date by virtue of being such Holder, but rather
shall be payable as a Deficit Interest Related Payment to the Person in whose name such Certificate (or a
Predecessor Certificate) is registered at the close of business on a Special Record Date for the payment of such
Deficit Interest Related Payment.

If an amount is payable as all or part of a Deficit Interest Related Payment received by the Trustee, the
Trustee shall establish a day for the payment of such amount to Certificateholders not less than 10 days after its
receipt of such amount and establish a Special Record Date which shall be not more than 15 nor fewer than 10
days before the date set for payment of such amount. The Trustee shall mail notice of a Special Record Date to
the Certificateholders at least 10 days before such Special Record Date.

Subject to the foregoing three paragraphs, each Certificate delivered under the Trust Agreement upon
transfer of, in exchange for or in lieu of any other Certificate shall carry all the rights to Interest accrued and
unpaid, and to accrue, which were carried by such other Certificate.

Registration, Exchanges and Transfers

The Trustee shall keep at its designated corporate trust office a register for the registration of
Certificates and for the registration of transfers of Certificates, subject to such reasonable regulations as the
Trustee may prescribe. Upon surrender of any Certificate for transfer of the registration thereof, the Trustee
shall authenticate and register in the name of the designated transferee(s) one or more new Certificates of the
same tenor in any Authorized Denomination in like aggregate principal amount.

At the option of the Holder, Certificates may be exchanged for other Certificates of the same tenor in
any Authorized Denomination in like aggregate principal amount, upon surrender of the Certificates to be
exchanged at the designated corporate trust office of the Trustee. Whenever any Certificates are surrendered
for exchange, the Trustee shall authenticate and deliver the Certificates that the Certificateholder making the
exchange is entitled to receive.

All Certificates issued upon any transfer of registration or exchange of Certificates shall constitute
valid evidences of beneficial interests in the Trust Estate evidencing the same beneficial interests and entitled
to the same benefits under the Trust Agreement as the Certificates surrendered in such transfer or exchange.

No service charge may be made for any transfer of registration or exchange of Certificates, but the
Trustee may make a charge sufficient to reimburse it for any tax, fee or other governmental charge required to
be paid with respect such transfer or exchange. The Trustee may make the payment of such tax, fee or other
governmental charge and the cost of preparing each new Certificate delivered in such transfer or exchange a
condition precedent to making any transfer of registration or exchange of any Certificate, to be paid by the
Person requesting such transfer or exchange, unless otherwise provided in the Trust Agreement.

The Trustee shall not be required (a) to transfer or exchange any Certificate during a period beginning
at the opening of business 15 days before the day of the mailing of a notice of redemption of such Certificate
and ending at the close of business on the day of such mailing, or (b) to transfer or exchange any Certificate
selected for redemption in whole or in part, during a period beginning at the opening of business on any
Regular Record Date for such Certificates and ending at the close of business on the relevant Interest Payment
Date therefor.
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Book-Entry Certificates; Securities Depository

While Certificates are registered in the name of a Securities Depository or its nominee, the Trustee
shall not have any responsibility or obligation to any Participant or to any Beneficial Owner with respect to:
(a) the accuracy of the records of the Securities Depository, its nominee or any Participant with respect to any
ownership Interest in the Certificates; (b) the delivery to any Participant, any Beneficial Owner or any other
Person, other than the Securities Depository of any notice with respect to the Certificates, including any notice
of redemption; or (c) the payment to any Participant, any Beneficial Owner or any other Person, other than the
Securities Depository of any amount with respect to the principal of or premium, if any, or Interest on the
Certificates.

The Trustee shall pay all principal (and premium, if any) of and Interest on such Certificates only to or
upon the order of the Securities Depository, and all such payments shall be valid and effective fully to satisfy
and discharge the 2006 Funding Trust’s obligations with respect to the principal (and premium, if any) of, and
Interest on such Certificates to the extent of the sum or sums so paid.

Upon discontinuance of the use of the Book-Entry Only System maintained by the Securities
Depository and upon receipt of notice from the Securities Depository containing sufficient information, the
Trustee shall authenticate and deliver Certificates in certificated form to Beneficial Owners in exchange for the
beneficial interests of such Beneficial Owners in corresponding principal amounts and in any Authorized
Denomination.

Notwithstanding anything to the contrary in the Trust Agreement, so long as any Certificate is
registered in the name of the Securities Depository or its nominee: (a) all payments with respect to the
Principal and Interest on such Certificate and all notices of redemption and otherwise with respect to such
Certificate shall be made and given, respectively, to the Securities Depository as provided in the representation
letter with respect to such Certificates; (b) if less than all such Certificates of a maturity and series are to be
redeemed pro rata, then the particular Certificates or portions of Certificates of such maturity and series to be
redeemed shall be so determined by the Securities Depository; and (c) all payments with respect to Principal of
such Certificate and premium, if any, and Interest on such Certificate shall be made in such manner as shall be
prescribed by the Securities Depository.

Redemption of Certificates

Selection of Certificates to be Redeemed

Whenever any Certificates of a series are to be redeemed, the Trustee shall select the maturity or
maturities that correspond to the prepaid Scheduled Payments giving rise to such redemption. Whenever
Certificates of less than all of a maturity are to be redeemed, the Trustee shall select the particular Certificates
to be redeemed from the Outstanding Certificates of such maturity and series that have not previously been
called for redemption in such manner as results in pro rata redemption among all Holders of Certificates of the
maturity being redeemed. All Certificates of the same series and having the same maturity shall constitute a
class for purposes of pro rata redemption. The Trustee shall select Certificates for redemption pro rata within
each class. In the case of any maturity of Certificates for which Sinking Fund Installments have been
established, any optional redemption of such Certificates shall be credited among such Sinking Fund
Installments pro rata in accordance with the unpaid amounts thereof.
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dated and shall state: (a) the Redemption Date; (b) the Redemption Price; (c) if less than all Outstanding
Certificates are to be redeemed, the identification number, maturity dates and, in the case of a partial
redemption of Certificates, the respective principal amounts of the Certificates to be redeemed; (d) that on the
Redemption Date the Redemption Price will become due and payable upon each such Certificate or portion
thereof called for redemption, and that interest thereon shall cease to accrue from and after said date; (e) the
place where the Certificates to be redeemed are to be surrendered for payment of the Redemption Price, which
place of payment shall be the designated corporate trust office of the Trustee or other Paying Agent; and (f) the
proposed redemption (except in the case of a redemption from Sinking Fund Installments) is conditioned on
the Trustee having received a Redemption Related Payment on the Prepayment Receipt Day sufficient to pay
the full Redemption Price of the Certificates to be redeemed.

The failure of the Holder of any Certificate to receive notice of redemption given as provided above,
or any defect therein, shall not affect the sufficiency of the proceedings for the redemption of any Certificates
as to which no failure or deficiency occurred.

The Trustee shall provide additional notice that provides material compliance with Securities
Exchange Act Release No. 34-23856 (Dec. 3, 1985) as the same may be amended or supplemented from time
to time by the Securities and Exchange Commission or by generally accepted practice of corporate trustees.
No failure to give such additional notice or defect therein or in the manner in which given shall affect the
sufficiency of the proceedings for the redemption of any Certificates.

Certificates Payable on Redemption Date

Notice of redemption having been given as aforesaid, the Holders of the Certificates so to be
redeemed shall be entitled, on the Redemption Date, to payment of an amount equal to the Redemption Price
therein specified and from and after such date (unless the full amount of the Redemption Price is not
distributed) the Holders of such Certificates shall cease to be entitled to any further payment in respect of
Interest. Upon surrender of any such Certificate for redemption in accordance with said notice, the Holder of
such Certificate shall be paid by the Trustee an amount equal to the Redemption Price. Installments of Interest
with a due date on or prior to the Redemption Date shall be payable to the Holders of the Certificates as of the
relevant Record Dates.

If any Certificate called for redemption shall not be so paid upon surrender thereof for redemption, the
principal (and premium, if any) shall, until paid, bear Interest from the Redemption Date at the rate prescribed
in the Certificate.

Certificates Redeemed in Part

Any Certificate which is to be redeemed only in part may, at the option of the Holder: (a) be
presented for notation thereon by the Trustee of the payment as of the Redemption Date of the redeemed
portion of the principal thereof; or (b) be surrendered at the place of payment therefor (with, if the Trustee so
requires, due endorsement by, or a written instrument of transfer in form satisfactory to the Trustee duly
executed by, the Holder or his attorney or legal representative duly authorized in writing), and the Trustee shall
authenticate and deliver to such Holder, without service charge, a new Certificate or Certificates of the same
maturity and series of any Authorized Denomination or Authorized Denominations as requested by such
Holder in aggregate principal amount equal to and in exchange for the unredeemed portion of the principal of
the Certificate so surrendered.
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ish a Special Record Date and pay the same to the Certificateholders entitled thereto in
accordance with their respective Percentage Interests. On the day the Trustee receives a Deficiency Payment,
other than a Deficit Interest Related Payment, from the Contract Administrator, the Trustee shall pay the same
to the Certificateholders entitled thereto in accordance with their respective Percentage Interests.

Other Payments

On each Interest Payment Date for which the Trustee has received an Interest Related Payment from
the Contract Administrator, the Trustee shall pay the same to the Holders of Outstanding Certificates entitled
to such Interest by the terms of their Certificates as of the Regular Record Date in accordance with their
relative Percentage Interests. On each Principal Payment Date for which the Trustee has received a Principal
Related Payment from the Contract Administrator, the Trustee shall pay the same to the Certificateholders
entitled to such Principal Related Payment by the terms of their Certificates in accordance with their relative
Percentage Interests. On each Sinking Fund Installment Date for which the Trustee has received a Sinking
Fund Related Payment from the Contract Administrator, the Trustee shall pay the same to Holders of
Outstanding Certificates entitled to such Sinking Fund Related Payment by reason of the redemption of their
Certificates in accordance with their relative Percentage Interests of Certificates being redeemed.

On each Redemption Date that is also an Interest Payment Date for which the Trustee has received a
Redemption Related Payment from the Contract Administrator, the Trustee shall pay the same to Holders of
Outstanding Certificates entitled to such Redemption Related Payment by reason of the redemption of their
Certificates in accordance with their relative Percentage Interests of Certificates being redeemed. On each
Redemption Date that is not also an Interest Payment Date for which the Trustee has received a Redemption
Related Payment that includes associated Accrued Service Charges from the Contract Administrator, the
Trustee shall pay the same to the Holders of Outstanding Certificates entitled to such Redemption Related
Payment and Accrued Service Charges by reason of the redemption of their Certificates in accordance with
their relative Percentage Interests of Certificates being redeemed.

The Trustee

Certain Duties and Responsibilities

The Trustee undertakes to perform such duties and only such duties as are specifically set forth in the
Trust Agreement, and no implied covenants or obligations shall be read into the Trust Agreement against the
Trustee. In the absence of bad faith on its part, the Trustee may conclusively rely, as to the truth of the
statements and the correctness of the opinions expressed therein, upon certificates, documents, other
instruments or opinions furnished to the Trustee and conforming to the requirements of the Trust Agreement or
the Service Contract; but in the case of any such certificates, documents, other instruments or opinions which
by any provision thereof or of the Trust Agreement are specifically required to be furnished to the Trustee, the
Trustee is under a duty to examine the same to determine whether or not they conform to the requirements of
the Trust Agreement.

No provision of the Trust Agreement or the Service Contract shall be construed to relieve the Trustee
from liability for its own negligent action, its own negligent failure to act, or its own willful misconduct,
except that (a) the Trustee shall not be liable for any error of judgment made in good faith by an authorized
officer of the Trustee, unless it is proved that the Trustee was negligent in ascertaining the pertinent facts;
(b) the Trustee shall not be liable with respect to any action taken or omitted to be taken by it in good faith in
accordance with the direction of the Holders of a majority in principal amount of the Outstanding Certificates
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Certain Rights of Trustee

The Trustee may rely and shall be protected in acting or refraining from acting upon any resolution,
certificate, opinion, notice, request, consent, order, or other document believed by it to be genuine and to have
been signed or presented by the proper parties. Whenever in the administration of the Trust Agreement the
Trustee shall deem it desirable that a matter be proved or established prior to taking, suffering or omitting any
action under the Trust Agreement, the Trustee (unless other evidence is specifically prescribed) may, in the
absence of bad faith on its part, rely upon a certificate of the Contract Administrator. The Trustee may consult
with counsel, and the written advice of such counsel is full and complete authorization and protection in
respect of any action taken, suffered or omitted by the Trustee thereunder in good faith and in reliance thereon.

The Trustee is under no obligation to exercise any of the rights or powers vested in it by the Trust
Agreement at the request or direction of any of the Certificateholders pursuant to the Trust Agreement, unless
such Certificateholders shall have offered to the Trustee reasonable security or indemnity against the costs,
expenses and liabilities which might be incurred by it in compliance with such request or direction.

The Trustee shall not be bound to make any investigation into the facts or matters stated in any
resolution, certificate, opinion, notice, request, consent, order, or other document, but the Trustee, in its
discretion, may make such further inquiry or investigation into such facts or matters as it may see fit. The
Trustee may execute any of its trusts or powers or perform any of its duties either directly or by or through
agents or attorneys and the Trustee shall not be responsible for any misconduct or negligence on the part of any
agent or attorney appointed with due care by it.

The Trustee shall not have any lien on any funds held by it under the Trust Agreement.

Not Responsible for Recitals or Issuance of Certificates

The Trustee assumes no responsibility for the correctness of the recitals contained in the Trust
Agreement, in a Service Contract or in the Certificates except the certificate of authentication on the
Certificates. The Trustee makes no representations as to the value or condition of the Trust Estate or any part
thereof, or as to the title thereto or as to the security afforded thereby, or as to the validity or sufficiency of the
Trust Agreement or of the Certificates.

Corporate Trustee Required; Eligibility

There shall at all times be a Trustee under the Trust Agreement which is a trust company or bank with
trust powers organized under the laws of the United States of America or of any state of the United States with
a combined capital and surplus of at least $50,000,000. If such corporation publishes reports of condition at
least annually, pursuant to law or to the requirements of such supervising or examining authority, then the
combined capital and surplus of such corporation shall be deemed to be its combined capital and surplus as set
forth in its most recent report of condition so published. The Trustee shall resign immediately in the manner
and with the effect specified in the Trust Agreement if it becomes ineligible under this paragraph.
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amount of Outstanding Certificates may remove the Trustee by so notifying the Trustee and any Insurer. If the
Trustee becomes ineligible, any Certificateholder may petition a court of competent jurisdiction for the
appointment of a successor. The retiring Trustee or the Service Corporations may appoint a successor at any
time prior to the date on which a successor Trustee takes office. If a successor Trustee does not take office
within 45 days after the retiring Trustee resigns or is removed, any Certificateholder may petition a court of
competent jurisdiction for the appointment of a successor Trustee. Within one year after a successor Trustee
appointed by the Service Corporations or a court of competent jurisdiction takes office, the Holders of a
majority in principal amount of Outstanding Certificates may appoint a successor Trustee to replace such
successor Trustee.

Acceptance of Appointment

A successor Trustee shall deliver written acceptance of its appointment to the retiring Trustee and to
each Service Corporation. Thereupon the resignation or removal of the retiring Trustee shall be effective, and
the successor Trustee shall have all the rights, powers and duties of the Trustee under the Trust Agreement.
The successor Trustee shall mail a notice of its succession to the Certificateholders. Upon the appointment of
a successor Trustee becoming effective, the retiring Trustee shall promptly transfer all property held by it as
Trustee to the successor Trustee.

Merger, Consolidation and Succession to Business

If the Trustee consolidates, merges or converts into, or transfers all or substantially all its corporate
trust business to, another corporation, the successor corporation without any further act shall be the successor
Trustee if such successor corporation is eligible under the Trust Agreement. The successor Trustee may adopt
the authentication of Certificates authenticated by the predecessor Trustee and deliver such Certificates with
the same effect as if the successor Trustee had authenticated such Certificates.

ERISA

The Trustee acknowledges and agrees that, in the event that assets of the 2006 Funding Trust are
deemed to be plan assets of a Certificateholder that is an employee benefit plan subject to Title I of ERISA (an
ERISA Plan), the Trustee is a fiduciary to such ERISA Plan with respect to such ERISA Plan’s undivided
interests in the Trust Estate, and the Trust Agreement shall be deemed to be the management agreement
between the Trustee and such ERISA Plan.

Supplemental Trust Agreements

Supplemental Trust Agreements without Consent of Certificateholders

Without the consent of any Certificateholders, the Service Corporations and the Trustee may from
time to time enter into one or more Trust Agreements supplemental to the Trust Agreement (a Supplemental
Trust Agreement) for any of the following purposes:

b) to correct or amplify the description of Trust Estate, or better to assure, convey and confirm unto
the Trustee any of the Trust Estate or the lien of the Trust Agreement thereon, or to add to the
Trust Estate subject to the lien of the Trust Agreement additional property;

¢) to add to the conditions, limitations and restrictions on the authorized amount, terms or purposes
of the issue, authentication and delivery of the Certificates, thereafter to be observed,;

d) to evidence a successor trustee under the Trust Agreement;
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g) to provide for the issuance of Additional Certificates; or
h) to make any other change that does not adversely affect the rights of Certificateholders.

Supplemental Trust Agreements with Consent of Certificateholders

With the consent of the Holders of not less than a majority in principal amount of the Certificates then
Outstanding, the Trustee may enter into one or more Supplemental Trust Agreements for the purpose of adding
any provisions to or changing in any manner or eliminating any of the provisions of the Trust Agreement or of
modifying in any manner the rights of Certificateholders under the Trust Agreement; provided, however, that
no such Supplemental Trust Agreement shall, without the consent of the Holder of each Outstanding
Certificate affected thereby, change any Principal Payment Date or Interest Payment Date of any Certificate,
or reduce the principal amount thereof or Sinking Fund Installment or the Interest thereon or any premium
payable upon the redemption thereof, or change any place of payment where any Certificate or the interest
thereon is payable, or impair the right to institute suit for the enforcement of any such payment on or after the
stated maturity thereof (or, in the case of redemption, on or after the Redemption Date), or reduce the
percentage in principal amount of the Outstanding Certificates, the consent of whose Holders is required for
any such Supplemental Trust Agreement, or the consent of whose Holders is required for any waiver of
compliance with certain provisions of the Trust Agreement or certain defaults thereunder and their
consequences; or modify any provisions summarized under the above subheadings “No City Debt or Other
Obligation” or “Tax Treatment Agreed to by Certificateholders; Restriction on Trustee’s Powers” under the
heading “SUMMARY OF CERTAIN PROVISIONS OF THE TRUST AGREEMENT” or certain other
provisions, except to increase any percentage provided thereby or to provide that certain other provisions of the
Trust Agreement cannot be modified or waived without the consent of each Holder affected thereby.

Execution of Supplemental Trust Agreements

Prior to executing, or accepting the additional trusts created by, any permitted Supplemental Trust
Agreement or the modification thereby of the trusts created by the Trust Agreement, the Trustee shall be
entitled to receive and be fully protected in relying upon an opinion of counsel addressed to the Trustee to the
effect that the execution of such Supplemental Trust Agreement is authorized or permitted by the Trust
Agreement and the Supplemental Trust Agreement will be a valid and binding agreement of each Service
Corporation upon the execution and delivery thereof.

Preconditions to Effectiveness

If the Trustee received a Qualifying Opinion in connection with the formation of the 2006 Funding
Trust, then no Supplemental Trust Agreement shall become effective unless and until the Trustee receives an
opinion in form and substance reasonably satisfactory to it of counsel reasonably acceptable to the Trustee to
the effect that such supplement will not cause the 2006 Funding Trust to fail to be treated as such a grantor
trust. Each Supplemental Trust Agreement is subject to the prior written consent of any Insurer.

Miscellaneous Provisions

Notices to Certificateholders; Waiver

Where the Trust Agreement provides for the publication of notice to Certificateholders, such notice
shall be sufficiently given (unless otherwise expressly provided in the Trust Agreement) if in writing and
mailed, first-class postage prepaid, to each Certificateholder at his address as it last appears in the Registry, no
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Payments Due on Saturdays, Sundays and Holidays

In any case where the date fixed for payment of the Certificates shall not be a Business Day, then such
payment need not be made on such date but may be made on the next succeeding Business Day with the same
force and effect as if made on the date fixed for such payment.
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governance of the City is organized in two branches: the Executive Branch, which is headed by the Mayor,
and the Legislative Branch, which is composed of the City Council and its agencies. The Charter provides that
the voters of the City reserve the power to enact City ordinances by initiative and to nullify ordinances enacted
by the City by referendum. However, these powers do not extend to the budget or any ordinance for the
appropriation of money, and the referendum power does not extend to an emergency ordinance. The Mayor
and the members of the City Council are elected every four years. During the most recent general election that
was conducted on November 8, 2005, Kwame M. Kilpatrick was re-clected for a second term as Mayor, and
five incumbent members were re-elected and four new members were elected to the City Council. There are
no limits as to the number of terms that may be served by City elected officials. In addition, the City is the
District Control Unit responsible for certain duties relating to the 36th District Court.  See
“GOVERNMENTAL STRUCTURE - District Court.” Following is a description of the duties and

responsibilities of the branches of the City government.

8

Executive Branch

The Mayor is the chief executive of the City and has control of and is accountable for the Executive
Branch of City government. The Charter grants the Mayor broad managerial powers, including the authority
to appoint all department directors and deputy directors. The Charter also delegates the responsibility for the
implementation of most programs, services and activities solely to the Executive Branch.

Financial operations of the City are carried out through the appointed positions of Finance Director
and Budget Director. The Finance Director oversees most financial functions of the City, including
coordinating debt issuance activities, collecting and disbursing funds, investing City funds (excluding
pensions), directing accounting procedures and financial reporting, purchasing goods and services, and
assessing property in the City. The Budget Director is responsible for controlling and supervising the
expenditure of funds and assisting the Mayor in the preparation of the City’s annual budget and long-term
capital agenda.

Kwame M. Kilpatrick, Mayor, assumed office January 1, 2002. He was re-elected Mayor on
November 8, 2005 for a second four-year term commencing on January 1, 2006. Prior to his election as
Mayor, he served two terms representing Detroit’s 9th District in the Michigan House of Representatives,
including serving as House Democratic Leader. Prior to his tenure as a State legislator, he served as a teacher,
mentor and basketball coach in the Detroit Public Schools and also taught high school in Tallahassee, Florida.
Mayor Kilpatrick is chair of the Democratic Leadership Council’s locally elected officials’ network. Mayor
Kilpatrick graduated from Florida A&M University with a Bachelor of Science degree in Political Science, as
well as his teacher certification. He received his Juris Doctor degree from Detroit College of Law.

Anthony Adams, Deputy Mayor, was appointed in January 2005. Mr. Adams has the role of Chief
Operating Officer along with his other duties. Prior to his appointment, he was General Counsel for the School
District of the City of Detroit (the “District”) since January 2003, with responsibilities for supervising a staff of
20 and managing more than 25 outside firms to coordinate the legal defense of the District and serving as its
Chief Legal Compliance Officer. Before that, he served as Chief Development Attorney for the District since
July 2002, with responsibilities for coordinating all development projects and business contracts for the
District, including its $1.5 billion capital improvement program. Earlier, he had a private law practice
primarily in real estate development and finance. From 1991 to 1993, Mr. Adams was of counsel to the
Dykema Gossett law firm in Detroit. From 1985 to 1991, he served as an Executive Assistant to the Mayor of
Detroit. He has a Bachelor of Science degree in Urban Management and Planning from the University of
Cincinnati, and a Juris Doctor degree from Georgetown University Law Center.

B-2

2259 PodSRRBAG-SWr Doc 4107 Filed 08/19/13  Entered 08/19/13 12:21:29  Page 66 of 248




..... ger

‘Mayor

Director for four years, Auditor General for ten years and in other positions. Mr. Short is a Certified Public
Accountant and holds a Masters degree in Public Policy Studies and a Bachelor of Arts degree from the
University of Michigan. Currently he is an adjunct instructor at the University of Phoenix and Wayne County
Community College. He is a member of the Government Finance Officers Association. Mr. Short also serves
on the boards of the Detroit Building Authority, Detroit Transportation Corporation, the Downtown
Development Authority and the Greater Detroit Resource Recovery Authority.

Pamela C. Scales, Budget Director, was appointed in February 2006. Prior to her current
appointment, Ms. Scales served as Deputy Budget Director. She has more than 19 years of service with the
City. During her service as Deputy Budget Director, the City has received nine Distinguished Budget Awards
from the Government Finance Officers Association. Ms. Scales is a faculty member of the University of
Phoenix, teaching graduate and undergraduate Finance courses. She holds a Bachelor of Arts degree in
Economics from the University of Michigan and a Master of Business Administration degree from the
University of Detroit-Mercy. She is a member of the Government Finance Officers Association, the Michigan
Municipal Finance Officers Association and the Association of Government Accountants.

George W. Jackson, Jr., Chief Development Officer, was appointed in March 2006. He also has
served as President & CEO of the Detroit Economic Growth Corporation (DEGC) since February 2002.
Previously he had been Director of Customer Marketing for DTE Energy, where he worked for 27 years. His
additional prior experience includes personnel and human resources responsibilities in the U.S. Navy and
teaching on the adjunct faculty at Lawrence Technological University School of Management Mr. Jackson has
a Bachelor of Science degree in Human Resource Development from Oakland University and a Master of Arts
degree in Management — Business Management from Central Michigan University.

John E. Johnson, Corporation Counsel, was appointed in February 2006 and heads a staff of more
than 90 lawyers, with responsibilities for City contracts, advising the Mayor and City Council on legal issues,
supervising preparation of ordinances and resolutions, and defending and prosecuting all City lawsuits. From
1999 to 2005, he was Deputy Executive Director and Chief Operating Officer of Legal Aid & Defender
Association, Inc. in Detroit. He served as Executive Director of the Detroit Branch of the National Association
for the Advancement of Colored People (NAACP) from 1997 to 1999. His previous employers included
Wayne County Neighborhood Legal Services, the National Consumer Law Center, and UAW Legal Services
Plans. Mr. Johnson has a Bachelor of Arts degree in Political Science and Journalism from Howard University
and a Juris Doctor degree from Valparaiso University School of Law.

Legislative Branch

The City Council, composed of nine members elected at large for four-year terms, is the City’s
legislative body. The City Council has the power to override the Mayor’s veto of City Council changes to the
annual budget with a two-thirds majority of its members. The three agencies that aid the City Council in the
performance of its duties are described below.

The Auditor General is appointed for a term of 10 years by a majority of City Council members and
may be removed for cause by a two-thirds majority. Any person who has held the position of Auditor General
is not eligible for reappointment. By Charter, the principal duty of the Auditor General is to audit the financial
transactions of all City agencies. However, since 1980 the City has retained independent accounting firms to
perform that function. As required by State law, audits are performed annually; they are only required every
two years by the Charter. The Auditor General may investigate the administration and operation of any City
agency and prepares various reports, including an annual analysis for the City Council of the Mayor’s
proposed budget.
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year terms, advises the City Council on such matters as the annual capital agenda, certain development or
renewal projects and proposals for the demolition, disposition or relinquishment of, or encroachment upon,
public real property or public interests in real property.

District Court

The 36th District Court is responsible for adjudicating certain legal matters that arise within the City,
including State felony arraignments and preliminary examinations, State misdemeanor and City ordinance
violations, civil litigation for claims of $25,000 or less, and landlord / tenant disputes. The City is responsible
for all funding of the 36th District Court in excess of fines collected by the Court, except for judicial salaries,
which are funded by the State.

Principal Governmental Services and Work Force

The following table sets forth the major services provided to City residents and businesses, the
governmental unit responsible for providing that service, and the revenue source of City-provided services as
indicated in the proposed Executive Budget for the fiscal year ending June 30, 2007. The City’s budget
contains both operating revenues and expenditures, and capital sources and expenditures.

(Balance of this page intentionally left blank)
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Responsibility = Fund(1) Supported(2?) Grants(3) Grants(3) Sources(4)

Police and fire................... City 79.0% 14.7% 1.1% 1.0% 4.2%
Sanitation and streets......... City 59.1 8.3 31.5 - 1.1
Parks and recreation.......... City 75.2 8.5 0.9 - 15.4
Water and Sewer (5)(6)..... City - 100.0 - - -
Court ..coveenieniiiieiieeeee, City/State 43.0 535 3.5 - -
Transportation:
Port (7) eeeeeeeeeiieieeeee, City/County/State ~ 25.0 - 50.0 - 25.0
Bus (6) ..cooooveeveeieieienns City - 67.3 26.8 - 5.9
City Airport (6) .............. City - 100.0 - - -
Planning and
Development (8) .............. City - 12.5 - 85.8 1.7
Health.........ooveviviiiins City 17.9 10.1 24.7 473 -
Public Lighting (9)............ City 23.5 67.5 5.0 - 4.0
Parking (6) .....ceeovvvuvennenne. City - 100.0 - - -
Services Provided and Totally Funded Other than by the City
Education............cccueeene... School District of
the City of Detroit
Detroit/Wayne County
Metropolitan Airport......... County
Housing (10) .....ccceeveennene. Independent
Hospital......ccocveveeieennnne Private
Welfare .......cccoeeeveevveeenne. State

SOURCE: Budget Department. Totals may not add up to 100% due to rounding. See “Fiscal 2007 Budget”
under “FINANCIAL OPERATIONS - Recent Budget Results of the General Fund” herein for
further discussion of the Fiscal Year 2007 Executive Budget.

(1) Represents the net tax cost to the City.

2) Includes revenues derived from sale of services to other City departments, self-supporting agencies and outside users.

3) Includes mass transportation, health and other grant revenues.

4) Includes both bond proceeds and Federal project note borrowings.

%) Provides water supply and sewage disposal services for the southeastern Michigan region. Accounted for separately in two enterprise
funds.

(6) Accounted for in an enterprise fund.

7 Although the Port facilities are privately owned, the Detroit/Wayne County Port Authority’s budget is funded by City, Wayne County and
State contributions.

8) Department revenues exceed appropriations resulting in net contributions to the General Fund

(O] Provides power through a City-owned public utility for City-owned buildings, streets, certain other governmental units and some private
customers. Revenues are derived from the sale of power to these governmental units and private customers.

(10)  See “FINANCIAL OPERATIONS-Other Funds of the City—Enterprise Funds” herein. Starting in fiscal 2004, the Detroit Housing
Commission (“DHC”) became an autonomous enterprise separate from the City. Therefore, the proposed Fiscal Year 2007 Executive
Budget does not include funding for the DHC.

The following table sets forth the City’s budgeted employee positions for fiscal 2003 through 2007,
according to those positions that are tax-supported and those positions that are supported by other revenues.
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Tax supported:

General City................. 8,104 40% 7,929 40% 7,448  40% 6,139  39% 5467 37%
Police and fire.............. 5,694 28 5,704 29 5,695 30 4,508 29 4422 30
Library ...ccocovevvvnennnne 475 2 476 _ 2 485 _3 465 _3 465 _3
Total tax supported ........... 14273 70 14,109 72 13,628 73 1,112 71 10,354 69
Revenue supported:
Transportation.............. 1,838 9% 1,838 9% 1,716 9% 1,534 10% 1,534 10%
Water .....coceeveeeeeecnen. 2,411 12 2,097 11 2,097 11 1,916 12 1,900 13
Sewage......cccevvereereennnn. 1,477 7 1,301 7 1,302 7 1,189 8 1,176 8
HOUSil’lg (1) ................. 442 _2 357 _2 - _- - - I _-
Total revenue supported.... 6,168 30 5,593 28 5,115 27 4,639 29 4,610 31
Total ..o 20,441 100% 19,702 100% 18,743 100% 15,751 100% 14,964 100%

SOURCE: City’s Budgets for fiscal 2003 through 2005 and Amended Budget for fiscal 2006. Fiscal 2007 data
reflect the proposed Executive Budget for fiscal 2007. Totals may not add up to 100% due to
rounding. See “FINANCIAL OPERATIONS - Recent Budget Results of the General Fund” herein.

(1) Housing, through the DHC, is no longer a City Department. Its separation was finalized through judicial action in fiscal 2004.

The following table sets forth the departmental budgeted appropriations as a percentage of total
General Fund appropriations for fiscal 2003 through 2007.

Table 3 — Departmental Appropriations

Fiscal Year Ended or Ending June 30,

2003 2004 2005 2006 2007

POliCe ..o 20% 23% 25% 22% 23%
Fire oo 9 10 11 10 10
Public works (sanitation and streets). 12 11 11 10 10
Public lighting ........ccccoocvevienieniiens 4 4 4 4 4
Health ....ccooiniieiiiieeee, 5 5 5 5 5
Recreation.........cccooeveviecenicnenencnne. 3 3 3 2 1
Planning and development ................ 4 4 3 3 3
Other departments ...........ccccceveeneene. 25 24 22 16 21
Non-departmental:

Enterprise fund contributions ........ 5 4 4 5 -

Other (1) oveveeeeenineeccrerecceeen 12 11 13 23 23
General agency budget (millions) ..... $1,816.0  $1,877.3 $1,935.1 $1,7649  $1,812.9

SOURCE: City’s Budgets for fiscal 2003 through 2005, Amended Budget for fiscal 2006 and proposed
Executive Budget for fiscal 2007. Totals may not add up to 100% due to rounding. See
“FINANCIAL OPERATIONS - Recent Budget Results of the General Fund” herein.

(1) Includes contributions to the Transportation Fund.
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or major construction projects. See “INDEBTEDNESS OF THE CITY AND RELATED ENTITIES — Tax
Supported and Revenue Debt” and “-Overlapping Debt.” Below is a description of certain entities and their
functions.

Detroit Brownfield Redevelopment Authority (‘DBRA”). The DBRA was created by a City
Council resolution and approved by the Mayor in April 1998, under the provisions of Act 381, Public Acts of
Michigan, 1996. The DBRA was established to create Brownfield redevelopment zones and promote the
revitalization, redevelopment, and reuse of certain property, including, but not limited to, tax-reverted, blighted
or functionally obsolete property. This is the first year of substantial financial activity for this authority.

Detroit Public Library (“DPL”). The DPL is a statutory body created by the State. The DPL was
created to provide reference materials, research information, and publications to residents of the City and the
County. Funding is provided by an ad valorem tax of 3.63 mills in real and personal property taxes in the City.
In addition, DPL receives grants and endowments from private organizations. City Council is responsible for
approving DPL’s annual budget.

Downtown Development Authority (“DDA”). The DDA was created to promote and develop
economic growth in the City’s downtown business district. Funding is provided by an ad valorem tax of
1.0 mill on real and personal property in the downtown development district, a levy on the increased assessed
value of the tax increment district, and issuance of revenue and tax increment bonds.

Economic Development Corporation (“EDC”). The EDC was established to create and implement
project plans for designated project areas within the City, and thus encourage the location and expansion of
industrial and commercial enterprises within the City. The EDC is primarily funded by means of grants from
the City.

Detroit Housing Commission (“DHC”). The DHC was established in 1933 under the authority of
the Housing Facilities Act, Act 18, Public Acts of Michigan, 1933 (Ex. Sess.), Section 2 of the act provided
that any city or incorporated village with population of over 500,000 was authorized “to purchase, acquire,
construct, maintain, operate, improve, extend, and/or repair housing facilities and to eliminate housing
conditions which are detrimental to the public peace, health, safety, morals, and/or welfare.” The DHC is an
autonomous enterprise separate from the City.

Local Development Finance Authority (“LDFA”). The LDFA was created to finance certain
improvements for local public roads in the vicinity of the Chrysler Jefferson Avenue Assembly Plant.
Incremental portions of the City and the County property taxes funded LDFA.

Charles H. Wright Museum of African American History (“MAAH”). The MAAH was created to
provide research, compilation, presentation, publication, and dissemination of knowledge relating to the
history, growth, development, heritage and culture of people of African descent and the human struggle for
freedom. The MAAH is primarily funded by means of private grants and grants from the City.

School District of the City of Detroit (“District”). The District is a statutory body created by the
State and functions under the provisions of the Michigan School Code. Funding is provided by an ad valorem
tax of 13.19 mills (homestead properties) and 31.19 mills (non-homestead) on real and personal property in the
City and a “foundation allowance” provided by the State.
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construction and operation of the Central Automated Transit System (People Mover) in downtown Detroit.
The DTC is primarily funded by means of grants from the City.

Greater Detroit Resource Recovery Authority (“GDRRA”). The GDRRA was established by the
Cities of Detroit and Highland Park for the acquisition, construction and operation of a waste-to-energy
facility. The financing was provided by the issuance of revenue bonds.

Other Governmental Entities

Services are provided to residents and businesses of the City by other governmental entities such as
the County, the School District of the City of Detroit, Wayne County Community College and the Wayne
County Regional Educational Service Agency. All of these entities are funded through their own taxing
powers and other sources independent of the City.

FINANCIAL PROCEDURES
Accounting System

The City’s fiscal year begins on July 1 and ends on June 30. The City uses a computer software
financial management system which provides general ledger, purchasing, accounts payable, accounts
receivable, fixed assets and project accounting applications. These core financial applications are integrated
with third-party software providers for budget preparation, work order and inventory applications to provide a
complete financial reporting system.

The City uses a legacy human resources/payroll application for employee compensation. Preliminary
funding has been approved to begin planning the replacement of the legacy system with computer software
human resources/payroll modules. The complete integration of these applications with the core financial
applications is expected to be completed in late 2007.

The City’s financial statements are prepared based substantially upon the financial information
contained in the financial management system. The City’s basic financial statements and entity-wide financial
statements for fiscal 2005 were audited by independent accountants hired by the Auditor General’s Office, and
are the most recent audited City financial statements available.

Accounting Methods

The City’s financial statements are prepared in conformity with accounting principles generally
accepted in the United States of America. Except for the City’s Enterprise Funds and Pension Funds (which
are accounted for on the accrual basis), the City’s funds and accounts (General, Special Revenues and Debt
Service Funds) are maintained and reported on the modified accrual basis of accounting. Under the modified
accrual basis of accounting, revenues are recognized when they are susceptible to accrual, i.e., measurable and
available to finance expenditures of the current fiscal year. Accrued municipal income taxes are estimated by
the City as collected (i.e., withheld) by employers but not yet remitted to the City. Estimated refunds for
income tax returns received and in process, on which payment has not yet been made, are recorded as a
reduction of revenues. The City establishes reserves against certain of the revenues so recognized, to reflect its
judgment of collectibility.

The City records expenditures when goods and services are received and encumbers the amounts
required by purchase orders and contracts at the time the purchase orders and contracts are issued. The
encumbrances are liquidated when the goods and services are received. While the City is not required to carry
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Any remaining balance constitutes an unappropriated surplus (see “Budget Stabilization Fund” below). Any
unappropriated deficit is funded in the succeeding fiscal year.

The Capital Projects Funds account for all funds used for the construction, acquisition and renovation
of capital facilities. The City maintains 12 sub-funds within the Capital Projects Funds, which account for all
capital improvements (other than water supply and sewage disposal facilities) including those financed by the
City’s general obligation bond issues, gifts, governmental grants, transfers from other funds and special
assessments. The City maintains detailed accounting records by individual projects within these funds.
Revenues and expenditures are recorded in specific cost centers which list the sources of revenue and type of
expenditure. Uncollected estimated revenues and unexpended appropriations are brought forward until
completion of a capital project. Revenues must be used on the specific capital projects for which they were
designated.

Included as APPENDIX C is the comprehensive annual financial report (“CAFR”) of the City for the
fiscal year ended June 30, 2005, which includes the audited financial statements of the City for that fiscal year.

Cash Management

A cash flow forecast is prepared annually to assist in formulating cash management strategy and is
revised as necessary. The City maintains one bank account for General Fund receipts and disbursements,
excluding general obligation bond proceeds, which are kept in a separate account. Capital Projects Funds
moneys are also maintained in separate accounts.

All funds are invested in accordance with State law. The City may invest in direct obligations of the
U.S., obligations of an agency or instrumentality of the U.S., certain grades of commercial paper, bankers
acceptances of U.S. banks, certificates of deposit, savings accounts or depository receipts of savings and loan
associations or member banks of the Federal Deposit Insurance Corporation, and certain municipal bonds.

The City’s investment policy is to provide for effective cash management. The goal of the City’s
investment policy is to maintain and protect invested principal while striving to maximize total return on the
portfolio consistent with limitations pursuant to guidelines set forth in Act 20, Public Acts of Michigan, 1943,
as amended (“Act 20”). The City has not experienced material investment-related losses in any City-managed
funds. As of April 1, 2006, the composition of the City’s investment portfolio was as follows:

Table 4 — Composition of General Fund Investment Portfolio
April 1, 2006

Pooled investment funds (1) .......ccoeeevieeeieeiiieiieceeeee e 57.30%
U.S. GOVErNMENt SECUTITIES .....ecvvrrevriererierrieireeeieeesseeessreessreessseesseesseesseesnns 42.70
TOtAL. ettt ettt ettt eb e ettt teetaenaesens 100.00%

(1) Consists only of permitted investments.
In accordance with Act 20, no investments may have a maturity longer than 10 years from the date of

investment. As of April 1, 2006, the longest investment of the City’s General Fund had a maturity of
August 15, 2011.
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(1) Includes an average monthly balance of approximately $70 million which is considered restricted.

Budget Process

The general content and process of developing the City’s annual budget are prescribed by the Charter.
The City’s annual budget constitutes a financial plan for the next fiscal year which is required to set forth
estimated revenues from all sources and all appropriations, including proposed capital appropriations. Any
deficit during the preceding year is entered into the budget for the next fiscal year as an appropriation in
accordance with the Charter. The total of proposed expenditures cannot exceed the total of estimated revenues
so that the budget as submitted is a balanced budget.

The adoption of the budget provides for: (1) appropriations of specified amounts from funds
indicated, (2) a specified levy of the property tax and (3) provision for the issuance of bonds specified in the
capital agenda. The budget document, as adopted, becomes the basis for establishing revenues and
expenditures for the fiscal year. The appropriation for every function of each City department is fixed, and
expenditures may not exceed the original appropriation without City Council approval. If, during the fiscal
year, the Mayor advises the City Council that there are available for appropriation revenues in excess of those
estimated in the budget, the City Council may make supplemental appropriations up to the amount of the
excess. In the case of revenue shortfalls, the Mayor may request that the City Council decrease certain
appropriations. The Mayor is under no obligation to spend an entire appropriation. Also, at any time, upon
written request by the Mayor, the City Council may transfer all or part of any unencumbered appropriation
balance among programs, services or activities within an agency or from one agency to another.

Prior to the December submission of budget requests to the Budget Director, seven departments are
required to attend a public meeting where input is received on programs and objectives for the coming fiscal
year are addressed. These departments include Police, Fire, Public Works, Public Lighting, Health,
Recreation, and Water and Sewerage. The initial budget proposal, which includes all department estimates of
revenues and expenditures for the next fiscal year, is submitted to the Mayor by the Budget Department on or
before the preceding February 22. The Mayor may revise the budget prior to submitting it to the City Council
on or before April 12, the date for budget submission to the City Council established by City ordinance.

Prior to approval of the budget, the City Council holds hearings with various department and agency
heads and also holds a public hearing. In addition, the Auditor General prepares an analysis of the proposed
budget for the City Council. The City Council may amend the budget as presented by the Mayor on or before
May 24. The Mayor may veto any City Council amendment, but must do so by the third business day after
May 27. Any Mayoral veto of City Council amendments to the budget may be overridden by the City Council
by a two-thirds vote of the members serving; provided, however, that the Council must act on or before the
third calendar day or the second business day (whichever will provide the greater number of business days)
following the maximum return date of the budget by the Mayor.

Budget Stabilization Fund

In 1978, the State Legislature authorized municipalities to establish budget stabilization funds for the
purpose of providing a method to stabilize financial operations. Prior to that time, municipalities were
required to allocate any budget surplus to the following fiscal year. Accordingly, in 1979, the City by
ordinance established the Budget Stabilization Fund to cover General Fund deficits, to restore a reduction in
the number of employees (under certain circumstances) and to cover expenses arising because of a natural
disaster.
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City’s General Fund deficit in fiscal 2004, and the Budget Stabilization Fund has had a zero balance since that
time. See “FINANCIAL OPERATIONS — Overview” and “ — Recent Budget Results of the General Fund.”

FINANCIAL OPERATIONS
Overview

This section contains a detailed description of various important financial matters. See especially
“FINANCIAL OPERATIONS — Recent Budget Results of the General Fund” and “—Other Funds of the City.”

Revenues and Expenditures of the General Fund

The following tables set forth a comparison of revenues, expenditures and other financing sources and
uses of the General Fund by major classification.

(Balance of this page intentionally left blank)
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Taxes, assessments, interest and penalties:

PrOPErty taXES ..o.eveveeeeieeeeireeieierieieieseeieiee e $ 1528 § 1697 $ 1663 § 1848 $ 179.0
Municipal iINCOME taX ......ocveerverieririeriereiererieeereeenenns 341.0 323.5 310.9 290.6 282.5
ULIIEY USETS taX c.veuvveeinieiiieiirieieieneeei et 543 52.1 553 50.5 52.9
WAZETING tAXES -..nvvveeeieeeniieeeeeeeeeieceie e 85.8 109.4 111.3 116.1 138.0
Other tAXES....eeveveeieeiieiieiieteeeestee et 12.5 13.4 13.5 12.0 11.0
Assessments, interest and penalties on taxes............... 8.0 10.8 9.3 14.0 11.5
Total taxes, assessments, interest and penalties......... 654.4 678.9 666.6 668.0 674.9
Total licenses, permits and inspection charges.......... 10.1 9.2 8.4 9.4 11.1
Shared taxes:
State revenue Sharing............cceevevveeveereereeeeeereieienens 333.3 333.8 319.1 286.5 282.9
Other shared taxes ..........coveveveveeeeeieeiieeiseeeeeeeeeeene 0.5 0.5 0.5 0.5 0.6
Total shared taXes..........cecvevierieverienieeeeeeeeeeeeienan 333.8 334.3 319.6 287.0 283.5
Grants:
State eqUItY Grant.........ccccvevvevvevrerreereiriereereereeeereeeeenens 3.6 3.6 2.1 1.0 1.1
Other EIants ..........cooveveveerveriieiereeeeeereeseeeresee e 73.7 70.7 63.9 78.6 66.4
Total GrantS.......coveveveeeeiirieirieieeseeeseeee s 77.3 74.3 66.0 79.6 67.5
Sales and charges for SErvices ........cocevveereerenieereieienas 185.9 198.0 171.1 176.0 178.1
Other TEVENUES ....cvvnvviniieieniieicceieteereeee et 107.4 175.8 148.2 155.0 141.9
TOtal FEVENUES ...o.eveeeeeienieieieeeeeee e 1,368.9 1,470.5 1,379.9 1,375.0 1,357.0
OTHER FINANCING SOURCES:
Debt proceeds-General Obligation Limited Tax.............. - 50.3 56.0 209.9 248.4
Transfer from Community Development Block Grants... 16.6 21.4 - - -
Transfer from Major & Local Street Funds..................... 41.3 44.8 48.9 56.2 33.1
Transfer from Capital Projects Funds .........cccccceceeinnnee. - 0.8 - - -
Transfer from Trust and Agency Funds..........c.cceeeneeee. 0.3 - - - -
Transfer from Component Units..........ccccevereeereecnennen. 32.2 - - - -
Total Other Financing Sources.........c.ccoeevveereneenenn 90.4 117.3 104.9 266.1 281.5
Special Item-Casino Development Revenue*................. - - 63.8 38.3 -
TOTAL REVENUES AND OTHER
FINANCING SOURCES $1.459.3 $1,587.8 $1,548.6 $1,6794 $1,638.5

* Nonrecurring
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Fiscal Year Ende June 30,

$ 188.0 $ 168.1 § 1852

. 151.2 161.2 182.2 202.2
Health.......ccooooviiiiiiiiceecece e 89.0 97.9 102.2 88.9 87.9
POLICE v 382.5 362.5 362.4 462.6 454.6
Public Lighting .........ccccoeviiieniiiiiencecee 70.8 64.4 61.9 61.4 69.1
RECTEAtiON ...cveveeeeeieieee e 48.1 53.9 59.3 53.6 67.5
AlLOthET ..eveiiiiiiecee e 231.8 254.4 237.2 274.5 193.6
Total executive agencies..........ccoveevereereennens 1,181.1 1,211.2 1,172.2 1,291.3  1,260.1
Legislative agencies ..........cocecevererereerieneeenennnes 14.3 16.3 16.0 18.1 21.3
Judicial agencies.........ccvevveeriieiieeienieieeie e 44.8 47.0 47.7 45.4 45.5
Non-departmental(1) .........ccoeeevieieieieieieieienen, 82.6 167.0 227.8 222.8 165.6
Total expenditures. ........cccceveereenerreneeneenens 1,322.8 1,441.5 1,463.7 1,577.6  1,492.5
OTHER FINANCING USES:
Transfer to Community Dev. Block Grant Fund ........... - - 13 - -
Transfer to Construction Code Fund ..........c...ccocoveenen. 6.4 3.0 6.0 4.0 0.5
Transfer to Detroit Building Authority..........cccccoenenee. 0.5 0.5 04 03 1.0
Transfer to Human Services Fund ..........ccccoooevveienennen. 4.5 4.0 6.5 5.7 4.3
Transfer to Federal Employment & Training Funds...... 0.1 - - - -
Transfer to Targeted Business Development Fund - - - - 2.5
Transfer to Debt Service Funds ..........ccccoovveieiinieenn.n. 46.0 403 442 513 38.8
Transfer to Capital Projects Funds ..........cccooceeveiennenen. 6.6 1.7 - - -
Transfer to Airport Fund (2).....ccccoeevvvevenienenieieienene 1.9 3.6 2.5 2.8 2.6
Transfer to Housing Fund.........c.cocoooiniiiiinnninenn. - 2.1 1.3 - -
Transfer to Transportation Fund (2) .......cccevevveienennen. 74.2 793 75.5 743 77.4
Transfer to Municipal Parking Fund (2)........cceeuennee. - - - - 9.6
Transfer to Component Units .........ccoceeveerereeeervennennenn 25.7 - - - -
Payment to Refunded Debt Escrow (3) .....cccooevvevrennne - 49 .4 - 41.4 96.8
Total Other Financing Uses........ccccoceevverieieniennenne 165.9 183.9 137.7 179.8 233.5
TOTAL EXPENDITURES AND OTHER
FINANCING USES ..., $1.488.7 $1,6254 $1,601.4 $1,757.4 $1,726.0

SOURCE: Derived by the Finance Department from audited financial statements. Totals may not add up
exactly due to rounding.

(1) Non-departmental includes items such as payment of damage claims, self-insurance fund contributions
and other expenses that are not allocated on a departmental basis.

(2) The City has made transfers to certain enterprise funds for operating purposes. See “FINANCIAL
OPERATIONS - Other Funds of the City — Enterprise Funds.”

(3) Reflects refunding of certain limited tax obligations. See “FINANCIAL OPERATIONS — General Fund
Revenue Categories.”
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An analysis of

Fiscal Year Ended June 30,

2001 2002 2003 2004 2005
Fund balance at beginning of year previously

reported before restatement.......................... $ 217.1 $ 218.1 $ 206.2 $ 1403 $ 69.2

Fund balance restatement ' .............cco.ccoo........ 329 19.7 - - -

Fund balance at beginning of year, as restated 250.0 237.8 206.2 140.3 69.2
Revenues and other financing sources ............ 1,459.3 1,587.8 1,548.6 1,679.5 1,638.5
Expenditures and other financing uses............ (1,488.7) (1,625.4) (1,601.4) (1,757.4) (1,726.0)
Increase (decrease) in reserve for other assets (2.9) 6.0 (13.1) 6.9 (15.4)
Fund balance at end of year.............cccoevenneen. $ 218.1 $ 206.2 $ 140.3 $§ 692 $§ (33.6)

SOURCE: Derived by the Finance Department from audited financial statements.

1 The General Fund has been restated to reflect the adoption of Governmental Accounting Standards Board

(“GASB”) Interpretation Number 6, “Recognition and Measurement of Certain Liabilities and Expenditures
in Governmental Fund Financial Statements.”

(Balance of this page intentionally left blank)
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fiscal

Table 8 - Components of General Fund Balance

Fiscal Year Ended June 30,
2001 2002 2003 2004 2005
(in millions)

Reserved Fund balance:

Reserved for Encumbrances..............ccocceveenen. $98.0 $59.2 $96.8 $48.9 $35.3
Reserved for the Budget Stabilization Fund..... 34.1 7.7 8.5 - -
Reserved for Risk Management Operations..... 44.8 51.8 50.5 359 29.2
Reserved for BC/BS Insured Program (1)........ - - 21.7 - -
Reserved for Motor Vehicle Operations .......... - - - 393 23.4
Reserved for Inventory.........cccoeeeevveieeinennne. 36.7 42.8 29.7 36.5 21.2
Reserved for Short-Term Loans
and Advances to Other Funds ............cccccceeee. 6.0 2.2 2.2 3.6 12.7
Total Reserved Fund balance................... 219.6 163.7 209.4 164.2 121.8
Unreserved Fund balance:
Designated:
For Accrued Compensated Absences.......... - 17.5 - - -
For BC/BS Insured Program....................... 24.8 23.4 - - -
Total Designated Fund Balance................ 24.8 40.9 - - -
Undesignated:
Total Undesignated Fund Balance........... (26.4) 1.6 (69.1) (95.0) (155.4)
Total Unreserved Fund Balance (Deficit)......... (1.6) 42.5 (69.1) (95.0) (155.4)
Total Fund Balance $218.1 $206.2 $140.3 $69.2 $( 33.6)

SOURCE: Derived by the Finance Department from audited financial statements.

(1) The Blue Cross/Blue Shield Reserve component of the General Fund decreased from $21.7 million at
June 30, 2003 to $-0- at June 30, 2004 as the result of a settlement agreement with the City’s Retirement
Systems, with $15.7 transferred to the Employee Benefit Fund (a fiduciary fund), and the remaining $6.0
million used to defray heath care costs during fiscal 2004.

General Fund Revenue Categories
The City’s General Fund derives revenues from various sources. The following table shows the

percentage that various sources of General Fund revenues have contributed to total General Fund revenues for
fiscal 2001 through 2005.

(Balance of this page intentionally left blank)
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Property taxes ..........cooeiiiiiiiiii, 11.2% 11.5% 12.1% 13.4% 13.2%

Municipal iINCOME taX .....cevveerreeriieriierieerieereeseeieenns 24.9 22.0 22.5 21.1 20.8
UtIIIEY USETS taX .eeuvievieiieiieieeieeieereeveeveeveeveeenens 4.0 3.5 4.0 3.7 3.9
Wagering taXeS....c.eevveerveerieerieeiieieereeieereevesnesenees 6.3 7.4 8.1 8.4 10.2
State shared reVenues.........cccovveeerereeierere e 243 227 23.1 20.8 20.8
State eqUILY SIant .......cccceeeereereeeieieneseeeeie e 0.3 0.2 0.2 0.1 0.1
Sales and charges for Services..........cocevvverierieneenne. 13.6 13.5 12.4 12.8 13.1
Other revenue, grants and financing sources (1)....... 15.4 19.2 17.6 19.7 17.9
TOtal ..ot 100.0%  100.0% 100.0% 100.0%  100.0%
SOURCE: Derived by the Finance Department from audited financial statements.

(1) See “FINANCIAL OPERATIONS — General Fund Revenue Categories — Other Revenue, Grants and
Other Financing Sources” for a discussion of the sources of revenue included in this category.

The following is a description of the major General Fund revenue sources of the City.

Property Taxes

The City reports revenue from real and personal property taxes when measurable and available.
Available is defined as “due and receivable within the current period, and collected within the current period or
expected to be collected within sixty days thereafter.”

The City’s Taxable Value (defined in “ASSESSED VALUATION AND PROPERTY TAXES —
Property Valuation and Tax Rate” below) has increased an average of 4.0% during each of the last five
fiscal years ending June 30, 2007. The City contracted with a nationally recognized collection agency to
collect certain real property tax delinquencies existing prior to March 1, 2004. The contract expires in
fiscal 2006 and will not be renewed. Beginning March 1, 2004, the County began collection of the City’s
delinquent real property taxes. Act 246, Public Acts of Michigan, 2003, effective December 29, 2003, allows
for the Treasurer of a city with a first class school district to return (transfer) all uncollected delinquent taxes
levied on real property after December 31, 2004 to the county Treasurer on the March 1% immediately
following the year in which the taxes are levied. On March 1, 2004, the City transferred to the County
Treasurer the uncollected 2003 real property taxes. In June 2004, the City began receiving annual payments
from the County for the General Fund and the Debt Service Fund which represent 2003 and later real property
taxes that had been turned over to the County as delinquent. Taxes which remain uncollected are ultimately
charged to the City as an offset against future payments and are reserved in accordance with City management
estimates. See “ASSESSED VALUATION AND PROPERTY TAXES — Tax Levies and Collections.” Since
1994, the State Legislature has enacted various statutes pertaining to assessments and assessment procedures.
These changes have restricted the rate of growth on Taxable Value of property throughout the State. See
“ASSESSED VALUATION AND PROPERTY TAXES.” During fiscal 2001, the State Tax Commission
issued new valuation multipliers that may be used by local assessors to value personal property, including
certain contested utility personal property assessments in the City. See “ASSESSED VALUATION AND
PROPERTY TAXES - Personal Property Tax Assessments and Appeals.”

Municipal Income Taxes

The City levies an annual income tax, pursuant to State enabling legislation. The maximum rate
consists of a tax of 2.5% on income earned and received (investment income included) by residents of the City,
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The contract

City has contracted with a tside collection firm to ct certain income tax delinquencies.

s in fiscal 2006 and.

Effective January 12, 1999, Act 500%EEE Public Acts %f Michigan, 1998 (“Act 5007), requlredﬁa reduction
in both resident and non-resident City income tax rates. The City’s resident income tax rate of 3% was
required to be reduced by 0.1% on each July 1, beginning July 1, 1999, until reaching 2%. The non-resident
income tax rate was required to be reduced to maintain it at one-half of the resident income tax rate. Act 500
permits this statutory rate reduction schedule to be suspended under certain circumstances if at least three of
the following four conditions exist: (1) funds have been withdrawn from the City’s Budget Stabilization Fund
for two or more consecutive fiscal years or the City’s Budget Stabilization Fund balance falls to zero; (2) the
City’s inflation adjusted income tax revenue growth rate over the prior year is 0.95% or less; (3) the City’s tax
base growth rate is 80% or less of the State-wide tax base growth rate over a two-year period; or (4) the City’s
unemployment rate is 10% or higher. If three of these four conditions exist, the next scheduled rate reduction
will be suspended until the following July 1, and the suspension may be extended if these conditions continue.
Accordingly, the full implementation of the rate reduction may be delayed past July 1, 2008.

Act 500 also reduced the population threshold for levying local income taxes at rates in excess of 2%
from 1,000,000 to 750,000. In addition, the then current Mayor proposed to City Council a phase-out of the
corporate income tax over a similar 10-year period at the end of calendar 1999. The reduction of 0.2% became
effective on January 1, 2000, with subsequent reductions on each January 1 following the scheduled July 1
reduction in the individual income tax rate, until the City’s corporate income tax is eliminated by January 1,
2009, or such later date as may be applicable. Under City ordinance, the income tax rate reduction for
corporations is also suspended whenever a suspension is granted by the State for resident and non-resident
rates. Because of two successive one-year suspensions of the 0.1% resident income tax rate reduction granted
to the City by the State pursuant to Act 500, the City corporate income tax rate for fiscal 2004 and 2005
remained the same at 1.2%. The scheduled reduction for fiscal 2005 was frozen and did not take effect. The
City income tax rate for fiscal 2005 and 2006 is 2.5% for residents and 1.25% for non-residents. In December
2005, the City received a third suspension of its income tax rate reduction, effective for the period July 1, 2006
through June 30, 2007.

Utility Users Tax

The Utility Users Tax is a 5% excise tax on utility bills within the City, and may be levied only by
cities with a population in excess of 750,000. The City recognizes Utility Users Tax revenues collected during
the fiscal year and accrues cash received within 60 days of the fiscal year end, which is related to utility usage
during the fiscal year. Act 197, Public Acts of Michigan, 2005, provides that all Utility Users Tax revenues
shall be used to hire and retain police officers.

Wagering Taxes

There currently are three casino licensees operating casinos in the City. As permitted by Act 69,
Public Acts of Michigan, 1997, in November 1997 the City’s voters approved the imposition of a local tax of
9.9% on adjusted gross receipts from casino operations (“AGR”) in the City. Also pursuant to Act 69, the City
has imposed a municipal service fee of 1.25% of AGR, or $4 million per licensee, whichever is greater, to pay
for the provision of municipal services. Act 306, Public Acts of Michigan, 2004, effective September 2, 2004,
imposed an additional wagering tax of 6% of AGR, which is allocated one-third to the City and two-thirds to
the State. Thus, the City currently collects a total of 11.9% on AGR as the wagering taxes in addition to such
municipal service fee.

As a result of the taxes and fees described above, the City collected revenues from gaming facilities of
$85.8 million in fiscal 2001, $109.4 million in fiscal 2002, $111.3 million in fiscal 2003, $116.1 in fiscal 2004
and $138.0 in fiscal 2005. Effective January 1, 2006, pursuant to an agreement with the three casinos in the
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Certain litigation which challenged the system by which the City had granted three casino licenses
continued over several years, delaying both the finalization of the permanent casino development agreements
and the construction of three permanent casinos and related hotel facilities in the City. The litigation was
finally resolved in 2005, and two of the three casinos have now commenced such construction. See
“CERTAIN ECONOMIC AND DEMOGRAPHIC INFORMATION — Major Projects and Developments.”

Following a settlement with the State reached in 2002, the Sault Ste. Marie Tribe of Chippewa Indians
sought U.S. Congressional approval of a casino, resort and convention center in Romulus, Michigan,
approximately 20 miles from downtown Detroit (the “Romulus Casino”). Legislative efforts to secure federal
approval of a casino license for the Tribe have been pursued, but no action has been taken in the Congress.
The potential effect, if any, of competition from the Romulus Casino on the City’s existing gaming facilities,
and the resulting effect on the City’s revenues from gaming facilities, are unknown.

In the November 2004 election, Michigan voters approved a constitutional amendment which requires
approval of any form of gaming, other than Indian tribal gaming and gaming in up to three casinos in the City,
by a majority of State voters as well as a majority of voters in the city or township where the gaming will take
place.

State Revenue Sharing

The City receives State revenue sharing payments from the State under the State Constitution and the
State Revenue Sharing Act of 1971, as amended (the “Revenue Sharing Act”). State revenue sharing
payments are State-shared revenues that can be used by a local unit of government for any purpose it deems
appropriate. As permitted by State law, the City has secured certain debt obligations with a pledge of its
revenue sharing payments (sometimes called “Distributable Aid”). As of May 2, 2006, the City had
approximately $36.76 million of such secured debt outstanding, the maximum aggregate annual debt service
on which is approximately $13.6 million. The City also has certain contingent obligations and expects to issue
additional debt obligations in the future, including short-term debt for cash flow purposes, which will be
secured by Distributable Aid both on a parity or subordinate basis. See “FINANCIAL OPERATIONS — Other
Funds of the City” and “INDEBTEDNESS OF THE CITY AND RELATED ENTITIES.”

The City’s receipts under the State revenue sharing program are based upon components as shown in
the table below. Of the components, only the sales tax distribution is mandated by the State Constitution. The
other components are authorized by legislative action and distribution is subject to annual State appropriation
by the State Legislature, and may be reduced or delayed by Executive Order during any fiscal year in which
the Governor, with the approval of the Legislature’s appropriation committees, determines that actual revenues
will be less than the revenue estimates on which appropriations were based. See “FINANCIAL
OPERATIONS — Recent Budget Results of the General Fund.”

The table below shows State revenue sharing distributions received by the City during fiscal 2001
through 2005.
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Revenue sharing

Sales tax-constitutional............ccccverveennenn $ 61.2 $ 618 $ 629 $ 62.7 $ 63.7
Sales tax-statutory .......cccoceerveereerreerieeneenne 270.7 270.2 255.0 223.8 219.2
Total State revenue sharing ....................... $331.9 $332.0 $317.9 $286.5 $282.9

SOURCE: Derived by the Finance Department from audited financial statements.

The State’s ability to make revenue sharing payments to the City in the amounts and at the times
anticipated in the City’s budgets could be affected by the State’s financial condition and its ability to finance
any temporary cash flow deficiencies. The distribution of sales tax revenues to the City may also be affected
by changes in the City’s population after 2007. It is also possible that future legislative changes could reduce
revenue sharing distributed to the City.

State Equity Grant

The Detroit Main Library received substantially reduced funding in fiscal 2005, compared to prior
years, from a State equity grant program which is phasing out. The Detroit Main Library received $0.8 million
from such program in fiscal 2005, compared to grant amounts of $7.8 million, $8.3 million, $7.7 million and
$6.6 million received in fiscal 2001, 2002, 2003 and 2004, respectively.

Sales and Charges for Services

Receipts for sales and charges for services include such items as maintenance and construction
charges, electrical fees, recreation fees, property tax collection fees and personal service fees. Actual receipts
decreased from $185.9 million in fiscal 2001 to $178.1 million in fiscal 2005.

Other Revenue, Grants and Other Financing Sources

Other revenue and other financing sources generally consist of fines, inspection fees, interest on
investments, real estate rentals, sales of property and transfers.

General Fund expenditures include the federal share of the cost of services for personnel employed in
various General Fund agencies. The Community Development Block Grants and a small amount under the
Job Training Partnership Act fund the federal share.

The grants listed under “Other Grants” (which are usually for health-related activities or community
development projects) are generally received on a drawdown basis. Increases or decreases in expenditures
would not have a direct effect on fund balances, since revenues would likewise be increased or decreased. The
annual budget contains the full amount of an expected grant even though total expenditures may not be
realized.

The following table compares budgeted and actual revenues and expenditures for certain major
General Fund categories for fiscal 2003 though 2005. Also included are the budget amounts for fiscal 2006
and 2007.
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2006 2007
Budget(1)  Budget (2)

entes

Property tax ......cccceceeeeeeeeenene $174.7 $166.3 $188.2 $184.8 $215.7 $179.0 188.2 $ 168.8
Municipal income tax............ 323.5 310.9 300.4 290.6 319.0 282.5 275.1 271.4
State revenue sharing............. 332.0 319.1 310.8 286.5 286.1 282.9 283.5 282.6
Utility Users Tax .......ccccee.e. 54.7 55.3 54.6 50.5 55.0 52.9 49.7 56.0
Wagering taxes.........cccceeeeee. 105.0 111.3 110.0 116.1 117.6 138.0 153.0 178.2
State equity grant................... 2.5 2.1 0.2 0.2 1.2 1.1 0.8 0.0
Total..ocoveeiecieeeieee e $9924 $965.0 $964.2 $ 928.7 $994.6 $936.4 $950.3 $957.0
Total General Fund Revenues..... $1,419.4 $1,379.9  $1,497.8 $1,375.1 $1,587.5 $1,357.0 $1,400.4 $1,435.1
% of Total General Fund............. 69.9% 69.9% 64.4% 67.5% 62.7% 69.0% 67.9% 66.7%
Expenditures
POlIiCe ..o, $349.5 $362.4 $418.0 $462.6 $475.2 454.6 $337.1 $394.8
Department of Public 183.4 185.2 1254 112.8
WOrKS ..o 203.3 188.0 171.6 168.1
Fire ooooveveeeieieeeeeeeeees 147.2 161.2 182.7 182.2 207.4 202.2 162.9 170.8
Public Lighting............cc........ 66.1 61.9 64.7 64.5 65.9 69.1 67.5 66.5
Recreation..........ccccooeeeneennne. 73.1 59.3 51.6 53.6 50.0 67.5 32.7 18.5
Total...ocoveeiecieeeeciecee, $ 839.2 $ 832.8 $ 888.6 $931.0 $981.9 $978.6 $725.6 $ 7634
Total General Fund Revenues..... $1,419.4 $1,463.6 $1,497.8 $1,577.6 $1,587.5 $1,492.5 $1,400.4 $1,435.1
% of Total General Fund............. 59.1% 56.9% 59.3% 59.0% 61.9% 65.6% 51.8% 53.2%

SOURCE: Budget Department and Finance Department.

(1) City’s Budget as adopted. The City’s Budget is revised from time to time to reflect carry-forward amounts, as well as amendments during the
course of the year. Property Taxes budget was amended in fiscal 2005 to reflect the revenues from the County as current instead of delinquent
property tax revenues.

(2) City’s Fiscal Year 2007 Executive Budget.
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Recent Budget Res the General Fund

Council consideration on April 12, 2006 also is discussed below.

Fiscal Year 2003

The Fiscal Year 2003 Budget of $1.4 billion represented a 5.9% decrease over the Fiscal Year 2002
budget. The Budget was based on conservative revenue estimates due to a downturn in the economy,
continuation of the cap on State Revenue Sharing (the City’s largest revenue source) and controlled spending
assumptions. Detroit’s State Revenue Sharing payment, including the Library’s share, set by statute at $333.9
million, was cut with the passage of Act 679, Public Acts of Michigan, 2002, to $322.2 million and was further
reduced by passage of Act 168 to $319.1 million.

Income tax was budgeted at $323.5 million, a less than 1% decrease from fiscal 2002 projections. This
was due to an anticipated stabilization in the economy and the 0.1% decrease in the income tax rate. The
actual income tax collected was $310.9 million.

Property tax was budgeted at $174.7 million, an increase of 11.02% over the fiscal 2002 estimates.
This was based on a 4.4% increase on the ad valorem roll and assumed a 5.1% overall increase when industrial
facilities and neighborhood enterprise zone rolls were included. The actual property tax receipts were
$166.3 million.

The wagering taxes were budgeted at $105.0 million, which was 9.6% higher than the fiscal 2002
projections. Actual wagering taxes receipts for fiscal 2003 amounted to $111.3 million, a 1.6% increase over
fiscal 2002 results. The City also received an additional payment from the casinos aggregating $63.8 million
in fiscal 2003 related to the renegotiation of the location (no longer on the riverfront) and hotel size of the
permanent casino facilities (each reduced to 400, instead of 800, rooms).

The Fiscal Year 2003 Budget did not include provisions for a wage adjustment with the City’s
bargaining units. In general, vacant positions were eliminated from the Budget, reflecting 549 fewer budgeted
positions than for fiscal 2002. The Airport budget reflected a reduction of 17 positions due to the loss of an air
carrier. The Police Department budget reflected a net reduction of 121 uniform positions, primarily due to loss
in grant funding. The Library Department lost 61 positions due to reduction in State funding.

The Fiscal Year 2003 Budget again included contributions to some enterprise funds. The Airport
subsidy was $2.4 million, a $360,000 increase over fiscal 2002, also due to the loss of a major carrier. The
subsidy to the Detroit Department of Transportation (“DDOT”’) was $4.6 million less, at $69.4 million, than in
fiscal 2002, due primarily to an increase in fares of 25 cents. The Detroit People Mover subsidy also decreased
by $568,000, to $10.8 million.

The City’s Housing Fund accounted for the public housing function administered through the Detroit
Housing Commission (“DHC”). In June 2003, the Michigan Supreme Court unanimously affirmed the opinion
of the Michigan Court of Appeals in ruling that the 1996 amendments to the Michigan Housing Facilities Act
severed by operation of law the City’s employment relationship with personnel assigned to and employed by
the DHC, to be effective July 1, 2003. This confirmed DHC’s status as a separate and autonomous entity
without need for legislative action by the Detroit City Council.

Two post-year end events contributed $55 million of the $69 million deficit: a write-off of
$18 million of accounts receivable owed by the DHC, which was then an enterprise fund of the City, and an
additional $37 million contribution (representing a $35 million judgment plus $2 million in interest) to the
Police and Fire Retirement System Funds as a result of a lawsuit. The City filed a deficit elimination plan with
the State and took action in fiscal 2004 to eliminate the deficit.

B-21

2259 PodSRRBAG-SWr  Doc 4107 Filed 08/19/13  Entered 08/19/13 12:21:29  Page 85 of 248



for fiscal 2004 were expected to amount to $290.3 million. This was a $43.6 million or 13.1% reduction from
the prescribed amount pursuant to the 1998 Amendments. Actual payments received for fiscal 2004 were
$286.5 million.

Income tax collections for fiscal 2004 were budgeted at $300.4 million, representing a 7.1% decrease
from the prior year, reflecting once again the economic challenges in the City’s and State’s economies, as well
as the 0.1% reduction in the income tax rate. In December 2003, the City requested and received approval
from the State to suspend its income tax rate reduction for a one-year period concluding July 1, 2005. Actual
income taxes received for fiscal 2004 were $290.6 million.

Property tax was budgeted at $188.2 million, a 7.7% increase over fiscal 2003. The City contracted
with an outside collection firm to collect delinquent property taxes owed for years prior to fiscal 2003, income
taxes and water/sewerage bills. Although actual collections were less than expected, property tax collections
for fiscal 2004 amounted to $184.8 million, which included the payment of $37.4 million received from the
County upon the transfer of fiscal 2003 delinquent real property taxes to the County for collection.

The wagering taxes were budgeted for a small increase of $5 million or 4.8% over the Fiscal Year
2003 Budget. Actual wagering taxes collections for fiscal 2004 were $116.1 million, a $4.8 million (4.3%)
increase from actual collections in fiscal 2003. The City also received a nonrecurring additional payment from
the casinos aggregating $38.3 million in fiscal 2004 related to the renegotiation of the location (no longer on
the riverfront) and hotel size of the permanent casino facilities (each reduced to 400, instead of 800, rooms).

While budget expenditures were reduced in a number of major categories, there were some significant
adjustments related to personnel costs. The Fiscal Year 2004 Budget included a proposed wage increase of 5%
for uniformed employees, a 2% increase for civilian employees and special pay adjustments for certain
employee categories. Employee benefits experienced a significant increase due to higher health insurance
costs and pension contributions for both uniform and civilian employees. Offsetting these increases was the
overall reduction of 138 General Fund budgeted positions.

The Fiscal Year 2004 Budget again included contributions to some enterprise funds. The Airport
subsidy was $2.8 million, a $258,000 increase over fiscal 2003, reflecting increased personnel costs. The
subsidy to the DDOT remained at $68.2 million. The Detroit People Mover subsidy decreased by $0.5 million
to $10.3 million.

The Fiscal Year 2004 Budget contained a number of management initiatives. A Program
Management Office was established to assist the City administration in managing large projects as well as
restructuring City operations in order to improve efficiency and effectiveness of City services. The Grants
Acquisition Office was established to help coordinate and improve the City’s efforts in identifying, applying
for and securing grants.

For fiscal 2004, the City administration withdrew $8.5 million from its Budget Stabilization Fund,
reducing its balance to zero, sold $61 million in Fiscal Stabilization Bonds and reported a budget deficit of
$95 million. This fiscal 2004 deficit amount was $26 million larger than the deficit reported in fiscal 2003.
The deficit increase was a result of revenue shortfalls in income tax, utility users’ tax and state revenue sharing
collections, in addition to unexpected increases in pension and employee benefits, and unbudgeted expenses
related to the 800-megahertz communication system. The City filed a deficit elimination plan with the State
and took action in fiscal 2005 to eliminate the deficit.
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Year 2005 Budget included a $61.1 million financing to fund a payment to the Risk Management Fund and an
$80.1 million benefit from the issuance of pension certificates of participation during fiscal 2005.

Income tax collections for fiscal 2005 were budgeted at $319 million, a 6.2% increase over the prior
fiscal year. This increase was due to a one-year suspension of the 0.1% rate reduction permitted under
Act 500, Public Acts of Michigan, 1998 (“Act 500”), if the City met three out of four conditions set forth in
such Act for the year. However, income tax collections continued to decline and yielded $282.5 million for
fiscal 2005.

Property tax revenues were budgeted at $215.7 million, an increase of 14.6% over fiscal 2004. This
increase was due primarily to the transfer of delinquent real property taxes to the County. See “FINANCIAL
OPERATIONS - General Fund Revenue Categories: Property Taxes.” Fiscal 2005 Taxable Value increased
by 6.3% on the ad valorem roll and decreased 5.9% on the industrial facilities and neighborhood enterprise
zone tax rolls. Actual property tax receipts totaled $179.0 million. The Fiscal Year 2005 Budget included an
additional $3.5 million from a personal property tax audit. The audit was the result of a two-year grant
program funded by the State. The outcome of the program was an increase in personal property taxable
valuations beginning with the 2005 tax year.

The wagering taxes were budgeted at $117.6 million, a $7.6 million increase over the prior fiscal year,
but yielded approximately $138.0 million in fiscal 2005. This significantly increased wagering taxes revenue
was primarily due to tax rate increases enacted in Act 306, Public Acts of Michigan, 2004, from which the City
received a 2% increase in its wagering taxes rate, bringing the City’s total wagering taxes rate to 11.9%.

Based on a comparative study by consultants hired by the City, which recommended increases in
various user fees charged by the City, the Fiscal Year 2005 Budget included an increase of $4 million in user
fees.

On the expenditure side, the Fiscal Year 2005 Budget reflected a reduction of 997 positions, including
377 layoffs, elimination of 263 vacant positions, and 357 DHC positions no longer reported in the City’s
budget. The Fiscal Year 2005 Budget included a pay raise of 2% for civilian employees and 5% for uniform
employees. Pension and health care costs increased. Contractual services, operating supplies and capital
equipment were reduced by a total of $14.2 million (9.6%) from the prior fiscal year. The Fiscal Year 2005
Budget included contributions to certain Enterprise Funds. The Airport subsidy was $2.5 million, a reduction
of $200,000 from fiscal 2004. The Buildings and Safety Engineering Department subsidy of $1.9 million was
eliminated. The DDOT subsidy was $71.2 million, an increase of $3.4 million.

The Fiscal Year 2005 Budget also included many new initiatives. The Department of Administrative
Hearings was established to strengthen code enforcement efforts by assessing and collecting civil fines and
costs for blight violations. This Budget implemented a reduction of 57% in City employee take-home vehicles
through a new policy that provided vehicles to employees on an economic and business basis rather than as a
fringe benefit. Professional facility managers conducted a review of City-wide leases with a view toward
consolidation and renegotiation.

In response to the recognition of a projected deficit for fiscal 2005, additional mid-year layoffs of 686
employees were implemented in March 2005, as well as the elimination of 237 vacant positions. Additional
cuts in salary expenses were instituted beginning with a 10% reduction in salary for mayoral appointees and
non-union employees. The 10% salary reduction for non-union employees was put into effect beginning
July 1, 2005. Vendors were asked to take a 10% reduction in contractual costs, with limited success. Other
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reported in fiscal 2004. This deficit was a result of revenue shortfalls principally in property tax, income tax,
sales and charges for services and sale of real property offset somewhat by increase in wagering taxes. The
City addressed these shortfalls by reducing expenditures by $91.4 million (net of grant receipts and
expenditures). The City filed a deficit elimination plan with the State and took action in fiscal 2006 to
eliminate the deficit.

Fiscal Year 2006

On May 24, 2005, City Council adopted a balanced budget for fiscal 2006 that built upon significant
cuts in existing City departments, broad-based expenditure reductions and provisions for an anticipated
carryover of undesignated General Fund deficit from fiscal 2005 estimated at $101.7 million, which was
required to be funded by an appropriation in the Fiscal Year 2006 Budget. The actual carryover 2005 deficit
was $155.4 million.

The Fiscal Year 2006 Budget of $1.4 billion represents a 11.79% decrease from the Fiscal Year 2005
Budget. The Fiscal Year 2006 Budget assumed continued slow growth in the local economy, lower estimated
tax revenues and continued controlled spending assumptions. The City budgeted $283.5 million in revenue
sharing payments, based on the State projected payments. The City currently estimates that revenue sharing
payments will total $280.8 million.

Income tax collections for fiscal 2006 were budgeted at $275.1 million, an 11.5% decrease from the
prior fiscal year. This decrease reflects actual fiscal 2005 income tax collections and the continued decline in
the local economy and employment. The City was again granted by the State a one-year suspension of the
0.1% income tax rate reduction permitted under Act 500. The City estimates that income tax collections will
total $273.5 million in fiscal 2006. The City will continue to petition the State to suspend additional income
tax reductions in future years as allowed. Under City ordinance, the income tax rate reduction for corporations
is also suspended whenever a suspension is granted for resident and non-resident rates. Also included in the
fiscal 2006 income tax revenue estimate is a reduction of the personal exemption from $750 to $600 that was
approved by City Council.

General Property taxes were budgeted at $188.2 million, a decrease of 12.7% from fiscal 2005 due to
a reduction in estimated delinquent tax collections. Taxable valuation estimates have increased by 5.0% on the
ad valorem tax roll, decreased by 11.5% on the industrial facilities roll and increased by 19.3% on the
neighborhood enterprise zone tax roll. The Fiscal Year 2006 Budget includes delinquent tax collections from
the County and from an outside collection firm. Actual property tax collections for fiscal 2006 are now
estimated at $185.1 million.

The wagering taxes were budgeted at $153 million, a $35 million increase over the prior fiscal year’s
budgeted amount. The budgeted increase was due to a State increase in the wagering taxes rate of 2% as of
September 1, 2004, and the City’s receipt of 1% of all AGR plus an additional 1% of AGR of individual
casinos reaching $400 million in annual AGR, commencing January 1, 2006, pursuant to agreements between
the City and the three casinos in the City. See “FINANCIAL OPERATIONS - General Fund Revenue
Categories — Wagering Taxes” above. Two of the three casinos are expected to reach $400 million of AGR by
November or December 2006. The City estimates that the wagering taxes for fiscal 2006 will total
$157.1 million.

The Fiscal Year 2006 Budget included plans for sweeping reductions of expenditures. A total of
2,992 budgeted positions, including 686 mid-fiscal 2005 layoffs, were eliminated in the Fiscal Year 2006
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A study of health care benefits was performed by a nationally recognized consulting firm, which
identified cost savings in the areas of hospitalization, dental and vision benefits. The renegotiation of
employee health care benefits was expected to generate significant cost savings of $47 million. The City’s
unions have not approved salary and health care reductions and an agreement has not yet been reached with all
of them. In January, the City administration determined that because the proposals were not approved, further
reductions to the City’s work force were required to realize the necessary savings and it implemented an
additional 414 layoffs to help meet this savings goal.

The Fiscal Year 2006 Budget continued reductions in take-home vehicles; a total of 62 general
assigned vehicles were eliminated, as well as 100 police general assigned vehicles. All eliminated vehicles
were sold at auction. In addition, no appropriations were recommended in the General Fund for vehicle fleet
replacement.

Also included in the Fiscal Year 2006 Budget was business process redesign involving a new
centralized mailroom to achieve savings in postage costs across the City, centralization of document
production and the elimination of bulk refuse collection during slow winter months based on a best practices
study. On January 31, 2006, the City eliminated all bulk pick up, resulting in an annual savings of $20 million.

The Fiscal Year 2006 Budget anticipated the reduction of the subsidy for the Detroit Zoological
Institute. On March 1, 2006, the City Council approved an operating agreement transferring Detroit
Zoological Institute operations to the Detroit Zoological Society, eliminating an estimated $5 million annual
net cost to the City. The City also transferred operations of the Detroit Historical Museum to the Detroit
Historical Society, eliminating another $1.6 million annual subsidy.

The Fiscal Year 2006 Budget included contributions to certain Enterprise Funds. The DDOT subsidy
was $83.5 million, an increase of $4.1 million from the fiscal 2005 budgeted amount. Also included was a
$2.6 million subsidy for the Detroit City Airport.

Five of the 10 Neighborhood City Halls under the Mayor’s Office and other expenses of the Mayor’s
Office were eliminated in fiscal 2006 for a reduction of $2.4 million. An additional $2.1 million was reduced
from the fiscal 2006 budgets for certain of the City’s planning and development agencies.

Additional reductions in fiscal 2006 expenditures were adopted by City Council for the Police and
Fire Departments. The City Council approved a $22.9 million (10%) reduction in wage costs for uniformed
police and fire personnel. These wage reductions required approval of the police and fire unions and are
further subject to arbitration under the State compulsory arbitration act. In addition to the foregoing, the City
Council approved reduced funding of $53.7 million in the Police Department budget and $15.1 million in the
Fire Department budget, which does not require approval by the police or fire unions.

In June 2005, the Mayor proposed amendments to the Fiscal Year 2006 Budget to restore
$23.4 million in cuts to the Police and Fire Departments. This $23.4 million cut would have resulted in the
layoff of 182 police officers and 73 firefighters. To maintain a balanced budget, the restoration of funding for
the Police and Fire Department cuts were provided from a reduction to the payment to the Risk Management
Fund of $12.5 million. In addition, the Utility Users Tax revenue was increased by $6.3 million. The State
passed legislation in October 2005 that eliminated the staffing requirements for officers which would have
required a reduction in the Utility Users Tax rate if required staffing levels were not maintained. The General
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2006 budget.

At the end of August 2005 the Mayor and the Chief of Police presented a plan to reorganize the Police
Department. The plan recommended 150 layoffs. In addition, the Mayor and the Fire Commissioner
presented a plan for the Fire Department that resulted in 75 layoffs. The Fire Department layoffs were delayed
by the Firefighters’ Union which obtained an injunction to prevent implementation. Ultimately, the City layed
off 61 firefighters.

Both reorganization plans proposed by the Mayor called for fewer layoffs than the City Council had
contemplated when it passed the Fiscal Year 2006 Budget, resulting in a funding shortfall for both the Police
and Fire Departments, which the Mayor addressed along with other negative variances by a series of budget
amendments and several initiatives that impacted a significant number of the General Fund departments,
excluding the Police and Fire Departments. The most significant was the closing of nine Recreation facilities
with about 150 accompanying layoffs. A second significant item reduced the General Fund subsidy to the
DDOT by $8 million. This is the same amount that the City Council provided in additional funding to the
DDOT during its budget deliberations.

The Fiscal Year 2006 Budget contained salary and health related concessions from employee unions
which have failed to receive union approval. As a result, in July 2005 the City issued layoff notices to 209
employees, representing an annualized savings of $8.3 million. Because of this failure to reach agreement, the
City will incur $17.5 million in unbudgeted costs by the end of fiscal 2006. In addition, the health care
concessions are not expected to be approved by fiscal year-end, which will cost the City an additional
$42 million. The adopted Fiscal Year 2006 Budget also contained an increase of $15 million for pension
funding obligations, which will be eliminated by the fiscal 2006 year-end as a result of the transaction
described in the next paragraph.

The governing boards of the City’s two pension systems voted on February 8 and March 30, 2006 to
extend the amortization periods for funding their respective unfunded actuarial accrued liabilities (“UAAL”) to
30 years (instead of 20 and 12 years, respectively). As a result, the City will replace certain scheduled
contractual payment obligations that it incurred to provide funding for UAAL of the pension systems with new
contractual obligations payable over a longer period to match their extended amortization periods. The
transaction will result in a fiscal 2006 benefit to the General Fund of approximately $20 million.

To further address the above fiscal challenges, the City administration implemented $23.5 million of
budget initiatives including additional departmental cuts and other initiatives. The Municipal Parking
Department, an enterprise fund of the City, sold its Greektown Parking Garage to the Greektown Casino
owners. The net proceeds to the General Fund from this sale, after providing for the retirement of related bond
obligations, were approximately $28 million. The City is currently exploring other opportunities to divest
itself of non-core assets.

The City has experienced a reduction in risk management expenditures as a result of changes in risk
management practices resulting in the ability to reduce transfers to the Risk Management Fund by $30 million.

As a result of the reduction in City staff, the City is in the process of selling excess inventory and
expects to realize $10 million from such sales.

The City’s grant-funded departments have identified $2 million in General Fund costs that are eligible
for reimbursement from grant dollars. Utilizing a matching grant from the State and a consulting firm with
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estimated that it cannot be implemented until after the end of fiscal 2006.

The City now estimates that it will complete fiscal 2006 with a deficit of $63.0 million which it has
budgeted for elimination in fiscal 2007. This represents a reduction of over $90 million from the fiscal 2005
deficit of $155.4 million. The City continues to pursue expenditure controls, property sales, collection of
delinquent taxes, revenue securitization and other initiatives in order to reduce this deficit further.

Fiscal 2007 Budget

On April 12, 2006, the Mayor submitted a balanced Fiscal Year 2007 Executive Budget for
consideration by the City Council that included a provision for an estimated $63 million deficit carryover from
fiscal 2006. The City administration believes that Fiscal Year 2007 Executive Budget is based upon
management’s conservative revenue and expenditure assumptions.

The proposed Fiscal Year 2007 Executive Budget of $1.4 billion is essentially unchanged in the total
from the Fiscal Year 2006 Budget. The City’s total revenue sharing payments are budgeted at $282.6 million, a
decrease of $0.3 million versus fiscal 2005 revenue sharing receipts of $282.9 million.

Income tax collections for fiscal 2007 are budgeted at $271.4 million, a $3.6 million decrease from the
amount budgeted budgeted for fiscal 2006 and a decrease of $2.1 million from estimated fiscal 2006 income
tax receipts. Fiscal 2007 collections assume the continuing suspension by the State of a statutory 0.1% income
tax rate reduction as permitted under Act 500.

General Property Tax receipts are budgeted at $168.5 million, a decrease of $19.5 million from the
amount budgeted in fiscal 2006. This reflects taxable valuation growth offset by the implementation of the
Mayor’s initiative to change the way refuse collection and disposal is funded. Under this initiative, the City
will cease collecting three mills of its property taxes which are dedicated to refuse collection and instead begin
charging a fee for service of $300 annually per home with provisions for hardships and senior discounts.
Billing is expected to occur on a quarterly basis and any delinquent accounts will be added to the property tax
bill and become a lien on real property. The City estimates that $67.2 million will be generated by the fee, $40
million more than had been collected from the three mills.

The wagering taxes receipts are budgeted at $178.3 million versus a Fiscal Year 2006 Budget amount
of $153.0 million reflecting a full year of collections of the additional 1% under the City’s agreements with the
three casinos in the City, as well as additional revenues based on an increase in casino gross receipts.

Significant savings are anticipated in the Fiscal Year 2007 Executive Budget from three initiatives.
First, the administration expects to impose days off without pay on union employees in July pursuant to
provisions in State law which allow it to impose its last best offer after fact finding and the lapse of a 60-day
“cooling off” period, which will lapse in July 2006. This initiative is budgeted to save $11.0 million. Second,
the City has budgeted $58 million in savings through changes in health care design, employee contribution
increases and reduction in administrative fees and rates. These plan changes will be imposed pursuant to the
provisions of State law. Third, approximately $20 million in savings are expected to result from the City’s
replacing certain scheduled contractual payment obligations that it incurred to provide funding for unfunded
accrued actuarial liabilities of its pension systems with new contractual obligations payable over a longer
period to match the recent extensions of the amortization periods for funding the systems’ UAAL.
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net $8 million in reduced fuel costs by implementing a VAR (Volt Amphere Reactive) program, which will
reduce fuel utilization. The DDOT subsidy will be reduced by $7.1 million and revenues increase by
$2.7 million through the imposition of a $0.75 fare for disabled riders. The Greater Detroit Resource Recovery
Authority (“GDRRA”) tipping fee of $85.5 million reflects a $5.2 million increase including $2.8 million
toward reducing a prior year deficit. The budget includes no subsidy for the airport.

Another of the Mayor’s initiatives is the establishment of the General Services Department through
the transfer of 629 positions from various agencies including DPW, Recreation, Public Lighting, Health, Civic
Center and Elections. The department consolidates fleet management, skilled trades, security, building and
grounds maintenance, and inventory management. This consolidation is expected to save $4.5 million through
such things as coordinated purchasing and inventory management.

The City believes that the annualized effect of cuts it has already implemented combined with
initiatives proposed in the Fiscal Year 2007 Budget will bring its financial operations into structural balance.

On May 24, 2006 the City Council, by a 6-3 vote, approved a balanced Fiscal Year 2007 Budget with
certain amendments to the Fiscal Year 2007 Executive Budget. The resulting Fiscal Year 2007 Budget, as
amended, is currently in effect. The principal amendment restored quarterly bulk trash pick-up at an estimated
$9 million cost to the City. This additional expenditure was offset by increasing the estimate of wagering taxes
receipts by $4 million, reducing deposits to the Targeted Business Fund by $5 million and increasing user
charges in the Police Department and the Department of Public Works by $1.5 million. The City Council also
reduced the Mayor's proposed $0.75 bus fare for disabled riders to $0.50, and offset that change by adding a
$0.50 bus fare for seniors. Together with other minor changes, the City Council’s amendments increased the
total Fiscal Year 2007 Executive Budget by less than 1%.

Other Funds of the City

Debt Service Funds

The City, by State law, must provide a separate fund for debt retirement moneys. Debt service on
unlimited tax general obligation bonds is funded from ad valorem property taxes levied without limitation as to
rate or amount specifically for that purpose. Debt service on limited tax general obligation bonds is funded
from property taxes levied within constitutional, statutory and Charter limitations or other unrestricted moneys
of the City. All City property taxes are collected by the Treasurer and deposited in the appropriate funds
according to the proper distribution percentage.

Enterprise Funds

The City currently has five enterprise funds. The revenues of the enterprise funds are not available to
pay principal of and interest on bonds other than those issued by or on behalf of a particular enterprise
operation. Individual financial statements for the enterprise funds described below have not been included in
this Official Statement. The fiscal 2005 CAFR of the City (which contains audited financial results for the
enterprise funds) is available on the City’s web site.

The Sewage Disposal and Water Supply Systems, which serve a significant portion of southeastern
Michigan, have an aggregate of approximately $4.7 billion in outstanding revenue bonds (net revenue pledge).
The General Fund bears no liability for funding any expenses not covered by self-generated revenues for these
systems and has never made a subsidy payment to the Sewage Disposal or Water Supply Systems.
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sufficient to pay or reimburse the City for payment of Parking System operating, maintenance and repair
expenses, but was complying with the related remedial bond covenant. The City is now in compliance with all
of its bond covenants.

Other enterprise funds which have received General Fund support are DDOT and Detroit City Airport.
The Transportation Fund accounts for the operation of the DDOT that operates the bus-oriented mass transit
system, and receives a substantial portion of its operating revenues from regional allocation of federal and
State moneys and from self-generated revenues. However, as a result of a continuing gap between operating
revenues and rising expenses, the fund has received General Fund subsidies. The following table indicates the
amount of General Fund subsidy since fiscal 2001.

Table 12 - Transportation Fund Subsidies

Fiscal Year Subsid
ended June 30, (in millions)
2001 $74.2
2002 $79.4
2003 $75.5
2004 $74.3
2005 $77.4

SOURCE: Finance Department.

The City’s Airport Fund accounts for the operations of Detroit City Airport. The Airport is capable of
accommodating commercial jet carrier service although no commercial airline currently provides passenger
service. The Airport has not been self-sufficient and has required General Fund subsidies ranging between
$1 million and $2.5 million per year. The Mayor has proposed no operating subsidy for the Airport in his
Fiscal 2007 Executive Budget.

Component Units of the City

In addition, the General Fund provides significant financial support to two discretely presented
component units: the GDRRA and the Detroit Transportation Corporation (“DTC”). The GDRRA receives
moneys from the General Fund through tipping fees paid for disposal of waste collected by the City. The
City’s obligation to pay such tipping fees is a full faith and credit, limited tax, general obligation of the City. It
is also secured by Distributable Aid. See “FINANCIAL PROCEDURES - Other Funds of the City.” The
GDRRA is responsible for disposal of essentially all residential solid waste and a small fraction of commercial
waste collected in the City.

Since 1991, the GDRRA waste incineration facility (the “Facility”) has been operating in
conformance with its operating permits. Previous to that time, however, the Facility experienced certain
operational problems during the start up and testing phase. The Facility was originally scheduled to be
complete and fully operational in 1989. Additional pollution control equipment was financed from proceeds of
revenue bonds issued by the EDC, and the outstanding balance was refinanced in the first quarter of fiscal
2002. The retrofit was completed in 1996 and the Facility is operating well within all permit restrictions.

The GDRRA has approximately $145.5 million of bonds outstanding as of May 2, 2006, which were
issued to refund bonds originally issued to finance construction of the Facility. The GDRRA is responsible for
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approximately equal to the debt service requirements on the outstanding GDRRA bonds and the
GDRRA-related EDC bonds. The operations and performance of the Facility are guaranteed in certain
respects by the lessee of the Facility; however, the City assumes the risk of environmental law changes and of
insufficient quantity of, and in certain circumstances the composition of, waste. Approximately half of the
expenses of the GDRRA are currently being supported from revenue sources other than the City. The gross
future tipping fees to be paid by the City are expected to be stable and, if the GDRRA’s revenues remain
stable, approximately equal to debt service on the GDRRA bonds.

While the City has no reason to believe that the Facility will not operate as designed in the future,
additional restrictions could be imposed by regulatory agencies and those restrictions could adversely impact
financial operations of the Facility. Under certain extraordinary circumstances (such as the Facility being
permanently closed or destroyed beyond repair), the GDRRA (and therefore the City) could be subject to
special annual payment obligations. While such an event is thought to be very remote, the amount of such
annual payments that are secured by the City’s State revenue sharing payments could be as high as
approximately $10.2 million at an assumed annual interest rate of 18%. The Facility is currently operating as
expected.

In 1986, the City, through the DTC, took over responsibility for the Downtown People Mover.
Construction of the project was funded primarily through a combination of federal and State transportation
moneys. At this time, the project is not self-supporting and approximately $6.2 million was budgeted for fiscal
2006 to support its operations.

Other Funds
The following table lists the other funds of the City and their revenues and expenditures for fiscal

2005. For audited basic financial information as of and for the fiscal year ended June 30, 2005, see
APPENDIX B.

(Balance of this page intentionally left blank)
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Revenues/

Expenditures
($ in millions)

Funds

Special Revenue Funds

Community Development Block 64.9 / 555
Grant

Construction Code Fund 245 / 354
Detroit Building Authority 22 /20
Drug Law Enforcement 42 /2.7
Empowerment Zone 11.5 /7 11.5
Detroit Workforce Development 73.8/73.8
Department

Targeted Business Development -/ -
Major and Local Streets 753 / 46.3
Human Services 775 / 81.8
Supportive housing and homeless 5.8 /5.8
initiatives

Capital projects (including 60.4 / 160.1

Urban Renewal)

Fiduciary Funds

Pension Funds 2,346.3 /848.1

Purpose

Major Funding Sources

Economic Development

Building Permit and
Inspections

Special Maintenance
Narcotics Law Enforcement
Economic Development
Work Force Development

Casino Agreements
Infrastructure
Improvements

Social Welfare Programs
Help of the Homeless

Capital Projects

Employee Retirement and
Benefits

($ in millions)
Federal Government - 59.8
User Fees —23.9

Other Income —2.2

Fines and Forfeitures - 3.7
Federal Government — 11.5
Federal Government — 73.8

Casinos - 30.0
Gas and Weight Tax — 63.5

Federal Government — 74.3
Federal Government — 5.8

Other Revenues — 26.1

City Contributions — 1,743.6
Plan Member Contributions — 54.1

SOURCE: Derived by Finance Department from audited fiscal 2005 financial statements.

Risk Management

The City is self-insured with respect to property damage, liability risks and workers’ compensation
claims. The City assumes the risk for loss exposures, using generally accepted standards with regard to self-
assumption of risk. Provisions are made for assumed losses by a combination of annual budgetary
appropriations and liquid reserve funds. Insurance has been obtained for catastrophic loss exposures when
insurance has been a feasible alternative. Contract liability losses and tort and negligence liability losses are
covered by a combination of a Public Liability Reserve Fund and a Risk Management Fund. The City issued
self-insurance bonds in fiscal 2003 and 2004 to make loss payments.

The following schedule indicates the amounts paid from appropriations for the fiscal years ended
June 30, 2001 through 2005. The schedule reflects both General Fund and Transportation Fund payments. As
discussed under “FINANCIAL OPERATIONS - Other Funds of the City — Enterprise Funds,” the General
Fund has typically made substantial transfers to the Transportation Fund, in part to cover liability claims

payable from that fund.
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scal Year Ended June 30,

Da 76 .
& #
Vehicle claims . 5,973,490 8,235,563 8,784,362 27,963,846 8,096,371
Worker compensation claims ... 21,363,664 17,876,181 14,695,446 16,042,338 12,657,646
Total.cooveeeereneccrccene $50,321,530 $52.191,026 $55,381,890 $75,478,127 $68,646,961

SOURCE: Finance Department.

ASSESSED VALUATION AND PROPERTY TAXES
Property Valuation and Tax Rate

Article IX, Section 3, of the Michigan Constitution provides that the proportion of true cash value at
which property shall be assessed shall not exceed 50% of true cash value. The Michigan Legislature, by
statute, has provided that property shall be assessed at 50% of its true cash value. The Michigan Legislature or
the electorate may at some future time reduce the percentage below 50% of true cash value.

On March 15, 1994, the electors of the State approved an amendment to the Michigan Constitution
permitting the Legislature to authorize ad valorem taxes on a non-uniform basis. The legislation implementing
this constitutional amendment added a new measure of property value known as “Taxable Value.” Beginning
in 1995, taxable property has two valuations—State Equalized Valuation (“SEV”) and Taxable Value. Property
taxes are levied on Taxable Value. Generally, Taxable Value of property is the lesser of (a) the Taxable Value
of the property in the immediately preceding year, adjusted for losses, multiplied by the lesser of the net
percentage change in the property’s SEV, or the inflation rate, or 5%, plus additions, or (b) the property’s
current SEV. Therefore, the Taxable Value of property is likely to differ from the same property’s SEV.

This constitutional amendment and the implementing legislation based the Taxable Value of existing
property for the year 1995 on the SEV of that property in 1994. Beginning with the taxes levied in 1995, an
increase, if any, in Taxable Value of existing property is limited to the lesser of the percentage net change in
SEV from the preceding year to the current year, 5% or the inflation rate. When property is sold or transferred,
Taxable Value is adjusted to the SEV, which under existing law is 50% of the current true cash value. The
Taxable Value of new construction is equal to current SEV. Taxable Value and SEV of existing property are
also adjusted annually for additions and losses.

Responsibility for assessing taxable property rests with the City Assessor. Any property owner may
appeal the assessment to the City Assessor, the Board of Review and ultimately to the Michigan Tax Tribunal.

The Michigan Constitution also mandates a system of equalization for assessments. Although the City
Assessor is responsible for actually assessing at 50% of true cash value, adjusted for Taxable Value purposes,
the final SEV and Taxable Value are arrived at through several steps. The City Assessor establishes
assessments initially. City assessments are then equalized to the 50% levels as determined by the County’s
department of equalization. Thereafter, the State equalizes the various counties in relation to each other. SEV
is important, aside from its use in determining Taxable Value of real estate for the purpose of levying ad
valorem property taxes, because of its indirect measure of total true cash value contained in the City, its role in
the spreading of taxes between overlapping jurisdictions, the distribution of various State aid programs, State
revenue sharing and in the calculation of debt limits. Property that is exempt from property taxes, e.g.,
churches, government property and public schools, is not included in the SEV and Taxable Value. Property
granted tax abatements under Act 198, Public Acts of Michigan, 1974, as amended (“Act 198”), is recorded on
separate tax rolls while subject to tax abatement. The valuation of tax-abated property is based upon SEV but
is not included in either the SEV or Taxable Value data in the Official Statement except as noted. The
assessments of, and the tax levies on abated properties are not reflected in Table 17, “Tax Rates and Levies,”
below.
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new industrial facilities.

Property owners situated in such districts pay an Industrial Facilities Tax (“IFT”) in lieu of ad valorem
property taxes on plant and equipment for a period of up to 12 years. For rehabilitated plant and equipment,
the IFT is determined by calculating the product of the state equalized valuation of the replacement facility in
the year before the effective date of the abatement certificate multiplied by the total mills levied by all taxing
units in the current year. New plants and equipment that received an abatement certificate prior to January 1,
1994 are taxed at one-half the total mills levied by all taxing units, other than mills levied for local school
district operating purposes or under the State Education Tax Act, plus one-half of the number of mills levied
for local school district operating purposes in 1993. For new facility tax abatements granted after 1993, new
plants and equipment are taxed at one-half of the total mills levied as ad valorem property taxes by all taxing
units except mills levied under the State Education Tax Act, plus the number of mills levied under the State
Education Tax Act. For new facility tax abatements granted after 1993, the State Treasurer may permit
abatement of all, none or one-half of the mills levied under the State Education Tax Act. Ad valorem property
taxes on land are not reduced in any way since land is specifically excluded under Act 198.

Payment and Lien

Property taxes are due on July 1 of the fiscal year and are payable in full without penalty either on or
before August 31 or, at the taxpayer’s option, one-half may be paid on or before August 15, with the other half
paid on or before January 15. For taxes levied prior to December 31, 2002, the City collected its own
delinquent property taxes. Pursuant to Act 246, Public Acts of Michigan, 2003, the City began returning
uncollected delinquent property taxes levied after December 31, 2002 to the County for collection on each
March 1. The City receives full funding for such taxes from the County’s delinquent tax revolving fund. If
such delinquent real property taxes remain uncollected after three years from the date on which such taxes
become delinquent, the County may charge the respective amount of such taxes back to the City. Thus,
delinquent real property taxes for tax year 2003 will be collected in accordance with Act 123, Public Acts of
Michigan, 1999, which may result in foreclosure if not paid by March 31, 2006. Tangible personal property
may also be seized and sold to satisfy a personal property tax lien.

As shown in Table 17, “Tax Levies and Collections” below, the rate of current collections to the
adjusted levy has increased from 87.60% in fiscal 2001 to 95.01% in fiscal 2005 primarily as a result of the
change in tax collections described above. The City has taken steps designed to improve collections, including
a more aggressive foreclosure policy and the implementation of a program that offers negotiated payment
plans to delinquent taxpayers. Additionally, the City may attach personal property of real property owners to
satisfy real property delinquencies of such owners.

Personal Property Tax Assessments and Appeals

Since the 1960s, Michigan personal property tax assessments have been based, among other things,
on the use of one or more depreciation schedules formulated by the State Tax Commission. The schedule used
against the taxpayer-reported cost depends upon the assessor’s view of the appropriate depreciation table to
adopt for valuation of the affected personal property. The State Tax Tribunal revised its depreciation scheules
beginning with the 2000 tax year. The revisions had the effect of reducing personal property tax revenues in
some jurisdictions. The revisions were effective beginning with City’s fiscal year ended June 30, 2001.
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Table 15 — State Equalized Valuations and Taxable Valuations

. Because

State Equalized Valuation Taxable Valuation(1)
Fiscal Real Personal % Annual Total % Annual
Year Property Property Total Change Valuation Change
2003 $10,298,344,200 $1,749,983,210 $12,048,327,410 9.8% $7,976,048,523 4.4%
2004 $10,668,533,845 $1,391,662,381 $12,060,196,226 0.1% $7,844,209,593  -1.7%
2005 $11,267,123,205 $1,563,037,762 $12,830,160,967 6.4% $8,435,770,261 7.5%
2006 $11,757,967,595 $1,654,260,635 $13,412,228,230 4.5% $8,872,251,228 5.2%
2007 $11,799,821,408 $1,637,281,517 $13,437,102,925 0.2% $9,280,134,952 4.6%

SOURCE: Finance Department, Assessments Division.

(1) Limited by State law. See “ASSESSED VALUATION AND PROPERTY TAXES - Property Valuation and
Tax Rate.”

Valuation by Type of Property

Table 16 — Components of State Equalized Valuation
Fiscal Year Ended or Ending June 30,

2002 2003 2004 2005 2006
By Use (Real Property only)
Residential .........cocooeerinennne. 65.6% 65.8% 65.6% 64.5% 72.7%
Commercial.......c.ccocevereeeennene 24.3% 24.1% 21.9% 22.0% 19.4%
Industrial.......ccooeneniniennne 10.1% 10.1% 12.5% 13.5% 7.9%
Total...ccooiniiiirinicrcee, 100.0%  100.0% 100.0% 100.0% 100.0%
By Class (Total State Equalized
Valuation)
Real property .....c.ccoceeeverenencn 85.0% 85.5% 88.5% 87.9% 87.8%
Personal property.......ccccceveuee 15.0% 14.5% 11.5% 12.1% 12.2%
Total. .o, 100.0%  100.0% 100.0% 100.0% 100.0%

SOURCE: Finance Department, Assessments Division.

Tax Rates and Levies

The following table shows the tax rates and levies in the City for City, School and County purposes
for the last five fiscal years.
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scal 2004 Fiscal 2003
Millage Levy Millage Millage Levy Millage Levy
General Fund 19.952 $ 181,184,272 19.952 $ 174,576,611 19.962 $ 166,399,036 19.962 $ 156,586,112 19.962 $ 159,217,881
Debt Service 8.3951 76,235,970 7.0753 61,907,673 7.4796 62,348,373  7.9245 62,161,439  7.9217 63,183,864
Garbage Levy - - 2.9928 26,186,492 2.9943 24,959,855 2.9943 23,487,917 2.9943 23,882,682
Library 4.6307 42,051,424 4.6307 40,517,839  3.6331 30,284,758 3.6331 28,498,798  3.6331 28,977,782
Total City 32.9778 $ 299,471,666 34.6508 $ 303,188,615 34.069 $ 283,992,022 34.5139 $ 270,734,265 34.5111 $ 275,262,208
SCHOOLS
Debt Service NA NA 13.000 $ 113,747,792 13.000 $ 108,365,267 13.000 $ 101,974,725 12.990 $ 103,608,870
Judgement NA NA 0.070 583,505 0.000 - 0.800 6,275,368 0.200 1,595,210
Non-Homestead Tax NA NA 17.554 146,323,120 18.000 150,044,216 18.000 141,195,773 18.000 143,568,873
Total Schools NA NA 30.624 267,951,299 31.000 $ 258,409,484 31.800 $ 249,445,865 31.19 $ 248,772,953
STATE EDUCATION TAX 6.000 54,486,048 6.000 52,498,981 6.000 50,014,739 6.000 47,065,258 6.000 47,856,291
WAYNE COUNTY
General Fund NA NA 47552 $ 41,607,192 6.6380 $ 55,332,973 6.6380 $ 52,069,863 6.6380 52,945,010
Regional Educational Service NA NA 0 0
Operational Agency NA NA 3.4643 30,312,037  3.4643 28,877,677 3.4643 27,174,695 3.4643 27,631,425
Community College NA NA 2.4769 21,672,454  2.4844 20,709,436 2.4862 19,502,274  2.4862 19,830,052
Wayne County Parks NA NA 0.2459 2,151,583 0.2459 2,049,771  0.2459 1,928,891 0.2459 1,961,310
Huron-Clinton Metro Authority NA NA 0.2146 1,877,714 0.2154 1,795,529 0.2161 1,695,134 0.2170 1,730,803
Public Safety NA NA 0.9381 8,208,216  0.9381 7,819,804  0.9381 7,358,653  0.9381 7,482,331
Total Wayne County NA NA 12.0950 $ 105,829,196 13.9861 $ 116,585,190 13.9886 $ 109,729,510 13.9895 111,580,931
Total Levy NA $ 729,468,091 $ 709,001,434 $ 676,974,898 $ 683,472,384
Total Homestead Rate NA 55.6036 67.0551 68.303 67.691
Total non-Homestead Rate NA 73.1572 85.0551 86.303 85.691

SOURCE: Finance Department, Assessments Division and Wayne County Treasurer’s Office.

B-35

[2.2.3.3] [POCs 2006 Offering Circular.]ﬁé]-ﬁ’gge%g

SWE Doc 410-7 Filed 08/19/13 Entered 08/19/13 12:21:29 Page 99 of 248



Table 18 — Tax Levies and Collections—Fiscal Years 2001 to 2005

Fiscal Year
Ended Adjusted

June 30, Tax Levy(1)

2001 ... $249,917
2002 ............... $238,517
2003 ............... $241,183
2004 .............. $241,824
2005 ....cceeeee $250,556

Total Collections
Through Fiscal Year
Collections of Ended
Current Levy During Year June 30, 2005
Ratio to Ratio to
Amount Adj. Levy Amount Adj. Levy
(all dollars in thousands)
$218,915 87.60% $237,892 95.19%
$212,435 89.06% $225,277 94.45%
$207,628 86.09% $218,474 90.58%
$231,696 95.81% $231,696 95.81%
$238,059 95.01% $238,059 95.01%

SOURCE: Finance Department, Treasury Division.

(1) The levy is adjusted from the original levy for cancellations and assessment adjustments.

In an effort to increase its realization of tax revenues, the City entered into a three-year
contract with an outside collection firm to collect its delinquent property taxes, and income taxes. The
contract expires in fiscal 2006 and will not be renewed. The same firm also collects City water and
sewer receivables. The collection of City real property taxes was transferred to the County in fiscal
2003 for collection of fiscal 2003 and future taxes. See “FINANCIAL OPERATIONS — General
Fund Revenue Categories: Property Taxes.”

(Balance of this page intentionally left blank)
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Fiscal Year Ended June 30, 2005

Taxable Valuation

Personal
Real Estate Property Total
DaimlerChrysler AG (1) .....ccoevvevieiiniieieieieieee. $ 128,767,660 $ 610,099,600 $ 738,867,260
DTE ENEIZY ..cviovievieiiiiieiieeeeeeeteceete e 51,269,238 308,229,060 359,498,298
General Motors Corporation (1) ........ccoeceevvenieennne 49,134,783 129,078,070 178,212,853
Michigan Consolidated Gas.........cccecueeververrenenennenn 1,655,473 145,681,702 147,337,175
Riverfront Holdings Inc..........cccooevvviivienienieeieenen. 123,150,856 - 123,150,856
American Axle & Manufacturing...........cccceeeevneenee. 16,901,259 75,052,600 91,953,859
One Detroit CEeNnter..........coovveeeveieveieiieeeeecnee e 53,207,221 108,030 53,315,251
Cingular Wireless .......ccoecvveeveeeeeienieneeneenieenieennens - 47,738,424 47,738,424
Kewadin Greektown Casino............ccccoceeveeeereeennnnnn. 28,426,871 11,949,480 40,376,351
Detroit Entertainment LLC............cc.ccoovvveeennenennnee. 16,854,374 20.290.190 37.144.564

$ 469,367,735

$.1,348,227,156 $_1.817,594.891

Total City Taxable Valuation
Ten Largest Taxpayers as a % of Total City
Taxable Valuation

$6,828,590,407

$ 1,507,199.386 $_8,335,789,793

6.87% 89.45% 21.80%

(2.2:33] (POCS PO Stiiar pfdFadi B or 2aF;'1€d 08/19/1

SOURCE: Derived by the Finance Department from audited financial statements.
(1) Includes Rehabilitation Districts.

Tax-Exempt Property

A significant amount of real property (such as government facilities, schools, churches and
hospitals) located within the City is exempt from taxation. In addition to tax-exempt real property,
much personal property is also exempt, including household property, licensed motor vehicles,
manufacturing tools held for use, mechanic’s tools, pollution control facilities, property stored while
in transit and business inventory, as well as the property of publicly owned and tax-exempt private
institutions. The only major items of personal property subject to property taxation in the City are
commercial and industrial furniture, fixtures and equipment.

INDEBTEDNESS OF THE CITY AND RELATED ENTITIES
Legal Debt Margin

Article VII, Section 21 of the State Constitution establishes the authority, subject to
constitutional and statutory prohibitions, for municipalities to incur debt for public purposes. In
accordance with the authority granted to the State Legislature, Act 279, Public Acts of Michigan,
1909, as amended (“Act 279” or the “Home Rule City Act”) was enacted. Pursuant to the power
conferred by Act 279, the electorate of the City adopted the Charter. The Charter provides that the
City may borrow money for any purpose within the scope of its power, may issue bonds or other
evidence of indebtedness therefor, and may, when permitted by law, pledge the full faith, credit and
resources of the City for the payment of those obligations. Act 279 limits the debt a city may have
outstanding at any time by providing that the net indebtedness incurred for all public purposes may
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Pursuant to Act 279, significant exclusions to the debt limitations have been permitted for the
following purposes: special assessment bonds and motor vehicle highway fund bonds, even though
they are a general obligation of the City; revenue bonds payable from revenues only, whether or not
secured by a mortgage; bonds, contract obligations or assessments incurred to comply with an order of
the Water Resources Commission of the State or a court of competent jurisdiction; obligations
incurred for water supply, sewage, drainage, refuse disposal or resource recovery projects necessary to
protect the public health by abating pollution; bonds issued to acquire housing for which certain rent
subsidies will be received by the City or an agency thereof; bonds issued to refund money advanced or
paid for certain special assessments; and self-insurance bonds.

The maximum amount of general obligation debt (both unlimited tax and limited tax) the City
may have outstanding at any time is limited by State law. The limit is set at 10% of the City’s SEV
(adjusted for certain assessed value equivalents) or 15% if that portion which exceeds 10% is used
solely for construction or renovations of hospital facilities. However, certain general obligation debt
(including the GDRRA and Self-Insurance Bonds debt) is excluded from this limit. The limit and the
outstanding general obligation debt subject to the limit are shown in the following table:

Table 20 — Legal Debt Margin Subject to State Limitation

As of May 2, 2006
SEV Fiscal Year 2006-07 ........cccoveeeuiievieeciieeeeeeeieeeeee e $13,437,102,925
Add: Allowance under Act 228, Mich. Public Acts, 1975 ..... 718,498,590
Allowance under Act 198, Mich. Public Acts, 1974..... 291,589,256
Allowance under Act 147, Mich. Public Acts, 1992..... 42,671,942
Allowance under Act 146, Mich. Public Acts, 2000..... 27,430,736
14,517,293,449
General Purpose Limit (10% x $14,517,293,449) ................... $1,451,729,345
Less Outstanding Debt:
General Obligation Bonds...........cccocoeeveveiiicieiereennnn, $564,480,000
Distributable State Aid Bonds........cccccoovivvvviviiieeeiinnn. 36,775,000
Limited Tax Bonds.........cooooiviiiiiiiiiiiiiiiiieeeeeeeeeeeen. 205,445,000
Detroit Building Authority (District Court Madison
Center Bonds) .......occovveieierieiiieiceeeese e 8,322,163 815,002,163
General Debt Margin..........ccoceevveeriieniienieenieeeeesve e 636,727,182
Additional Hospital Limit (5% x $14,152,525,671)................ 707,626,284
Total Legal Debt Margin (General and Hospital).................... $1,344,353,466

SOURCE: Finance Department.
Capital Financing Policies

Unlimited Tax Bonds

In accordance with the State Constitution, unlimited tax general obligation bonds must be
voter-approved before issuance. General Fund departments have traditionally relied on unlimited tax
general obligation bonds of the City for capital programs. In accordance with State law, the City is
obligated to levy and collect taxes without regard to any constitutional, statutory or Charter tax rate
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Table 21 — Authorized but Unissued Debt
As of May 2, 2006

Date of Remaining

General Obligation (Unlimited Tax) Bonds Voter Approval Authorization
Sewer Construction (1) 08/02/1960 $24,000,000
Public Safety 11/02/2004 99,025,000
Municipal Facilities 11/07/2000 3,120,000
Neighborhood/Economic Development 11/07/2000 3,105,000
Neighborhood/Economic Development 11/02/2004 19,000,000
Public Lighting 11/07/2000 5,135,000
Public Lighting 11/02/2004 22,000,000
Recreation, Zoo, and Cultural 11/07/2000 12,395,000
Recreation, Zoo, and Cultural 11/02/2004 22,000,000
Detroit Institute of Arts 11/07/2000 150,000
Detroit Historical Museum 11/06/2001 17,200,000
MAAH 04/29/2003 500,000
Transportation 11/02/2004 22,000,000
$249,630,000

SOURCE: Finance Department.

(1) Not expected to be issued.

Limited Tax Bonds

The City may issue limited tax general obligation bonds or other obligations without the vote
of the electors. However, taxes may not be levied in excess of constitutional, statutory or Charter
limitations for the payment thereof. Such bonds are payable from general non-restricted moneys of
the City. Certain of such limited tax obligations are secured with a first lien on specific revenues such
as Distributable Aid. The City has utilized limited tax obligations to finance vehicle purchases,
general capital improvements, deficit elimination and the City’s Risk Management Fund. See
“INDEBTEDNESS OF THE CITY AND RELATED ENTITIES — Tax Supported and Revenue Debt”
below.

Revenue Bonds

There are generally no voter approval requirements for the issuance of revenue bonds. The
City issues revenue bonds to finance and refinance various capital projects for water supply, sewage
disposal and convention facilities and, through the City of Detroit Building Authority, parking
facilities. Additional revenue bonds may be issued for these systems provided certain specific
additional bonds tests are met under applicable bond documents.
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funds through the State and federal government for transportation purposes. In addition, the City
periodically receives capital grants as a result of certain tax supported and revenue debt.

The following table sets forth the outstanding direct tax-supported and revenue indebtedness

of the City.
Table 22 — Statement of Direct Tax-Supported and Revenue Indebtedness
May 2, 2006
Tax Supported Debt:
Unlimited Tax

General Obligation Bonds (general purpose)
Distributable State Aid General Obligation Bonds
Limited Tax
Self-Insurance Bonds
General Obligation Bonds (limited tax)
Greater Detroit Resource Recovery Authority Bonds
Detroit Building Authority Bonds (Madison Center)
Economic Development Corporation (Resource Recovery)
Total tax supported debt
Revenue and Other Debt:
Water Supply System Bonds
Sewage Disposal System Bonds
Detroit Building Authority Bonds (Parking & Arena System)
Federal Section 108 Loans (1)
Convention Facility Revenue Bonds (Cobo Hall Expansion)
DDA Tax Increment Bonds
LDFA Tax Increment Bonds (Chrysler Project)
Total revenue and other projects
Gross Direct Debt
Deductions
Revenue and Other Debt
Greater Detroit Resource Recovery Authority
Bonds—Reserve Account Balance (1)
Total Deductions
Net Direct Debt

SOURCE: Finance Department.

(1) As of April 3, 2006.
Overlapping Debt

$ 564,480,000
36,755,000

146,595,000
205,445,000
145,485,000
8,322,163
49.805.000

$ 601,235,000

555,652,163

$1,967,020,000
2,698,719,306
54,230,000
26,515,000
114,183,138
155,293,198
82,840,000

5,098,800,642

26,251,172

$1,156,887,163

5.098.800,642

6,255,687,805

_5,125.051.814
$1,130,635,991

Property in the City is taxed for a proportionate share of outstanding general obligation debt
of overlapping governmental entities including the School District of the City of Detroit, Wayne
County, Regional Educational Service Agency, Wayne County Community College and the Detroit-
Wayne Joint Building Authority. The table below shows the City’s share of outstanding tax-supported
overlapping debt as of May 31, 2006. See “GOVERNMENTAL STRUCTURE - Other

Governmental Entities.”
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School District of the City of Detroit. $1,409,709,975

$1,409,709,975 100.00%
Wayne County (1) cooeeeeererenieieiereeeeeeeee e 105,142,320 18.37 19,314,644
Wayne County Community College..........cccceeveerueenennne. 59,165,000 29.06 17,193.349
Net Overlapping Debt........ccocvevieiiiiieiieieieeeeeeee $1,466,217,968

SOURCE:Municipal Advisory Council of Michigan.

(1) This debt is a general obligation of the County but is payable from assessments against
municipalities in the County, other than the City, as well as from the County General Fund.

Summary of Debt Statement

The following table shows the City’s net direct as of May 2, 2006 and overlapping debt as of
May 31, 2006.

Table 24 — Direct and Overlapping Debt

Direct debt:

Gross principal amount...........coccceevereeneeneenieenneenn. $6,255,687,805

Less amount payable from other sources ................ 5,125,051,814

Net direct debt ......oovoeviviieeeeeee e $1,130,635,991
Overlapping debt:

Net overlapping debt .........cccoeveviiviiiieniiieieee 1,466,217,968
Net direct and overlapping debt...........ccvvvveviveiinnnnen. $2.596.853,959

SOURCE: Finance Department and Municipal Advisory Council of Michigan.

(Balance of this page intentionally left blank)
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Ending

June 30,

2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025

Percent
Retired

Principal ($)

34,330,000
38,230,000
42,515,000
44,825,000
44,345,000
41,920,000
41,350,000
35,130,000
32,700,000
29,435,000
30,950,000
31,370,000
30,960,000
31,830,000
32,700,000
24,400,000
16,570,000
12,675,000

5,000,000

$601,235,000

5.71%
12.07%
19.14%
26.60%
33.97%
40.94%
47.82%
53.66%
59.10%
64.00%
69.15%
74.36%
79.51%
84.81%
90.25%
94.30%
97.06%
99.17%

100.00%

SOURCE: Finance Department.

22331 Pocs P38 Oty OV¥lar PQEag 03 or 2afyfled 08/1971

Percent
Principal (§) Retired
95,007,163  17.10%
99,970,000  35.09%
135,380,000  59.45%
31,015,000  65.04%
32,365,000 70.86%
33,850,000 76.95%
35,360,000 83.32%
18,420,000 86.63%
5,695,000 87.66%
5,925,000 88.72%
6,195,000 89.84%
6,475,000 91.00%
6,800,000 92.23%
7,130,000 93.51%
7,865,000  94.92%
6,570,000 96.11%
6,840,000 97.34%
7,210,000  98.64%
7,580,000 100.00%
$555,652,163

Principal ($)

129,337,163
138,200,000
177,895,000
75,840,000
76,710,000
75,770,000
76,710,000
53,550,000
38,395,000
35,360,000
37,145,000
37,845,000
37,760,000
38,960,000
40,565,000
30,970,000
23,410,000
19,885,000
12,580,000

$1.156,887,163

(Balance of this page intentionally left blank)
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Retired

11.18%
23.13%
38.50%
45.06%
51.69%
58.24%
64.87%
69.50%
72.82%
75.87%
79.08%
82.36%
85.62%
88.99%
92.49%
95.17%
97.19%
98.91%
100.00%
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Table 26

al Outstanding Debt e Requirement Schedule

Total General

Fiscal Year Unlimited Tazx Limited Tax s Obligation,
Eevenue and other

# Total Bonds

] 5,1 1812828 412 195 % 336225323 § 138,801,291
38 250,000 147 ..%%234. . 8425 21,812,585 1 ..1!55%2 ae0T1 338260071 258,565,000
w008 41515000 26,851,072 9,366,072 135,380,000 16,158,700 151,539,700 126052471 213,352,340 338405020 303,947,471
010 44 825,000 24,675,382 49,501,382 31,005,000 10,593,881 41,608,281 131,386,483 207,816,558 338203141 207,126,483
e B £4 345 000 21 439,353 5,804,253 32,365,000 0,331,300 41,506,380 127,626,604 203417 038 331,054,632 104,336,604
W1z 41,920,000 20,331,084 62,251,984 33,850,000 7,780,043 41,630,043 128,627,224 201,818,190 330445423 04,397,214
w13 41,350,000 18,224,250 58,576,250 35,360,000 6,120,316 131,240,242 184241 637 325481 879 207,950,242
w4 35,130,000 16,109,301 51,239,300 12,420,000 4,533,172 131075954 193 830,743 325,026,697 184625954
1E 32,700,000 14,305,916 47,005,916 5,605,000 3,667,022 9,362,022 135,838,826 189.215,725 325,055,551 174,234,824
o [ 20 435,000 11,614,250 42,040,280 3,025,000 31.408,287 0333287 134 264,582 179,575,450 31454002 170,324,562
w17 30,950,000 11088398 42,038,308 6,195,000 3,135,504 0,330,504 140,144,203 174,129,721 314334014 177,280,203
WlE 31,370,000 9523170 40,893,170 6,475,000 1,835,920 9310920 145,804,520 168444 380 314240238 183,640,869
i) ] 30,960,000 7,888,670 35,548,679 300,000 1,522,326 9332326 150,461,533 162,834,863 313,206,396 188,221,533
020 31,830,000 5,313,256 38,143,566 7,130,000 1,192,936 9,312,926 154,728,035 156,192,572 310,920,607 193,688,033
1 32,700,000 4,605 2091 37,395,801 7,865,000 1,847.470 0712470 159,175,788 151,191,357 310,367,145 189,740,788
022 24,400,000 31047191 27447101 6,570,000 1445873 8,015873 166,194,137 136,845,498 303,040,635 197,164,137
023 16,570,000 1,743,073 18,313,073 6,340,000 1,108,018 7540018 174,225 493 128,753 343 303,978,838 187,635,485
w4 12,575,000 897,835 13,572,835 7,210,000 758,318 7068318 181,054,011 122,379,574 303,433,685 200,938,111
s 5,006,000 250,000 5,250,000 7,580,000 388,645 7,068,643 188,148,770 113,856,172 303,005,842 201,728.770
W28 187 260,000 102,808,504 300,858,504 187,850,000
7 207,325,000 83 054,621 300,379,621 207,325,000
s 217465000 83,001,964 300,476,964 217,465,000
e 222,240,000 71,311,886 194,551,856 222,240,000
W30 230425000 81460443 192 804 443 230,423,000
W31 239,620,000 51667436 192 207 438 239,630,000
W52 240 825,000 41,625,607 191,510,607 249,285,000
W33 260,820,000 31,632,074 192 552074 260,920,000
034 206,495,000 20,516,180 227,011,150 204,493,000
WEs 216,820,000 10,353,970 127173970 214,820,000

LU SN 8 ) R €0 E W E S 01 L ) E ] S 10 -2 S CNE ERrp i
(1) Includes debt service for the Water and Sewerage Systems and for the Detroit Building Authority (Parking System), DDA, LDFA, Cobo Hall revenue debt. Includes SRF debt calculated at the

amount approved and not at the actual amount borrowed.
(2) The Water and Sewerage system revenue bond debt service is presented in a manner consistent with the respective bond ordinances.
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June 30, stimate'" (000) Amount Value”  Total (000) Capita Value®”
2001 933,827 $ 983,080 $1,005 48%  $1,427,995  $1,529 7.3%
2002 921,759 962,133 1,044 44 1,452,048 1,575 6.6
2003 911,402 909,624 998 3.8 2,717,110 2,981 11.3
2004 900,198 1,104,034 1,226 4.6 2,625,218 2,916 10.9
2005 900,198 1,209,104 1,343 4.8 1,253,998 1,393 4.9

SOURCE: Finance Department.

(1) Population estimates are from the U.S. Department of Commerce, Bureau of Census, Current Population
Reports. The 2004 population estimate is the latest available from the U.S. Census Bureau.

(2) By law, SEV represents 50% of True Cash Value. True Cash Value used is based on the SEV set on
December 31 of the fiscal year which determines property taxes levied in the following year, and is
referred to as the following year’s SEV. See “ASSESSED VALUATION AND PROPERTY TAXES.”

Short-Term Indebtedness

Under the provisions of State law, a municipality, by resolution of its governing body and without a
vote of its electors, but subject to the prior approval of the Michigan Department of Treasury or an exception
therefrom, may borrow money and issue its notes in anticipation of the collection of the taxes and certain other
revenues for its current fiscal year or its next succeeding fiscal year. In addition, a municipality, by resolution
of its governing body and without a vote of its electors, may borrow money and issue its notes in anticipation
of the receipt of payments under the provisions of the State Revenue Sharing Act for its current fiscal year or
its next succeeding fiscal year. Tax anticipation notes and revenue sharing anticipation notes issued under this
Act are limited tax general obligations of a municipality. The City did not issue short-term debt in fiscal 2000
through 2004. In fiscal 2005 the City issued $54,445,000 of revenue sharing anticipation notes secured by
Distributable Aid for cash flow purposes. In fiscal 2006, the City expects to issue approximately $47 million in
revenue sharing anticipation notes secured by Distributable Aid and $82 million in tax anticipation notes
secured by property tax receipts for cash flow purposes.

Prospective Indebtedness

Unlimited and Limited Tax Obligations. The City expects to issue unlimited tax general obligation
bonds in future years to finance its continuing capital improvement program. The City currently plans an
annual unlimited tax bonding program averaging approximately $50 million. The City also expects to issue
approximately $40 million of limited tax bonds in fiscal 2007. See “INDEBTEDNESS OF THE CITY AND
RELATED ENTITIES—Capital Financing Policies” and “~Legal Debt Margin.”

Revenue Obligations. The City intends to issue revenue bonds periodically to finance improvements
to self-supporting systems, including its Water Supply System and its Sewage Disposal System.

(Balance of this page intentionally left blank)
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g o4 § 0 aF:
Municipal Employees (“AFSCME”); the Detroit Police Officers Association (“DPOA”); the Detroit Fire
Fighters Association (“DFFA”); the Teamsters; and the Amalgamated Transit Union (“ATU”). The collective
bargaining agreements for AFSCME and the other non-uniform unions and nearly all other City bargaining
units expired on June 30, 2005, and the City has been engaged in negotiations toward successor contracts. The
City is seeking to reduce its labor costs, particularly in the area of health care, and has reached agreement with
two of its unions on a successor three-year agreement. The City has recently engaged in a non-binding fact
finding proceeding with AFSCME, its largest union. Historically, the City’s other non-uniform (i.e., not police
or fire) unions have followed the AFSCME contract, with only minor variations.

The City’s most recent agreement with DPOA expired on June 30, 2004. As the parties did not reach
a new agreement, the City and DPOA are in the final stages of an Act 312 binding arbitration proceeding for a
successor agreement. Meanwhile, they continue to operate in accordance with the expired DPOA agreement.
(Act 312, Public Acts of Michigan, 1969 (“Act 312”), provides for compulsory arbitration of labor disputes in
municipal police and fire departments when negotiations reach an impasse, since the options of a strike or
lockout are forbidden with respect to such workers essential to public safety.)

Historically, the DFFA agreements provide for automatic parity of DFFA with DPOA with respect to
wages and benefits. Accordingly, although there has been no effective DFFA agreement since June 30, 2001,
DFFA members continue to receive the same wage and health care and pension benefits as in the DPOA
agreement that expired June 30, 2004. The City and DFFA also are in an Act 312 mandatory binding
arbitration proceeding for a successor agreement. The Lieutenants and Sergeants Association (“LSA”)
agreement expires June 30, 2006.

The City has no reason to believe that its outstanding labor negotiations will result in any interruption
of service from the unionized work force.

RETIREMENT SYSTEMS
In General

The City has two retirement systems. The General Retirement System (“GRS”) covers all employees
other than policemen and firemen, who are covered by the Police and Fire Retirement System (“PFRS”). Each
system is governed by its own Retirement Board (“GRS Board” and “PFRS Board,” respectively), which
invests and administers the system’s assets as trust funds solely for the benefit of its participants, retirees and
their beneficiaries. The assets of each Retirement System are separate and distinct from assets of the City, are
outside the City’s control and are not available to pay any obligation or expense of the City.

Each Retirement System receives an annual actuarial report from its consulting actuary as of each
June 30, providing actuarial valuations of its vested benefits, prior service costs and UAAL. Each Retirement
Board uses those actuarial valuations, together with certain actuarial assumptions, to determine the annual
contribution amounts requested from the City to fulfill its constitutional and statutory pension funding
obligations. As part of their regular, periodic review of the actuarial assumptions used to administer their
respective Retirement Systems, the GRS Board and the PFRS Board may receive recommendations from time
to time to increase or decrease the interest rate and to change other actuarial assumptions.

The most recent annual actuarial reports available for the Retirement Systems are as of June 30, 2005.

As of June 30, 2005, the two Systems had combined total net assets held for benefits of approximately
$6.98 billion and covered 14,619 active employees and 19,772 retirees and their beneficiaries. According to
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combined UAA of $14. illion as o June 30, l

were revised following the 1997-2002 in-depth experience study. Both Systems use the entry age normal
actuarial cost methodology to determine age and service liabilities, vested liabilities, casualty liabilities and
normal cost. As of the June 30, 2005 actuarial reports, the following significant assumptions are utilized in
calculating the present value of vested benefits and the actuarially determined prior service cost: (1) the future
investment return rate is assumed to be 7.9% per annum for the GRS and 7.8% per annum for the PFRS;
(2) the GRS assumes that total active member payroll expense will increase 4% annually, while the PFRS
assumes that payroll expense will increase 4.8% annually; and (3) the GRS UAAL and the PFRS UAAL both
are amortized over a period of 30 years. Both Systems amortize their respective UAAL to produce
contribution amounts (principal and interest) which are a level percentage of payroll contributions.

The GRS Board has historically established or changed the amortization period for the funding of
GRS UAAL by resolution from time to time. On February 8, 2006, the GRS Board adopted a resolution
establishing a 30-year amortization period for funding GRS UAAL. The City Council adopted an ordinance
which became effective on February 8, 2006, establishing a 30-year amortization period for funding PFRS
UAAL. In an appeal over whether the City or the PFRS Board has authority to determine the appropriate
amortization period for funding PFRS UAAL, the Michigan Court of Appeals ruled in the PFRS Board’s favor
on February 28, 2006, granting a declaratory judgment that the PFRS Board has the authority under applicable
law to set the amortization period for the PFRS. On March 30, 2006, the PFRS Board adopted a resolution
establishing a 30-year amortization period for funding PFRS UAAL. On April 11, 2006, the City applied for
leave to appeal the Michigan Court of Appeals decision to the Michigan Supreme Court, which has not yet
ruled on the application. See “Recent Pension Litigation” below.

The mortality table for both Systems is 90% of the 1983 Group Annuity Mortality Table (adopted
June 30, 1998 for the PFRS, and June 30, 2003 for the GRS), and the probabilities of retirement and separation
from service (including death in service and disability) were revised (based on the 1997-2002 in-depth
experience study) for the June 30, 2003 valuations for both Systems. Valuation assets recognize investment
returns above or below the actuarial assumed rate over a three-year period.

The following table sets forth the contributions of the City to the GRS and the PFRS for fiscal 2001
through 2005.

Table 28 — Annual City Contributions to Retirement Systems

For the Fiscal Year Ended June 30,

2001 2002 2003 2004 2005'
GRS $68,139,535  $67,791,488  $72,859,246  $95,876,076  $781,483,426
PFRS 14,443,382 8,449,645 66,843,029 69,475,202 682,431,785

' The City’s increased contributions to the GRS and PFRS in fiscal 2005 as compared to fiscal 2004
resulted from its funding nearly all of the existing UAAL of both the GRS and the PFRS on June 2,
2005. See “Payment Obligations under Retirement System Service Contracts” below.

SOURCE: Finance Department
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General Retirement System:
Number of Active Employees
Number of Retirees and Beneficiaries
Number of Deferred Vested
Beneficiaries

Accrued Actuarial Liabilities (Millions)
Available for Benefits (Millions)
Assets as % of Accrued Actuarial
Liabilities

City Contributions (% of Payroll)

- Applicable Fiscal Year®

- Normal Cost

- UAAL Amortization Amount

- Total % of Payroll City Contribution

Police and Fire Retirement System:
Number of Active Employees
Number of Retirees and Beneficiaries
Number of Deferred Vested
Beneficiaries

Accrued Actuarial Liabilities (Millions)
Available for Benefits (Millions)
Assets as % of Accrued Actuarial
Liabilities

City Contributions (% of Payroll)

- Applicable Fiscal Year®

- Normal Cost

- UAAL Amortization Amount

- Total % of Payroll City Contribution

1,635

$3,179.6
2,912.1

91.6%

2003
9.2%
5.1%
14.3%

5,585
8,166

41

$3,463.2
3,900.0

112.6%

2003
27.2%
(14.2%)
13.0%

12,639
11,363

1,439

$3,276.6/$3,250.5°

2,761.2

84.3%/84.9%°

2004
9.2%/8.7%"
9.8%/9.3%"

19.1%/18.1%"

5,382
8,179

35

$3,523.4/$3,632.0°

3,635.1

103.2%/100.1%°

2004
27.7%/23.4%"
(3.9%)/(0.1%)’
23.8%/23.3%°

1,424

$3,270.6
2,537.7

77.6%

2005
8.8%
13.9%
22.7%

5,257
8,277

35

$3,721.6
3,205.5

86.1%

2005
24.8%
19.1%
43.9%

2006

9.0%
14.2%/11.1%*
23.2%/20.1%*

5,060
8,328

32

$3,857.5
3,074.5

79.7%

2006

24.8%
29.6%/15.9%*
54.4%/40.7%"*

2005

9,820
11,396

1,109

$3,347.4
3222.4

96.3%'

2007
9.3%
1.8%
11.1%

4,799
8,376

24

$3,780.4
3,757.9

99.4%'

2007
25.0%
0.5%
25.5%

The increase in Assets as a % of Accrued Actuarial Liabilities as of June 30, 2005 compared to June 30, 2004

resulted from the City’s funding nearly all of the existing UAAL on June 2, 2005. See “Payment Obligations

under Retirement System Service Contracts” below.
City contribution percentages calculated and published in each annual actuarial valuation apply to the second

following fiscal year.

under the prior assumptions and the new assumptions, respectively.

Due to a change in actuarial assumptions during the fiscal year, the first and second numbers represent the values

Due to a change in UAAL amortization periods, the first and second numbers represent the contribution rates

assuming the previously-effective amortization periods of 20/13 years for GRS/PFRS and the newly-adopted
30-year amortization periods, respectively.

SOURCE: Derived by Finance Department from annual actuarial reports.
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Contracts dated May 25, 2005 are called the “2005 Service Contracts” below, and those two Service Contracts
dated June , 2006 are called the “2006 Service Contracts” below. The GRS and the PFRS are not parties to
any of the Service Contracts.

Pursuant to Ordinance No. 05-05 of the City (the “Funding Ordinance”), the City entered into the
2005 Service Contracts as a means to fulfill its State constitutional and statutory obligations to provide funding
for an approximately $1.37 billion portion of outstanding unfunded accrued actuarial liabilities (the “2005
Subject UAAL”) of the City’s two retirement systems, the GRS and the PFRS. On June 2, 2005, a funding
trust created by the two Service Corporations issued and sold Certificates of Participation Series 2005-A and
2005-B (“Series 2005-A COPs” and “Series 2005-B COPs,” respectively, and collectively “2005 COPs”),
evidencing undivided proportionate interests in the rights to receive certain payments (“2005 Scheduled
Payments” and “2005 Service Charges,” and collectively “2005 COP Service Payments”) to be made by the
City under the 2005 Service Contracts. A portion of the proceeds of the 2005 COPs was irrevocably paid to
the GRS and the PFRS, fully funding the 2005 Subject UAAL on June 2, 2005.

The periods for payment of the City’s scheduled 2005 COP Service Payments under the 2005 Service
Contracts were limited to 13 and 20 years in regard to the PFRS and GRS, respectively, the amortization
periods then in effect for PFRS UAAL and GRS UAAL. Pursuant to the Funding Ordinance and an
authorizing resolution of the City Council adopted on April 26, 2006, the City will enter into the 2006 Service
Contracts, as anticipated and authorized in the Funding Ordinance, as a means of enabling the City to utilize a
now permitted longer payment period for the obligations it incurred to fulfill its constitutional and statutory
obligations to provide such funding for the 2005 Subject UAAL. A new funding trust to be created by the two
Service Corporations will issue and sell Certificates of Participation Series 2006-A and 2006-B (“Series
2006-A Certificates” and “Series 2006-B Certificates,” respectively, and collectively “Series 2006
Certificates”), evidencing undivided proportionate interests in the rights to receive certain payments (“2006
Scheduled Payments” and “2006 Service Charges,” and collectively “2006 Certificate Service Payments”) to
be made by the City under the 2006 Service Contracts. A portion of the proceeds of the 2006 Certificates will
be used to optionally redeem certain outstanding Series 2005-A COPs and to purchase and cancel certain
outstanding Series 2005-B COPs, thereby extinguishing the City’s obligations to pay the 2005 COP Service
Payments related to the 2005 COPs thus redeemed or purchased and canceled. The Series 2005-B COPs to be
purchased will be procured by a tender offer conducted by the Service Corporations.

Upon issuance of the 2006 Certificates and such optional redemption of certain Series 2005-A COPs
and such purchase and cancellation of Series 2005-B COPs which are tendered by their holders to the Service
Corporations, some 2005 COPs will still remain outstanding concurrently with the 2006 Certificates. The
2005 COPs and the 2006 Certificates are wholly independent of each other. The City’s contractual payment
obligations underlying the 2006 Certificates are totally separate and distinct from its contractual payment
obligations underlying the 2005 COPs. Holders of 2006 Certificates will have no rights or interests in the
City’s payment obligations under the 2005 Service Contracts, and holders of 2005 COPs will have no rights or
interests in the City’s payment obligations under the 2006 Service Contracts.

The following table sets forth the combined annual amounts of 2005 Scheduled Payments and 2005
Service Charges (i.e., 2005 COP Service Payments) that the City that will be obligated to pay under the 2005
Service Contracts, and the combined annual amounts of 2006 Scheduled Payments and 2006 Service Charges
(i.e., 2006 Certificate Service Payments) that the City that will be obligated to pay under the 2006 Service
Contracts, upon the issuance of the 2006 Certificates and the optional redemption of the Series 2005-A COPs
to be redeemed from proceeds of the 2006 Certificates and the purchase and cancellation of the tendered Series
2005-B COPs to be purchased from proceeds of the 2006 Certificates.
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Twelve month

Tot

2007 $25,762,441 $49,230,928 $74,993,368
2008 25,762,441 54,224,061 79,986,501
2009 25,762,441 58,833,035 84,595,476
2010 30,512,441 58,833,035 89,345,476
2011 36,512,526 58,833,035 95,345,561
2012 41,950,067 58,833,035 100,783,103
2013 47,428,624 58,833,035 106,261,659
2014 52,928,206 58,833,035 111,761,241
2015 55,205,504 58,833,035 114,038,540
2016 57,345,528 58,833,035 116,178,564
2017 59,582,125 58,833,035 118,415,160
2018 61,915,480 58,833,035 120,748,515
2019 45,501,634 73,462,035 118,963,670
2020 47,237,920 71,726,673 118,964,593
2021 49,053,745 69,910,650 118,964,395
2022 50,931,865 68,032,181 118,964,046
2023 52,894,682 66,069,858 118,964,540
2024 54,938,837 64,026,079 118,964,915
2025 57,065,475 61,898,674 118,964,149
2026 - 118,965,224 118,965,224
2027 - 118,966,122 118,966,122
2028 - 118,966,739 118,966,739
2029 - 118,968,394 118,968,394
2030 - 118,973,878 118,973,878
2031 - 118,980,496 118,980,496
2032 - 118,988,301 118,988,301
2033 - 118,995,906 118,995,906
2034 - 119,009,735 119,009,735
2035 — 119,009,749 119,009,749
Totals $878,291,981 $2,356,736,036 $3,235,028,017

! Series 2006-B COPs’ interest calculated at fixed swap rates.
Recent Pension Litigation

In May 2005, the Wayne County Circuit Court granted summary disposition in the City’s favor in a
lawsuit with the PFRS Board over whether that Board or the City has authority to determine the appropriate
amortization period for funding PFRS UAAL. On February 28, 2006, the Michigan Court of Appeals reversed
the lower court decision and granted the PFRS Board a declaratory judgment that it has the authority under
applicable law to set the amortization period for the PFRS. On April 11, 2006, the City applied for leave to
appeal that decision to the Michigan Supreme Court, which has not yet ruled on the application. After the
lower court decision and before the Michigan Court of Appeals decision, the City Council adopted an
ordinance which became effective on February 8, 2006, establishing a 30-year amortization period for funding
PFRS UAAL. On March 30, 2006, the PFRS Board adopted a resolution also establishing a 30-year
amortization period for funding PFRS UAAL. Thus, a 30-year amortization period is currently in effect for
funding PFRS UAAL, supported by a duly adopted PFRS Board resolution and a duly adopted City ordinance.

The City has a pending application seeking leave to appeal to the Michigan Supreme Court from a
recent Michigan Court of Appeals decision that arose from an Act 312 arbitration involving the City and one
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standard collective bargaining process. The changes under the arbitration decision resulted in a PFRS Board
equally divided between City and union representatives, as required of jointly managed boards under the
federal Taft-Hartley Act. Though the arbitration involved only the DPOA, the contract governing the Detroit
Police Lieutenants and Sergeants Association expressly adopted the conditions of the DPOA agreement, to
maintain parity with it. However, the two other unions whose members also are participants in the PFRS have
contracts with other language. The City filed this suit to seat a 12-member PFRS Board that would be binding
on all four unions whose members are participants in the PFRS. The trial court granted the defendants’ motion
for summary disposition, concluding that it would deny due process to the two unions that did not participate
in the Act 312 arbitration to bind them by it. The City appealed, and the Michigan Court of Appeals affirmed
the lower court decision that application of the arbitration ruling to the two non-participating unions would be
a violation of their constitutional right to due process of law because their contracts did not require parity with
the DPOA agreement. The City has applied for leave to appeal that decision to the Michigan Supreme Court,
which has not yet ruled on the application.

The PFRS Board filed a lawsuit in August 2005 seeking payment of $53 million for the City’s unpaid
contribution obligation to the PFRS due June 30, 2005. The PFRS Board has since adopted a resolution
approving the City’s proposed settlement terms, and the lawsuit has been inactive by mutual agreement of the
parties pending completion of the settlement. Under the approved settlement terms, the balance of the June 30,
2005 required City contributions to the PFRS will be paid with interest at 7.8% per annum no later than
June 30, 2006, and the required City contributions to the PFRS due June 30, 2006 will be paid with interest at
7.8% per annum no later than June 30, 2007.

CERTAIN ECONOMIC AND DEMOGRAPHIC INFORMATION
General

Detroit is located in Southeastern Michigan and is the nation’s 11th largest city. It is the central city
of a metropolitan area that has a population of over four million people. Detroit is the largest city in Michigan
and comprises almost one-half of Wayne County’s population. Established in 1701 and incorporated in 1815,
Detroit encompasses an area of 138 square miles. Like many other older, major cities in the Northeast, Detroit
has experienced a significant decline in population since 1950, and an erosion of its economic base. Since the
mid-1970s, the City, as well as private interests, have made substantial investments which have led to
additional economic diversification and development during the last several years. The City is a major
manufacturing center for the United States, and a regional center of finance, commerce and tourism. The City
is located in a regional economy that, although diversifying, remains susceptible to swings in the national
economy due to its concentration of employment in the durable goods industries, particularly the automobile
industry.

Economically, Detroit relates primarily to the Tri-County area of Wayne, Oakland and Macomb
counties. Officially, however, it is a part of a Primary Metropolitan Statistical Area (the “Detroit PMSA”) that
includes the Tri-County area, plus Monroe, Livingston, Lapeer and St. Clair counties.

Population

The City’s population count (established by U.S. Census) determines its legislative apportionment in
Congress and in the State Legislature, and has a direct impact on Federal and State programs allocated in
whole or in part on a per capita basis. While population growth in the Detroit PMSA significantly outpaced
the national rate in the 1950s, the region’s total population expanded more slowly in the 1960s and contracted
(reflecting a significant net out-migration) in the 1970s and 1980s. Net population losses in the region were
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Between 1950 and 2000, the City experienced substantial changes in the characteristics of its

population, with differing migration patterns resulting in a net decline of 49% of its total population during the
50-year period. Detroit’s share of total State and metropolitan area population also fell significantly.

Table 31 — Population Trends, 1950-2000

City of Detroit Wayne County Detroit PMSA" U.S

Year Population % Change Population % Change Population % Change % Change
1950 1,849,568 - 2,435,235 - 3,169,649 - -
1960 1,670,144 -9.70% 2,666,297 9.49% 4,050,840 27.80% 18.50%
1970 1,511,482 -9.50 2,666,751 0.02 4,549,869 12.32 13.40
1980 1,203,339 -20.39 2,337,891 -12.33 4,488,072 -1.36 11.40
1990 1,027,974 -14.57 2,111,687 -9.68 4,382,299 -2.36 10.20
2000 951,270 -7.46 2,061,162 -2.39 4,441,551 1.35 13.20

SOURCE: U.S. Department of Commerce, Bureau of the Census.

(1) Consists of Lapeer, Livingston, Macomb, Monroe, Oakland, St. Clair and Wayne counties in Michigan.

Table 32 — Distribution of Population by Age, 2000

Age in Years Population % of Total
Under 5 ...ooovvveennnnnn. 76,232 8.0%
509 i, 93,882 9.9
10t0 14 .ovvee 83,361 8.8
15t019 coeveviiee, 68,707 7.2
20t024 oo 65,654 6.9
25t034 oo, 144,323 15.2
35t044 e 136,695 14.4
451054 e, 115,971 12.2
551059 coiiiieen 38,045 4.0
60t064 ... 29,344 3.1
65t0 74 e 52,863 5.6
T5t084 oo 35213 3.7
85 years and over ...... 10,980 1.2
Total......covveeverenne 951,270 100.0%

SOURCE: U.S. Department of Commerce, Bureau of the Census.
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(number of households in thousands)

Family 370.0 74.3% 289.3 66.7% 2443 653% 218.5 64.9%
Married-couple 286.8 57.6 173.2 40.0 109.8 294 89.7 26.7
Single male head 16.4 33 18.4 4.2 21.2 5.7 224 6.6
Single female head 66.8 13.4 97.7 22.5 1132 303 106.4 31.6
Non-family 127.8 25.7 144.2 333 129.7 347 117.9 35.1
Living alone N.A. N.A. 1253 289 1113 298 99.9 29.7
Total households 497.8 100% 433.5 100% 374.1  100% 336.4 100%

SOURCE: U.S. Department of Commerce, Bureau of the Census.

NOTE: N.A. = Not Available. Family households consist of two or more related persons. Data may not add
up to totals due to rounding.

Employment and Economic Base

The economy of the City is influenced by trends in the durable goods industry and in particular the
domestic automobile industry. Over the past two decades, all three major automotive companies have, at
times, experienced financial problems adversely affecting the economy of the Detroit area. General Motors
and DaimlerChrysler represent over 11% of the City’s Taxable Valuation and are major employers in the City.
Among the complex factors affecting the automotive industry are: national consumer spending patterns
(related, among other things, to consumer confidence and perception, disposable income, credit availability
and interest rates); the value of the U.S. dollar relative to foreign currencies; foreign trade restrictions; federal
and state regulatory policies with respect to auto imports, safety, fuel efficiency and pollution emissions; the
availability and price of gasoline; and organizational demand for fleet or specialized vehicles.

The following table sets forth certain information on total employment by industry group for the
Detroit PMSA and the U.S. The region has in the past consistently maintained a greater percentage of persons
employed in the manufacturing sector of the economy than the nation as a whole, which reflected the area’s
dependence on the automotive industry. The high percentage, however, has shown a decline in recent years
such that the PMSA employment breakdown now is more similar to national statistics.

(Balance of this page intentionally left blank)
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by Place of Wr K

2003 2004 2005

% (0005) % (000s) % (000s) %
Industry Group
Natural Resources & Mining 90 43 85 4.1 86 4.2 85 4.1
Construction 12 0.6 11 0.5 11 0.5 11 0.5
Manufacturing 329 15.6 309 14.9 298 14.4 285 13.9
Trade, Transportation & Utilities 396 18.8 388 18.6 383 18.6 380 185
Information 38 1.8 37 1.8 36 1.8 35 1.7
Financial Activities 117 5.6 119 5.7 117 5.7 118 5.7
Professional and Business Service 368 17.5 364 17.5 358 17.3 372 18.1
Educational & Health Services 250 119 253 12.1 256 124 264 12.8
Leisure & Hospitality 178 8.4 181 8.7 182 8.8 182 8.8
Other Services 96 4.6 97 4.6 99 4.8 91 4.4
Government 232 11.0 238 11.4 237 11.5 234.0 114
Totals 2,104 100.0 2,083 100.0 2,062 100 2,057 100

U.S.
2002 2003 2004 2005

Industry Group
Natural Resources & Mining 583 0.4 572 0.4 591 0.4 625 0.5
Contruction 6,716 52 6,735 5.2 6976 53 7,277 55
Manufacturing 15,259 11.7 14,510 112 14315 109 14,232 10.7
Trade, Transportation & Utilities 25,497 19.6 25,287 19.5 25533 19.4 25,909 194
Information 3,395 2.6 3,188 2.5 3118 24 3,066 23
Financial Activities 7,847 6.0 7977 6.1 8031 6.1 8,141 6.1
Professional and Business Service 15,997 12.3 15,985 12.3 16395 12.5 16,882 12.6
Educational & Health Services 16,199 12.4 16,588 128 16953 129 17,342 13.0
Leisure & Hospitality 11,986 9.2 12,173 94 12493 9.5 12,802 9.6
Other Services 5372 4.1 5,401 42 5309 4.0 5,386 4.0
Government 21,513 16.5 21,583 166 21621 16.5 21,803 16.3
Totals 130,364 100 129,999 100 131335 100 133,465 100

Notes: Totals may not addd due to rounding.
SOURCE:  Michigan Department of Labor & Economic Growth, Office of Labor Market Informantion for
Detroit-Warren-Livonia MSA; U.S. Department of Labor, Bureau of Labor Statistics for U.S.
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Livonia CBSA, and the U.S:#rom 2001 to 2005.

-

City of Warren-Livonia

Detroit CBSA U.S.
2001 ............. 9.8% 5.4% 4.8%
2002 ............. 11.9% 6.4% 5.8%
2003 ............. 14.6% 7.2% 6.0%
2004 ............. 14.0% 7.1% 5.5%
2005 ... 14.1% 7.2% 4.9%

SOURCE: Michigan Department of Labor & Economic Growth; U.S. Department of Labor,
Bureau of Labor Statistics.

The following table shows a breakdown of manufacturing wage and salary employment by type for
the Detroit-Warren-Livonia MSA for calendar years 2001 through 2005.

Table 36 — Manufacturing Wage and Salary Employment

Industry Group: 2001 2002 2003 2004 2005
(In Thousands)

Durable goods industries..........cccccevveerueennenne. 305.1 280.8 262.6 253.0 244.6

Nondurable goods industries 50.8 _48.6 _46.8 _44.7 442

Total manufacturing employment.................. 355.9 3294 309.4 297.7 288.8

SOURCE: Michigan Department of Labor & Economic Growth, Office of Labor Market
Information.

Construction
The following data shows trends in construction permits in the City.

Table 37 — Trends in Construction Permits, 2001 to 2005

Value (in millions)

New Construction Alterations/Additions
Residential Non-Residential Residential Non-Residential
2001 ..o, $ 343 $ 336.6 $122.9 $ 5753
2002, $ 10.6 $ 385.8 $ 759 $ 6222
2003 ..., $ 552 $ 339.8 $ 86.9 $ 4674
2004 .....cceeeenn. $ 71.0 $ 280.1 $124.0 $ 3308
2005, $ 814 $ 2434 $ 922 $ 398.1

SOURCE: City of Detroit Department of Buildings and Safety Engineering.
NOTE: Residential includes single and multiple family dwellings.

Housing Characteristics
Trends in the housing stock of the City have a direct impact on the City’s levy and collection of ad
valorem property taxes, because residential real property accounts for more than two-thirds of the valuation of
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of Property” above).

which were lost in the 1980s and 7% lost in the 19

90s. Owner occupancy rates in the City declined from
60.0% in 1970 to 49% in 2000. Since 1990, the City has experienced a significant increase in the construction
of new housing units. See “CERTAIN ECONOMIC AND DEMOGRAPHIC INFORMATION — Major
Projects and Developments.” Trends in the housing stock of the City have a direct impact on the City’s
collection of ad valorem property taxes, because residential real property accounts for more than two-thirds of
the valuation of all real property in the City (see “ASSESSED VALUATION AND PROPERTY TAXES —
Valuation by Type of Property” above).

Table 38 — Housing Inventory, 1970 to 2000

Occupancy Status

Owner-occupied
Renter-occupied
Vacant
Total housing units

1970 1980 1990 2000

(in thousands)
... 298.6 250.9 197.9 184.6
e 19901 182.6 176.1 151.8
. 313 37.7 36.0 38.7
e 529.0 471.2  410.0 375.1

SOURCE: U.S. Department of Commerce, Bureau of the Census.

NOTE: Data may not add up due to independent recording. Excludes seasonal housing.

Table 39 — Housing Characteristics, 2000

Percent owner-occupied
Rental vacancy
Median value of owner-occupied units
Median contract rent
Persons per household

SOURCE: U.S. Department of Commerce, Bur

NOTE: Value of Owner-Occupied Units is a sel

City of  Wayne Detroit United
Detroit  County PMSA States
54.9% 66.6% 72.4% 66.2%
8.3% 7.2% 6.4% 6.8%
$ 63,600 $96,200 §127,800  $119,600
$ 486 $ 428 § 502§ 602
2.77 2.64 2.58 2.59

eau of Census.

f-reported estimate of the then-current market value, and

therefore is not directly comparable to the SEV.

Largest

Employers

Below is a listing of the largest private sector employers by company and by number of employees
actually or estimated to be employed within the City at the end of calendar year 2005. The City and the School
District are each major Detroit employers, employing approximately 14,619 and 20,162, respectively, as of

June 30, 2005.
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Detroit Medical Center..........c.ccocvveeeveeceeeeieeennen. 10,617

DaimlerChrysler AG........ccccovveviriiiniiiiinienieene 9,900
Henry Ford Health System ...........cccoecvevvenvenieenen. 7,404
General Motors Corporation.............cceeeveevereeennenn. 6,311
St. John Health System............ccccoecvvevcieenciienrieenen. 4,821
American Axle & Manufacturing Holdings Inc. .... 4,309
DTE Energy Co. .ccccveeeiiieiieieeeeeeeeeeeee e 3,987
Compuware COTP......ceeereeeerieerreenreenreenreesreesenens 3,946
Motor City Casino ........cecuevverververeenieniesieseenaees 2,800
Blue Cross and Blue Shield of Michigan ............... 2,694

SOURCE: Crain’s Book of Lists, 2006 Edition, December 2005.

Port of Detroit

The Detroit/Wayne County Port Authority (“DWCPA?”) is a public agency responsible for promoting
trade and freight transportation through the Port of Detroit (the “Port), which provides direct water service to
world markets via the Great Lakes/St. Lawrence Seaway. The Port has five privately-owned and operated
full-service terminals, a liquid bulk terminal and bulk facility, and a single dock facility with capacity for 14
ocean-going vessels. In addition, more than 30 industries located on the Detroit and Rouge Rivers have their
own port facilities. A variety of ship repair services are available. The Detroit area, which is the largest
foreign trade zone in the United States, provides financial advantages related to federal taxes and customs
duties at subzones throughout the City and region. The Port is a principal port of entry for trade with Canada
via bridge, vehicular tunnel, rail tunnel and barge service. Steel and scrap steel are the principal export
products of the Port, handled for the three local steel mills. General cargo constitutes a minor portion of total
tonnage due to the lack of regularly scheduled shipping service. See “CERTAIN ECONOMIC AND
DEMOGRAPHIC INFORMATION - Major Projects and Developments.”

Table 41 — Waterborne Commerce of the Port of Detroit
(millions of short tons of 2,000 pounds)

Foreign Domestic  Grand
FISCAL YEARS Canadian Overseas Total Total Total
1993 .............. 2.4 0.9 33 13.9 17.2
1994.............. 4.5 1.5 6.0 12.7 18.7
1995 2.6 1.0 3.7 15.2 18.9
1996.............. 4.6 1.7 6.3 12.3 18.6
1997 ... 4.8 1.3 6.1 12.0 18.1
1998.............. 5.0 1.9 6.9 12.5 19.4
1999.............. 3.5 1.1 4.6 12.3 16.9
2000.............. 4.1 1.1 5.2 12.0 17.2
2001 .............. 43 0.4 4.7 12.3 17.0
2002.............. 3.7 0.7 4.4 12.9 17.3
2003.............. 3.5 0.4 3.9 10.4 14.3
SOURCE: Detroit/Wayne County Port Authority.
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Air transportation service is provided to the City at the Detroit City Airport, with general aviation,
cargo and scheduled passenger services, and at the Detroit Metropolitan Wayne County Airport, the nation’s
10th largest international airport and the largest hub for Northwest Airlines. More than 30 other scheduled
airlines provided domestic and international service with more than 1 million annual passenger enplanements
and 137,000 tons of annual enplaned cargo.

This area’s extensive toll-free highway system, which includes the 1-94, 1-75, 1-96 and 1-696 interstate
highways and Canadian 401, provides one-day access, based on a 500-mile day, to 48% (by population) of the
U.S. market and to the Province of Ontario, Canada.

Major Projects and Developments

A number of major developments have been completed during the past three years, and others are in
various stages of construction in the City. Most of the projects represent joint efforts between the public and
private sectors Below are brief descriptions of the major developments, including announced financing
sources.

Merchants Row

Merchants Row, a $30 million redevelopment project of eight 1910 era buildings adjacent to the
corporate offices of Compuware Corporation, includes 163 loft condominiums, a 264-space parking garage
and 28,400 square feet of retail and restaurant space.

1001 Woodward

This 26-story, twin office tower, adjacent to the Campus Martius project, has undergone a $20 million
renovation, along with the addition of a $10 million 500-space parking structure.

Downtown YMCA

The YMCA of Metropolitan Detroit recently completed the construction of the 5-story Boll Family
YMCA at a cost of $35 million. The new facility houses an auditorium, two swimming pools, a health and
fitness center, a wellness center and a childcare center.

Woodward Millennium

A $37 million mixed-use development is nearing completion in the medical center area. The
development will include 180 units of loft-style condominiums and garden-style apartments, a parking garage
and retail space.

St. Anne’s Gate

This new housing development is located in southwest Detroit near the Ambassador Bridge and
consists of new single and multi-family homes. The total project cost is expected to be $41 million.

Tri-Centennial Village

A $19 million housing development is being constructed on Detroit’s west side. The development
will include 165 single-family homes, 85 of which will be constructed by Habitat for Humanity.
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Woodward Plac& B

Brush Park Manor

A 91,000 square foot senior apartment residence on 3.3 acres of land on Brush Street was recently
completed. The 3-story complex consists of 113 apartments. The estimated cost of the project is $9.9 million.

Greyhaven Marina Village

Greyhaven Marina Village is being constructed in phases on a 15-acre site on the Detroit River.
Phase one consisted of 190 apartments and town homes overlooking the Detroit River. Phase two consists of
144 condominium units. The total cost of the development was $21 million. A third phase under
development is the $25 million Shorepoint Village consisting of 57 single-family homes.

Woodbridge Estates

The $98 million project includes 247 rental units, 101 new homes, town homes and duplex
condominiums and 297 enhanced service units on a former public site. In addition, the project will include
retail space and a community center. The project is being funded with both public and private funds.

Federal Reserve Bank

The $79.5 million, 220,000-square foot Detroit branch northeast of downtown was recently completed
to handle check clearing, currency processing, economic analysis and conferences, and serves Michigan’s
Lower Peninsula.

New Center Lofts

This $14.28 million residential project includes 102 loft-style, two-story townhouses located in
northwest Detroit. Later phases will include three-story townhouses.

Morningside Commons

Located on the City’s east side, this $30 million housing development is being constructed in phases.
The first phase of the development consisted of 40 new single-family homes. The second phase consisted of a
64-unit multi-family townhouse development. Currently under construction, phase three will consist of the
construction of 50 new single-family homes and the rehabilitation of 10 existing single-family homes.

Lombardo Heritage

A $197.7 million housing complex is being constructed in phases on a 10.5-acre parcel on the City’s
east side. Upon completion, the complex will include 126 condominium homes with basements.

Palmer Street Redevelopment

Located near the Wayne State University district, this $10 million project consists of the rehabilitation
of nine existing buildings and the construction of new townhouses into a total of 115 housing units.

River Park Village Senior Apartments

The 15-story Whittier building will be converted into a $66 million development of 80 senior
apartments, other loft-style apartments and retail space.
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parking garage has been constructed immediately north of the building on an adjacent parcel of land.

St. John Hospital and Medical Center

St. John Hospital is constructing a $12 million, 62,000-square foot medical office building on its
Riverview hospital campus. The health care provider will also build a $141 million hospital tower and a
$15 million emergency department expected to open in 2008 at its eastside location in the City.

The Salvation Army Southeast Adult Rehabilitation Center

The Salvation Army Southeast Adult Rehabilitation Center in downtown Detroit completed a
$26 million renovation that added 100 beds, renovated offices, added a dining room and moved its thrift store.

Detroit-Wayne County Port Authority

The Detroit/Wayne County Port Authority (“DWCPA”) financed a $43 million mixed-use facility on
the east riverfront in downtown Detroit. The project consists of 18,000 square feet of ground floor retail space
and upper floors and a parking garage with 1,174 parking spaces.

Kennedy Square Office Building

This $54 million project is being built on top of an existing underground garage in the downtown area.
Expected to be completed in June 2006, the 10-story, 240,000-square foot office building will offer ground
floor retail space and house up to 1,300 workers.

Casino Development

A recent court settlement has paved the way for the construction of three permanent casinos in the
City. Each casino will expand in or near its current temporary location at a cost of about $200 million each.
Each casino will have a minimum of 100,000 square feet of gaming space, a 400-room hotel and additional
parking and restaurants. See “FINANCIAL OPERATIONS - General Fund Revenue Categories.”
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1200 COLEMAN A. YOUNG MUNICIPAL CENTER
ENT DETROIT, MICHIGAN 48226

May 13, 2006

The City of Detroit,
The Honorable Mayor Kwame M. Kilpatrick and
The Honorable City Council

The management and staff of the Finance Department is pleased to present the City of Detroit’s
(the “City””) Comprehensive Annual Financial Report (CAFR) for the fiscal year ending June 30,
2005 along with the Independent Auditor’s Report. The CAFR is prepared by the City’s Finance
Department in accordance with the financial reporting principles and standards of the
Governmental Accounting Standards Board.

Responsibility for both the accuracy of the data and the completeness and fairness of the
presentation, including all disclosures, rests with the City. Accordingly, we believe that the
information, as presented, is accurate in all material respects. We also believe that the financial
statement presentation accurately depicts the financial position and the results of operations as
measured by the financial activity of our various funds. Finally, the notes and disclosures
included provide the reader with a more comprehensive understanding of the City’s financial
position.

Independent Audit

The City’s Charter requires the Auditor General of the City to audit the transactions of all City
agencies at least once every two years. The Auditor General is appointed by the City Council for
a 10-year term.

Additionally, state laws require the City to have its financial statements audited by an
independent, outside auditor once every five years. However, beginning with the fiscal year
1980, the Mayor and City Council agreed to have an annual financial statement audit by an
independent auditor. The independent auditor’s report on the financial statements is included in
the financial section of this report. The City must also comply with the requirements of the U.S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments and
non-profit organizations.
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CITY OF DETROIT GOVERNANCE STRUCTURE

mplemented an extensive overhaul of Detroit’s 311 system. The
. D services provides “ONE CALL TO CITY HALL”, information
The Executive Branch about City programs hours of operation or locations, and one place to call to request a

service from any of the City’s 42 Agencies.
e The Mayor heads the executive branch. The citizens of Detroit elect the Mayor to a four-

year term. The City Charter grants the Mayor broad managerial powers including the

authority to appoint department directors, deputy directors, and other executive branch Detroit Department of Administrative Hearings
officials. The responsibility to implement most programs, provide services, activities, and
manage day-to-day operations is delegated by the Charter to the executive branch. = In January 2005, code violations that were formerly processed as criminal misdemeanors
began to be prosecuted as civil cases by the newly created Detroit Department of
The Legislative Branch Administrative Hearings (DAH). By taking such cases out of the backlogged 36" District
Court and moving them to the DAH, more cases can be resolved by hearing officers who are
o The legislative branch is comprised of the City Council and its agencies. The nine members licensed attorneys. Cases that come before the department include violations of property
of City Council are also elected to a four-year term. Many significant decisions, including maintenance, zoning, solid waste, and illegal dumping ordinances.

budget appropriations, procurement of goods and services, and certain policy matters must be
approved by the City Council.
Issuance of Pension Obligation Certificates

Other Agencies
= Midwest Regional Deal of the Year Award
e The City Clerk’s Office and the Election Commission are not classified under either of the On December 6, 2005, the Mayor accepted the Midwest Regional Deal of the Year Award
two branches mentioned above. from The Bond Buyer on behalf of the City of Detroit during an awards banquet in New
York City. The City of Detroit received the award for its landmark pension obligation
(@] Background and Overview certificate transaction. The Detroit Retirement Systems Funding Trust 2005 issued
L . o o . . . $1,440,000,000 of taxable Pension Obligation Certificates of Participation ($640 million of
Detroit, Michigan’s largest city is located in the County of Wayne in the southeastern section of taxable fixed rate, Series A and $800 million of taxable floating rate, Series B), which
the state’s lower peninsula. The City covers approximately 140 square miles and accounts for represents:
nearly half of the population of Wayne County. The City is internationally known for o The first pension financing in the State of Michigan (state or local)
automotive manufacturing and trade. Detroit is located on an international waterway, which is o The largest municipal offering ever completed in City and State
linked via the St. Lawrence Seaway to seaports around the world. o The largest sale by a U.S. local-level government entity of taxable or tax-exempt

floating rate notes in the asset-backed securities market
o A highly intricate and creative legal, tax and credit framework
MAJOR INITIATIVES AND ACCOMPLISHMENTS o Protection of the City and pension systems through integrating the pension funding

Lo s . . . . transaction with the funding and operational mechanisms of the pension systems.
A number of significant initiatives, outlined below, are underway in the City that will have a & P P Y

positive effect on the City’s economic health and its ability to provide services to residents and

businesses. City of Detroit Hurricane Katrina Relief Program

City of Detroit Call Centers = On September 1, 2005, Detroit Mayor Kwame M. Kilpatrick made Detroit the first major city
not adjacent to New Orleans to extend its resources to the victims of Hurricane Katrina.
Working with hotels, businesses, and human service agencies throughout the region, Mayor
Kilpatrick made several resources available to those who sought refuge in Detroit and the
Detroit Metro Area. The City and Wayne County activated the Hurricane Katrina Evacuees
Reception and Assistance Center. The Coleman A. Young International Airport Passenger
Terminal became the designated site for Homeland Security and became the official location

911

= The administration successfully opened a state of the art Computer Aided Dispatch
Communications Center, which for the first time links 911 operators with Fire/EMS and
Police Department Dispatchers. This new system replaced the City’s 32 year-old 911
system.

12 13
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for the Reception Center. On September 05, the Reception Center opened
processing evacuees. Over 300 evacuees were served over the first four days.

= Build Detroit is a public information campaign that the Mayor established to coordinate,
manage, and communicate construction projects throughout the City. The Build Detroit
campaign is a unique partnership with the business community and the media. Build Detroit
helps keep metropolitan Detroit residents informed about construction delays or detours on a
weekly basis. With more than 100 projects planned for the next two years, Build Detroit has
proven to be a welcome addition for residents and the media.

Department of Transportation

= The Department added 121 new buses with low floors to its fleet. The low floor feature
eliminates steps and wheelchair lifts and is considered a major customer service
improvement.

Detroit Water and Sewerage Department

= Continuing operational efficiencies enabled the department to hold rate increases for 2005-06
to the lowest amount in 12 years.

Recreation Department

= More than 20 parks were renovated during Summer 2005 including:

o Butler Playfield and Playscape -- Renovations to the 5.66-acre playfield include a
large new barrier-free playscape, three youth soccer fields, a ball diamond with
backstop and bleachers, picnic tables, benches, trees, sidewalk, and fencing.

o Fargo-Fenton Playfield -- Renovations to the 2 % - acre playfield include two new
play structures with swing sets, under which a protective rubber surfacing was
installed, a new %4 - mile walking trail, landscaping along the walking trail and
throughout the park, which includes flowering shrubs and trees, new benches, and
bike racks.

o Peterson Playfield -- The 17-acre playfield, the only park of its size in the area,
received $1.3 Million in renovations thanks in part to a grant award of $950,000 from
the Urban Park and Recreation Recovery (UPARR) Program. Renovations include a
new playground area, water spray area, walking trail, two basketball courts, six tennis
courts, three softball diamonds, baseball diamond, football/soccer field, comfort
station, picnic shelter, picnic tables, grills, flag pole, peace pole, parking lot, and
landscaping.

o Skinner Playfield -- Renovations to the seven-acre playfield include a new play
structure with a protective rubber surfacing, football/soccer field, volleyball court,
and new walking trail. Other amenities include benches and picnic tables.
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= The Jayne/Lasky Baseball Family Fun Center opened. This is the City’s first family
entertainment complex. This unique facility offers a wide variety of fun and challenging

vities for all ages.

To spur Detroit’s growth and build stronger neighborhoods, the Mayor has dramatically
streamlined the economic development process while forming groundbreaking partnerships with
the private sector and community organizations. In just three years, the results have been
impressive. The City currently has more than 7,400 housing starts in the pipeline including the
unprecedented Far Eastside project, which envisions a neighborhood with 3,000 homes.

= 1001 Woodward

This 26-story, twin office tower, adjacent to Campus Martius, is undergoing a $20 million
renovation, along with the addition of a $10 million 500-space parking structure.

= GM Global headquarters

General Motors completed a $100 million hotel renovation to its global headquarters
including the addition of 10,000 square feet of meeting space and improvements to the main
entrance of the facility. A riverside promenade is currently under construction.

= Downtown YMCA

Construction was completed on a $38 million five-story YMCA recreational facility located
in the City’s downtown area. The new facility houses an auditorium, a swimming pool,
health and fitness center, wellness center, parking garage, and childcare center.

= Woodward Millennium

A $37 million mixed-use development in the medical center area was completed last
summer. The development includes 180 units of loft-style condominiums and garden-style
apartments, a parking garage, and retail space.

= St Anne’s Gate

This new housing development is being built in southwest Detroit near the Ambassador
Bridge and consists of new single and multi-family homes. The total project cost is expected
to be $41 million.

= Tri-Centennial Village
A $19 million housing development is being constructed on Detroit’s west side. The

development will include 165 single-family homes, 85 of which will be constructed by
Habitat for Humanity.
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Woodward Place at Brush Park

Brush Park Manor

A 91,000 square foot senior apartment residence on 3.3 acres of land on Brush Street was
recently completed. The 3-story complex consists of 113 apartments. The estimated cost of
the project is $9.9 million.

Greyhaven Shorepoint Village

Greyhaven Marina Village is being constructed in phases on a 15-acre site on the Detroit
River. Phase one consisted of 190 apartments and town homes overlooking the Detroit
River. Phase two consists of 144 condominium units. The total cost of the development was
$21 million. A third phase under development is the $25 million Shorepoint Village
consisting of 57 single-family homes.

Woodbridge Estates

The $98 million project includes 247 rental units, 101 new homes, town homes, and duplex
condominiums and 297 enhanced service units on a former public site. In addition, the
project will include retail space and a community center. The project is being funded with
both public and private funds.

Federal Reserve Bank

The 220,000 square foot $79.5 million reserve branch located northeast of downtown is
expected to employ 275 workers handling check clearing, currency processing, economic
analysis, and conferences. Its state-of-the-art design and equipment will allow the Detroit
Branch’s operations to be among the most efficient in the Federal Reserve System.

American Axle

American Axle is completing a second building phase in its $30 million research and training
center complex next to its headquarters.

Morningstar Commons

Located on the City’s east side, this $30 million housing development is being constructed in
phases. The first phase of the development consisted of 40 new single-family homes. The
second phase consisted of a 64-unit multi-family townhouse development. Currently under
construction, phase three will consist of the construction of 50 new single-family homes and
the rehabilitation of 10 existing single-family dwellings.

The PricewaterhouseCoopers Building

ewaterhouseCoopers, constructed a five-story, 115,000 square foot
he Ford Field at a cost estimated at $26 million.

will occupy the first four floors of the building with the fifth floor
e tenant. A 1,200 stall-parking garage will be constructed
immediately north of the building on an adjacent parcel of land.

Kennedy Square Office Building

This $54 million project is being built on top of an existing underground garage in the
downtown area. The 10-story 240,000 square foot building will offer ground floor retail
space and house up to 1,000 workers. The building will be ready for occupancy in June
2006.

West Town Homes

This west side revitalization project is the first of a two-phase project. This project will
create a total of 150 single-family homes. Phase I creates 33 scattered, single-family
affordable homes constructed on a 40-foot frontage lots. The total development cost for
Phases II and I is approximately $26 million.

Core City Neighborhoods

The project includes Core City II, a 66-unit townhouse rental project; Core City West
Village, a 60 unit single-family project; and Riverside Estates, a 67-unit rental apartment
complex. The projects are all financed with tax credits. Together, these projects account for
more than $37 million dollars in public/private investment in the City of Detroit.

There is another $50 million in planned commercial investment that will be located along
Grand River Avenue to service residents of these housing units and the residents of the
Woodbridge Historical District. The commercial portion is called Core City Town Center
and has already solicited several retails outlet stores. Phases two through five will include a
development of single-family, market-rate housing, consisting of approximately 170 units; a
live work loft complex and specialty retail shops.

Circle of Life Health Care Center

The former Saratoga Hospital on Detroit’s east side is being refurbished into the Circle of
Life Health Care Center, a private 90-bed facility that would serve mentally ill adults and
children. The project represents an investment of $2 million.

Far East Side Project

The project consists of an ambitious eight to 12 year strategic plan to redevelop 1,200 acres
with approximately 400 building sites stretching from Jefferson Avenue to Warren Avenue
and from Conner Road to Alter Road. No viable homes will be torn down: the development
will grow block by block. Some of the housing will be affordable, built with large subsidies
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from the Michigan State Housing Devel t Authority and some will be marki
addition, retail, housing, churches, recreational facilities, public spaces, and schools are to be

The $30-million residential transformation of eight 1910-era buildings is located on
Woodward across from Campus Martius and the site of the former Hudson’s department
store. Once-vacant buildings are being demolished or renovated into 163 loft apartments
together with restaurants, retail outlets and offices.

= Forest Park 11l

A $7.8 million residential complex is currently under construction on Detroit’s near west
side. The project will include 100 senior citizen units.

Economic Considerations

The State Economy continues to rank at the bottom nationally in performance. The Bureau of
Labor Statistics reports that the August 2005 unemployment rate for the nation was 4.9% while
the State had a rate of 6.7% and the City’s rate was close to 15%. The economy of the City is
very dependent on automobile manufacturing which is undergoing a dramatic restructuring. The
City is taking steps to aggressively pursue wireless communications, fuel cell technology, health
technology and health care, and the entertainment industries to diversify the City’s economy.

BUDGETARY INITIATIVES

To address fiscal year 2004-05 General Fund deficit of $155 million, the City’s budgetary
initiatives in fiscal year 2005-06 include:

e An appropriation of $101.7 million to offset the prior year deficit

e Departmental cuts (January layoffs) to reduce payroll costs — $23.5 million.

e Sales of excess Inventory — $10.0 million.

e Reduction of non essential purchases

OUR VIEW OF THE FUTURE

Financial position is one of the key indicators of an organization’s strength. While financial
statements are an objective measure of the strength of the City, there are other factors, which
taken together, provide the framework for our view of the City.

Since taking office in 2002, Kwame M. Kilpatrick has led tremendous growth in the City
including the biggest housing and commercial construction boom in 50 years, the largest road
and infrastructure improvement program in decades, and a $2-billion overhaul of Detroit’s
riverfront. After decades of decline, Detroit is experiencing a revival thanks to Mayor
Kilpatrick’s leadership that has been recognized by media including the New York Times, USA
Today, the Los Angeles Times, and the Financial Times of London.

1-8
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ent for Excellence in Financial Reporting

vernment Finance Officers Association (GFOA) recognized
rd for excellence in financial reporting for our 2003-04 CAFR.

This is the third consecutive year that the City has achicved this award. In order to be awarded a
Certificatc of Achicvement, a government must publish a well-organized and easily
understandable CAFR in accordance with Generally Accepted Accounting Principles (GAAP).
A certificate is valid for a period of onc year only.

We believe our current CAFR continues to meet the Certificate of Achicvement Program
requirements, and wc arc submitting it to thc GFOA to dctermine eligibility for another
certificate.
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AUDITOR GENERAL’S LETTER

May 13, 2006

The Honorable Mayor Kwame M. Kilpatrick
and Members of the City Council
City of Detroit, Michigan

The basic financial statements included in the City’s Comprehensive Annual Financial
report for the fiscal year ended June 30, 2005, were audited by KPMG LLP, and Alan C.
Young Associates, P.C., under contract with the City of Detroit, Auditor General. The
audit of these financial statements and the resulting Auditors’ opinion satisfies the
requirements of the City Charter under Section 4-205.

Based on the results of their audit, KPMG LLP has issued their report on the

aforementioned financial statements, dated May 13, 2008.

Respectfully,

Toven & . Pomas.

Loren E. Monroe
Auditor General
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Independent Aunditors® Report

'['o the Honorable Mayor Kwame Kilpatrick
and Members of the City Council
City of Detroit, Michigan:

‘We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City of Detroit, Michigan (the City) as of and for the year ended
June 30, 2005, which collectively comprise the City’s basic financial statements, as listed in the table of
contents. 'These financial statements are the responsibility of the City’s management. Qur responsibility is
to express opinions on these financial statements based on our audit. We did not andit the financial
statements of the School District of the City of Detroit, the Downtown Development Authority, the
Economic Development Corporation, the Museum of African American History, the Detroit Transportation
Corporation, the Detroit Housing Commission, and the Greater Detroit Resource Recovery Authority,
which represent 96.9% and 96.6%, respectively, of the assets and revenues of the discretely presented
component units. We also did not audit the financial statements of the Retirement Systems, which
represent 95.1% and 36.7%, respectively, of the assets and expenses/expenditures/deductions of the
aggregate remaining fund information. Those financial statements were audited by other auditors whose
reports thereon have been fumished to us, and our opinions, insofar as they relate to the amounts included
for the aggregate discretely presented component nnits and the aggregate remaining fund information, are
based on the reports of the other anditors.

Lixcept as discussed in the following paragraph, we conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial
andits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, bt not for the purpose of expressing an opinion on the effectiveness of the City’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amownts and disclosures in the financial statements,
assessing the accounting principles used and the significant estimates made by management, as well as
evalnating the overall financial statement presentation. We believe that our audit and the reports of other
auditors provide a reasonable basis for our opinions.

The financial statements of the Detroit Housing Commission Component Unit (Honsing) bave not been
audited, and we were not engaged to audit Housing’s financial statements as part of our audit of the City’s
basic financial statements. Housing’s financial aetivities are included in the City’s financial statements as a
discretely presented component unit and represent 3.1%, 37.8%, and 1.2% of the assets, net assets, and
revenues, respectively, of the City’s aggregate discretely presented component nnits.

3

KPMG LLP, a U.5. hm.ted liability partnsrship, is the U.S.
msntker finT of KPMG Inteimational, a Swiss cooperative
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[n our opinion, based on our audit and the reports of other auditors, except for the ettects of such
adjustments, if any, as might have been determined to be necessary had Housing’s financial statements
been audited, the financial statements referred to above present fairly, in all material respects, the financial
position of the aggregate discretely presented component units for City of Detroit, Michigan as of June 30,
2003, and the changes in financial position thereof tor the year then ended, in conformity with U.S,
generally accepted accounting principles,

In addition, in onr opinion, based on our audit and the reports of other anditors, the financial statements
referred to above presemt fairly, in all material respects, the respeetive financial position of the
governmental activities, the business-type activities, each major fund, and the aggregate remaining fund
information of the City of Detroit, Michigan as of June 30, 2005, and the respective changes in financial
position and, where applicable, cash flows thercof for the year then ended, in conformity with U.S.
generally accepted accowting principles.

In accordance with Government Auditing Standards, we have also issued our report dated May 13, 2006 on
our consideration of the City’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the resnlts of that testing, and net to provide an opinion on the internal centrol over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our andit.

The Management’s Discussion and Analysis on pages 7 through 26, the budgetary comparison information
on pages 113 through 115, and the schedules ot employer contributions and the schedules of funding
progress on page 117 are not a required part of the basic financial statements, but are supplementary
information required by [J.S. generally accepted accounting principles. We and the other auditors have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.

Our audit was conducted tor the purpose of forming opinions on the financial statements that collectively
comprise the City of Detroit’s basic financial statements. The introductory section, combining nonmajor
fund financial statements, and statistical section are presented for purposes of additional analysis and are
not a required part of the basic financial statements. The combining nonmajor fund financial statements
have been subjected to the auditing procedures applied by us and the other auditors in the audit of the basic
financial statements and, in our opinion, based on our audit and the reports of other auditors, are fairly
stated in all material respects in relation to the basic financial statements taken as a whole. The
introductory and statistical sections have not been subjeeted to the auditing procedures applied by us and
other auditors in the audit of the basic financial statements, and accordingly, we express no opinion on
them.

KPre P

Detroit, Michigan
May 13, 2006
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readers to consider the information presented here in con_]unctlon with information that we
have furnished in our letter of transmittal, contained within this report.

FISCAL 2005 FINANCIAL HIGHLIGHTS

= The assets of the City, in the government-wide financial statements, exceeded its
liabilities at June 30, 2005 by $1.6 billion (net assets). Of this amount, $306 million is an
unrestricted deficit, while $1.6 billion is invested in capital assets, net of related debt and
$318 million is restricted for specific purposes.

= The City’s total net assets decreased by $114 million over the previous year’s net asset of
$1.7 billion.

= The City’s total governmental activities’ assets increased by $1.2 billion since June 30,
2004 to $3.1 billion at June 30, 2005, due mainly from the net pension asset created from
the issuance of $1.4 billion of pension obligation certificates (POCs) and the subsequent
contribution to the pension systems. The City’s increase in liabilities from $1.8 billion at
June 30, 2004, to $3.2 billion at June 30, 2005, occurred mostly from the issuance of the
$1.4 billion pension obligation certificates.

The General Fund Revenues and Other Financing Sources, in the fund financial
statements, available for general governmental operations during 2005 were $1.6 billion,
a decrease of $2.6 million (0.16 percent) from 2004.

= The General Fund, also in the fund financial statements, ended 2005 with a total fund
deficit of $33.6 million. Total Fund Balance decreased from 2004 primarily because
Expenditures and Other Financing Uses exceeded Revenues and Other Financing Sources
by $87 million. Fund Balance at June 30, 2005 of $122 million was reserved for
commitments. Unreserved Fund Balance was $155 million deficit at June 30, 2005,
compared to a $95 million deficit at the end of 2004.

= The City’s general obligation bonds and notes outstanding increased by $776 million

during the current fiscal year. The key factor in this increase was the issuance of
additional general obligation bonds to fund the City’s capital plan.

[2.2.3.3] [POCs 2006 Offering Circular. pdl]?Page f%%f

City of Detroit, Michigan

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2005
(UNAUDITED)

ANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s basic
financial statements, which include the following components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the basic financial statements. This
report also contains other supplementary information in addition to the basic financial
statements. These components are described below:

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad
overview of the City’s finances, using accounting methods similar to those used by private-
sector companies. The statements provide both short-term and long-term information about
the City’s financial position, which assists in assessing the City’s economic condition at the
end of the fiscal year. These financial statements are prepared using the flow of economic
resources measurement focus and the accrual basis of accounting, similar to that used by
most businesses. They take into account all revenues and expenses connected with the fiscal
year even if cash involved has not been received or paid. The government-wide financial
statements include two statements:

o The statement of net assets - presents information on all of the City’s assets and
liabilities, with the difference between the two reported as net assets. Over time,
increases or decreases in net assets may serve as a useful indicator of whether the
financial position of the City is improving or deteriorating.

o The statement of activities - presents information showing how the City’s net assets
changed during each fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of the
related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in future fiscal periods (for example,
uncollected taxes and earned but unused vacation). This statement also presents a
comparison between direct expenses and program revenues for each major function
of the City.
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from other functions that are mtended to recover a significant portion of their costs through
user fees and charges (business-type activities). The governmental activities of the City
include public protection, health, recreation and culture, education development, economic
development, housing supply and conditions, physical environment, transportation and
development and management functions. The business-type activities of the City include an
airport, automobile parking, water and sewage disposal operations, and transportation.

The government-wide financial statements reflect not only the activities of the City itself
(known as the primary government), but also legally separate organizations and agencies for
which the City is financially accountable. Financial information for these component units is
reported separately from the financial information presented for the primary government.

The government-wide financial statements can be found immediately following this
management’s discussion and analysis.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that
have been segregated for specific activities or objectives. The City, like other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. All of the funds of the City can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.

Governmental funds

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on
near-term inflows and outflows of spendable resources, as well as on balances of spendable
resources available at the end of a fiscal year. Such information may be useful in evaluating
a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-wide
financial statements. By doing so, readers may better understand the long-term impact of the
government’s near-term financing decisions. Both the governmental fund balance sheet and
the governmental fund statement of revenues, expenditures, and changes in fund balances
provide reconciliation to facilitate the comparison between governmental funds and
governmental activities.

City of Detroit, Michigan
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2005

(UNAUDITED)

individual governmental funds organized according to their type

pe etvice, capital projects, and permanent funds). Information for three
funds that qualify as major is presented separately in the governmental fund statement of
revenues, expenditures, and changes in fund balances. The three major governmental funds
are as follows: the General Fund, the General Retirement System Service Corporation, and
the Police and Fire Retirement System Service Corporation. Data from the remaining
governmental funds are combined into a single, aggregated presentation. Individual fund
data for each of the non-major governmental funds is provided in the form of combining
statements elsewhere in this report.

The City adopts an annual appropriation budget for its general fund. A budgetary
comparison statement has been provided for the General Fund to demonstrate compliance
with this budget.

The basic governmental fund financial statements can be found immediately following the
government-wide statements.

Proprietary funds

These funds are generally used to show activities that operate more like those of commercial
enterprises. Because these funds charge user fees for services provided to outside customers
including local governments, they are known as enterprise funds. Proprietary funds, like
government-wide statements, use the accrual basis of accounting and provide both long and
short-term financial information. There is no reconciliation needed between the government-
wide financial statements for business-type activities and the proprietary fund financial
statements. The City uses five enterprise funds to account for its water, sewer,
transportation, parking, and airport operations.

Proprietary funds provide the same type of information as the government-wide financial
statements, but provide more detail. The proprietary fund financial statements provide
separate information for the Water Fund, Sewage Disposal Fund, Transportation Fund,
Automobile Parking Fund and Airport Fund.

The basic proprietary fund financial statements can be found immediately following the
governmental fund financial statements.

Fiduciary funds

Fiduciary funds are used to account for resources held for the benefit of parties outside of
primary government. The City is trustee, or fiduciary, for its employees’ pension plans. It is
responsible for other assets that, because of a trust arrangement can be used only for the trust
beneficiaries. The City also uses fiduciary funds to account for transactions for assets held
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reported in a separate statement of fiduciary net assets and a statement of changes in
fiduciary net assets. The accounting used for fiduciary funds is much like that used for
proprietary funds.

Notes to the Basic Financial Statements

The notes provide additional information that is essential to a full understanding of data
provided in the government-wide and fund financial statements. The notes to the basic
financial statements can be found immediately following the fiduciary fund financial
statements.

Additional Information

The combining statements, which include nonmajor funds, for governmental and trust and
agency funds are presented immediately following the notes to the financial statements.

FINANCIAL ANALYSIS OF THE CITY AS A WHOLE
Net assets

As noted earlier, net assets may serve over time as a useful indicator of a government’s
financial position. In the case of the City, assets exceeded liabilities by $1.6 billion at June
30, 2005.

By far the largest portion of the City’s net assets reflects its investment in capital assets (land,
buildings, roads, bridges, etc.), less any related debt used to acquire those assets that is still
outstanding which is $1.6 billion. The City uses these capital assets to provide services to
citizens; consequently, these assets are not available for future spending. Although the City’s
investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since the capital
assets themselves cannot be used to liquidate these liabilities.

248

Assets:
Current and other assets $
Capital assets

Total assets

Liabilities:
Other liabilities
Long-term liabilities

Total liabilities

Net assets:
Invested in capital assets, net
of related debt
Restricted
Unrestricted

Total net assets $

MANAGEMENT’S DISCUSSION AND ANALYSIS

City of Detroit, Michigan

FOR THE YEAR ENDED JUNE 30, 2005
(UNAUDITED)

City of Detroit, Michigan
Summary of Net Assets
(in thousands of dollars)

City’s net assets in the amount of $318 million represent
xternal restrictions on how they may be used.

Governmental Business-type
Activities Activities Total
2005 2004 2005 2004 2005 2004

1,792,486  $ 781,052 1,797,712 $ 1384886 $ 3,590,198 $ 2,165,938
1.403.043 1.194.050 5.105.722 4.593.455 6,508,765 5.787.505
3,195,529 1,975,102 6,903,434 5,978,341 10,098,963 7,953,443
671,375 481,145 329,035 354373 1,000,410 943,659
2.517.648 1.300.807 4.955.407 4.077.927 7.473.055 5,270,593
3,189,023 1,781,952 5,284,442 4,432,300 8,473,465 6,214,252
562,312 423,119 1,050,443 1,063,418 1,612,755 1,486,537
30,488 85,250 287,779 199,037 318,268 284,287
586.294 315.219 280.770 283.586 305.524 31,633
6,506 $ 193,150 1,618,992 $ 1,546,041 $ 1,625498 $ 1,739,191
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Years Ended June 30
(in thousands of dollars)

City of Detroit, Michigan
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2005

(UNAUDITED)

Net assets of the City’s governmental activities decreased $187 (97%) to reflect a balance of
$6 million. A significant portion of those net assets are either restricted as to the purpose
they can be used for or they are invested in capital assets (buildings, roads, bridges, etc.).

% B‘{:"‘—"“’—e Total Consequently, unrestricted net assets showed a $586 million deficit at the end of this fiscal
— - year.
2005 2004 2005 2004 2005 2004
R;V:;‘;;iike § The deficit is the result of having long-term commitments that are greater than currently
r venues: . . . L . R
Charges for Services  $ 407969 § 318536 S 486073 S 464344 S 894042 S 782880 available resources. Specifically, in accordance with its budgetary policies, the City did not
OPC::::‘fuﬁ;:‘:“ and 246240 153 sl 49345 334360 04667 include in past annual budgets the full amounts needed to finance future liabilities arising
- - s - - 501 . . . . .
Capital Grants and from, long term commitments. The City will include these amounts in future years’ budgets
Contributions 135,505 115,529 15,081 33,759 150,586 149,288 as they come due
General Revenues: .
Property Taxes 239,508 253,881 - - 239,508 253,881
“_ﬁ“‘““‘P"l Income 82502 200615 82502 200615 Over 40 % of the City’s revenue comes from taxes. Total taxes decreased by 0.5 %. Total
ax > & - - - & . . e1qe . N ..
Utility User Tax 52,940 47,423 - - 52,940 47.423 taxes include a decrease in property taxes of $14 million (6 % percent) is primarily due to a
Magering fax 137,970 116,146 - - 137,970 116,146 flat property tax growth coupled with population decline. Wagering taxes increased by $22
otel and Liquor 11: Ly . . .
Tax 16311 16217 - - 16311 16217 million (19 %) due to enactment of State of Michigan House Bill 4612 and an increase in
g’[‘;?dLTo"‘:]“Td w Zﬁzi;‘ ngﬂg - - Zﬁgi;‘ 2?2‘3‘; activity. The bill was effective September 1, 2004. The bill raised the tax on Detroit’s three
T C axe > N - - N 3 . . . . e
Investment Earnings 14,465 4,500 22,809 12,516 37274 17,016 casinos adjusted gross receipts received to 24 percent from 18 percent. The new additional
6,432 13,173 (6.850) 3,813 (418) 16,986 tax of 6 percent generated roughly $75 million per year of which one-third is earmarked for
Total Revenues 1,834,478 1,795,939 605,224 603,777 2,439,702 2399716 . NI o
A the City. Thus, the City’s share was $25 million.
| Expenses:
—_ Public Protection 876,157 755,816 - - 876,157 755,816 . . . .
3 Health 170,040 172602 . ) 176,040 172602 Federal and State grant; vary from year tc'y year depending primarily on the level of spending
Education 73,771 95.655 - - 73,771 95,655 for programs, construction, and other projects.
Recreation and Culture 75,145 82,149 - - 75,145 82,149
Economic L o .
Development 114,865 102,680 - - 114,865 102,680 Expenses for governmental activities in 2005 were $1.9 billion. This reflects a decrease of
;’;:;fl’l‘;“s"‘;‘:;‘ly and 46,212 49,858 - ) 46,212 49,858 $24 million (1.22 %) over 2004. Public protection (police and fire protection) was the largest
Conditions 17,981 21,190 - - 17,981 21,190 component of current expenses, accounting for 45 % of total expenses. Public protection
Eheyje‘f;;f;“’[‘:‘:ime"‘ 277,306 267,233 - - 277,306 267.233 expenses increased $120 million (16 %) over 2004 due to increased payouts for litigation,
Management 214,747 350,970 - - 214,747 350,970 workmans compensation and rising health expenses for retired police and fire employees.
Interest on Long-term I TH] 0,
Dot 65,253 58,080 . . 65253 58,080 Develqpment and Management decreased $136 million (39%) below 2004 as a result of cost
Sewage Disposal - - 192,421 186,980 192,421 186,980 reductions and restructuring of related services.
Transportation - - 204914 206,320 204914 206,320
Water - - 195,086 198,120 195,086 198,120 L .
Automobile Parking - - 26,296 21,991 26,296 21,991 Revenues for governmental activities were $1.8 billion.
Airport - - 3,141 4,031 3,141 4,031
Total Expenses 1,931,537 1,956,233 621,858 617,442 2,553,395 2,573,675 = The amount that taxpayers paid for these activities through City taxes was only $729 million.
b . Other funding for governmental activities was provided from the following sources:
ccrease in
Net Assets before
Transfers (97,059) (160,294) (16,634) (13,665) (113,693) (173,960) : : .
Transfers (89.585) (77.108) 89,585 77.108 - . o U;elj fees were paid by those who directly benefited from certain programs ($408
million),
Change in Net Assets  (186,644) (237.402) 72951 63443 (113,693 (173,960) o Other governments and organizations subsidized certain programs with grants and
Net Assets, July 1 193,150 430,522 1,546,041 1,482,592 1,739,190 1,913,150 contributions ($382 million).
Net Assets, June 30 § 6506 5 19050 § L61Soor  §  Lsd60dl §  Le2sdor  § 1739190 o Pther‘revenues’ ’such as state a{d, interest, and mlscella}nc'-:ous income funded the
‘public benefit” portion of various programs ($315 million)
13 14
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City of Detroit, Michigan
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2005

(UNAUDITED)

FOR THE YEAR ENDED JU

Total revenues of the City’s business-type activities increased by $1.4 million in 2005
3.4% generally due to higher charges for services revenue.
45.4% | @ Public Protection

11.2%

W Health The Sewage Disposal Fund’s operating revenues for 2005 increased by 8.2 % due to an
O Educational increase in sewage rates. Offsetting the increase in sewer rates was a reclass for this
Development year’s bad debt expense, which was charged directly against gross service revenue.
O Recreation and However, net sewer revenue still increased over the previous year.
Culture
-E':'e'l‘::;::em The Transportation Fund’s operating revenues decreased by 7.6 % during fiscal year
144% B Transportation 2005. Capital contributions in 2005 decreased by 7