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

2253 poddiagabisl  BEC 4107 Filed 08/19/13  Entered 08/19/13 12:21:29  Page 1 of 248

ge “of 248



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.

2233 [POC%%&B&%”G”-QS(Y}(EUIar_lgd(ﬂ(fpﬂg-o?f ; 48l:iled 08/19/13 Entered 08/19/13 12:21:29 Page 2 of 248

age



00 rti
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
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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

A-9

2259 PodSRRBAG-SWr  Doc 4107 Filed 08/19/13  Entered 08/19/13 12:21:29  Page 47 of 248



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
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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.
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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.
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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.

ACKNOWLEDGEMENTS

I wish to express my appreeiation to the entire staff of all accountants and fiscal staff within the
City of Detroit, the City’s Financc Dcpartment, and the fiscal staff at cach of our component
units whose professionalism, dedication and efficiency contributed to the preparation of this
report. Also, thanks to the Mayor’s Office, members of City Council and the Auditor General
for their interest and support in planning and conducting the City’s financial affairs.

Roger Short, CPA
Interim Chief Financial Officer/Finance Director

Doc 410-7 Filed 08/19/13 Entered 08/19/13 12:21:29 Page 131 of



OFFICE OF THE AUDITOR GENERAL

for Excellence
in Financial
Reporting
Presented to

City of Detrott,
Michigan

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2004

8D

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports { CAFRs) achieve the highest
standards in government accounting
and financial reporting.

Cltns brfnts

President

Bty £

Executive Director

I-10

A : i 2 WOODWARD AVE, RooM 208
LOREN E. MONROE, CFPA, JD DETROIT, MICHIGAN 48226
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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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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 75.8% due to a significant decrease in
Facilitation projects planned for 2004-2005.
@ Housing
Supply/Conditions

81-D
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O Physical Environment

Revenues by Source - Governmental Actvities

B Charges for Servics

B Operating Grants
and Contributions

OCapital
Grants/Contributions

OProperty taxes

B Municipal income
Tax

@ Utility User Tax

B Wagering Tax

OHotel/Liquor Tax

B Shared Taxes

@ Other local Taxes

Olnvestment Earnings

OOther

The Water Fund’s operating revenues for 2005 increased by 6.4 % due to an increase in

B Development & water rates. More than offsetting the increase in water rates was reclass for this year’s
Management bad debt expense, which was charged directly against gross service revenue.

@ Interest on Long-term
Debt

The Automobile Parking Fund’s operating revenues for 2005 decreased 30 % due to
garages not being filled to capacity. Also, the Detroit Red Wings (the local National
Hockey League team) did not play during the 2005 season because of the players strike
which significantly reduced utilization of municipal parking facilities. Operating
expenses in 2005 increased by 22.5 % due to an increase in operating expenses (i.e.,
expenses associated with salaries and benefits, and contractual services) and depreciation.

The Coleman A. Young Municipal Airport’s operating revenues for 2005 increased
21.4%. Operating expenses in 2005 increased by 22 % percent due to an increase in
personnel and related fringe benefits, materials, supplies, and other expenses, and
depreciation.
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ues by Source - Business-type Activities

14.2% 3.7% D Charges for Servics
O Airport

B Automobile Parking B Operating Grants and

Contributions

O Sewage Disposal

O Capital
Grants/Contributions

O Transportation

OlInvestment Earnings
B Water

B Other

61-D

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds

The focus of the City’s governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the
City’s financing requirements. In particular, unreserved fund balance may serve as a useful
measure of a government’s net resources available for spending at the end of the fiscal year.

At June 30, 2005, the City’s governmental funds reported combined ending fund balances of
$275 million, a decrease of $113 million in comparison with the prior year. The combined
fund balance includes an unreserved fund deficit of $78 million. The remainder of fund
balance is reserved to indicate that it is not available for spending because it has already been
committed 1) to liquidate contracts and purchase orders of the prior period ($49 million), 2)

17 18
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G Ry thie'chief opéfating fthe City. At'thiger
the unreserved fund balance was a $155 million deficit with a combined (reserved and
unreserved) total fund deficit of $33 million.

The fund deficit of the City’s General Fund increased by $103 million during the current year
due to  Expenditures and Other Financing Uses exceeded Revenues and Other Financing
Sources by $87 million. As a result of the City’s population decline and economic downturn
cut into the City’s two primary revenue sources: 1) income taxes and 2) state revenue sharing
funds are directly connected to the health of the economy. Also, the City continues to
experience rising health care costs and pension costs.

With the issuance of the POCs this fiscal year, two Special Revenue Funds, the Detroit
General Retirement System Service Corp. (DGRS) and the Detroit Police and Fire
Retirement System Service Corp. (DPFRS), were created to account for the proceeds and
service payments related to the issuance of the POCs. The DGRS has a total fund balance of
$36.2 million, of which $23.8 million is reserved for advances and $12.4 million is reserved
for debt service. The DPFRS has a total fund balance of $10.6 million, which is reserved, for
debt service.

The Other Governmental Funds has a total fund balance of $262 million, of which $185
million is reserved for advances, inventory, encumbrances, endowments and trusts, debt
service, and capital projects, while there was an unreserved, undesignated balance of $77
million.

Changes in fund balance

The City’s governmental fund revenues (excluding other financing sources) decreased by 1.4
percent or $27 million.

Proprietary funds

The City’s proprietary funds provide the same type of information found in the government-
wide financial statements, but in more detail.

Unrestricted net assets of the Sewage Disposal, Transportation, Water, Automobile Parking,
and Coleman A. Young Municipal Airport Funds at the end of the year amounted to $1.6
billion. The total increase in unrestricted net assets related to the $1 billion of net assets
invested in capital assets, net of related debt and the $288 million of net assets restricted is
primarily due to assets being reserved for debt service and a transfer in of governmental-type
activities of $89 million to business-type activities. Other factors concerning the finances of
these five funds have already been addressed in the discussion of the City’s business-type
activities.

19
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(UNAUDITED)

Highlights

The City’s 2005 General Fund Budget is $1.7 billion. The budget reflects an increase of $98
million (6%) over the 2004 Budget. The City’s 2005 General Fund Budget contains no
additions or material changes to existing taxes and fees and was approved by the City
Council in June 2004.

The General Fund revenues and expenditures in 2005 ended the current year with an
unreserved fund balance deficit of $155 million, which is a $60 million increase (63%) over
2004. Within the 2005-2006 adopted budget, the City Council appropriated $101 million for
the prior year deficit.

During the year, the estimated revenues in the budget exceeded actual revenues and other
resources by $216.2 million. The majority of this amount is attributable to actual property
taxes, municipal income tax, grant revenues, sales and charges for services, and sale of real
property being somewhat less than the final budgets. However, expenditures were less than
budgeted estimates. Budgeted expenditures were approximately $1.7 billion but actual
expenditures were $1.5 billion, a favorable variance of $200 million.

Differences between the original budget and the final amended budget consisted of a total net
increase in estimated revenues of $161.4 million and a total net increase in appropriations of

$238.7 million. The difference was offset by a total net increase in Other Financing Sources
and Uses of $77 million.

A major reason for the increase in estimated revenues can be briefly summarized as follows:
e $133.2 million increase in grants (Federal, State and other)
e $10.9 million increase in sales and charges for services

Some major reasons for the increase in appropriations can be briefly summarized as follows:
e $68.5 million in increases for the Police department
e $53 million in increases for the Health department
e $84.8 million in increases for Sale of General Obligation Bonds

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The City’s capital assets for its governmental and business-type activities as of June 30, 2005
amount to $6.5 billion (net of accumulated depreciation). These capital assets include land,

20
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City of Detroit, Michigan
Capital Assets (net of depreciation)
(in thousands of dollars)
= The Recreation department expended $17 million on capital activities for the construction Gorernmental Business-type Yotal
and improvement of parks, playgrounds, and recreation facilities. 2005 2004 2005 2004 2005 2004
= The Department of Public Works expended $66 million on capital activities for road »
paving and resurfacing including the modernization of traffic signals. pend ;’:;;i‘:;‘::ﬂ“s § 304 s sz s ig:;% $ w: s oTe s Al
= The Police Department expended $30 million on capital activities for construction of Building and Structures 506,428 434,835 1,539,650 1,058,727 2,046,078 1,493,562
communication center, acquisition of electronic equipment and software, renovation of Sewer and water lines B B 900.236 879,131 900236 879,131
precincts, and the purchase of police vehicles. Machinery, Equipment,
= The Detroit Institute of Arts expended $35 million on capital activities for expansion and Fixtures and Vehicles 91,773 80,405 937,817 681,482 1,029,592 761,887
renovation. Works of Art 20,788 29,788 - - 20,788 29,788
. TheT City expended $25 million to acquire land for the waterfront redevelopment and the Infrastructure 185.041 140403 ) R 185,041 140,403
casino development project. . o
= The Fire Department expended $19 million on capital activities to acquire fire trucks and Construction-in-Progress 206997 153.107 1:643.568 1.894.041 1.850.565 2047148
renovate fire stations. Total $ 1403043 $ 1194050 § 5105722 § 4593454 § 6508765 S _5.787.504
= The Transportation Department expended $32 million on capital activities to acquire 102
buses through a capital lease purchase. Information on the City’s capital assets can be found in Note III A 7 to the basic financial
statements.
Debt
O At the end of the current fiscal year, the City had total long-term obligations of $ 7.4 billion
\S] outstanding. Of this amount, $931 million are general obligation bonds backed by the full
- faith and credit of the City and $ 5.7 billion are revenue bonds, commercial paper, loans, and
other obligations of the City’s business enterprises. The remainder includes other types of
long-term obligations.
In August 2004, the City issued $41.3 million of General Obligation Unlimited Tax Bonds
for capital improvements to various General City Agencies. Approximately $70.4 million in
refunding bonds were issued to refund prior debt. The bonds mature beginning April 1, 2009
with an average yield of 4.22 percent.
In August 2004, the City issued $62.2 million of Self-Insurance Bonds Limited Tax to fund
payment of claims. The bonds mature beginning April 1, 2009 with an average yield of 4
percent.
In January 2005, the City issued $81 million in General Obligation Unlimited Tax Refunding
Bonds to refinance prior debt. The bonds mature beginning April 1, 2006 with an average
yield of 4 percent.
In June 2005, the City issued $87 million of Capital Improvement Limited Tax Bonds to
acquire, construct, and equip several 800 MHz radio frequency towers and related
communication facilities. In addition, $11.8 million in refunding bonds were issued to
21 22
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Ha il etire stenaFar
($640 million of taxable fixed rate, Series A and
B) of taxable Pension Obligation Certificates of Participation (POCs). The Trust was created
by the General Retirement System Service Corporation (GRSSC) and the Police and Fire
Retirement System Service Corporation (PFRSSC), both blended component units of the
City. The City entered into service contracts with the GRSSC and the PFRSSC to facilitate
the transaction. The POCs represent undivided proportionate interests in the rights to receive
the payments from the City under its service contracts with the GRSSC and the PFRSSC.

The POCs were issued for the purpose of providing money to pay down certain unfunded
accrued actuarial liabilities (UAAL) of each Retirement System of the City of Detroit: 1) the
General Retirement System (GRS) and 2) the Police & Fire Retirement System (PFRS). The
UAAL is a liability of the City of Detroit (COD) for past services rendered by its employees
that must be paid. Michigan State Law and the Michigan Constitution require the city to
annually pay down a portion of this UAAL liability. The GRS also include employees and
retirees of certain proprietary funds (i.e., The Department of Transportation (DDOT) and the
Department of Water and Sewerage) and The Detroit Public Library, which is a component
unit of the city.

The City contributed $739,793,897 of the proceeds were to the GRS, which included
$52,503,654 of annual required contributions for June 30, 2005. The remaining amount of
$687,290,243 resulted in a net pension asset. $630,829,188 of the proceeds were contributed
to the PFRS, which included $98,842,261 of annual required contributions for June 30, 2005.
The remaining amount of $531,986,927 resulted in a net pension asset.

Interest payments for Series A will commence on December 15, 2005 and are due semi-
annually while the first principal payment is payable June 15, 2007, due annually, and are
payable through 2025. Interest payments for Series B will commence on September 15, 2005
and are due quarterly through 2025 while the first principal payment is payable June 15,
2007, due annually, and are payable through 2025. The interest rates on the outstanding
obligations range from 4.004% and 4.948

In June 2005, the City issued $54.4 million in Revenue Anticipation Notes to pay necessary
operating expenditures. The notes mature April 2006 with a yield of 2.63 percent.

The ratio of net general obligation bonded debt to taxable valuation and the amount of
bonded debt per capita are useful indicators of the City’s debt position to management,
citizens, and investors. Note - the following ratios do not include the Pension Obligation
Certificates. A comparison of these indicators follows:
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(UNAUDITED)
FY 2005 FY 2004
$1,209,104 $1,104,034
Net General Bonded debt per capita $1,271.05 $1,211.37
Ratio of net General Bonded debt to net assessed value o o
(50% of present market value) 14.50% 13.24%
Ratio of debt to present market value 7.25% 6.62%

The Michigan Constitution established the authority, subject to constitutional and statutory
prohibition, for municipalities to incur debt for public purposes. The City

is subject to the Home Rule Act, ACT 279 Public Acts of Michigan, 1909, as amended,
which limits the net indebtedness incurred for all public purposes to as much as, but not to
exceed, the greater of the following: (a) 10% of the assessed value of all the real and
personal property in the City; or (b) 15% of the assessed value of all the real and personal
property in the City if that portion of the total amount of indebtedness incurred which
exceeds 10% is, or has been, used solely for the construction or renovation of hospital
facilities. Not all the General Bonded debt is subject to the general debt limitation, which is
$728.2 million. The City’s legal debt limitation at June 30, 2005 was $1.3 billion of which
$582 million is available for use.

The City’s ratings on uninsured general obligation bonds as of June 30, 2005 were:

Moody’s Investors Service, Inc. Baal
Standard and Poor’s Corporation BBB+
Fitch IBCA, Inc. BBB+

Subsequent to June 30, 2005, the Moody’s Investors Service, Inc. reduced the City’s
uninsured bond ratings to Baa2.

Subsequent to June 30, 2005, the Standard and Poor’s Corporation reduced the City’s
uninsured bond ratings to BBB.

Subsequent to June 30, 2005, the Fitch IBCA, Inc. reduced the City’s uninsured bond ratings
to BBB.

Additional information on the City’s long-term debt can be found in Notes III B 4,5 and 6 to
the basic financial statements.

The City’s ratings were reduced primarily due to less favorable revenues for Property Taxes
and Municipal Income Tax and the City’s inability to identify new revenue sources. In
addition, the City was under increasing financial pressure due to rising health care and
pension costs.
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3 SEUs A
FOR THE YEAR ENDED
(UNAUDITED)

Requests for Information

&
The City made several strategic budget cuts in 2005-2006 that did not impact City services This financial report is designed to provide a general overview of the City’s finances for all

of those with an interest in the government finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be
addressed to City of Detroit Finance Department, Coleman A. Young Municipal Center,
Suite 801, 2 Woodward Avenue, Detroit, Michigan 48226.

e The Detroit People Mover subsidy was reduced by $1.5 million.
e The Zoo subsidy was reduced by $1.5 million.

e The Center Computing Services Department was eliminated. The function
was consolidated with the City’s Information Technology Services
Department to increase efficiency for agencies.

e The Department of Culture, Arts & Tourism was eliminated. The function
(including Eastern Market and arts grants management) was consolidated with
the Recreation Department.

e The City eliminated 205 take home vehicles (62 general, 43 executive, and
100 police). The vehicles are to be sold at auction for projected proceeds of

$1.3 million.

e The City initiated a 10 percent reduction in non-union and appointees salary.

€O

The City is currently experiencing a less favorable economic environment resulting from the
continued decline in the manufacturing sector of the economy, partially offset by modest
increases in leisure and hospitality, professional and business services, educational and
health services, and construction. Detroit’s unemployment rate decreased from 15.1 percent
in June 2004 to 14.8 percent by June 2005. As of November 2005, the rate had decreased to
13.3 percent.

The 2005-06 Budget has 2,992 fewer positions including layoffs:

Description FY 2005-2006 FY 2004-2005 Variance
General City 10,203 12,668 2,465
Enterprise 5,548 6,075 527
Agencies

Total Budgeted
Positions 15,751 18,743 2,992
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ASSETS
Current Assets:
Cash and Cash Equi

Escrow Dep

Accounts and Contracts Receivable:
Internal Bal:
Due from Primary Government.
Due from Comp Units.
Due from Other Governmental Agencies.
Other i - Net.

Total Accounts and Contracts Receivable - Net...

Prepaid Expenses.

Total Unrestricted Assets.
Restricted Assets:

Cash and Cash Equi

Total Restricted Assets.
Total Current Assets.

Non-Current Assets:
Restricted T
Long-Term R
Loans and Notes
Net Pension Asset.
Bonds, Notes and POC I Costs.
Advance to Comp Unit.
Deferred Charges.
Capital Assets:
Non-Depr
Depreciable, Net.
Total Capital Assets, Net.
Other Assets
Total Non-Current Assets
Total Assets

The accompanying notes are an integral part of the financial statements.

Primary Government

Governmental Business-type Component
Activities Activities Total Units
Primary Government LIABILITIES
Governmental Business-type Component Current Liabilities:
Activities Activities Total Units Accounts and Contracts Payable... $ 175,494,769  $ 38,831,271 S 214,326,040 § 162,020,841
Due to Other Governmental Agencies. 44,834,866 - 44,834,866 -
Due to Primary Gover: - - - 5,035,256
$ 50,307,208 § 2,208,061 52,515269  $ 7,040,534 Due to Comy Unit 14,999,010 1,764,760 16,763,770 -
265,697,802 60,216,610 325,914,412 220,845,055 Deposits and Refund 29,153,581 95,324 29,248,905 -
- - - 16,888,051 Accrued Interest Payable 16,226,059 78,671,369 94,897,428 23,365,150
Loans and Advances from Primary Government............. - - - 334,229
(40,465,211) 40,465,211 - - Accrued Salaries and Wages. 47,996,848 6,567,446 54,564,294 99,584,154
- - - 16,763,769 Deferred 8,475,533 3,821,205 12,296,738 22,553,351
5,035,254 - 5,035,254 - Other Current Liabilitie: 61,598,795 12,056,140 73,654,935 16,081,657
200,132,033 7,311,200 207,443,233 274,715,217 Restricted Liabilities:
64,005,862 171,196,549 235,202,411 181,454,081 A ts Payable. 2,323,943 82,621,279 84,045,222 .
228,707,938 218,972,960 447,680,898 472,933,067 Accrued Public Liability and
22,102,413 24,423,946 46,526,359 8,585,441 Worker's C. ; 17,115,917 ; 17,115,917 ;
127,636 1,418,433 1,546,069 3,551,895 Other Liabilities. 723,944 718,363 1,442,307 -
566,942,997 307,240,010 874,183,007 729,844,043 Total Restricted Liabilities. 20,163,804 83,339,642 103,503,446 -
Bonds, Notes and Other Debt Payable - Current.. 140,031,083 81,245,000 221,276,083 283,463,363
88,805,837 48,602,256 137,408,093 24,633,915 Accrued C Absences. 112,401,028 17,262,561 129,663,589 6,750,759
45,599,567 687,583,173 733,182,740 446,073,664 Accrued Public Liability and Workers' Comp - 5,379,974 5,379,974 16,743,169
134,405,404 736,185429 870,590,833 470,707,579 Total Current Liabiliti 671,375,376 329,034,692 1,000,410,068 635,931,929
701,348,401 1,043,425,439 1,744,773,840 1,200,551,622
Long-Term Liabilities:
; 376,045,765 376,045,765 R Bonds, Notes and Other Debt Payable 1,090,408,971 4,654,089,820 5,744,498,791 2,277,840,783
- 44,946,430 44,946,430 - Unamortized Premium/(Discount) and
- - - 26,010,604 Loss (Gain) on 31,508,983 (48,239,486) (16,730,503 29,990,243
1,011,722,816 256,308,295 1,268,031,111 22,653,538 Bonds, Notes and Other Debt Payable -Net. 1,121,917,954 4,605,850,334 5,727,768,288 2,307,831,026
55,581,562 76,336,302 131,917,864 4,642,547 Pension Obligation Certificates Payable...... 1,170,607,422 269,392,578 1,440,000,000 -
23,819,934 - 23,819,934 - Deferred Swap Ter Fees. - 19,084,051 19,084,051
- . - 1,929,376 Advance Payable to Primary Government. - - - 23,819,934
Accrued C d Absence 44,597,266 19,796,809 64,394,075 117,897,488
619,799,106 1,680,270,437 2,300,069,543 564,320,508 Accrued Public Liability arfd Workers' Compensation..... 180,525,495 23,100,987 203,626,482 25,342,576
783,243,729 3425,451,196 4,208,694,925 1,540,635,308 Other Long -Term O - 18,182,314 18,182,314 -
1,403,042,835 5,105,721,633 6.508.764,468 2.104.955.816 Total Long-Term Li 2,517,648,137 4,955,407,073 7,473,055,210 2,474,891,024
14,014 650,000 664,014 11,307,571 Total Liabilitie 3,189,023,513 5,284,441,765 8,473,465,278 3,110,822,953
2,494,181,161 5,860,008,425 8,354,189,586 2,171,499,452 NET ASSETS
3,195,529,562 603,433,864 __10,098,963,426 3,372,051,074 Tnvested in Capital Assets, Net of Related Debt. 562,311,648 1,050,443,297 1,612,754,945 531,905,048
Restricted for:
Endowments and Trust (Non-Expendable; 1,253,623 - 1,253,623 15,913,126
Capital Projects - - - 39,196,460
Debt Service. 29,234,972 287,778,927 317,013,899 (21,944,952)
Unrestricted (Deficit). (586,294,194) 280,769,875 (305,524,319) (303,841,561)
Total Net Assets S 6,506,049 $  1,618,992,099 S 1625498148 $ 261,228,121
28 29
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City of Detroit

Net (Expense) Revenue and

Program Revenues Changes in Net Assets
Operating Capital Primary Government
Charges for Grants and Grants and Governmental Business-type Component
Functions/Programs Expenses Services Contributions Contributions Activities Activities Total Units
Primary Government:
Governmental Activities:
Public Protection $ 876,156,606 $ 90,825,019 $ 418,374 $ - $ (784,913,213) $ - $ (784,913,213) $ -
Health 170,039,930 13,026,677 133,521,803 - (23,491,450) - (23,491,450) -
Recreation and Culture 75,145,276 11,474,294 1,373,670 - (62,297,312) - (62,297,312) -
Economic Development 114,865,586 5,427,118 11,464,565 59,785,281 (38,188,622) - (38,188,622) -
Education 73,770,757 - 73,837,899 - 67,142 - 67,142 -
Housing Supply and Conditions 17,980,767 6,700,117 5,795,925 1,148,369 (4,336,356) - (4.336,356) -
Physical Environment 277,305,834 81,944,899 130,053 - (195.230.882) - (195,230,882) -
Transportation 46,272,594 - - 74,571,099 28,298,505 28,298,505 -
Development and Management 214,746,647 198,570,684 19,706,576 - 3,530,613 - 3,530,613 -
Interest on Long-Term Debt 65,252,896 - - - (65,252,896) - (65,252,896) -
Total Government Activities 1,931,536,893 407,968,808 246,248,865 135,504,749 (1,141,814,470) - (1,141,814,470) -
Business-type Activities:
Sewage Disposal 192,421,480 254,350,136 - - - 61,928,656 61,928,656 -
Transportation 204,913,780 22,959,490 88,110,603 7,120,491 - (86,723,196) (86,723,196) -
Water 195,085,657 193,954,987 - 6,938,882 - 5,808,212 5,808,212 -
Automobile Parking 26,295,677 13,627,650 - - - (12,668,027) (12,668,027) -
Airport 3,140,746 1,180,584 - 1,021,347 - (938.815) (938.815) -
Total Business-type Activities 621,857,340 486,072,847 88,110,603 15,080,720 - (32,593.,170) (32.593,170) -
Total Primary Government $ 2,553,394,233 $ 894,041,655 $ 334,359,468 $ 150,585,469 $  (1,141,814,470) S (32,593,170) $ (1,174,407,640) -
Component units:
R P Authority. $ 276,975 $ 225,000 $ 154,341 $ - $ - $ - $ - $ 102,366
Detroit Public Library. - 35,649,358 267,492 5,387,912 - - - - (29,993.954)
D Develop: Authority. 45,468,502 9,311,503 - - - - - (36,156,999)
i p Ce i 7,959,886 12,289,457 - - - - - 4,329,571
Detroit Housing Commission..... 20,691,453 4,622,167 17,601,668 - - - - 1,532,382
Local Development Finance Authority. 7,014,282 - - - - - - (7,014,282)
Museum of African American History.. 9,832,615 1,609,275 4,718,423 - - - - (3,504,917)
Detroit Public Schools..... 1,676,862,532 9,044,337 533,266,746 - - - - (1,134,551,449)
Tax Increment Finance Authority. 11,210,975 - - - - - - (11,210,975)
Detroit Transportation Corporatiol 18,317,364 443,669 11,694,950 - - - - (6,178,745)
Greater Detroit Resource Recovery Authority. 113,778,556 46,176,830 67,693,792 - - - - 92.066
Total Component units $ 1,947,062,498 $ 83,989,730 $ 640,517,832 $ - $ - S - $ - $  (1,222,554,936)
General Revenues:
Taxes:
Property taxes, levied for general purposes $ 179,694,260 $ - $ 179,694,260 $ 155,300,085
Property taxes, levied for debt service 59.813,679 - 59.813,679 99,454,576
Municipal income tax 282,501,875 - 282,501,875 -
Utility Users tax 52,939,839 - 52,939,839 -
Wagering tax 137,970,347 - 137,970,347 -
Hotel and Liquor tax 16,310,767 - 16,310,767 -
Other taxes - - - 12,928,065
Shared taxes 282,914,217 - 282,914,217 853,218,402
Interest and Penalty on taxes 11,712,960 - 11,712,960 530,439
Investment earnings 14,464,802 22,808,775 37.273,577 17,175,813
Miscellaneous revenue (expense) 9,984,374 (6,850,110) 3,134,264 12,102,431
Loss on disposal of capital assets (3.551,036) - (3,551,036) -
Transfers (89,585,306) 89,585,306 - -
Total general revenues, and transfers 955,170,778 105,543,971 1,060,714,749 1,150,709,811
Change in net assets (186,643,692) 72,950,801 (113,692,891) (71,845,125)
Net assets - beginning, as Restated 193,149,741 1,546,041,298 1,739,191,039 333,073,246
Net assets - ending $ 6,506,049 S 1.618,992,099 $ 1,625.498,148 $ 261,228,121

The accompanying notes are an integral part of the financial statements.
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City of Detroit, Michigan
BALANCE SHEET
GOVERNMENTAL FUNDS

(Séty of Detroit, Michigan

- June 30, 2005
Primary Government Primary Government
General Police and Fire General Police and Fire
Retirement Retirement Other Retirement Retirement Other
General System Service System Service Governmental General System Service System Service Governmental
Fund Corporation Corporation Funds Total rund Corporation Cornoration Funds Total

ASSETS . LIABILITIES
Cash and Cash s 27,423,073 s - $ - $ 22,884,135 $ 50,307,208 Accounts and Contracts Payable. s 11,718,789 s - s - s 43,353,996 s 55,072,785
" 38,688,891 - - 227,008,911 265,697,802 Due to Other Fund: 90,405,875 - - 16,414,741 106,820,616
Accounts and Contracts Receivable: Due to Fiduclary Fund 71338032 ) ) _ 71,335,032
Due from Other Funds. 33,125,485 - - 6,629,195 39,754,680 Loans and Other Advances from Other Funds - - - 995,674 995,674
Due from Fiduciary Fund 4910,736 - - - 4910,736 Duc to Other G Agenci 24,696,649 - - 5,901,271 30,597,920
Due from Component Unit 5,035,254 - - - 5,035,254 Due to Component Unit 14999010 ) ) . 14999,010
Due from Other G Agenci 169,596,534 - - 30,535,501 200,132,035 Accrued Salaries and W. 24,050,537 - - 1,937,814 25,988,351
Estimated Withheld Income Taxes Receivable. . 28,381,590 - - - 28,381,590 Fringes Benofits Payabh 099,667 ) ) . 099,667
Utility Users" Taxes Receivable. 6,241,469 - - - 6,241,469 Payroll jons Payabl 13,908,830 - - - 13,908,830
Property Tax Receivabl 58,093,679 - - 20,478,737 78572416 Aeored O e 1286116 ) _ ) 1286116
Land Contracts Receivabl 4,672,578 - - - 4,672,578 Income Tax Refunds Payabl 10,142,447 - - - 10,142,447
Income Tax 38,617,652 - - N 38,617,652 Deposits from Vendors and Customers. 16,163,494 - - 2,847,640 19,011,134
Special 25,697,431 - - 347,225 26,044,656 Acerued Liabi 35,522,203 - . 13,564,749 49,086,952
Interest and Penalti 5.685,000 - - 005,000 7690000 Revenue Notes Payable 54,445,000 - - - 54,445,000
Other Recei - 21342,143 - - 1236024 22,578,167 Other L bt 997787 N _ 1611228 61,598,795

Total Accounts and Contracts Receivable.. . 401,399,551 - - 61,231,682 462,631,233 Liabilites Payable fram Restieten Atvete

Allowance for Accounts.. (136,611,870) - - an0Lssz) - (153,703402) Accounts and Contracts Payable. 2323943 - - - 2323943

Total Accounts and Contracts Reccivable - Net, 264.787.681 - - 44,140,150 308.927.831 reerued public L § S03s13 ) _ ) 5035133

Inventory-Forfeited Property. - - - 250,875 250,875 Acerued Workers' C: fon Payabl 2,013,464 - - - 2,013,464

i 21,174,330 - - 677,208 21,851,538 Due to Other Fund: 406,184 - - - 406,184

Prepaid Expendi N - - 127,636 127,636 Other Liabiliti 723,944 - - - 723944

Working Capital Advances to Other Funds. 12,692,905 - - - 12,692,905 Total Liabilities Payable from Restricted Assets . 10,502,668 f " f 10,502,668

i Deferred Reven 14,273,679 - - 9.979.270 24,252,949

O Restricted Assets: Total Liabi 461,477,568 - - 96.666.378 558,143,946

, Cash and Cash 2242749 12,422,045 10,592,394 63,548,649 88,805,837 —_—
) 45,549,815 26,854 22,898 - 45,599,567 FUND BALANCES

Q Due from Other Fund: 15,309,676 - - - 15,309,676 Reserved Fund Balance:

Total Restricted Assets. 63,102,240 12,448,899 10,615,292 63,548,649 149,715,080 Reserved for Advances to Component Units.. - - 23,819,934 - - 23,819,934
Advances to Component Unit . 23,819,954 - . 23.819.934 Reserved for Inventory 21,174,330 - - 928,083 22,102,413
Other Advances 5000 3 _ ) 5000 Reserved for E 35,336,469 - - 14,018,549 49,355,018
Other Asset 5014 . _ . 5014 Reserved for Short-Term Loans and Advances to Other Funds...... 12,699,231 - - - 12,699,231

Total Assets S 427883034 S 36268833 S 10615292 S 358,637,564 833,404,823 Reserved for Risk Operati 29,169,120 - - - 29,169,120

—_— Reserved for Motor Vehicle Operations. 23.430,451 - - - 23.430,451
Reserved for E and Trust - - - 1,253,623 1,253,623
The accompanying notes are an integral part of the financial statements. e o 2:::;:’;"0],“15 - 12,448,899 10,615,292 e Pl
Total Reserved Fund Bal 121,809,601 36,268,833 10.615.292 185,074,541 353,768,267
Unreserved Fund Balance (Deficit):
Undesignated, Reported In:
General Fund Operations (Deficit). (155,404,035) - - - (155,404,035)
Special Revenue Fund . . . 76,896,645 76,896,645
Total Unreserved Fund Balance (Deficit) (155,404,035) - - 76.896.645 (78.507.390)
Total Fund Balances (Deficit (33.594,434) 36.268.833 10,615,292 261,971,186 275.260.877
Other Credit;
Total Liabilities, and Fund Balances S 427883134 S 36268833 S 10615292 S 358637564 S 833404823
32 33
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City of Detroit, Michigan

.VENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

For the Year Ended June 30, 2005

City of Detroit, Michigan

]

Primary
Fund balances - total governmental funds $ 275,260,877 General Police and Fire
Retirement Retirement Other
Amounts reported for governmental activities in the statement General System Service System Service Governmental
. Fund Corporation Corporation Funds Total
of net assets are different because REVENUES:
Taxes:
. . . . Property T: S 178957463 § - s - s 59,813,679  $ 238,771,142
Capital assets used in governmental activities are not financial Municipal Income T 282501875 N - - 282501875
resources and therefore are not reported in the governmental fund ility Users' ta: 52,939,839 - - - 52,939,839
Wagering T: 137,970,347 - - - 137,970,347
. Gas and Weight T: - - - 63,476,425 63,476,425
Governmental capital asset $ 2,656,306,017 Other Taxes and 10.962.886 - - 2602232 13,565,118
Less accumulated depreciation 1,253,263,182 1,403,042.835 State Hotel and Liquor Tax. - - - 16,310,767 16,310,767
State Shared T: 282,914,217 - - - 282,914,217
Shared Taxes-Liquor and Beer | 602,582 - - - 602,582
Interest and Penalties on Taxe: 11,491,470 - - - 11,491,470
Licenses, Permits and Inspection Charges. 11,061,055 - - 23,945,463 35,006,518
. L . Intergovernmental:
Other assets used in governmental activities are not financial resources Federal, 26,522,887 . - 249,849,587 276,372,474
and therefore are not reported in the governmental fund tat 23,511,241 - - 13,356,134 36,867,375
State Equity Grant. 1,076,931 - - - 1076931
Oth 16,346,773 - - - 16,346,773
Bond and Pension Obligation Certificate issuance costs $ 72,060,986 Sales and Charges for Servi 178,109,203 - - 5,185,630 183,294,833
Less accumulated amortization 16,479,424 55,581,562 Ordinance Fi 23,273,726 - - 4207916 27,481,642
Revenue from Use of Assets 16,265,923 - - 516,134 16,782,057
Earnings on 2,380,653 22,898 11,999,034 14,464,802
Other R 100,134,090 - 31,523,802 131,657,892
Total R
Receivables applicable to governmental activities are not due EXPENDITURES:
and collectible in the current period and therefore are deferred Current:
. P tecti 716,727,817 37,865.367 630,829,188 38,159,175 1,423,581,547
in governmental funds 15,777,416 Health 87862830 27828763 - 81781875 197,473,468
Recreation and Cult 67,498,395 31,797,784 - - 99,296,179
Economic 23,541,123 3,010,981 - 73,103,489 99,655,593
(@) i - 342,113 - 73,837,899 77,259,012
1 Housing Supply and Conditi 12,486,977 9,580,394 - 5,795,925 27,863,296
[\ Issuance of Pension Obligation Certificates created a Net Pension Asset: 1,011,722,816 Physical Envi 256,619,913 45,164,714 - - 301,784,627
[o%e) Transportation Facilitati - - - 46,272,594 46,272,594
and 197,808,776 297,540,121 - - 495,348,897
Debt Se: :
Principal. - - - 73,544,336 73,544,336
Interest. - - - 51,462,415 51462415
Bond Issuance C 5,192,701 - - 2,299,818 7492,519
Costs of Issuance of POC's. - 15,431,660 21,338,326 - 36,769,986
Capital Outl 124,712,800 - - 157,832,908 282,545,708
Total Expendi 1,492,451332 471,640,897 652,167,514 604,090,434 3,220,350,177
Long term liabilities, including bonds payable are not due and payable Excess (Deficiency) of Revenues Over (Under) (135.428,171) (471.578,680) (652,144,616) (121,303,631) (1.380.455,098)
in the current period and therefore are not reported in the governmental fund OT"ESDE:’:“:?‘C'NG SOURCES (USES):
‘ransfers [ 33,051,546 - - 108,024,243 141,075,789
Governmental long term debt payable $ (1,175,995,054) Pension Obligation Certificates Issued.. - 507,847,513 662,759,908 - 1,170,607,421
Pension Obligation Certificates Payable (1,170,607.422) e ot oo Lyl Note s15351 » » T vt
Bond Premium (32,426,664) Proceeds from Debt I 242,150,000 - - 111,680,000 353,830,000
Loss on advance refunding 917.681 Premium from Debt I 5,974,832 - - 7,039,843 13,014,675
y Uses:
Grant Audit Amount Due to Other Governments (14,236,946) Discount on Pension Obligation Certificate: - - - -
Accrued interest payable (16,226,059) Transfers Out. 136,651,053 - - 94,010,042 230,661,095
Principal Paid to Bond Agent for Refunded Bond: 92,640,000 - - 69,160,000 161,800,000
Coxr{pen.satx?&:! absences . (155,712,178) Interest Paid to Bond Agfm for Refunded Bonds. 4,213,845 - - 6,651,575 10,865,420
Public Liability and Workers Compensation (190,592,815) (2,754,879,457) Total Other Financing Sources (Uses). 47,086,831 507847513 662,759,908 64,711,469 1.283,305,721
Net Change in Fund Balances (87.441,340) 36,268,833 10,615,292 (56,592,162) (97,149.377)
Fund Balance at Beginning of Yea 69,216,269 - - 318,648,926 387,865,195
Decrease in Inventori (15369,363) - - ,578) (15,454,941)
Fund Balance (Deficit) at End of Year.. s 3594434 S 36268833 S 10615292 S 261971186 S 275,260,877

[2.2.3.3] [POCs 2006 Offering Circular.pdl]:?ﬁ%%qé%iﬂf Doc 410-7

Net assets of governmental activities

The accompanying notes are an integral part of the financial statements.
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City of Detroit, Michigan
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE YEAR ENDED JUNE 30, 2005

City of Detroit, Michigan
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES

Change in fund balances - total governmental funds

(97.149.377)

Amounts reported for governmental activities in the statement
of net assets are different because

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
is depreciated over their estimated useful lives

Expenditures for capital asscts s 282,545,708
Less current year depreciation (70,001.642) 212,544,066

Gain on sale of capital assets is reported in the statement of activities,
whereas in the governmental funds, the gain from the sale increases
financial resources. Thus, the change in net assets differs from the
change in fund balance by the cost of assets sold (3,551,036)

Some revenues reported in the statement of activities do not
require the use of current financial resources and therefore are
not reported as revenues in governmental funds 958,287

Some expenditures reported in governmental funds are to be
collected on a long-term basis and therefore are not reported
as expenses in the statement of activities
Inventory (15,454,941)
Repayment of bond principal and other debt is an expenditure in the governmental

funds, but the repayment reduces long term liabilities in the statement THIS PAGE LEFT BLANK INTENTIONALLY

of net assets. 235,344,336

6C-O

Bond and note proceeds and provide current financial resources to governmental funds,
but issuing debt increases long-term liabilities in the statement of
net assets. The amount represents the proceeds received net of bond
issuance cost and premiums that must be amortized over the life of the bond (374,949,026)

Pension Obligation Certificates provides current financial resources to governmental funds,
but issuing POC's increases long-term liabilities in the statement of
net assets. The amount represents the proceeds received net of certificate
issuance cost and premiums that must be amortized over the life of the certificates (1,170,607,422)

Payments to The Pension Systems created a Net Pension Asset: 1,011,722,816

Some expenses recorded in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in the governmental

funds:

Increase in Bond and POC Issuance Cost 44.262,505

Increase in acerued interest expense on govermental debt (1,254,187)

Increase in accrued interest on POC's (1,670,874)

Increase in accrued compensated absences (15,947,268)

Increase in accrued public liability and workers compensation (12,107,879)

Amortization of current year bond premium and defeasances 4,121,498

Amortization of current year bond cost (2.905,190) 14,498,605

Change in net assets of governmental activitics s (186,643,692)

The accompanying notes are an integral part of the financial statements.
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ASSETS

Current Assets:

Business-Type Activities

Cash and Cash Equi

Accounts and Contracts Receivable:
Due from Other Funds

Due from Other Governmental A

Other Recei Trade.

Total Accounts and Contracts R

A for L ible A t:

Total Accounts and Contracts i - Net.

Inventori

Prepaid Expenses.

Restricted Cash and Cash Equi

Restricted

Restricted Due from Other Funds.

Total Current Assets.

0€-D

Noncurrent Assets:
Restricted:

Capital Assets:
Land.

Land Impr
Buildings and Structur

Water and Sewer Lines
Equi Machinery, and Fixtures.

Vehicles and Buses.

Construction Work in Progr
Total Capital Assets.

Less: A Depr
Net Capital Assets.

Total Restricted Noncurrent Assets.

Other Long -Term Assets:
Long-Term

Bond and Pension Obligation Certificate Costs.

Net Pension Asset

Other Asset:

Total Noncurrent Assets.

Total Assets.

(Continued)

The accompanying notes are an integral part of the financial statements.
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Sewage
Disposal Transportation
Fund Fund
- $ 113,569
47,948,538 4,742,114
66,388,078 760,432
- 7,297,850
165,158,307 975,621
231,546,385 9,033,903
(64,482,340) (383,531)
167,064,045 8,650,372
11,173,380 6,920,401
381,847 -
12,289,108 11,261,008
275,424,204 -
37,638,549 -
551,919,671 31,687,464
308,770,507 -
13,876,751 4,114,574
1,143,914,922 69,910,255
542,769,689 -
708,031,859 50,730,624
- 166,837,062
1,219,986,063 5,050,781
3,628,579,284 296,643,296
(681,127,715) (143,845,060)
2,947,451,569 152,798,236
3,256,222,076 152,798,236
44,946,430 -
35,719,846 3,372,800
7,850,281 98,005,506
- 650,000
3,344,738,633 254,826,542
3,896,658,304 $ 286,514,006

[2.2.3.3] [POCs 2006 Offering Circular.pdl]?ﬁ%%qé%-é%i’ Doc 410-7

Automobile
Water Parking Non-Major
Fund Fund Fund Total
$ 870,259 331,775 892,458 2,208,061
7,520,716 5,242 - 60,216,610
53,149,298 389,636 1,430,941 122,118,385
- - 13,350 7,311,200
105,859,302 342,165 1,000,408 273,335,803
159,008,600 731,801 2,444,699 402,765,388
(36,887,901) - (385,482) (102,139,254)
122,120,699 731,801 2,059,217 300,626,134
6,330,165 - - 24,423,946
568,211 381,923 86,452 1,418,433
25,052,140 - - 48,602,256
412,158,969 - - 687,583,173
40,475,299 - - 78,113,848
615,096,458 1,450,741 3,038,127 1,203,192,461
30,072,332 37,202,926 - 376,045,765
6,527,438 7,014,113 5,169,374 36,702,250
103,323,777 214,908 8,020,718 111,559,403
707,846,651 207,288,512 5,853,773 2,134,814,113
714,856,603 - - 1,257,626,292
630,635,010 2,391,206 1,770,642 1,393,559,341
- - 1,576,778 168,413,840
418,027,160 504,183 - 1,643,568,187
2,581,216,639 217,412,922 22,391,285 6,746,243,426
(688,863,364) (114,187,803) (12,497,851) (1,640,521,793)
1,892,353,275 103,225,119 9,893,434 5,105,721,633
1,922,425,607 140,428,045 9,893,434 5,481,767,398
- - - 44,946,430
37,243,656 - - 76,336,302
150,452,508 - - 256,308,295
- - - 650,000
2,110,121,771 140,428,045 9,893,434 5.860,008.425
$  2,725218,229 141,878,786 12,931,561 7,063,200,886
39
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Liabi

June 30, 2005 (Continued)

Business-Type Activities

Sewage
Disposal Transportation
Fund Fund
LIABILITIES AND NET ASSETS
Current Liabilities:
Book Cash Overdraft 758,762 -
Accounts and Contracts Payable. 7,683,870 10,323,683
Due to Other Funds. 52,871,340 10,949,562
Due to Fiduciary Funds. 262,382 -
Due to C Units. - 1,764,760
Deposits. - -
Accrued Salaries and Wages. 1,629,152 2,601,179
Accrued C Ab: 5,556,011 3,039,331
Accrued Public Liability and Workers Comp 895,155 992,272
Other Li 5,693,347 2,577,808
Bonds and Notes Payable. 50,035,000 -
Accrued Interest on Bonds and Notes Payable. 38,654,433 743,151
Restricted Accounts and Contracts Payable. 62,465,874 -
Restricted Due to Other Funds. 11,074,002 -
Restricted Other Li: 89,017 -
Deferred - 117,630
Total Current Li 237,668,345 33,109,376
Noncurrent Liabilities:
Bonds and Notes Payable 2,603,791,572 29,533,118
Unamortized Discount and Gain on D 5,212,683 -
Bonds and Notes Payable - Net 2,609,004,255 29,533,118
Deferred Swap Termination Fees. 2,286,256 -
Accrued C Absences. 8,361,795 759,833
Accrued Public Liability and Workers' Comp 3,832,814 3,969,088
Advance From Other Funds. - 10,447,231
Pension Obligation Certificates Payable. 8,760,811 103,083,553
Other Long Term Li: 7,054,465 11,037,009
Total Noncurrent Li 2,639,300,396 158,829,832
Total Li 2,876,968,741 191,939,208
Net Assets:
Invested in Capital Assets, Net of Related Debt. 646,808,681 120,687,310
Restricted for Debt Service. 166,369,102 -
Unrestricted (Deficit) 206,511,780 (26,112,512)

Total Net Assets.

$ 1,019,689,563

The accompanying notes are an integral part of the financial statements.
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$ 94,574,798
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Automobile
Water Parking Non-Major

Fund Fund Fund Total
- - - 758,762
16,543,893 3,117,197 141,486 37,810,129
65,882,639 565,470 211,202 130,480,213
- - - 262,382
- - - 1,764,760
- - 95,324 95,324
2,171,724 123,101 42,290 6,567,446
8,604,763 251,636 62,456 17,514,197
3,470,751 - 21,796 5,379,974
3,053,509 - 93,342 11,418,006
24,595,000 6,615,000 - 81,245,000
38,521,332 905,717 - 78,824,633
20,117,305 - 38,100 82,621,279
6,515,574 - - 17,589,576
629,346 - - 718,363
- 3,702,050 1,525 3,821,205
190,105,836 15,280,171 707,521 476,871,249
1,967,020,000 54,230,000 - 4,654,574,690
(51,725,621) (1,726,548) - (48,239,486)
1,915,294,379 52,503,452 - 4,606,335,204
16,797,795 - - 19,084,051
9,808,909 307,555 307,081 19,545,173
15,240,595 - 58,490 23,100,987
- 1,250,000 - 11,697,231
157,548,214 - - 269,392,578
- 90,840 - 18,182,314
2,114,689,892 54,151,847 365,571 4,967,337,538
2,304,795,728 69,432,018 1,073,092 5,444,208,787
204,520,234 68,533,638 9,893,434 1,050,443,297
121,409,825 - - 287,778,927
94,492,442 3,913,130 1,965,035 280,769,875
$ 420,422,501 72,446,768 11,858,469 1,618,992,099
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City of Detroit, Michigan

Business-Type Activities

Sewage Automobile
Disposal Transportation Water Parking Non-Major
Fund Fund Fund Fund Fund Total
Operating Revenues:
Sales and Charges for Services. $ 310,491,707 22,959,490 $ 258,971,833 - 98,801 $ 592,521,831
Rentals, Fees and Surchar 281,062 - - 13,627,651 1,006,314 14,915,027
i 2,815,506 - 1,641,252 - 75,552 4,532,310
Total Operating 313,588,275 22,959,490 260,613,085 13,627,651 1,180,667 611,969,168
Operating Expenses:
Salaries, Wages and Benefits. 37,441,707 121,359,201 48,753,131 5,550,516 1,472,526 214,577,081
Contractual Services. - 26,046,086 - 6,293,134 - 32,339,220
Operating 113,609,989 - 105,956,032 2,933,107 780,166 223,279,294
Repairs and 12,348,658 - - 1,196,435 214,121 13,759,214
Materials, Supplies and Other Expenses. - 40,757,327 2,244,535 32,200 280,929 43,314,991
Depreciation and Amorti 44,053,316 16,919,222 41,529,608 6,287,158 393,089 109,182,393
Total Operating Exy 207,453,670 205,081,836 198,483,306 22,292,550 3,140,831 636,452,193
Total Operating Income (Loss). 106,134,605 (182,122,346) 62,129,779 (8,664,899) (1,960,164) (24,483,025)
Non-Operating Revenues (Expenses):
O Earnings on In 14,930,952 296,527 7,175,672 405,624 - 22,808,775
W Grants-Federal - 3,226,017 - - 1,021,349 4,247,366
\S) Contri - 72,670,780 - - - 72,670,780
Amortization of Bond Pr¢ - - - 181,992 - 181,992
Interest on Bonds and Notes Payable. (44,205,957) (589,887) (63,260,449) (4,185,120) - (112,241,413)
Other R - - (62,246) - - (62,246)
Other Expenses. (7,038) - - 6,190,931 - 6,183,893
Total Non-Operating R (Exp (29,282,043) 75,603,437 (56,147,023) 2,593,427 1,021,349 (6,210,853)
Net Income (Loss) Before Contributions and Transfers 76,852,562 (106,518,909) 5,982,756 (6,071,472) (938,815) (30,693,878)
Capital Contril - 7,120,491 6,938,882 - - 14,059,373
Transfers In - 77,441,898 - 9,575,006 2,568,402 89,585,306
Increase (Decrease) in Net Assets. 76,852,562 (21,956,520) 12,921,638 3,503,534 1,629,587 72,950,801
Net Assets - Beginning of Year. 942,837,001 116,531,318 407,500,863 68,943,234 10,228,882 1,546,041,298
Net Assets - End of Year. $ 1,019,689,563 94,574,798 $ 420,422,501 72,446,768 11,858,469 $ 1,618,992,099
The accompanying notes are an integral part of the financial statements.
42 43
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City of Detroit, Michigan

Business-Type Activities

Sewage Automobile
Disposal Transportation Water Parking Non-Major
Fund Fund Fund Fund Fund Total
Cash Flows from Operations:
R from Ci $ 326,617,651  § 22,665,516 $ 260,740,367 § 14,383,275 § 614,205 $ 625,021,014
Advances from Other Funds. - - - 1,310,000 - 1,310,000
Rep from Other Funds. - - - 389,962 - 389,962
Loans to Other Funds (18,598,461) - (28,698,398) 934,068 - (46,362,791)
Deposits Refunded to C: - - - - 2,257 2,257
¥ to Suppli (124,639,909) (23,458,578) (115,305,031) (6,499,865) (1,785,571) (271,688,954)
Payments to Empl (76,204,371) (221,025,500) (204,140,836) (5,067,693) (1,583,127) (508,021,527)
Net Cash Provided by (Used in) Operating Activities. 107,174,910 (221,818,562) (87,403,898) 5,449,747 (2,752,236) (199,350,039)
Cash Flows from Non-Capital Financing Activities:
Proceeds from Pension Obligation Certi 8,760,811 103,083,533 157,548,214 - - 269,392,558
Issuance Costs - Pension Obligation Certi (286,646) (3,372,800) (5,154,834) - - (8,814,280)
Bank Overdr: 758,762 - - - - 758,762
Grants and Contributi from Other Gover - 75,896,797 - - 1,021,349 76,918,146
Transfers from Other Funds. - 76,943,880 - 9,575,006 2,568,402 89,087,288
Net Cash Provided by Non-Capital Fi ing Activiti 9,232,927 252,551,410 152,393,380 9,575,006 3,589,751 427,342,474
1~ Cash Flows from Capital and Related Financing Activities:
Capital Contri - 20,308,094 6,938,882 - - 27,246,976
) Acquisition and Construction of Capital Assets. (364,680,084) (39,231,417) (134,448,175) (2,897,037) (717,474) (541,974,187)
Proceeds from Bond and Note I 429,391,224 - 429,966,584 - - 859,357,808
Principal Paid on Bonds and Notes. (32,590,000) - (22,440,000) (6,615,000) - (61,645,000)
Interest Paid on Bonds - Net. (82,010,501) - (85,928,089) (5,502,077) - (173,440,667)
Principal Paid on Debt (108,765,000) - (125,985,000) - - (234,750,000)
Swap Termination Fees. (11,750,000) - - - - (11,750,000)
Net Cash Provided by (Used in) Capital Fi ing Activiti (170,404,361) (18,923,323) 68,104,202 (15,014,114) (717,474) (136,955,070)
Cash Flows from Investing Activities:
Proceeds from Sales and Maturities of I 651,726,904 103,221,800 309,876,577 35,897,510 - 1,100,722,791
Purchase of In (632,143,250) (106,320,328) (449,752,017) (37,208,168) - (1,225,423,763)
Interest on In Securiti 14,930,952 296,527 7,175,672 405,624 - 22,808,775
Net Cash Provided by (Used in) Investing Activities 34,514,606 (2,802,001) (132,699,768) (905,034) - (101,892,197)
Net Increase (Decrease) in Cash and Cash Equi (19,481,918) 9,007,524 393,916 (894,395) 120,041 (10,854,832)
Cash and Cash Equi at inning of Year 31,771,026 2,367,033 25,528,483 1,226,170 772,417 61,665,129
Cash and Cash Equivalents at End of Year. $ 12,289,108 S 11,374,557 $ 25,922,399 § 331,775 §$ 892,458 § 50,810,297
(Continued)
The accompanying notes are an integral part of the financial statements.
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City of Detroit, Michigan

Reconciliation of Operating Income (Loss) to Net Cash Provided by (Used in)
Operating Activities:
Operating Income (Loss).

Business-Type Activities

Adjustments to Operating Income (Loss):
Depreciation and Amortization

All e for U ible A t:

Changes in Assets and Liabilities:
Other i - Trade.

Inventori

Increase in Net Pension Asset

Prepaid Expenses.
A t i

Due from Other Funds.

Accounts and Contracts Payable.

Due to Other Funds.

Due to Comp Units
Other Liabilitie:
Accrued C d Absences.

Accrued Public Liability and Worker C

1290

Advances from Other Funds.

Refundable Deposits.

Prepaid R
Accrued Salaries and Wage:

Net Cash Provided by (Used in) Operating Activiti

The accompanying notes are an integral part of the financial statements.
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Sewage
Disposal Transportation
Fund Fund
106,134,605  $ (182,122,346)
44,053,316 16,919,222
21,580,685 339,241
(19,337,158) (293,974)
(282,877) 2,977,217
(7,850,281) (99,710,753)
(375,967) -
(20,085,947) (4,155,308)
(18,598,461) 3,384,553
- (3,762,064)
482,844 43,301,199
1,759,543 69,004
(478,715) 1,413,261
173,323 (177.814)
107,174,910  § (221,818,562

Automobile
‘Water Parking Non-Major
Fund Fund Fund Total

62,129,779  § (8,664,899) $ (1,960,164) $ (24,483,025)

41,529,608 6,287,158 393,089 109,182,393

6,650,637 - - 28,570,563
(10,919,185) - 169,345 (30,380,972)

501,841 - - 3,196,181
(150,452,508) - - (258,013,542)
(461,392) 254,802 2,241 (580,316)

- 755,624 - 755,624
(28,698,398) 389,962 (389,265) (28,697,701)
(13,787,881) 1,435,430 (41,066) (36,634,772)
- 934,068 (681,590) (14,961,430)
- - - (3,762,064)

(7,669) 2,512,403 (120,211) 46,168,566

2,824,151 112,098 (97,741) 4,667,055

2,933,092 - (42,363) 3,825,275

- 1,310,000 - 1,310,000

- - 2,257 2,257
- - (3,176) (3,176)

354,027 123,101 16,408 489,045
(87,403,898) § 5,449,747 _$ (2,752,236) (199,350,039)

47
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City of Detroit, Michigan

etroit, Michigan

GES IN FIDUCIARY NET ASSETS
TARY FUNDS

For the Year Ended June 30, 2005

Pension and Pension
Other Employee and Other
Benefit Funds Agency Funds Total Employee
ASSETS Benefit
Cash and Cash Equi $ 32,226,333 § 2,510,627 $ 34,736,960 Funds
Investments at Fair Value: ADDITIONS:
Short-Term I 1,311,852,696 - 1,311,852,696 Employer Contributi $  1,743,795825
C ial Paper. 15,579,446 - 15,579,446 Plan Member Contributi 54,099,017
U. S. Government Obligati 39,733 - 39,733 Other Income. 10,470,273
Bonds and Stocks. 4,543,538,820 - 4,543,538,820 Total Contributi 1,808,365,115
Mortgage-Backed Securiti 182,055,771 - 182,055,771
Mortgage and Construction Loan: 152,136,711 - 152,136,711
Equity Interest in Real Estate. 174,797,372 - 174,797,372 Gain 538,048,281
Real Estate Investment Trusts Held by Custodian 35,450,553 - 35,450,553 Total Additi 2,346,413,396
Pooled 470,829,154 8,639,787 479,468,941
Private P 302,198,121 - 302,198,121 DEDUCTIONS:

Total 7,188,478,377 8,639,787 7,197,118,163 Pension and Annuity Benefits 381,246,326
Accrued Interest i 28,321,019 - 28,321,019 Premiums to Insurers and Damage Claims. 316,409,428
Accounts Receivable: Benefits. 2,080,792

Due from Primary Gover; 71,412,133 185,281 71,597,414 Refunds. 140,439,687
Due from Comp Unit 14,207 - 14,207 General and Administrative Expenses 8038436
() Other Recei 152,939,255 - 152,939,255 Total i 848214669
! Total Accounts i 224,365,595 185,281 224,550,876 Net Increa 1,498,198,727
& Cash and Investments Held as Collateral for Secuities Lending .... . 1,103,131,232 - 1,103,131,232 Net Assets Held in Trust for Pension and Employee Benefits, Beginning of Year. 5,688,127.885
Other Assets 920,108 ~ 920,108 Net Assets Held in Trust for Pension and Employee Benefits, End of Year... M
Total Assets. 8,577,442,664 11,335,695 8,588,778,359
The accompanying notes are an integral part of the financial statements.
LIABILITIES AND NET ASSETS
Accounts and Contracts Payable. 6,342,883 1,488,321 7,831,204
Due to Broker. 195,337,141 - 195,337,141
Benefits and Claims Payable. 21,225,025 - 21,225,025
Due to Primary Gover 4,672,331 238,405 4,910,737
Due to C Units. 787,815 - 787,815
Amount Due to Broker for Secuities Lending. 1,103,131,232 - 1,103,131,232
Other Liabilities. 59,619,625 9,608,969 69,228,594

Total Liabi 1,391,116,052 11,335,695 1,402,451,747
Net Assets:

Net Assets Held in Trust for Pension and Employee Benefits... $ 7,186,326,612 § - 8 7,186,326,612

(An unaudited Schedule of Employer Contributions and Funding Progress is presented on page 117)

The accompanying notes are an integral part of the financial statements.
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City of Detroit, Michigan
STATEMENT OF NET ASSETS

COMPONE
June 30, 201 #
Tax Greater Detroit
Detr nmi% Increment Detroit Resource
Redevelopment Public Development Development. ‘Commission Finance American of the City of Finance Transportation Recovery
Authority Library Authority C ation Ui i Authority History Detroit Authority Corporation Authority Total
ASSETS:
Cash and Cash Equi $ 114,129 § 89,905 § 1,027,619 § 1725472 § 740,334 $ 4,521 $ 218,697 S 2,102,119 § - N 1,017,738 $ - $ 7,040,534
Escrow Deposits-Cash. - - 140,251 16,747,800 - - - - - - - 16,888,051
Investments, including Accrued Interes! - 1,806,129 83,233,758 24,050,508 - - 395412 105,865,783 - 5,493,465 - 220,845,055
Accounts and Contracts Receivable:
Due from Primary Govi - 7,901,457 5,732,524 - 1,257,000 108,028 - - - 1,764,760 - 16,763,769
Due from Other Govi - 7,467,059 N - - 3,303,543 - 263,944,615 - - N 274,715,217
Other i 150,000 8,803,070 31,418,950 1,113,741 3,744,440 7,759 2,110,824 12,708,776 - 3,060,615 5,844,532 68,962,707
Total Accounts and Contracts Receivable 150,000 24,171,586 37,151,474 1,113,741 5,001,440 3,419,330 2,110,824 276,653,391 - 4,825,375 5,844,532 360,441,693
Allg for Doubtful Accounts - (7,300,000) (36,661) - (201,028) - - - - - - (7,537,689)
Total Accounts and Contracts Receivable - Net.. 150,000 16,871,586 37,114,813 1,113,741 4,800,412 3,419,330 2,110,824 276,653,391 - 4,825,375 5,844,532 352,904,004
Inventory. - 3,224,483 - - - - 125,809 1,755,951 - 3,479,198 - 8,585,441
Prepaid E: if - - 109,206 N 699,837 - 4,804 - - 565,304 2,172,744 3,551,895
Taxes, Interest, and Penalties i - Net. - 830,000 11,626,196 - - - - 107,572,867 - - - 120,029,063
Loans and Notes i - - 24,120,792 1,889,812 - - - - - - - 26,010,604
Unamortized Bond and Note Issue Costs- Net. - - 3,469,960 - - - - - - - 1,172,587 4,642,547
Net Pension Asset. - 22,653,538 - - - - - - - - - 22,653,538
i Cash. - 1,604,760 - - 590,912 - - - - - 22,438,243 24,633,915
Restricted - 7,238,503 - - - 26,778,339 - 269,316,268 - 9,800,637 132,939,917 446,073,664
Capital Assets:
Land. - 1,371,996 7,544,670 - 15,119,876 - - 69,811,599 - 5,122,237 8,873,234 107,843,612
Artwork. - 1,230,175 - - - - - - - 1,986,000 - 3,216,175
Plant and Equij t. - 165,365,967 26,833,841 - 144,474,267 - 12,773,292 1,486,985,633 - 201,057,612 513,623,297 2,551,113,909
Construction Work in Pi ss. - - N - 32,631 - N 446,989,551 - 6,238,539 . 453,260,721
Less: Depreciati - (150,200,884) (2,196,500) - (63,881,637) - (2,635,511) (468,378,233) - (135,990,456) (187,195,380) (1,010,478,601)
Capital Assets, Net. - 17,767,254 32,182,011 - 95,745,137 - 10,137,781 1,535,408,550 - 78,413,932 335,301,151 2,104,955,816
O Oth - - 10,021,003 343,085 943,483 - - - - - - 11,307,571
| Deferred Charg - 778,209 - - - - - - - - 1,151,167 1,929,376
264,129 72,864,367 203,045,609 45,870,418 103,520,115 30,202,190 12,993,327 2,298,674,929 - 103,595,649 501,020,341 3,372,051,074
Current Liabilities:
Accounts Payable and Contracts Payable.... 15,747 471,665 2,347,361 15,543,777 830,634 69,514 2,428,845 116,820,995 - 1,654,715 21,837,588 162,020,841
Interest Payabls - - 6,287,196 232,740 - 799,868 14,807,260 - - 1,238,086 23,365,150
Due to Primary Govy - 1,116,151 86,096 2 - - 3,195 3,279,147 - 256,331 294,336 5,035,256
Due to Other G - 311,305 - 22,924 - - - - - - - 334,229
Accrued Salaries and W: - 1,026,504 - - 2,130,838 - 146,087 95,841,190 - 439,535 - 99,584,154
Deferred R - - - - 298,133 - - 21,378,301 - 876,917 - 22,553,351
Other Current Liabiliti - 829,534 7,444,120 - - - - 4,439,917 - 3,368,086 - 16,081,657
State Aid Anticipation and Other Notes Payable....... - - - - - - - 161,515,039 - - - 161,515,039
Bonds, Notes, and Other Debt Payables-Current - - 11,180,000 1,382,398 - 3,370,000 1,222,125 47,733,281 - - 51,690,000 116,577,804
Unamortized Premiums and - - (70,303) - - - - 5,440,823 - - - 5,370,520
Bonds, Notes and Other Debt Payable-Current-Net. - - 11,109,697 1,382,398 - 3,370,000 1,222,125 214,689,143 - - 51,690,000 283,463,363
Accrued C Absence: - 253,571 - - 288,311 - - 6,208,877 - - - 6,750,759
Accrued Public Liability and Workers Compensation. - - 5,347 - - 146,909 - - 16,590,913 - - - 16,743,169
Non-current Liabilities:
Bonds, Notes, and Other Debt Payables-Noncurrent.... - - 158,163,501 980,000 - 82,840,000 - 1,663,542,462 - - 372,314,820 2,277,840,783
Unamortized Premuims and - - (1,492,731) - - - - 34,823,980 - - (3,341,006) 29,990,243
Bonds, Notes and Other Debt Payable-N ‘rent-Net. - - 156,670,770 980,000 - 82,840,000 - 1,698,366,442 - - 368,973,814 2,307,831,026
Advance Payable to Primary Government for POC's - - 23,819,934 - - - - - - - - - 23,819,934
Accrued Ce Absen: - 4,478,003 - - 1,001,012 - - 112,210,414 - 208,059 - 117,897,488
Accrued Public Liability and Workers Cq i - 122,643 - - - - - 25,219,933 - - - 25,342,576
Total Liabiliti 15,747 32,434,657 183,945,240 18,161,839 4,695,837 87,079,382 3,800,252 2,329,852,532 - 6,803,643 444,033,824 3,110,822,953
NET ASSET!
Invested in Capital Assets, Net of Related Debt.. ” - 17,767,254 32,182,011 - 95,745,136 - 9,137,781 208,705,250 - 78,413,932 89,953,684 531,905,048
Restricted for:
Restricted (Non-E - 10,093,263 - - 590,912 5,228,951 - - - - - 15,913,126
Capital Project: 86,395 - - 27,532,628 - - - - - 11,577,437 - 39,196,460
Debt Servil - - (13,081,642) - - 24,103,857 - - - - (32,967,167) (21,944,952)
U icted (Deficit). 161,987 12,569,193 - 175,951 2,488,230 (86,210,000) 55,294 (239,882,853) - 6,800,637 - (303,841,561)
Total Net Assets (Deficit) $ 248,382 § 40,429,710 § 19,100,369 § 27,708,579 8 98,824,278 $ (56,877,192) § 9,193,075 S (31,177,603) $ - S 96,792,006 $ 56,986,517 $ 261,228,121
The accompanying notes are an integral part of the financial statements.
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City of Detroit, Michigan
STATEM

For the Y
Detroit Detroit Local Museum of Tax Greater Detroit
Brownfield Detroit Downtown Economic Housing Development African School District Increment Detroit Resource
Redevelopment Public Commissi Finance American of the City of Finance Transportation Recovery
Authority Library Authority Corporation (Unaudited) Authority History Detroit Authority C i Authority Totals
Expen s 276975 S (35.649.358) S (45,468,502) (7,959.886) _$ (20,691,453) s (7,014,282) S (9.832,615) $  (1,676,862,532) § (11210975 § (18317,364) _§ (113,778,556 (1,947,062,498)
Program Revenues:
Charges for Servic 225,000 267,492 9,311,503 12,289,457 4,622,167 - 1,609,275 9,044,337 - 443,669 46,176,830 83,989,730
Operating Grants and Contributi 154,341 5,387,912 - - 17,601,668 - 4,718,423 533,266,746 - 11,694,950 67,693,792 640,517,832
Total Program Revenues.. 379341 5,655,404 9,311,503 12,289,457 22.223.835 - 6,327,698 542311,083 - 12,138,619 113,870,622 724,507,562
Net Program (E: ) Revenue. 102,366 (29.993.954) (36,156,999) 4,329,571 1,532,382 (7.014,282) (3.504.917) (1,134,551,449) (11,210,975) (6,178,745) 92,066 (1,222,554,936)
General Revenues:
Property Taxes - Levied for General Purposes.... 73,353 28,262,818 18,238,362 - - 8,985,583 - 88,528,994 11,210,975 - - 155,300,085
Property Taxes - Levied for Debt Service. . - - - - - - - 99,454,576 - - - 99,454,576
Incom - 167,376 - 3172 121,042 484,718 (6,327) 9,798,478 - 1,532,144 5,075,210 17,175,813
Interest and Penalities on Taxes.. 2,043 528,396 - - - - - - - - - 530,439
Shared Tax, - 2,697,049 - - - - - 850,521,353 - - - 853,218,402
Other Taxes and - 1,263,994 - - - 285,393 - 11,378,678 - - - 12,928,065
Other Non Operati - 1,415,751 872,073 300,000 312,342 3,001,533 749,369 (3.582.523) - 2,283,886 - 12,102,431
General Revenue: 75,396 34,335,384 19.110.435 303.172 433384 12,757,227 7,493,042 1,056,099.556 11,210,975 3,816,030 5,075,210 1,150,709,811
@ Change in Net Assets.. 177,762 4,341,430 (17,046,564) 4,632,743 1,965,766 5,742,945 3,988,125 (78,451,893) - (2:362,715) 5,167,276 (71,845,125)
1
W
~ Assets(Deficit) - Beginning of Year, as Restate 70,620 36,088,280 36,146,933 23,075,836 96,858,512 (62,620,137) 5,204,950 47,274,290 - 99,154,721 51,819,241 333,073,246
Net Assets (Deficit) - ENd 0f YeaT cuvvvrmrsmsssssssssssisisiss S 248382 S 40429710 S 19100369 S 27708579 $ 98,824,278 B (56.877.192) S 9.193.075  $ (31,177,603) -8 96,792,006 S 56,986,517 261,228,121

The accompanying notes are an integral part of the financial statements.
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CITY OF DETROIT CITY OF DETROIT

In April, musicians and dancers perform at
the celebration of the 40th anniversary of
the Charles H. Wright Museum of African-
American History. The museum has taken
great strides in expanding its membership,
and its exhibits have struck a deep chord
with visitors from across the country.

8¢-D

Mayor Kilpatrick receives the Midwest
Regional Deal of the Year Award from
The Bond Buyer in New York City on
December 6, 2005.

One of the fabulously imaginative CarTune
car sculptures that were displayed on
streets throughout downtown Detroit and
Windsor during the summer of 2005.

The cars were later sold to raise funds for
local charities.
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CITY OF DETROIT

6¢-D

Children relish a warm spring day at Belle
Isle Park’s Kids’ Kingdom. People of all
ages enjoy the many attractions and natural
beauty of Belle Isle, Detroit’s 980-acre
island Gem.

Children create their own crafts at
Metro Youth Day. Hundreds of children
participated in the many activities at the
annual event on Belle Isle.
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City of Detroit, Michigan
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2005

ment Authority (DBRA): The DBRA was created by a City Council resolution and
ril 1998, under the provisions of Act 381, Public Acts of Michigan of 1996. DBRA
field redevelopment zones and promote the revitalization, redevelopment, and reuse
o 1 but not limited to, tax-reverted, blighted, or functionally obsolete property. This is the
first year of substantial financial activity for this authority.

into two 2 ( uti
composed of the City Council and its agencies.
branches. The City provides the following services as authorized by its charter: public protection, public works, recreation

and culture, health, economic development, public lighting, transportation, water and sewage, airport, and parking. 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
A. REPORTING ENTITY 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
As required by Governmental Accounting Standards Board (GASB) Statement No. 14, The Financial Reporting Entity, budget.
the financial statements of the reporting entity include those of the City (the primary government) and its component
units. Component units are legally separate organizations for which the elected officials of the City are financially Downtown Development Authority (DDA): The DDA was created to promote and develop economic growth in
accountable, or the relationship to the City is such that exclusion would cause the City’s financial statements to be the City’s downtown business district. Funding is provided by an ad valorem tax of 1.0 mill on real and personal
misleading or incomplete. The thirteen component units discussed below are included in the City’s reporting entity property in the downtown development district, a levy on the increased assessed value of a tax increment district,
because of the significance of their operational or financial relationships with the City. and issuance of revenue and tax increment bonds.
1. Blended Component Units: 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
Detroit Building Authority (DBA): The City of Detroit Building Authority (DBA) is included in the operations enterprises within the City. The EDC is primarily funded by means of grants from the City.
and activities of the City because it was incorporated for the purpose of acquiring, furnishing, equipping, owning,
improving, enlarging, operating, or maintaining a building or buildings (including but not limited to health and Detroit Housing Commission (DHC): The DHC was established in 1933 under the authority of the Housing
public safety facilities), automobile parking lots or structures (independently or adjunct to other buildings), Facilities Act, 1933 PA18 (Ex. Sess.), MCL 125.651 et. seq. Section 2 of the act provided that any city or
recreational facilities, and the necessary site or sites, together with appurtenant properties and facilities necessary or incorporated village with population of over 500,000 was authorized “to purchase, acquire, construct, maintain,
convenient for the effective use thereof, all for the use of any legitimate public purpose of the City. Financing is operate, improve, extend, and/or repair housing facilities and to eliminate housing conditions which are detrimental
provided by the issuance of bonds secured by lease agreements with the City and from grants received by the City. to the public peace, health, safety, morals, and/or welfare.”
Detroit General Retirement System Service Corporation (DGRSSC) and Police and Fire Retirement System Local Development Finance Authority (LDFA): The LDFA was created to finance certain improvements for
O Service Corporation (DPFRSSC): local public roads in the vicinity of the Chrysler Jefferson Avenue Assembly Plant. Incremental portions of the City
N and the County of Wayne (the County) property taxes fund LDFA.
o The Detroit General Retirement System Service Corporation (DGRSSC) and the Detroit Police and Fire Retirement
System Service Corporation (DPFRSSC) are Michigan nonprofit corporations incorporated by the City pursuant to Museum of African American History (MAAH): The MAAH was created to provide research, compilation,
State Law. The DGRSSC and DPFRSSC were formed to assist the City in maintaining the actuarial integrity of the presentation, publication, and dissemination of knowledge relating to the history, growth, development, heritage,
City's two pension systems. The governing body of each corporation is its Board of Directors, each of which and culture of people of African descent and the human struggle for freedom. The MAAH is primarily funded by
consists of three officials of the City, the Finance Director, the Budget Director and the Corporation Counsel, plus means of private grants and grants from the City.

two members of the City Council, selected and appointed by the City Council.
School District of the City of Detroit (the District): The District is a statutory body created by the State and

In May 2005, the City entered into a separate service contract with each of the DGRSSC and the DPFRSSC, in functions under the provisions of the Michigan School Code. Funding is provided by an ad valorem tax of 13.19
which the City contractually obligated itself to make periodic payments to the corporations in return for their service mills (homestead properties) and 31.19 mills (non-homestead) on real and personal property in the City and a
of reducing the financial burden of the City's pension costs. The DGRSSC and the DPFRSSC, severally and not “foundation allowance” provided by the State.
jointly, entered into a Trust Agreement with U.S. Bank National Association, as Trustee, which created the Detroit
Retirement Systems Funding Trust 2005 (DRSFT), a grantor trust established and existing under Michigan law. The Tax Increment Finance Authority (TIFA): The TIFA was created to acquire property and provide financing for
DGRSSC and DPFRSSC sold and assigned to the DRSFT their rights to receive certain of the payments to be residential and commercial development programs through issuance of long-term debt secured by tax increment
received from the City under the service contracts. financing.

2. Discretely Presented Component Units: Detroit Transportation Corporation (DTC): The DTC was established in 1985 to oversee construction and

operation of the Central Automated Transit System (People Mover) in downtown Detroit. The DTC is primarily

Component units, which are not blended as part of the primary government, are discretely presented by reporting funded by means of grants from the City.
component unit financial data in a column separate from the financial data of the primary government. These units
are reported in a separate column to emphasize that they are legally separate from the City. The component units Greater Detroit Resource Recovery Authority (GDRRA): The GDRRA was established by the cities of Detroit
presented in this manner are the following: 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.

58 59 _
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Complete financial statements of the individual blended and discretely presented component units can be obtained
ng administrative offiges

lac
65 Cadillac Square
Detroit, MI 48226
(313)224-7242

Detroit General Retirement System

Service Corporation

Coleman A. Young Municipal Center, Room 1200
2 Woodward Avenue

Detroit, Michigan 48226

(313) 224-3380

Detroit Police & Fire Retirement System

Service Corporation

Coleman A. Young Municipal Center, Room 1200
2 Woodward Avenue

Detroit, Michigan 48226

(313) 224-3380

Brownfield Redevelopment Authority
500 Griswold, Suite 2200

Detroit, Michigan 48226

(313) 237-4616

Detroit Public Library
5201 Woodward Avenue
Detroit, MI 43202

(313) 833-1000

Downtown Development Authority
211 Fort Street, Suite 900

Detroit, MI 48226

(313) 963-2940

evg op
21 o]

8 eet? St
Detroit, Michigan 44226
(313) 963-2940

Detroit Housing Commission
2211 Orleans Street

Detroit, MI 48207

(313) 877-8557

Local Development Finance Authority
211 West Fort Street 900

Detroit, MI 48226

(313) 963-2940

Museum of African American History
315 East Warren Avenue

Detroit, MI 48201

(313) 494-5800

School District of the City of Detroit
3011 West Grand Blvd.

11" Floor

Detroit, MI 48202

(313) 873-4147

Tax Increment Finance Authority

211 West Fort Street Avenue, Suite 900
Detroit, MI 48226

(313) 963-2940

Detroit Transportation Corporation
1420 Washington Blvd., 3" Floor
Detroit, MI 48226

(313) 224-2160

Greater Detroit Resource Recovery Authority
5700 Russell Street

Detroit, MI 48211

(313) 876-0449
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er organization that results from a contractual agreement and that is owned, operated
cipants as a separate and specific activity, subject to joint control in which the
ancial interest or (b) an ongoing financial responsibility. The City participates in the

following joint venture:

The Detroit-Wayne Joint Building Authority (DWJBA) was created as a corporate instrumentality in 1948 by agreement
between the City and the County. All revenues or other monies received by the DWJBA must be disbursed for specific
purposes in accordance with agreements with the incorporating units and the holders of the bonds. In March 1988, the
City and County agreed to a consent judgment whereby the County’s equity in the ownership of a portion of the space in
the Coleman A. Young Municipal Center was transferred to the City. As a result, the fixed asset costs are recorded within
the City’s government-wide financial statements.

The DWIJBA is party to a lease agreement that extends to March 1, 2028 for rental of the Coleman A. Young Municipal
Center to the City and the County. The lease provides that the DWJBA shall maintain and operate the building, the
expenditures of which are to be reimbursed by the City and County on the basis of the building space allocations specified
in the lease. Also, the extended lease agreement identified the intention to renovate space occupied by the County and
provided the commitment of the County to enter into a separate supplemental lease for the repayment for the debt used in
the renovations. Therefore, the County has an ongoing financial responsibility.

Complete financial statements of the DWJBA may be obtained by writing the DWJBA at the following address:

Detroit-Wayne Joint Building Authority
1316 Coleman A. Young Municipal Center (CAYMC)
Detroit, MI 48226

C. BASIS OF PRESENTATION

The basic financial statements include both government-wide and fund financial statements.

1. Gover -wide Fi ial S

The government-wide statement of net assets and statement of activities report the overall financial activity of the
primary government (the City), excluding fiduciary activities, and its component units. Eliminations have been made
to minimize the double counting of internal activities of the City. These statements distinguish between the
governmental and business-type activities of the City. Governmental activities generally are financed through taxes,
intergovernmental r , and other n hange transactions. Busi type activities are financed in whole or in
part by fees charged to external parties.

The statement of activities presents a comparison between direct expenses and program revenues for the different
business-type activities of the City and for each function of the City’s governmental activities. Direct expenses are
those that are clearly identifiable with a specific function. Program revenues include (a) charges paid by the
recipients of goods or services offered by the programs, and (b) grants and contributions that are restricted to meeting
the operational or capital requirements of a particular program. Revenues that are not classified as program revenues,
including all taxes, are presented as general revenues.

2. Fund Financial Statements

The fund financial statements provide information about the City’s funds, including its fiduciary fund types. Separate
statements for each fund category (governmental, proprietary, and fiduciary) are presented. The emphasis on fund
financial statements is on major governmental and enterprise funds, each displayed in a separate column. All
remaining governmental and enterprise funds are aggregated and reported as nonmajor funds.

61 (Continued)
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The City uses the following major funds:

Governmental Funds:

a.  General Fund accounts for several of the City’s primary services (Police, Fire, Public Works, Community
and Youth Services, etc.) and is the primary operating unit of the City.

b. Detroit General Retirement System Service Corporation accounts for the proceeds and service payments
related to the issuance of the Pension Obligation Certificates in June of 2005.

c. Police & Fire Retirement System Service Corporation accounts for the proceeds and service payments
related to the issuance of the Pension Obligation Certificates in June of 2005.

Proprietary Funds:

a. Sewage Disposal Fund accounts for the operations of the wastewater treatment plant, sewers, including
sanitary and combined sewers, combined sewer outfalls, and interceptors. The facility provides service to
Detroit and 75 other communities in southeastern Michigan.

b. Transportation Fund accounts for the City’s mass transit system with a fleet of over 572 coaches. The
fund operates three light repair garages and terminals.

¢.  Water Fund accounts for the operations of five water treatment plants, 20 booster stations, a transmission
and distribution system and reservoirs. The fund provides service to Detroit and 125 other communities in
southeastern Michigan.

d. Automobile Parking Fund accounts for the activity of the City’s Auto Parking and Arena System, but does
not include parking fine revenues.

The City reports the following additional fund types:
Fiduciary Funds:

a. Pension and Other Employee Benefit Funds account for moneys held in trust by the City for pension
benefits and other employee benefits. The City uses pension trust funds to account for the retirement plans
for civilian employees, firefighters and police officers. The Employee Benefit funds accounts for various
health and long-term disability benefits for employees and retirees.

b. Agency Funds account for transactions for assets held by the City as agent for certain activities or for

various entities. Payroll deductions and special deposits are the primary transactions accounted for in these
funds.
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and fiduciary fund financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded at
the time liabilities are incurred, regardless of when the related cash flow takes place. Non-exchange transactions, in
which the City gives (or receives) value without directly receiving (or giving) equal value in exchange, include income
taxes, sales taxes, property taxes, grants, entitlements, and donations. On an accrual basis, revenue from property taxes is
recognized in the fiscal year in which the taxes are levied. Revenue from self-assessed taxes, including income taxes and
sales tax, is recognized in the fiscal year in which the underlying exchange transaction occurs. Revenue from grants,
entitlements, and similar items is recognized in the fiscal year in which all eligibility requirements imposed by the
provider have been met.

Financial Accounting Standards Board (FASB) Statements and Interpretations, APB opinions and ARB’S of the
Committee on Accounting Procedure issued prior to December 1, 1989, generally are followed in both the government-
wide and proprietary fund financial statements to the extent that those standards do not conflict with or contradict
guidance of the GASB. The City also has the option of following subsequent FASB guidance for their business-type
activities and enterprise funds, subject to this same limitation. The City has elected not to follow subsequent FASB
guidance.

Governmental funds are reported using the current financial resources measurement focus and the modified accrual basis
of accounting. Revenues are recognized as soon as they are both measurable and available. Revenues are considered to
be available when they are collectible within the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the City considers revenues to be available if they are collected within 60 days of the end of the
current fiscal year, except for grants and trade receivables, which are 180 and 90 days, respectively. Expenditures
generally are recorded when the liability is incurred, as under accrual accounting. However, principal and interest on
general long-term debt, claims and judgments, compensated absences and other long term obligations are recorded only
when payment is due. General capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of
general long-term debt, pension obligation certificates and acquisitions under capital leases are reported as other financing
sources. Significant revenue sources, which are susceptible to accrual, include property taxes, income taxes, utility taxes,
and interest. All other revenue sources are considered to be measurable and available only when cash is received.

BUDGETARY DATA
Budgeting Policy:

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. Proposed capital appropriations are included in separate sections of the
budget. Any surplus or deficit during the preceding year is entered into the budget for the next fiscal year as either
revenue (surplus) or appropriation (deficit), in accordance with the City Charter. The total of proposed expenditures
cannot exceed the total of estimated revenues, so that the budget as submitted is a balanced budget. Budgets are prepared
for all agencies of the City.

Budgetary Compliance Report:

The Finance Department has prepared a Budgetary Compliance Report for the fiscal year ended June 30, 2005. This
report shows the Original and Final Budgets amounts and the (non-GAAP) budgetary-basis expenditures for each
appropriation in of the Governmental Funds. The report is in Adobe PDF format and is available on the Finance
Department home page of the City’s website at www.ci.detroit.mi.us

On or before April 12 each year, the Mayor submits to the City Council a proposed annual budget for the next fiscal year.
A public hearing in the manner provided by law or ordinance is held on the proposed budget before adoption. After the
public hearing, the City Council adopts the budget with or without amendment. Consideration of the budget is completed
by the City Council no later than May 24. If the Mayor disapproves of amendments made by the City Council, the
Mayor, within seven days, submits to the City Council in writing the reasons for the disapproval. The City Council
proceeds to reconsider any budget item so disapproved. If, after reconsideration, a two-thirds majority of the City Council
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becomes the basis for establishing revenues and expenditures for the fiscal year. The appropriations for the functions of
cach City department are fixed. Expenditures may not exceed the original appropriations without City Council approval.
If during the fiscal year the Mayor advises the City Council that there are available appropriations and revenues in excess
of those estimated in the budget, the City Council may make supplemental appropriations for the year up to the amount of
the excess. In the case of estimated revenue shortfalls, the Mayor may request that the City Council decrease certain
appropriations. In any case, the Mayor is under no obligation to spend an entire appropriation. Also, at any time during
the fiscal year, the City Council, upon written request by the Mayor, may transfer all or part of any unencumbered
appropriation balance among programs, services, or activities within an agency or from one agency to another.

ASSETS, LIABILITIES, AND FUND EQUITY

1. Cash and Investments: Cash and cash equivalents include cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of acquisition. Investments are reported at
fair value based on quoted market prices.

2. Interfund Transactions:
The City has the following types of interfund transactions:

a. Loans — amounts provided with a requirement for repayment. Interfund loans are reported as due from
other funds in lender funds and due to other funds in borrower funds.

b. Services provided and used — sales and purchases of goods and services between funds for a price
approximating their external exchange value. Interfund services provided and used are reported as
revenues in seller funds and expenditures or expenses in purchaser funds. Unpaid amounts are reported
as interfund receivables and payables in the fund balance sheets or fund statements of net assets.

c.  Reimbursements — repayments from the funds responsible for particular expenditures or expenses to
the funds that initially paid for them. Reimbursements are reported as expenditures in the reimbursing
fund and as a reduction of expenditures in the reimbursed fund.

d. Transfers — flows of assets (such as cash or goods) without equivalent flows of assets in return and
without a requirement for repayment. In governmental funds, transfers are reported as other financing
uses in the funds making transfers and as other financing sources in the funds receiving transfers. In
proprietary funds, transfers are reported after non-operating revenues and expenses.

3. Inventories: Cost of inventories of the governmental-type funds is recorded as expenditures at the time of purchase.
Inventories at year-end for the General, Construction Code, Drug Law Enforcement Fund, and Major and Local
Street funds are recorded in the balance sheet at cost or market, whichever is lower, based on a physical inventory,
with a reserve for inventories in fund balance by the related fund. Inventories of the Enterprise Funds are stated at the
lower of cost or market and expensed when used.

4. Capital Assets: Capital assets, which include land, buildings, improvements, equipment, and infrastructure assets
(e.g., roads, bridges, sidewalks, and similar items), are reported in the applicable governmental or business-type
activities column in the government-wide financial statements. Capital assets purchased or acquired are reported at
historical cost or estimated historical cost. Donated assets are recorded at fair market value as of the date received.
The City’s capitalization levels are $5,000 on tangible personal property and for improvements other than buildings,
and $50,000 on infrastructure, including sewer and storm water lines. All acquisitions of land and land improvements
will be capitalized regardless of cost. Interest incurred during the construction phase of capital assets of business-type
activities is reflected in the capitalized value of the asset constructed, net of interest earned on the invested proceeds
over the same period. Capitalized interest, net of related debt, for the year ended June 30, 2005 for the Sewage
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as $50,767,951 and $31,567,774 respectively. Costs of assets sold or retired (and related
ciation) are eliminated from the accounts in the year of sale or retirement, and the
ed in the operating statement of the related fund. In governmental funds, the sale of
ed in the statement of revenues, expenditures, and changes in fund balances as proceeds
for repairs and maintenance are expensed as incurred. Depreciation on all assets is
provided on the straight-line basis over the following estimated useful lives:

Years

Land improvements 5-20
Buildings and building improvements 5-50
Improvements other than buildings 5-50
Machinery and equipment 5-20
Vehicles other than buses 3-10
Buses 12
Stormwater and wastewater lines

and pump stations 10-65
Other infrastructure 7-60

The City has a collection of artwork presented both in buildings and public outdoor spaces. The true value of the art is
expected to either be maintained at cost or appreciate over time, and thus, the art is not depreciated. If individual
pieces are lost or destroyed, the loss is recorded.

5. Bond Premi Di and I Costs: In the government-wide and proprietary fund financial
statements, bond premiums and discounts, as well as issuance costs are deferred and amortized over the life of the
bonds using the effective interest method. Bonds payable are reported net of the applicable bond premium or
discount and gains (losses) on defeasance. Bond premiums, discounts and issuance gains and costs are reported as
deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums or discounts and gains or losses
on defeasance, as well as bond issuance costs, during the current period. The face amount of debt issued is reported
as other financing sources. Premiums on debt issuances are reported as other financing sources, while discounts on
debt issuances are reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

6. Encumbrances: Encumbrances outstanding for governmental funds at year-end do not represent GAAP expenditures
or liabilities, but represent budgetary accounting controls. All governmental fund budgets are maintained on the
modified accrual basis of accounting, except budgetary-basis expenditures include purchase orders and contracts
(encumbrances) issued for goods or services not received at year-end.

7. Compensated Absences: For funds other than the Transportation Fund, unused vacation pay and banked overtime
accumulate up to a maximum level until termination of employment, while there is no vesting of sick pay until an
employee reaches age 60 or completes 25 years of service. Furlough time is awarded to uniformed police and fire
employees at the beginning of two semi-annual periods. Any unused furlough time remaining at the end of each
semi-annual period is forfeited. For the Transportation Fund, unused vacation pay accumulates for each employee up
to a maximum level. Once this level is attained, unused vacation must be used or the employee loses a portion of the
vacation pay.

The liability for compensated absences reported in the government-wide and proprietary fund statements consists of
unpaid, accumulated vacation and sick leave balances. A liability for these amounts is reported in governmental funds
only if they have matured.

8. Property Taxes: The State Constitution limits the proportion of true cash value at which real property can be
uniformly assessed to 50%. The Michigan Constitution also mandates a system of equalization for assessments.
Although the assessors for each local unit of government are responsible for actually assessing at 50% of true cash
value, the final State equalized assessment against which local property tax rates are applied is derived through
several steps. County equalization is brought about by adjustments of the various local unit assessment ratios to the
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laws of the State limit the municipal rate of taxation and restrict the amount of debt a municipality may incur. At the
present time, the general ad valorem taxing power of the City is generally limited by State law and the City Charter to
20 mills. The City is levying at its current maximum rate limit. In addition, the City is authorized to levy additional
taxes within specified amounts for specific purposes under specific legislation. At the present time, under such an
authorization, the City is levying 3 additional mills for the purpose of garbage and rubbish collection. These millage
limitations, however, do not apply to taxes levied by the City for payment of principal and interest on presently
outstanding unlimited tax-supported bonds, nor do they apply to payment of principal and interest on tax-supported
bonds issued in anticipation of presently outstanding contractual obligations of the City or presently outstanding
assessments in the City.

The City’s property tax is levied each July 1 of the fiscal year and is payable without penalty either on or before
August 31 in full, or one-half on or before August 15, with the balance then being payable on or before the following
January 15. Property taxes attach as a lien on the property as of July 1 of the year of levy. Property owners may
appeal their assessments to the local Board of Review and ultimately to the Michigan Tax Tribunal.

In the government-wide financial statements, property tax revenue is recorded in the period in which the tax is levied.
In the governmental fund financial statements, the City records property tax revenue when available. Available is
defined as due and receivable within the current fiscal year and collected within the current fiscal year or expected to
be collected within 60 days thereafter.

Municipal Income Taxes: The City levies an annual income tax. The rate for the calendar year 2005 consists of an
annualized tax of 2.50% on the income of resident individuals, 1.25% on income earned in the City by non-residents
and for corporations the annual rate for 2005 is 1.0%. These rates are being lowered over a 10-year period starting
July 1, 1999. The resident rate will decrease by 1/10 of a percentage point, the non-resident rate by 1/20 of a
percentage point, and the corporate rate by 2/10 of a percentage point over the same period. After the 10-year period,
the calendar 2009 resident rate will be 2%, the non-resident rate will be 1%, and the corporate rate will be zero.
However, due to current economic conditions there was a temporary rate freeze of the tax rates for the calendar year
2005. The rates were as follows: residents 2.5%, non-residents 1.25% and corporations 1%. The City has re-applied
for, and received, approval for the rate freeze to remain in effect for calendar year 2006. Municipal income taxes are
accrued for income tax withholdings collected by employers but not yet remitted to the City. In the government-
wide financial statements, income tax revenue is recorded in the period in which the underlying compensation is
carned by the taxpayer. In the governmental fund financial statements, the City records municipal income tax
revenues when they become available. Available is defined as due and receivable within the current fiscal year or
expected to be collected within 60 days thereafter. Estimated refunds for income tax returns received and in process,
in which payment has not been made, are recorded as a reduction of revenues. Income tax assessment receivable
represents estimated additional taxes assessed as a result of tax return audits or failure to file a return.

Fund Balances: In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for use for specific
purposes. Designations of fund balances represent tentative City plans that are subject to change.

. Net Assets: The government-wide and proprietary fund financial statements utilize a net asset presentation. Net

assets are categorized as follows:

a. Invested in Capital Assets Net of Related Debt — consists of capital assets, net of accumulated
depreciation. The outstanding balances of bonds, mortgages, notes, or other borrowing that are
attributable to the acquisition, construction, or improvement of those assets would further reduce this
component. If there were significant unspent related debt proceeds at year-end, the portion of the debt
attributable to the unspent proceeds would be offset by the outstanding debt.

b. Restricted Assets — consist of constraints placed on net asset use through external constraints imposed
by grantors, contributors, or laws. When both restricted and unrestricted resources are available,
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12.

. Detroit Housing C ission (DHC) R

erally it is.the City’s policy to use restricted resources first, and then unrestricted resources, when

sets — Consist of net assets that do not meet the definition of “Restricted” or
al Assets, net of related debt™.

Use of Estimates: The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

On July 7, 2005, the United States Department of Housing and
Urban Development (HUD) signed a cooperative endeavor agreement with the Mayor. The agreement calls for the
City to transfer all of DHC’s assets, projects, and programs to HUD and for HUD to manage the day-to-day
operations and reporting requirements of the DHC. The agreement has a two-year term and is renewable annually
thereafter. DHC’s net assets at June 30, 2004 are restated based on their unaudited financial statements.

The Basic Financial Statements contain the Detroit Housing Commission’s unaudited financial statements for fiscal
year ended June 30, 2005.

These unaudited financial statements represent the best data available as of April 15, 2006.

Net Assets of DHC at June 30, 2004, as previously reported $ 126,581,588

Net Assets of DHC at June 30, 2004, as restated $ 96,858,512
Net DHC restatement $ 29,723,076
. New A ing Pr The City adopted GASB Statement No. 40, Deposit and Investment Risk

Disclosures—an A dr of GASB S No. 3, for the year ended June 30, 2005. This pronouncement
requires additional disclosures presented in these notes, but has no impact on fund balance or net assets. These
disclosures address common deposit and investment risks related to credit risk, concentration of credit risk, interest
risk, and foreign currency risk.

In November 2003, GASB issued Statement No. 42, Accounting and Financial Reporting for Impairment of Capital
Assets and for Insurance Recoveries. This Statement establishes accounting and financial reporting standards for
impairment of capital assets. The City will implement Statement No. 42 beginning with the year ended June 30, 2006.
The City is currently evaluating the impact of adopting Statement No. 42.

In July 2004, GASB issued S No. 45, Acc and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions. This Statement establishes accounting and financial reporting
standards for employers that participate in a defined benefit “other postemployment benefit” (OPEB) plan.
Specifically, the City will be required to measure and disclose an amount for annual OPEB cost on the accrual basis
for health and insurance benefits that will be provided to retired City employees in future years. The City is also
required to record a net OPEB obligation which is defined as the cumulative difference between annual OPEB cost
and the employers contributions to a plan, including the OPEB liability or asset at transition, if any. The City is
currently evaluating the impact that this standard will have on the financial statements when adopted. The City will
implement Statement No. 45 beginning with the year ended June 30, 2008.

67 (Continued)
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The City has no material violations of finance-related legal and contractual provi

B. EXCESS OF EXPENDITURES OVER APPROPRIATIONS

The legal level of budget control is maintained at the appropriation level, which is more detailed than the budget in the

NOTE III. DETAILED NOTES ON ALL FUNDS

A. ASSETS

Required Supplemental Information. Listed below are expenditures that exceeded its corresponding appropriation for the
year ended June 20, 2005:

Department
Name

Public Works

Fire

Non Departmental

SO

Police

Public Lighting

Recreation

[2.2.3.3] [POCs 2006 Offering Circular.pdl]%ﬁ%éqé@q)ﬁm'

Appropriation

No.

00035
00037
00040
00041
00052

00718

10828
11177
11426
11915

00112
00115
00116
00363
10164

00131

10544
10547
10548

Appropriation
Description

Refuse Collection

Street Cleaning

Refuse Disposal

Street Maintenance

Stores and Supplies
Total Public Works

Fire Fighting Operations

Tax Support-Bldgs and Safety Eng
Program Management Office
Office of Targeted Business Development
ITS - Unisys Project

Total Non Departmental

Police Executive
Human Resources Bureau
Eastern Operations Bureau
Office of Executive Deputy Chief
COPS UHP-DDOT (3601)

Total Police

Heat and Power Production
North District Operations
East District Operations

Belle Isle District
Total Recreation

68

1. Deposits and Investments

Final Actual Actual/Over a. Primary Government
Budget Expenditure  Appropriation
The following is a complete listing of deposits and investments held by the City at June 30, 2005:
25,848,672 27,240,817 (1,392,145) Governmental Business - Type
2,812,494 4,242,270 (1,429,776) Activities Activities Total
76,548,620 82,768,373 (6,219,753)
5,213,828 6,386,796 (1,172,968) Deposits $ 152,481,046 $ 71,120,511 $ 223,601,557
10,144,002 12,233,477 (2.089.475) Investments 297,929,368 1,103,535,354 1,404,464,722
120,567,616 132,871,733 (12,304.117)
Total $450,410,414 $  1,174,655,865 $ 1,625,066,279
146,748,964 147,713,662 (964.698)
112,106 461,106 (349,000 The Deposits and Investments of the City at June 30, 2005 are reflected in the financial statements as follows:
446,342 1,674,004 (1,227,662)
469,273 P ;?Z:?i (:2:;2?2 Governmental Business - Type
- — — Activities Activities Total
1,027,721 9,534,223 (8,506,502)
4,973,659 5,319,436 (345.777) Unrestricted
10303321 10,649,572 (346,251) Cash and Cash Equivalents S 50307.208 S 2208061 S 52515269
128,255,851 137,173,079 (8.917,228) Investments 265,697,802 60,216,610 325,914,412
- 4,357,611 (4,357,611) Restricted
4,095,456 5,748,893 (1,653,437) Cash and Cash Equivalents 88,805,837 48,602,256 137,408,093
147,628.287 163,248,591 (15,620.304) Investments 45,599.567 1,063,628,938 1,109.228,505
Total $ 450,410,414 $ 1,174,655,865 $ 1,625,066,279
37,175,546 44,221,515 (7,045,969)
State laws authorize the City to make deposits in the accounts of federally insured financial institutions. Cash held by fiscal
6,991,443 8,374,769 (1,383,326) agents or by trustees is secured in accordance with the requirements of the agency or trust agreement.
4,463,085 4,865,580 (402,495)
6,343,673 9,331,838 (2,988,165) The City is authorized to invest in obligations of the U.S. government or its agencies, certificates of deposit, savings and
17,798,201 22,572,187 (4.773.986) depository accounts of insured institutions, commercial paper of certain investment quality, repurchase agreements, banker’s
acceptances, mutual funds of certain investment quality, and investment pools authorized by state law.
Custodial Credit Risk of Bank Deposits
Custodial credit risk is the risk that in the event of bank failure, the bank may not return the City’s deposits. The City does not
have a deposit policy for custodial credit risk. As of June 30, 2005, the governmental and business-type activities had deposits
of $204,454,712 that were exposed to custodial credit risk as they were uninsured and uncollateralized.
Custodial Credit Risk of Investments
(Continued) 69 (Continued)
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custodi
; g :S. U.S. Government Repurchase Money
Interest Rate Risk Treasury Agency Securities Agreements Market
Interest rate risk is the risk that, over time, the value of investments will decrease as a result of a rise in interest rates. The
City’s investment policy does not specifically restrict investment maturities other than commercial paper, which can only be S&P
purchased with a 270-day maturity. The City policy minimizes interest rate risk by requiring that the Fund attempt to match its AAA $ 12,689,389  § 58,059,229  $ -8 -
investments with anticipated cash flow requirements. Unless related to a specific cash flow, the City is generally not permitted Moodys
to directly invest in securities maturing more than 10 years from original date of purchase. Aaa B B } 732,658
As of June 30, 2005, the City had the following investments and maturities:
L AAA - 26,827,888 1,005,222 198,614,982
ess Than 1-5 6-10
Governmental Activities Fair Value 1 Year Years Years
Total $ 12,689,389 $ 84,887,117 $ 1,005,222 $ 199,347,640
US Treasury N 12,689,389 $ 2,446,448 $ 7,583,266 $ 2,659,675
US Government Agency Securities 84,887,117 18,024,779 66,862,338 -
R« hase A, t 1,005,222 1,005,222 - - . PPN
cpurchase Agreemen Business-Type Activities:
Money Market 154,347,640 154,347,640 - -
Total-Unrestricted 252,929,368 175,824,089 74,445,604 2,659,675 US. U.S. Government Repurchase Money
Money Market 45,000,000 45,000,000 - - L.
Treasury Agency Securities Agreements Market
Total -Restricted 45,000,000 45,000,000 - -
S&P
Total Investments $ 297929368 $ 220,824,119 § 74445604 $ 2,659,675 AAA N 12,976,157 $ 395844561 § 28,442,000 $ 10,645,531
AA- - - 40,074,500 -
O Investment Maturities in Years A+ - - 9,816,154 -
AN A- - - 14,924,000 -
)} Less Than 15 610 Over 10
Business Type Activities Fair Value 1 Year Years Years Years Moodys
Aaa - 58,288,152 - 38,010,950
Money Market $ 54,216,611 $ 54,216,611 - - -
Aa3 - - - 1,014,385
Total-Unrestricted 54,216,611 54,216,611 - - - - - - -
Not Rated - - - 493,498,964
US Treasury 12,976,157 12,976,157 - - -
US Government Agency Sceurities 454,132,713 251440514 199,784,590 2,907,609 - Total § 12976157 § 454132713 8 93256654 S 543.169.830
Repurchase Agreement 93,256,654 42,332,654 14,924,000 - 36,000,000
Money Market 488,953,219 488,953,219 - - - Concentration of Credit Risk
Total -Restricted __1,049,318,743 795,702,544 _ 214,708,590 2907.609 36,000,000 ) o . . . o o
Concentration of credit risk is the risk of loss attributed to the magnitude of the city’s investment in a single issuer. The
Grand Total § 1103535354  $849.919.155 $214708590 S 2907609 S 36.000,000 city’s pollc}; specifies a nun}bgr of lm'n'tatmns to minimize concentration of credit risk 1nclude4 prohibiting investing
more than 5% of the portfolio in securities (excluding U.S. government, mutual funds, external investment pools, and
Credit Risk other pooled investments) of any one issuer. More than 5% of the primary government’s investments are in Federal
Home Loan Bank, Federal Home Loan Mortgage, and Federal National Mortgage Association. These investments are
The City’s investment policy complies with state law which limits its investments in commercial paper, mutual funds and 18.5%, 6.1%, and 13.9%, respectively, of the primary governments investments.
external investment pools which purchase commercial paper to the top two rating classifications issued by two nationally
recognized statistical rating organizations (NRSROs). b.  Fiduciary Activities

The Fiduciary activities consist of the Pension funds (General Retirement System and Police and Fire Retirement

As of June 30, 2005, the City’s investments have the following ratings: System) and Other Employee Benefit and Agency Funds.

70 (Continued)
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June 30, 2005 June 30, 2005
Investment Maturities (in years)
Less than 1 1-5 6-10 More than 10
$14,431,714 $75,458,000 $20,558,190 $19,027,124
Mortgage Backed - 270,134 2,174,714 51,926,865
The Pension Funds are authorized to invest in obligations of the U.S. government or its agencies, certificates of deposit, Collateralized Mortgage Obligation 24,833,936 - - - 24,833,936
savings and depository accounts of insured institutions, commercial paper of certain investment quality, repurchase Carporate 439,208,985 23,656,048 187,021,254 143,788,865 84,742,818
agreements, banker’s acceptances, mutual funds of certain investment quality, equity securities and investment pools Yankee Bonds 12,463,030 N 1,231,416 315,066 10,916,548
; Non-U.S. Fixed Income 31,155,584 3,979,259 15,788,814 8,525,486 2,862,025
authorized by state law. Convertible Bonds 8204.662 149,044 1,020,885 - 7.034.733
Treasury Bills 3,439,095 3,439,095 - - -
Custodial Credit Risk of Bank Deposits Mortgages 19,331,504 - - - 19,331,504
Construction Loans 62,621,015 51,305,516 11,315,499 - -
Custodial credit risk is the risk that in the event of bank failure, the Pension Funds’ deposits may not be returned by the Total 785,104,552 96,960,676 292,106,002 175,362,321 220,675,553
bank. The Pension Funds do not have a deposit policy for custodial credit risk. At June 30, 2005, the General
Retirement System and Police and Fire Retirement System had deposits of $11,267,228 and $9,672,771, respectively, Credit Risk
that were exposed to custodial credit risk as they were uninsured and uncollateralized. State law limits investments in commercial paper to the top two ratings issued by nationally recognized statistical rating
organizations. The system has no investment policy that would further limit its investment choices.
Custodial Credit Risk of Investments
As of June 30, 2005, the Pension Funds’ investments have the following ratings:
Custodial credit risk is the risk that, in the event of failure of the counterparty, the Pension Funds will not be able to
recover the value of its investments or collateral securities that are in the possession of an outside party. The Pension General Retirement System
Funds do not have a policy for custodial credit risk. As of June 30, 2005, the Pension Funds had no investments subject
to custodial credit risk. ___ s& _ Moody
Amount Rating Amount Rating
Interest Rate Risk 227,955 A 3,609,067 Al
2,184,833 A+ 10,746,815 A2
(@] Interest rate risk is the risk that, over time, the value of investments will decrease as a result of a rise in interest rates. 275,673 A-l+ 2448851 A3
A The pension funds’ investment policy does not restrict investment maturities. 89.828  AA 1,682,295 AAL
Q 542,621  AA- 3,530,682 AA2
152,974  AA+ 914,947 AA3
As of June 30, 2005, the Pension Funds had the following investments and maturities: 11,684,542 AAA 246,131,696 AAA
L 3,255,949 B 18,169,725 Bl
Investment Maturities (in years) 380,147 B- 21.017.424 B2
General Retirement System Fair Value Less than 1 1-5 6-10 more than 10 4,625,130 B+ 25,387,322 B3
Asset Backed 83,953,543 753,194 59,361,622 1,252,924 22,585,803 1.061.020 BB 0453732 BAI
CMO 24,876,956 - 799,965 272,038 23,804,953 60,738  BB- 15,725,284 BA2
Corporate Bonds 231,628,740 15,904,350 82,989,282 118,588,374 14,146,734 2,822,961 BB+ 15,975,582 BA3
FHLMC 24,969,252 - 1,247,691 2,044,374 21,677,187 1,764,783  BBB 6,043,284 BAA1
FNMA 69,064,833 - 1,938,653 2,844,399 64,281,781 239,755 BBB+ 9,005,332 BAA2
GNMA 4,743,387 - 534,423 204,094 4,004,870 104,162 b 11,01 ;:ggg BACA3
Government Issues 509,386,179 28,110,142 452,530,960 8,833,505 19,911,572 3598138 CA
Municipals 702,496 653,242 49,254 - - 11,218,333 CAA1
Foreign Government Issues 33,112,342 4,028,477 6,725,441 19,353,419 3,005,005 4,612,680 CAA2
STIF-Type Instrument 797,103,222 89,304,981 - - 707,798,241
Mortgages 46,263,663 31,383,209 14,880,454 - -
Construction loans 23,920,529 15,305,065 8,615,464 - -
Private Placement 5,000,000 - 5,000,000 - -
Total 1,854,725,142 168,785,116 28,495,918 19,353,419 710,803,246
73 (Continued)
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Mortgage Backed - -

Collateralized Mortgage Obligations - x 9.155 - - - - - - -
Corporate - 12,403 19,150 130,774 127,786 52,032 68.657 18,424 9.504
Yankee Bonds - - - 3,148 6,618 1,757 940 - -
Non-U.S. Fixed Income - - - 6,384 14,739 2,934 3.037 4,061 -
Convertible Bonds - - 885 - 1,829 2,635 753 1,950 153
Treasury Bills - - 3430 - E - - -
Mortgages - - - - - - - - - 19332
Construction Loans - - - - - - - - - 62,621
Total s 82480 § 73374 $ 69,077 $ 26490 § 150490 5 9973 § 5 s 75.608 $ 18424 S 91,610

Quality Ratings of TSY and AGY have been assigned by The Bank of New York
Foreign Currency Risk

Foreign currency risk is the risk that an investment denominated in a foreign currency could lose U.S. dollar value because of
changes in foreign currency exchange rates. State law and the city’s investment policy do not permit investments in foreign
currency. However, the General Retirement System and Police and Firemen Retirement System (Pension Funds) do not
restrict the amount of investments in foreign currency. Their foreign currency investments are as follows:

Cash and
Corporate Cash Government

Equity Bonds  Equivalents  Securities Derivative
Australian Dollar $ 7595112 8 - 0§ 163535S 8282550 $ -
Brazilian Real - - 3,992 - -
British Pound Sterling 41,313,013 - 15562280 3,005,005  (3271)
Canadian Dollar 1,811,619 - 31272 9,893,994 9,486
Danish Krone 2,689,232 - 49,056 - -
Euro Currency 84,064,927 - 2165338 8040295 (11,791)
Hong Kong Dollar 2,944,461 - 51,139 - (1,868)
Hungarian Forint 3,169,711 - - - -
Indionesian Rupiah 534,819 - 3,616 - -
Japanese Yen 45,406,763 - 7,100,605 6,384 (11,491)
Malaysian Ringgit 621 - - - -
Mexican Nuevo Peso 938,989 - 11,277 34,180 -
New Russian Ruble - - 2 - -
New Zealand Dollar 297,023 1,374,483 3,752 1,360,650 -
Norwegian Krone 6,246,851 - 12,685 - -
Philippine Peso 168,797 - 2,229 -
Polish Zloty 6,901,247 - - 5,003,345 -
Singapore Dollar 1,578,579 - 16,976 4,028,477 (1,216)
South African Rand 537,065 - 9,615 - -
South Korean Won 2,247,933 - 272 - -
Swedish Krona 12,071,842 - 430,400 - (1.385)
Swiss Franc 16,031,622 - 535,465 - -
Thai Baht 22,541 569 -

$ 236,572,767 S 1,374,483 $ 12,154,075 S 39,654,880 $ (21,536)

74 (Continued)

the provisions of a securities lending authorization agreement, the Pension Funds lend
for collateral that will be returned for the same securities in the future. The Pension
ities lending program and receives cash, government securities, or irrevocable bank
letters of credit as collateral. The custodial banks do not have the ability to pledge or sell collateral securities unless the
borrower defaults. Borrowers are required to deliver collateral for each loan equal to not less than 100 percent of the market
value of the loaned securities.

The Pension Funds did not impose any restrictions during the fiscal year on the amount of loans made on its behalf by the
custodial bank. There were no failures by any borrowers to return loaned securities or pay distributions thereon during the
fiscal year. Moreover, there were no losses during the fiscal year resulting from a default of the borrowers or custodial bank.

The General Retirement System had lent no securities to broker-dealers or banks.

The Police and Fire Retirement System and the borrower maintain the right to terminate all securities lending transaction on
demand. The cash collateral received on each loan was invested together with the cash collateral of other lenders in an
investment pool. The average duration of this investment pool as of June 30, 2005 was 27 days. Because the loans are
terminable on demand, their duration did not generally match the duration of the investments made with cash collateral. On
June 30, 2005, the Police and Fire Retirement System had no credit risk exposure to borrowers. The collateral held and the
fair market value of underlying securities on loan for the Police and Fire Retirement System as of June 30, 2005 was
$1,103,131,232 and $1,072,327,690, respectively.

Other Employee Benefit and Agency Funds

State laws authorize the City to make deposits in the accounts of federally insured financial institutions. Cash held by fiscal
agents or by trustees is secured in accordance with the requirements of the agency or trust agreement.

The City is authorized to invest in obligations of the U.S. government or its agencies, certificates of deposit, savings and
depository accounts of insured institutions, commercial paper of certain investment quality, repurchase agreements, banker’s
acceptances, mutual funds of certain investment quality, and investment pools authorized by state law.

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that in the event of bank failure, the Other Employee Benefit and Agency funds (Other Funds)
deposits may not be returned by the bank. The City does not have a deposit policy for custodial credit risk. At June 30, 2005,
the Other Funds had deposits of $13,811,612 that were exposed to custodial credit risk as they were uninsured and
uncollateralized.

Custodial Credit Risk of Investments

Custodial credit risk is the risk that, in the event of failure of the counterparty, the Other Funds will not be able to recover the
value of its investments or collateral securities that are in the possession of an outside party. The City does not have a policy
for custodial credit risk. As of June 30, 2005, the Other Funds had no investments subject to custodial credit risk.

Interest Rate Risk

Interest rate risk is the risk that, over time, the value of investments will decrease as a result of a rise in interest rates. The
City’s investment policy does not specifically restrict investment maturities other than commercial paper, which can only be
purchased with a 270-day maturity. The City policy minimizes interest rate risk by requiring that the Fund attempt to match its
investments with anticipated cash flow requirements. Unless related to a specific cash flow, the City is generally not permitted
to directly invest in securities maturing more than 10 years from original date of purchase.

75 (Continued)
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As of Jung 30, 2005, the Other Funds had the followirgnv

4 Wioo 354,890

Mutual Funds 18,429,867 18,429,867

U.S. Gov't Agency Securities 39,733 39,733
Equity 4,436,139 4,436,139

Total-Unrestricted 57,260,629 57,260,629
Restricted-Mutual Funds 2,200,862 2,200,862
Grand Total $ 59,461,491 $ 59,461,491

Credit Risk

The City’s investment policy complies with state law which limits its investments in commercial paper, mutual funds and
external investment pools which purchase commercial paper to the top two rating classifications issued by two nationally
recognized statistical rating organizations (NRSROs).

As of June 30, 2005, the Other Funds investments in debt securities are with money market funds and mutual funds, which
have no rating.

¢. Component Units
School District of the City of Detroit.

State statues and the School District of the City of Detroit (School District) investment policy authorize the School District to
make deposits in the accounts of federally insured banks, credit unions, and savings and loan associations that have offices in
Michigan. The School District is allowed to invest in U.S. Treasury or agency obligations, U.S. government repurchase
agreements, bankers’ acceptances, commercial paper rated prime at the time of purchase that matures not more than 270 days
after the date of purchase, mutual funds, and investment pools that are composed of authorized investment vehicles. The
School District deposits are in accordance with statutory authority.

The School District has designated three banks and one credit union for the deposit of its funds.

The investment policy adopted by the School District has authorized investments as listed in the State statutory authority as
listed above.

The School District’s cash and investments are subject to several types of risk, which are examined in more detail below:

Custodial Credit Risk of Bank Deposits — Custodial credit risk is the risk that in the event of a bank failure, the School
District’s deposits may not be returned to it.  The School District’s investment policy requires that financial institutions be
evaluated and only those with an acceptable risk level are used fro the School District’s deposits for custodial credit risk. At
year end, the School District’s deposit balance of $9,098,466 had $8,880,646 of bank deposits (certificates of deposit,
checking and savings accounts) that were uninsured and uncollateralized.

Custodial Credit Risk of Investments — Custodial credit risk is the risk that, in the event of the failure of the counterparty, the
School District will not be able to recover the value of its investments or collateral securities that are in the possession of an
outside party. The School District’s policy for custodial credit risk states that custodial credit risk will be minimized by
limiting investments to the types of securities allowed by state law, and by pre-qualifying the financial institutions,
broker/dealers, intermediaries, and advisors with which the School District will do business using the criteria established in the
investment policy. The School District does not have investments with custodial credit risk.

Interest Rate Risk — Interest rate risk is the risk that the value of investments will decrease as a result of a rise in interest rates.

The School District’s investment policy does not restrict investment maturities, other than commercial paper which can only

be purchased with a 270-day maturity. The School District’s policy minimizes interest rate risk by requiring the structuring
76 (Continued)
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o

ies mature to meet cash requirements for ongoing operations, thereby avoiding the need
investing operating funds primarily in shorter-term securities, liquid asset funds,
investment pools and limiting the average maturity in accordance with the School

Credit Risk — State law limits investments in commercial paper to the top two ratings issued by nationally recognized
statistical rating organizations. The School District’s investment policy does not further limit it investment choices.

At year-end, the maturities of investments and the credit quality ratings of debt securities (other than the U.S. government) are
as follows:

Investment Fair Value Maturities _Rating. Rating Organization

Federal Home Loan Mortgage Corporation Discount Note S 15,043,980 7/5/12005 AAA S&P
Bank America Tri Party Repurchase Agreement 70,000,000 7/1/2005 AAA S&P
Goldman Sachs Tri Party Repurchase Agreement 21,000,000 7/1/2005 AAA S&P
Morgan Stanley Tri Party Repurchase Agreement 70,000,000 7/1/2005 AAA S&P
ING US FDG LLC Commercial Paper 1,994,380 8/1/2005 Al/P1 S&P/Moody's
JP Morgan US Government Money Market Fund Capital Class 82,980,549 N/A AAAm/Aaa S&P/Moody's
Dreyfus C ion Dreyfus G Cash 871,449 N/A N/A Not Rated
Citicorp Discount Commercial Paper 1,996,760 7/19/2005 Al/P1 S&P/Moody's
AIG FDG Inc Discount Commercial Paper 8,693,451 7/22/2005 Al/PL S&P/Moody's
Ciesco LLC Discount Commercial Paper 6,287,778 7/22/2005 Al/PL S&P/Moody's
Citigroup Global Markets Holdings Inc. Discount Commercial Paper 5,487,075 7/27/2005 Al/P1 S&P/Moody's
General Electric CAP Corporation Discount Commercial Paper 1,994,380 8/1/2005 Al/PL S&P/Moody's
ING US FDG LLC Discount Commercial Paper 12,963,470 8/1/2005 Al/P1 S&P/Moody's
Barclays US FDG LLC Discount Commercial Paper 5,866,193 8/31/2005 Al/P1 S&P/Moody's
Barclays US FDG LLC Discount Commercial Paper 4,968,950 9/6/2005 Al/P1 S&P/Moody's
'UBS Financial Del LLC Discount Commercial paper 3,776,098 9/6/2005 Al/PT S&P/Moody's
Citigroup Global Markets Holdings Inc. Discount Commercial Paper 4,968,100 9/7/2005 Al/P1 S&P/Moody's
Dexia Del LLC Discount Commercial Paper 4,669,450 9/9/2005 Al/PL S&P/Moody's
Federal Home Loan Bank Discount Note 8,990,100 7/13/2005 AAA S&P
Federal National Mortgage Association Discount Note 9,862,313 7/15/2005 AAA S&P
Federal Home Loan Bank Discount Note 8,989,200 7/15/2005 AAA S&P
Federal National Mortgage Association Discount Note 4,982,000 8/10/2005 AAA S&P
Federal Home Loan Mortgage Corporation Medium Term Note 2,000,160 10/7/2005 AAA S&P
Federal Home Loan Bank Discount Note 5,443,900 10/18/2005 AAA S&P
Amstel Funding Corporation Commercial Paper 250,200 7/15/2005 Al/P1 S&P/Moody's
Asset One Sec LLC Commercial Paper 250,495 7/8/12005 Al/P1 S&P/Moody's
Atlantis One Funding Commercial Paper 246,340 8/11/2005 Al+/P1 S&P/Moody's

Funding Ci ion C ial Paper 246,373 11/9/2005 Al/PL S&P/Moody's

Funding Ci ion C ial Paper 319,970 7/1/2005 Al/P1 S&P/Moody's
Coca-Cola Company Commercial Paper 198,598 7/5/12005 Al/P1 S&P/Moody's
Coop Association Tractor Commercial Paper 98,931 7/25/2005 Al/PL S&P/Moody's
Coop Association Tractor Commercial Paper 390,884 9/27/2005 Al/P1 S&P/Moody's
Dealers Capital Access Commercial Paper 147,704 10/12/2005 Al1/P1 S&P/Moody's
Edison Asset Securitization Commercial Paper 245,940 10/3/2005 Al+/P1L S&P/Moody's
Fairway Finance Corporation Commercial Paper 246,663 7/7/2005 Al/P1 S&P/Moody's
Fairway Finance Corporation Commercial Paper 245,884 11/7/2005 Al/P1 S&P/Moody's
GE Capital Corporation Commercial Paper 118,470 7/1/2005 Al+/P1 S&P/Moody's
GE Capital Corporation Commercial Paper 197,314 9/8/2005 Al+/P1 S&P/Moody's
Starbird Funding Corporation Commerical Paper 248,729 8/10/2005 Al/PL S&P/Moody's
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Windmill

Repurchase agreement 5,677,299 7/1/2005 Not rated
MILAF MIMAX 1.057.506 N/A AAAm

Total investments § 375,182,051

Concentration of Credit Risk — The School District places no limit on the amount the School District may invest in any one
issuer. The School District’s policy minimizes concentration of credit risk by requiring diversification of the investment
portfolio so that the impact of potential losses from any one type of security or issuer will be minimized. More than 5 percent

of the School District ‘s investments are invested in the following.

Percentage of

Investment Fair Value Total
JP Morgan US Government Money Market Fund Capital Class $ 82,980,549 22.12%
Bank America Tri Party Repurchase Agreement 70,000,000 18.66%
Morgan Stanley Tri Party Repurchase Agreement 70,000,000 18.66%
Goldman Sachs Tri Party Repurchase Agreement 21,000,000 5.60%
Federal Home Loan Bank Discount Note 23.423.200 6.24%
Total $ 267.403,749 11.27%

2. Other Receivables: Other receivables in the statement of net assets for governmental activities are shown in the
aggregate. The following details the other receivable balance at June 30, 2005:

@]
(IJ] Other
o General Governmental Total
Estimated Withheld Income
Tax Receivable $ 28,381,590 § — S 28,381,590
Trade Receivables 21,342,143 1,236,024 22,578,167
Land Contracts Receivable 4,672,578 — 4,672,578
Property Taxes 58,093,679 20,478,737 78,572,416
Income Taxes 38,617,652 — 38,617,652
Special Assessments 25,697,431 347,225 26,044,656
Interest and Penalties 5,685,000 2,005,000 7,690,000
Utility Users Tax 6,241,469 — 6,241,469
Due from Fidiciary Funds 4,910,736 — 4,910,736
Allowance for Doubtful Accounts (136,611.870) (17.091,532) (153,703,402)
Total Other Receivables, Net $ 57,030,408 § 6,975,454 $ 64,005,862

3. Due from/to Other Governmental Agencies: Due from/to other governmental agencies consists primarily of sales and
charges for services to/from the County, the State, and the Federal Government.

4. Interfund Receivables and Payables: During the course of operations, numerous transactions occur between the City
funds for goods provided and services rendered and for the reimbursement of expenditures. Related interfund
receivables and payables are classified as “due from other funds™ and “due to other funds” on the Balance Sheet and
Statement of Net Assets and will be settled within one year. Interfund receivables and payables at June 30, 2005 are as
follows:
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Auto Non-Major
Water Parking  Proprietary  Fiduciary
Fund Fund Fund Funds Total

- § 14819187 § 4707202 § 10781506 $ 17378010 § 538137 $  21L119 S 4910736 § 53345897

5176131 1,189209 — — 2652 27333 — — 669,195
49242046 — — - 54783681 - - - 104026627

560346 200086 — — — — — — 760432

34037321 18108 59238140 168056 — — — — 93624597

364374 25179 — — — — 8 — 389636

1430941 — — — — — — — 1430941

Fiduciary Funds 71335032 — 26238 — — — — — 71597414
Total S 162147001 $ 16414741 $ 64207724 § 10949562 $ 72398213 § 565470 § 211202 S 4910736 S 331804739

5. Advances: Advances represent interfund receivables and payables that will not be paid within one year. Advances
between funds at June 30, 2005 are as follows:

Receivable Fund Amount Payable Fund Amount
Detroit Workforce Development Department (Non-
General Fund $ 12,692,005~ Major Governmental Fund) $ 145,674
Capital Projects Fund (Non-Major Governmental
Fund) 850,000
$ 12,692,905 Transportation Fund (Proprietary Fund) 10,447,231
Automobile Parking Funds (Proprietary Fund) 1,250,000

$ 12,692,905

6. Transfers: During the course of the fiscal year transactions occur between the City funds for operating subsidies. Related
interfund receipts and disbursements are classified as “transfers in” and “transfers out” on the Statement of Revenues,
Expenditures/Expenses, and Changes in Fund Balance/Net assets. The transfers are routine and consistent with the
activities of the funds. Transfers between funds at June 30, 2005 are as follows:

Tranfers In
Non-major Automobile Non-major
General Governmental Transportation Parking Enterprise
Fund Funds Fund Fund Fund Total

Transfers Out

General Fund N -8 47,065,747 S 77441898 § 9575006 $ 2,568402 $ 136,651,053
Non-Major Govemmental 33,051,546 60,958.496 - - - 94,010,042

$ 33051546 § 108024243 § 77441898 § 9575006 $  2,568402 $ 230,661,095

The General Fund transferred $136.6 million to other funds. The largest transfer was made to the Transportation Fund for
$77.4 million to maintain bus operations. The General Fund also transferred $38.8 million to the Debt Service Fund for
principal and interest payments. A transfer of $9.6 million was made to the Automobile Parking Fund to support operations
due the union lockout in effect for the 2004-2005 NHL hockey season.

The Non-Major Governmental Funds transferred $94 million to other funds. The Debt Service Fund transferred $37.5
million of unspent bond proceeds to the Capital Projects Fund to be reserved for the future Cobo Hall construction costs.
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d Local Street Fund transferred $3§3 million

Beginning Ending
Balance Additions Retirements Balance
Governmental Activities:
Non-Depreciable Assets:
Land $ 355,511,574 $ 27,536,453 $ (34,400) $ 383,013,627
Works of Arts 29,788,133 - - 29,788,133
Construction in Progress 153,106,957 75,251,114 (21,360,725) 206,997,346
Total Non-Depreciable Assets 538,406,664 102,787,567 (21,395,125) 619,799,106
Depreciable Assets:
Buildings and Improvements 698,160,966 106,885,999 (3,671,389) 801,375,576
Machinery and Equipment 377848919 34,168,607 (4.287.368) 407,730,158
Infrastructure 767,336,917 60,064,260 - 827,401,177
Total Depreciable Assets 1,843,346,802 201,118,866 (7.958,757) 2,036,506,911
Less Accumulated Depreciation for :

Buildings and Improvements 263,325,399 31,805.821 (183.754) 294,947,466
Machinery and Equipment 297,444,161 22,770,003 (4,258,367) 315,955,797
Infrastructure 626,934,101 15,425,818 - 642.359.919
Total A D 1,187,703,661 70,001,642 (4,442,121) 1,253,263,182

Governmental Activities
Capital Assets, Net $  1,194,049,805 S 233,904,791 $ (24911,761) $  1,403,042.835

Depreciation Expense was charged to the Governmental functions as follows:

Public Protection $ 12,196,755

Health 1,830,351

Education 109,285

Recreation and Culture 9,286,687

O Economic Development 18,376,250
(IJ] Housing Supply and Condition 191,925
— Physical Environment 23,015,059
Development and Management 4,995,330

Total: $ 70,001,642
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Bus pe Activit
% Beginning Ending
ds: Balance Increase Decrease Balance
Sewage Disposal Funds
Non-Depreciable Assets:
Land and Land Rights 13,876,751 -3 - 8 13,876,751
Construction in Progress 1,203.738.078 439,665,001 (423.417,016) 1.219,986.063
‘Total Non-Depreciable Assets 1,217,614.829 439,665,001 (423.417,016) 1,233,862,814
Depreciable Assets:
Buildings and Structures 891,488,855 252,665,492 (239.425) 1,143.914,922
Sewer Lines 532,455.750 10,313,939 - 542,769,689
Machinery, Equipment and Fixtures 572,095371 136,220,745 (284,257) 708,031,859
Total Depreciable Assets 1,996,039,976 399,200,176 (523,682) 2,394,716470
Total Capital Assets 3.213.654.805 838,865,177 (423.940.698) 3.628.579.284
Less Accumulated Depreciation:
Buildings and Structures 227.878.813 24,164,324 (213,185) 251,829,952
Sewer Lines 96,278,191 5,635,113 - 101,913,304
Machinery, Equipment and Fixtures 313414031 14.253.879 (283.451) 327.384.459
Total De 637,571,035 44.053.316 (496.,636) 681,127,715
Net Capital Assets 2,576,083.770 794.811.861 § (423.444062) § 2.947.451,569
Transportation Fund:
Non-Depreciable Assets:
Land and Land Rights 4,114,574 - 8 -8 4,114,574
Construction in Progress 4,699.876 3,892,509 (3,541.,604) 5,050,781
Total Non-Depreciable Assets 8,814,450 3,892,509 (3,541,604) 9,165,355
Depreciable Assets:
Buildings and Structures 65,498,463 4.411,792 - 69.910,255
Machinery, Equipment and Fixtures 48,489,640 2,240,984 - 50,730,624
Vehicle and Buses 148,970,549 32,227,735 (14.361,222) 166,837,062
Total Depreciable Assets 262,958,652 38,880.511 (14.361,222) 287.477.941
Total Capital Assets 271,773,102 42.773.020 (17.902.826) 296.643.296
Less Accumulated Depreciation:
Buildings and Structures 45,764,174 1,377.739 - 47,141.913
Machinery, Equipment and Fixtures 28,840,860 3412179 - 32,253,039
Vehicle and Buses 66,682,027 12,129,304 (14.361,223) 64,450,108
Total D 141,287.061 16,919,222 (14.361,223) 143,845,060
Net Capital Assets 130,486,041 25853798  § (3.541,603) § 152,798.236
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Business-type Activities (continued)
Beginning Ending
Balance Increase Decrease Balance
Land and Land Rights $ 6,527,438 6,527,438 Land and Land Rights S 5169374 S -8 - $ 5,169,374
Construction in Progress 679,745,387 171,715,631 (433,433,858) 418,027,160
Total Non-Depreciable Assets 686,272,825 171,715,631 (433.433.858) 424,554,598 Total Non-Depreciable Assets 5,169,374 - - 5,169,374
. Depreciable Assets:
Depreciable Assets:
Land Improvements 96,834,157 6,489,620 - 103,323,777 I];a'.‘l‘z.lmp_rvw;";ems ) g’g%g’;;g 581486 ) i’g:g’;;i
Buildings and Structures 453,406,152 254,440,499 - 707,846,651 u h?"g* and Structures 92031 PSS - 064
Water lines 689,057,547 25,799,056 B 714,856,603 Machinery, Equipment and Fixtures 1,729,316 1326 - 1,770,6
Machinery, Equipment and Fixtures 492,782,490 138,004,268 (151,748) 630,635,010 Vehicle and Buses 1,482,115 94.663 - 1.576.778
Total Depreciable Assets 1,732,080,346 424,733,443 (151,748) 2,156,662,041 Total Depreciable Assets 16,504,436 717,474 - 17,221,910
Total Capital Assets 2,418353,171 596,449,074 433,585,606 2,581216,639 )
otal faptal Assets : ¢ ) Total Capital Assets 21,673,810 717.474 - 22,391,284
Less Accumulated Depreciation: N
Land Improvements 55,574,268 1,935,202 . 57,509,470 Less Accumulated Depreciation:
Buildings and Structures 172,328,105 7,660.215 - 179,988,320 Land Improvements 5,958,411 167,098 - 6,125,509
Water Lines 246,104,133 9,566,224 (193,610) 255,476,747 Buildings and Structures 4,078,141 43,462 - 4,121,603
Machinery, Equipment and Fixtures 173,646,239 22,367,967 (125,379) 195,888,827 Machinery, Equipment and Fixtures 1,437,656 80,809 - 1,518,465
Total Depreciati 647,652,745 41,529,608 (318,989) 685,863,364 Vehicle and Buses 630,554 101,719 - 732,273
Net Capital Assets $ 1770700426 S 554,919.466 S (433.266,617) S 1.892.353.275 Total Accumulated Depreciation 12,104,762 393,088 - 12,497,851
Net Capital Assets $ 9,569,048 S 324386 $ - $ 9,893,434
Automobile Parking Fund:
Non-Depreciable Assets:
Land and Land Rights $ 7014113 $ - s - s 7,014,113
Construction in Progress 5,858,056 1,282,871 (6,636,744) 504,183
Total Non-Depreciable Assets 12,872,169 1,282,871 (6,636,744) 7,518,296
(@] Depreciable Assets:
n Land Improvements 214,908 - - 214,908
N Buildings and Structures 199,088,852 8,199,660 - 207,288,512
Machinery, Equipment and Fixtures 2,339,055 51,251 - 2,391,206
Total Depreciable Assets 201,643,715 8250911 - 209,894,626
Total Capital Assets 214,515,884 9533782 - (6,636,744) 217,412,922
Less Accumulated Depreciation: -
Land Improvements 166,368 10,745 - 177,113
Buildings and Structures 105,978,636 6,103,469 - 112,082,105
Machinery, and Fixtures 1,755,641 172,944 - 1,928,585
Total Depreciati 107,900,645 6287,158 - - 114,187,803
Net Capital Assets § 106615239 S 3246624 $ - S (6,636744) S 103,225,119
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City of Detroit, Michigan
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2005

ue represents revenue received, but for which the revenue recognition criteria have
enues are deferred until such time as the revenue recognition criteria are met.

e from/to component units consists of sales, charges for services, and property tax

Land and Land Rights $ 55,427,603 § 14,394,596  § (10,600) § 69.811,599 and DTC
Construction in Progress 432,500,072 15,192,146 (702,667) 446,989,551 B. LIABILITIES
Total Non-Depreciable Assets 487,927,675 29,586,742 (713,267) 516,801,150
1. Commitments and Contingencies
Depreciable:
Buildings and Structures 1,009,762,305 139,599,832 (5,171,000 1,144,191,137 a. Lawsuits and Claims: The City is a defendant in numerous lawsuits and is also subject to other claims. It has been the
Land Improvements 63,406,679 38,037,657 — 101,444,336 City’s experience that lawsuits and claims are often settled for amounts less than the stated demand. While it is not possible
Buses and Other Vehicles 43313,438 8,746,862 (7.350,000) 44,710,300 to determine the final outcome of these lawsuits and claims exactly, the City and its Legal Department have estimated that
Machinery, Equipment, and Fixtures 166,063,632 30,591,220 (14,992) 196,639,860 the liability for all such litigation and claims approximates $116.5 million for governmental activities.
Total Depreciable Assets 1,282,546,054 216,975,571 (12.535.992) 1:486,985,633 b. Grant Audits: Several of the City’s funds participate in a number of federally assisted grant programs, principally, the
Total Capital Assets 1,770,473,729 246,562,313 (13,249.259) 2,003,786,783 Community Development Block Grant, Low Income Housing Subsidies, Head Start, Job Training Partnership Act, DDS
Work First/Edge, and Substance Abuse Programs. These programs are subject to program compliance audits by the
Less Accumulated Depreciation: grantors or their representatives. The audits of these programs prior to and/or including the year ended June 30, 2005 have
Building and Structures 339,377,994 26,409,305 (1,180,711) 364,606,588 not been conducted and/or completed. Accordingly, the funds’ compliance with applicable grant requirements will be
Land Improvements 10,918,892 3,748,108 — 14,667,000 established at some future date. The amount, if any, of expenditures that may be disallowed by the granting agencies
Buses and Other Vehicles 27,172,099 3,791,281 (7,350,000) 23,613,380 cannot be determined as of June 30, 2005. Since the City believes such adjustments, if any, will not be material, no
Machinery, Equipment, and Fixtures 37,963,026 27,530,654 (2,415) 65,491,265 provision for possible adjustments has been made.
Total Accumulated Depreciation 415,432,011 61,479,348 (8,533,126) 468,378,233

¢. Detroit Housing Commission Grant Audits (DHC): Effective July 1, 2003, the City changed its presentation of the DHC
Net Capital Assets $ 1,355,041,718 § 185,082,965 $  (4,716,133) $  1,535,408,550 to a discretely presented component unit of the City. In April of 2003, HUD issued a Management Review of the Detroit
Housing Commission. This report outlined questioned costs and unsupported expenses amounting to $14,236,946. These
amounts are summarized below:

Other Component Units:

a Non-Depreciable Assets:
| Land and Land Rights $ 38,032,013 $ — 3 — 8 38,032,013 Grant Name Amount
9,1 Works of Art 3,216,175 — — 3,216,175
W Construction in Progress 29,507,376 673,354 (23,909,560) 6,271,170 Low Income Housing Grant S 5,722,600
Total Non-Depreciable Assets 70,755,564 673,354 (23,909.560) 47,519.358 PHDEP 5,359,891
. Capital Projects Grant 4,577,932
Depiem:ble;i Leasehold I 188,444 188,444 Total 15,660,423
and an easehol [mprovements X — — X .
Buildings and Structures 236,345,291 . . 236,345,291 Less: Amount not drawn down
Facility and Steamline 513,623,297 - - 513,623,297 from HUD 1,423,477
Machinery, Equipment and Fixtures 300,137,378 13,578,861 (128,019) 313,588,220
Vehicles and Buses 383,024 — — 383,024 $ 14,236,946
Total Depreciable Assets 1,050,677,434 13,578,861 (128,019) 1,064,128,276
Total Capital Assets 1,121,432,998 14,252,215 (24,037,579) 1,111,647,634 On May 16, 2001, the HUD Office of the Inspector General issued an Audit report concerning the HOPE VI Program. The
Less A lated D. - $14.836.000 27264368 542,100,368 report outlined $18,291,476 in questioned costs due to HUD. Due to on-going negotiations, the balance of this liability is
ess Accumulated Depreciation 836, 204 — 100, $6,480,057 at June 30, 2005.
Net Capital Asset: N 606,596,998 13,012,153 24,037,579 569,547,266 P . . N
ot apiial fssets s { ) $ _C )_$ These liabilities were incurred while the DHC was reported as a department of the City; therefore, both of the contested
amounts of $14,236,946 and $6,480,057 have been recorded in the City’s government-wide financial statements. The City
is in the process of vigorously defending these questioned costs.

d. Rate Matters: The Sewage Disposal Fund is a party to certain challenges and disputes related to its wastewater treatment
rates by various groups and governmental entities. The challenges address the reasonableness of the overall revenue
requirement to be attained, certain cost allocation methods, and ultimate amounts billed. Settlement discussions are ongoing
and the ultimate resolution is not currently known.
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f.

=

Greater Detroit Resource Recovery Authority (GDRRA): In 1991, the GDRRA sold its waste-to-energy facility to
private investors in a sale-leaseback transaction for $634.9 million. The purchase price was paid with $127 million in cash,
mortgage notes of $342.7 million, and future assumption of revenue bonds payable in the amount of $165.2 million. The
purchasers agreed to lease the facility to an outside contractor for an initial lease term of 18 years. The outside contractor
will continue to operate the facility under a supplemental operating agreement with the GDRRA, which results in the
GDRRA assuming most of the lease obligations. Upon expiration of the initial lease term, the GDRRA has options to
renew the lease or to repurchase the facility. The City, under the supplemental service contract, has agreed to pay
supplemental tipping fees to the GDRRA sufficient to, among other things, meet these obligations. The lease payments
approximate the amortization of the mortgage notes. The cash proceeds from the sale of the facility will be reported as a
finance obligation until the GDRRA’s repurchase option is exercised or expires, at which time the gain on the sale will be
recognized. Additionally, in 1991 the GDRRA distributed $54 million of the cash proceeds to the City, which was reflected
as a reduction of the GDRRA’s equity.

Future minimum lease payments for each of the next four years for the initial lease term are as follows: 2006 —
$51,419,062; 2007 — $52,521,466; 2008 — $ 34,719,333 and 2009 — $34,719,333 (expiration year).

. Other Contingencies: The General Fund has a contingent liability for the obligations of all other City funds should such

funds be unable to generate sufficient funds to liquidate their liabilities. In particular, the Airport, Detroit Transportation
Corporation, and Transportation Fund have received varying levels of subsidy from the General Fund to fund operating
requirements.

. Construction Commitments: The City has commitments for future construction contracts. Construction in progress and

remaining commitments at June 30, 2005 are as follows:

Spent to
June 30, 2005 Remaining
Public protection $ 62,171,273 § 95,565,766
Municipal facilities 46,023,951 6,347,120
Cultural and recreational 111,813,976 7,397,933
Human services 1,288,329 2,465,326
Municipal services 1,755,560 1,089,108

S 223,053,089 § 112,865,253

Risk Management: The City is exposed to various risks of losses related to torts; theft of, damage to, and destruction of
assets; injuries to employees; and natural disasters. During fiscal 1995, the City issued $100 million of Self-insurance
Bonds, and a portion of proceeds were used to reimburse the General Fund for all of its fiscal 1995 legal judgments and
workers’ compensation claim payments ($41million). The bonds require that remaining funds be used for self-insurance
activities. The City is self-insured for losses such as workers’ compensation, legal, and disability benefits. The City
currently reports the risk management activities of non-Enterprise Funds and Transportation Fund in its General Fund.
Each fund pays insurance premiums to the General Fund based on past claims activities. Amounts remaining related to
self-insurance have been reserved. Because Transportation fund is included in the General Fund’s risk management
activities, it does not record a liability in its financial statements.

Risk management activities for the other Enterprise Funds are recorded and reported separately in those funds. The

Library, a discretely presented component unit, reimburses the City for all costs incurred related to workers compensation.
The Library records the liability in its financial statements.
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At June 30, 2005, the amount of the workers’ compensation, legal claims and judgments, and disability benefits was
ary government. The City has recognized a liability that approximated $7.0 million
for public liability and workers compensation claims that were due

lities are considered to be long-term liabilities and are recognized in the government-
y is the City’s best estimate based on available information. Changes in the reported
05 and 2004 were as follows:

(In Millions)
June 30, 2005 June 30, 2004
Balance at Beginning of Year $ 187.3 $ 178.8
Current Year Claims and Changes in Estimates 60.8 117.7
Claims Payments (66.9) (109.2)
Balance at End of Year $ 181.2 $ 187.3

Claims, expenditures, and liabilities are reported in accordance with GASB No. 10, Accounting and Financial Reporting for
Risk Financing and Related Insurance Issues (as amended by GASB No. 17), when it is probable that an asset has been
impaired or a liability has been incurred and the amount of that loss can be reasonably estimated. These losses include an
estimate of claims that have been incurred but not reported.

As a result of the issuance of the Self-insurance Bonds and the operations of the Self-insurance Reserve Fund, at June 30,
2005 the General Fund has reserved $29.2 million for the purpose of funding the City’s future claims liabilities.

Other Commitments: The City has entered into various noncancelable-operating leases for various equipment. The
commitments under such lease agreements provide for minimum annual rental payments as follows:

Fiscal Year Ending:
2006 $ 8,415372
2007 5,486,898
2008 4,716,654
2009 2,748,140
2010 1,799,707
Total Minimum Payments $ 23,166,771

Rental expense for all operating leases approximated $18.4 million for the year ended June 30, 2005.

The various bond indentures contain significant limitations and restrictions on annual debt service requirements,
maintenance of and flow of monies through various restricted accounts, minimum amounts to be maintained in various
sinking funds, and minimum revenue bond coverage.

Short-Term Revenue Anticipation Notes: In June 2005, the City issued $54,445,000 (Series 2005) in Revenue Anticipation

Notes (RANS). The notes are due on April 3, 2006 and bear interest at 4.00% per year. The notes are not subject to
redemption prior to maturity. The Notes were issued to pay necessary operating expenditures and to pay the costs of
issuance with respect to the Notes.

Long-Term Obligations

Governmental Activities:

The Michigan Constitution established the authority, subject to constitutional and statutory prohibition, for municipalities to
incur debt for public purposes. The City is subject to the Home Rule Act, Act 279 Public Acts of Michigan, 1909, as
amended, which limits the net indebtedness incurred for all public purposes to as much as, but not to exceed, the greater of
the following: (a) 10% of the assessed value of all the real and personal property in the City, or (b) 15% of the assessed
value of all the real and personal property in the City if that portion of the total amount of indebtedness incurred which
exceeds 10% is, or has been, used solely for the construction or renovation of hospital facilities.
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$1,195,000. This difference, reported in the financial statements as a deduction from bonds payable,
through the year 2018 using the straight-line method.

s being charged

In August 2004, the City issued $62,285,000 of Limited Tax General Obligation Bonds to fund the Risk Management Fund.
The bonds fully mature in April 2014, with an average yield of 4.70%.

In January 2005, the City issued $81,050,000 in Refunding Bonds that were issued to advance refund $81,230,000 of
previously issued Unlimited Tax General Obligation Bonds. The bonds fully mature in April 2011, with an average yield of
3.51%. The refunding resulted in a difference between the reacquisition price and net carrying amount of the old debt of
$180,000. This difference, reported in the financial statements as an increase to bonds payable, is being charged through
the year 2011 using the straight-line method.

In June 2005, the City issued $87,030,000 of Limited Tax General Obligation Bonds to finance capital improvement
projects. The bonds fully mature in April 2025, with an average yield of 3.24%. Refunding Bonds in the amount of
$11,785,000 were issued to advance refund $11,410,000 of previously issued Limited Tax General Obligation Bonds. The
advance refunding resulted in a difference between the reacquisition price and net carrying amount of the old debt of
$375,000. This difference, reported in the financial statements as a deduction from bonds payable, is being charged through
the year 2021 using the straight-line method.

The net savings (loss) from refundings and the related economic gains are as follows:

Series 2004 -B Series 2005-A Series 2005-B

$70,355,000 $81,050,000 $11,785,000
Cash flow requirements to service old debt $ 96,358,370 $ 96,578,645 $ 18,433,130
Less cash flow requirements for new debt 102,618,911 93,009,489 17,795,183
Net savings (loss) from refunding (6,260,541) 3,569,156 637,947
Economic Gain $ 423241 $ 2,988,078 $ 728,146

In prior years, the City defeased certain bonds by placing the proceeds of new debt in an irrevocable trust to provide for all
future debt service payments on the old debt. Accordingly, the trust account assets and the liability for the defeased debt
are not included in the City’s financial statements. The amount of defeased debt outstanding at June 30, 2005 approximated
$193.0 million.

In June 2005, the City issued Pension Obligation Certificates of Participation (POC’s) to fund certain unfunded accrued

actuarial liabilities. The Governmental Activities was allocated an obligation of $1,170,607,422 out of the total obligation
of $1,440,000,000. See the Pension Obligation Certificates of Participation Footnote B.4.F for further disclosure.
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wage Disposal Fund was $2,653,826,572 at June 30, 2005. The interest rates on the

010 6.5%. Net revenues of the Sewerage Disposal Fund are pledged to repayment of
bonds. In fiscal 2005 the Fund issued $273,355,000 of City of Detroit, Michigan Sewage Disposal System Revenue
Second Lien Bonds, Series 2005-A; $40,215,000 of City of Detroit, Michigan Sewage Disposal System Revenue Refunding
Second Lien Bonds, Series 2005-B; $63,160,000 of City of Detroit Michigan Sewage Disposal System Revenue Refunding
Second Lien Bonds, Series 2005-C. The net proceeds were used to refund a portion of the City’s outstanding Sewage
Disposal Systems Revenue Bonds and Revenue Refunding Bonds and to pay cost of issuance associated with the 2005
Bonds.

The net proceeds of the Sewage System Revenue Second Lien Bond, Series 2005-A will be used (a) to deposit into the
Construction Fund, and (b) for the payment of the related costs of issuance, including the premium for the municipal bon d
insurance.

The net proceeds of the Sewage Disposal System Revenue Refunding Second Lien Bonds, Series 2005-B were used (a) to
advance-refund $ 22,355,000 principal amount of the City’s Sewage Disposal System Senior Lien Bonds, Series 1997-A
comprised of serial bonds maturing in the year 2022; (the “Advance Refunded 1997-A Bonds”) with an average interest
rate of 5%, (b) to advance refund $ 115,000, 1999-A Sewage Disposal system Senior Lien Bonds, maturing 2011 and
$3,425,000, 1999-B Sewage Disposal System Senior Lien Bonds, maturing 2012, ( the “Advance Refunded 1999-A
Bonds™) with an average interest rate of 5.20% and 5.25% respectively, (c) to advance refund $8,215,000, 2003-A
Sewage Disposal system Senior Lien Bonds maturing 2014 and $ 8,470,000 Sewage Disposal System Senior Lien Bonds
maturing 2015 ( the Advance Refunded 2003 —A Bonds”) with an average interest rate of 5.0%, and (d) to pay the related
costs of issuance, including the premium for the bond insurance.

The proceeds of the Sewage Disposal System Revenue Refunding Second Lien Bonds, Series 2005-C will be used (a) to
advance refund $ 6,770,000 principal amount of the City’s Sewage Disposal System Senior Lien Bonds, Series 1995-A
bonds maturing in the year 2025 (the Current Refunded Bonds 1995A) with an average interest rate of 5.0% (the “Refunded
1997-A Bonds”) with an average interest rage of 5.0%, (b) to refund principal amounts of the City’s Sewage Disposal
System Senior Lien Bonds, Series 1995-B bonds with principal amounts of $ 2,400,000 maturing in the year 2008, Series
1995-B bonds with principal amounts of $ 20,410,000 maturing in the year 2015 , and Series 1995-B bonds with principal
amount of $ 36,605,000 maturing in the year 2021. ) With average interest rate of 5.25% (the “Advance Refunded Bonds™)
and, collectively with the Refunded 1995-A Bonds, the “Refunded Bonds™), and (c) for the payment of the related costs of
issuance, including the premium for the municipal bond insurance

Those refunded securities were deposited to an irrevocable trust with an escrow agent to provide for all future debt service
payments on the Currently Refunded 1995-A/B Bonds when due to and including July 1, 2005, the refunded 1997-A
Bonds, due July 1, 2007, the 1999-A bonds due January 1, 2010 and the Refunded 2003-A bonds due July 1, 2013 at 100%-
101%.

The advance refunding resulted in a difference between the reacquisition price and net carrying amount of the old debt of
$8,987,394. This difference, reported in the financial statements as a deduction from bonds payable, is being charged to
operations through the year 2024 using the straight-line method. The fund completed the advance refunding to reduce its
total debt service payments over the next 20 years and to obtain an economic gain (difference between the present values of
the old and new debt service payments) of $6,143,299.

In prior years, the Sewer Fund defeased certain bonds by placing the proceeds of new bonds in an irrevocable trust to
provide for all future debt service payment on the old bonds. Accordingly, the trust account’s assets and liabilities for the
defeased bonds are not included in its financial statements. Similarly, the interest expensed related to the defeased bonds
and the related interest income earned on the escrow fund investments have not been recognized in the statements of
Revenues, Expenses, and Changes in Fund Net Assets. As of June 30, 2005, approximately $593,330,000 of bonds
outstanding are considered defeased.

Bonds outstanding at June 30, 2005 include $2,318,471,573 of bonds callable at various dates after June 30, 2005. These
bonds are callable at varying premiums, depending on the issue and length of time to maturity.

89 (Continued)

Doc 410-7 Filed 08/19/13 Entered 08/19/13 12:21:29 Page 179 of



9¢-D

[2.2.3.3] [POCs 2006 Offering Circular.pdl]%ﬁ%‘z’%&ﬁﬂf

In June 2005, the City issued Pension Obligation Certificates of Participation (POC’s) to fund certain unfunded accrued
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In June 2005, the City issued Pension Obligation Certificates of Participation (POC’s) to fund certain unfunded accrued
actuarial liabilities. The Transportation Fund was allocated an obligation of $103,083,553 out of the total obligation of
$1,440,000,000. See the Pension Obligation Certificates of Participation Footnote B.4.F. for further disclosure.

Capital Leases: During the year ended June 30, 2005 the Fund entered into a capital lease agreement with GE Capital
Public Finance, Inc. to lease 121 buses and received 102 of the 121 buses. The book value of the 102 buses under capital
lease was $31,005,862 as of June 30, 2005. The annual interest rate of the lease is 4.12% for 19 buses and 4.22% for 83
buses. The capital lease has been recorded at the present value of the future minimum lease payments as of the date of their
inception. The present value of future minimum capital lease payments, interest, and the minimum annual lease payment
for the 102 uses received as of June 30, 2005 is as follows:

Minimum Lease Payment

Year Includes (principal and interest)

Fiscal year ending June 30: 2006 $ 3,977,397
2007 3,977,397

2008 3,977,397

2009 3,977,397

2010 3,977,397

2011-2015 19,847,056

Total minimum lease payments 39,734,041
Less: Amount representing interest (7,623,115)
Present value of minimum capital lease payments $ 32,110,926

The actual purchase price of the 102 buses, leased by the fund, is $31,438,223, a total of $672,703 less than above lease
amount. City’s Finance Department will amend the lease agreement and return the $672,703 plus interest to the lessor,
which is recorded as a liability.

The Fund is required to hold $11.3 million, equal to the lease proceeds not spent on the buses as of June 30, 2005.
Water Fund:

The outstanding indebtedness of the Water Fund for revenue bonds was $1,991,615,000 at June 30, 2005. The interest rates
on the outstanding fixed-rate revenue bonds range from 4.30% to 6.38%. Net revenues of the Fund are pledged to
repayment of bonds.

In fiscal 2005, the Fund issued $105,000,000 of City of Detroit, Michigan Water Supply System Revenue Senior Lien
Bonds, Series 2005-A; $195,000,000 of City of Detroit, Michigan, Water Supply System Revenue Refunding Second Lien
Bonds (Variable Rate Demand), Series 2005-B; and $126,605,000 of City of Detroit, Michigan, Water Supply System
Revenue Refunding Senior Lien Bonds, Series 2005 C. The net proceeds were used to refund a portion of the City’s
outstanding Water Supply Systems Revenue Bonds and Revenue Refunding Bonds and to pay costs of issuance associated
with the 2005 Bonds.

The net proceeds of the Water Supply System Revenue Second Lien Bond; Series 2005-A of $97,314,500 (net of
Capitalized Interest of $8,611,516 and Bond underwriting fees, insurance and other costs of issuance of $2,119,542) were
used to purchase US Government Securities.

The net proceeds of the Water Supply System Revenue Senior Lien Bond (variable rate demand), series 2005-B of

$176,783,879 (net of capitalized interest of $16,096,578 and underwriting fees, insurance and other issuance cost of
$2,119,542) were used to purchase U.S. Government Securities.
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The proceeds of the Revenue Refunding Senior Lien Bonds, Series 2005-C will be used to (a) to advance-refund
ity’s Water Supply Revenue Senior Lien Bonds, Series 1997-A comprised of serial
and 2017: the 2018 through 2021 mandatory redemption payment for serial 1997-A
the Refunded 1997-A Bonds”) with an average interest rate of 5.5% (b) to refund
City’s Water Supply System Revenue Senior Lien Bonds, Series 1999-A bonds
18 with interest rate of 7.48% ( the “Refunded 1999-A bonds™ and collectively with
the Refunded 1997-A Bonds, the Refunded bonds”) and (c) for payment of the related costs of issuance, including the
premium for the municipal bond insurance.

Those refunded securities were deposited in an irrevocable trust with an escrow agent to provide for all future debt service
payments on the Refunded 1999-A Bonds when due to including July 1, 2010 and redeem the Refunded 1997-A Bonds on
July 1,2007 at 101%.

The advance refunding resulted in a difference between the reacquisition price and the net carrying amount of the old debt
of $5,640,081. This difference, reported in the financial statements as a deduction from bonds payable, is being charged to
operations through the year 2024 using the straight-line method. The Water Fund completed the advance refunding to
reduce its total debt service payments over the next 20 years and to obtain an economic gain (difference between the present
values of the old and new debt service payments) of $4,567,184.

In prior years, the Water Fund defeased certain bonds by placing the proceeds of new bonds in an irrevocable trust to
provide for all future debt service payments on the old bonds. Accordingly, the trust account assets and the liability for the
defeased bonds are not included in the Water Fund’s financial statements. Similarly, the interest expenses related to the
defeased bonds and the related interest income earned on the escrow fund investments have not been recognized in the
Statements of Revenues, Expenses, and Changes in Fund Net Assets. As of June 30, 2005 approximately $511,265,000 of
bonds outstanding are considered defeased.

Bonds outstanding at June 30, 2005 include $1,792,485,000 of bonds callable at various dates after June 30, 2005. These
bonds are callable at varying premiums, depending on the issue and length of time to maturity.

In June 2005, the City issued Pension Obligation Certificates of Participation (POC’s) to fund certain unfunded accrued
actuarial liabilities. The Water Fund was allocated an obligation of $157,548,214 out of the total obligation of
$1,440,000,000. See the Pension Obligation Certificates of Participation Footnote B.4.F. for further disclosure.

Subsequent to year-end, the Fund received loans from the Michigan Municipal Bond Authority State Revolving Loan Fund
Program in the amount of $25,975,000 for the construction of facilities.

Automobile Parking Fund:

The outstanding indebtedness of the Parking Fund was $60.8 million at June 30, 2005. The interest rates on the outstanding
fixed-rate revenue refunding bonds range from 4.50% to 7.75%.

Component Units:

As of June 30, 2005, the School District had $1.711 billion in bonds outstanding, plus $40.3 million in unamortized bond
premium, for a total of $1.751 billion.

In April 2005 the School District refinanced Series 2005B bonds of $210 million in short-term State Aid Anticipation
Notes outstanding as of June 30, 2004 with a multi-year payment agreement with a lending institution as allowed by State
law (Section 1225 of the Michigan Code). This refinancing was part of an overall deficit elimination plan approved by the
State in February 2005. The terms of the issuance of this long-term debt require among other things, that the School
District maintain a positive General Fund balance. As of June 30, 2005, the School District is in full compliance with all
related debt covenants.

In prior years, the District defeased certain bonds by placing the proceeds of refunding bonds in an irrevocable trust to
provide for all future debt service payments on the refunded bonds. Accordingly, the trust accounts assets and liabilities for
the defeased bonds are not included in the financial statements. The amount of defeased debt outstanding at June 30, 2005
approximated $63.3 million.
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a. The fol e schedule of the Bonds Payable at June 30, 2885
% Retired Year Ended
June 30, 2005 Outstanding June 30, 2005
i Amount Tnterest Range of Maturity
Governmental Activities: Issued Rate Amount Interest Rates Date Amount
. . Governmental Activities:
General Obligation Bonds - Unlimited Tax " General Obligation Bonds - Limited Tax:
8-1-95 $ 1834500000 Various $  99.470,000 - - s - e Self-Insurance Bonds:
11-1-96 22,195,000 Various 14,480,000  520105375%  4/1/08-11 5,990,000 ¢ !
11-1-96 1350000 4.90 170,000 500 /12006 180,000 Serf&s 2003 $ 98,895,000 -% S - 242t0497%  5/1/06-13  § 98,895,000
11-1-96 21975000 - 51010550 HU07-15 21975000 ¢ Series 2004 9-9-04 62,285,000 - - 39210485 4/1/09-14 62.285,000
12-15.97 29,605,000 - - 51010550 4/1/08-18 29,120,000 General Obligation:
12-15-97 12,860,000  Various 8,350,000 5.50 5/1/07 515,000 Series 1997... 3,300,000 505 560,000 51510520  7/15/05-06 1,210,000
121597 22045000 5.50 3700000 50010538 4/1/08-14 19,245,000 ¢ Series 1997. 13665000  5.625 1375000  525t0625  7/15/07-19 880,000
4199 44,100,000 - . 50010525 4/1/08-19 32,130,000 ¢ Series 2002A. 52725000 500 12,550,000 5.00 4/1/06-07 27,010,000
11-15-99 14,725,000  Various R 5.00 4/1/08-09 3,825,000 Series 2004A. 41760000 2.00 3,880,000 20010500  4/1/06-09 37,880,000
11-15-99 30,275,000  Various 20,800,000 5.125 to 5.875 4/1/10-14 9.475,000 ¢ Series 2004Fiscal Stabilization 6-24-04 61,070,000 - - 3.00 to 5.00 4/1/06-09 61,070,000
Series 2000-AMT.. 2-15-00 9,270,000  Various 4,425,000 575 4/1/09 1,255,000 Series 2005-A(1) . 21,325,000 - - 427t04.53 4/1/06-15 21,325,000
Series 2000-AMT.. 2-15-00 1,335,000 - - 575 4/1/10 1,335,000 ¢ Series 2005-A(1) . 52,175,000 - - 4.61t05.15 4/1/16-25 52,175,000
Series 2001 A (1 7-15:01 16,800,000 Various 8405000  3.80(05.50 4/1/07-11 8,395,000 Series 2005-A(2) - 4,055,000 - - 35010450  4/1/10-15 4,055,000
Series 2001 A (1 7-15-01 83,200,000 - - 5.01t05.375 4/1/12-21 83,200,000 ¢ Series 2005-A(2) . 9,475,000 - - 4.00t05.00 4/1/16-25
Series 2001-A(2 7-15-01 5000000 - - Variable 4122 5,000,000 ¢ Series 2005-B 4,845,000 - - 32510500  4/1/06-15
Series 2001-B. 7-15-01 23,560,000 Various 4,650,000 5.50 4/1/09-11 17,660,000 Series 2005-B 6,940,000 - - 5.00 4/1/16-21
7-15-01 23,235,000 - 5375 41/12-14 23,235,000 Total General Bonds- Limited Tax
8202 13,840,000  Various 8,540,000 4.00 41110 1.880,000 Total General Bond
8-2-02 31160000 - - 40010550 411122 31,160,000 ¢
10-21-03 7065000 - - 370105.00 4/1/10-12 7,065,000 Detroit Building Authority Bonds:
10-21-03 36955000 - - 40010525 41/13-23 36,955,000 ¢ District Court Madison Center
10:21-03 10,770,000 - - 300500 41106 10,770,000 Project, Series 1996 A. 9-1-96 2770000 615 945,000 6.15 2/1/2006 1,045,000
9-9-04 39270000 - - 42510525 4/1/19-24 39,270,000 0.1-96 7230000 _ ~ 615 10711 7230000
® e - L, e s e e an om
(IJI 9-9-04 45540000 -  iswsa4 s 145,540,000 Seties 1996 B - 9196 6910000  7.97 546,872 797 7/1/05-06 646953
Q 9.9.04 17270000 - o 39210525 47110918 17,270,000 Total Detroit Building Authority Bond: 9921958
1/5/05 81050000 - - 500 4/106-11 81,050,000 Total General Obligation Bond: 977816953
Distributable State Aid Bon
Series 1993 12-1-93 136,675,000 5.00 10,540,000 52010525 5/1/07-09 36,755,000 Revenue Bonds:
Total General Bonds - Unlimited Ta S 579,850,000
Convention Facility Limited Tax Revenue Bonds- Cobo Hall Expansion:
| - interest rate equal to the Dutch Auction Rate. Series 1993. 9193 167050000 5.10 10300000 5125t0525  9/3005-07 34,185,000
2 interest rate equal to 1 1/4% in excess of the cost of funds. The cost of funds shall be the rate quoted by the registered holder of the bonds. Series 2003.. 9-18-03 90,883,138 2.00 55000 30010500  9/30/08-15 90.828,138
¢ -indicates bonds are callable under terms specified in the indenture; all other bonds are noncallable. TotalConventional Facility Limited Tax Revenue Bonds-Cobo Hall i 125,013,138
Total Bond: S
¢ — indicates bonds are callable under terms specified in the indenture; all other bonds are noncallable
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Retired Year Ended
June 30, 2005 Outstanding June 30, 2005
Amount Interest Range of Maturity
Issued Rate Amount Interest Rates Date Amount
Water Fund
Sewage Disposal Fund Water Supply System Revenue Bonds (Note A )

Sewage Disposal System Revenue Bonds (note B): Series 1993. 10-1593  § 38225000 470% S 2455000  650% 4I5S 24725000
Series 1992-A-SRF (5044-01 62592 § 4360000 200% $ 220000 2.00% Y106-13 S 1,955,000 Series 1995-A. 10-15-95 102,100,000 4.80 2455000 5.00-5.55 7/1/05-12 24,690,000 A
Series 1992-B-SRF (5070-01 9-10-92 1915000  2.00 95,000 2.00 10/1/05-13 955,000 Series 1995-B.. 10-15-95 60,485,000  4.80 335,000 5.00-5.55 7/1/05-12 54,800,000
Series 1993-B-SRF (5091 & 5092 9:30-93 6603996  2.00 320,000 200 10/1/05-14 3,590,000 Series 1997-A. 8-1-97 29,080,000  5.00 4,010,000 5.25 7/1/05-06 8,645,000 A
Series 1995-A. 11-1-95 132430000 500 6.770.000 6.00 711105 2,885,000 Series 1997-A. 8-1-97 186,220,000 - 69,285,000 48010525  7/1/07-27 116,935,000
Series 1995-] 11-195 65,880,000 Various 61,375,000  4.80t0 625 7/1/05-21 20,840,000 Series 1997-B. 8-1-97 30,555,000 6.00 6,985,000 5.25 7/1/05-06 15,055,000 A
Serics 1997-A. 6.15.97 55625000 460 4.490.000 600 7110506 31.375.000 Series 1999-A. 11-1-99 18,000,000  4.50 2000000 47510525  7/1/05-09 10,000,000
Serics 1997-A 61597 206569000 Varows 22355000 S000600 710727 A 128 Series 1999-A. 11-1-99 238,340,000 Various 56,700,000 5.125 7110 2,000,000
Series 1997-B-SRF (5125-01), 93097 5430,174 225 240,000 225 10/1/05-18 4,005,000 :”?es iggi'g' zigi igi;gi’ggg . - :'zg :" gzg ;ﬂ;i ;2; ig;gg‘ggg 2

. eries 2001-B. -1 985, - - 450105 5 985,
Series 1998-A 12-1098 69000000 451 400,000 4512 10523 68,000,000 Series 2001-C. 6-7-01 192,290,000 Variable 385000 Variable 7/1/05-29 191,905,000 A
Series 1998-B 12-10-98 68955000 451 300000 4512 71/05-23 67,900,000 Series 2003-A. 1:28:03 234805000 - - 47510525 711434 234,805,000
Series 1999-SRF-1 (5126-01). 6-24-99 21475000 250 925,000 250 4/1/06-20 17,060,000 Series 2003-B.. 1-28-03 172,945,000 - - 200t0525  7/1/05-33 172,945,000 A
Series 1999-SRF-2 (5143-01). 9-30-99 46,000000 250 1,840,000 250 10/1/05-20 42,365,000 Series 2003-C. 1-28-03 46,355,000 2.00 3410000 2.00t0525  7/1/05-22 40,280,000 A
Series 1999-SRF-3 (5144-01), 9-30-99 31030000  2.50 1305,000 250 10/1/05-20 26,000,000 Series 2003-D. 1-28-03 151,370,000 Variable 405000 Variable 7/1/05-33 150,965,000 A
Series 1999-SRF-4 (5175-01), 93099 40655000 250 1,710,000 250 10/1/05-20 34,065,000 Serics 2004-A. 5:04-04 77,010,000 - - Variable 711124 77,010,000 A
Series 1999-A.. 12-1-99 7,225,000 - - 4.625105.00 7/1/05-09 1,515,000 Series 2004-B.. 5-04-04 163,590,000 - - Variable 7/1/06-23 163,590,000
Series 1999-A. 12-199 295,770,178 Various 3,540,000  5.125t0525  7/1/1021 34,080,179 Series 2005-A. 3-11-05 18,735,000 - - 30010500  7/1/08-14 18,735,000
Series 2000-SRF-1 (5143-02) 9-28-00 53475000 2.50 2,140,000 250 10710422 42368275 Series 2005-A. 3-11-05 86,265,000 - - 38500500 /1535 86,265,000
Series 2000-SRF-2 (5175-02) 92800 65000000 250 2600000 250 101/04-22 50941,582 :e'?“ ;gg?g' ii i'gz IZZ*ggg*ggg - - 3"&‘)‘2"(‘; ;; :; égij ‘gz'ggg'ggg
. eries -C.. =11 | | - - 00-5. - A )
Series 2001-SRF-1 (5175-03). 62801 82,200,000 - - 250 10710524 82,200,000 Series 2005-C. 3-11-05 126,605,000 - - 5.00 71/15-22 99,935,000
Series 2001-SRF-2 (5175-04) 628-01 57,195,868 - - 2.50 101/05-24 59,850,000 Total Water Supply System Revenue Bond T IRL00
A Series 2001-A. 9-15-01 76375000 - - 50010513 71131 76,375,000 —
, Series 2001- 110,550,000 - - 5.50 7/1/23-29 110,550,000 Automobile Parking Fund
W Series 2001-C(1).. 9-23-01 159,970,000 Variable 360,000  Variable 7/1/04-27 156,500,000 Auomale et
o) Series 2001-C(2). 92301 127,165,000 Variable 235000 Variable 7110424 124,500,000 N ) -
Detroit Building Authority Bonds - Ry Refunding Bonds:
Series 2001-D. 9.23.01 92450000 - -~ Variable 32 92.450,000 etroit Building Authority Bonds - Revenue Refunding Bands: ! :
mamm o eyt e o7 20575 0 4 s a8 o
. arking & Arena System-Series 1997 2-15- 1695, ! 535, 6810 6. X 000,
Series 2002 SRF-1 (5204-01) 10-27:01 18985000 250 760,000 230 410523 17,480,000 Parking & Arena System-Series 199§ 7-1-98 8,385,000 450 965000 45010525  7/1/05-07 3,175,000
Series 2002-SRF-2(5204-02). 102701 1970000 2.50 80,000 250 4/1/05-23 1,390,369 Parking & Arena System-Series 1998 7-1-98 18615000 - - 47010525 7/1/08-19 18,615,000 A
Series 2002-SRF-3(5175-05).. 12-19-02 43,740,000 - - 250 10/1/05-33 12,255,979 Parking & Arena System-Series 199¢  10-22-99 29,900,000 Variable 400,000 Variable 7/27/05-29 28,300,000
Series 2003-A. 522-03 158000000 300 21,560,000 500 7/1/04-13 135,555,000 Total Detroit Building Authority Revenue ing Bond: 60,845,000
Series 2003-A. 522-03 441380000 500 16685000 5.00 71/14-32 424,695,000 Total Business-type Bonds S 4,708.886,573
Series 2003-B... 52203 150000000 - - Variable 7/1/32-33 150,000,000
Series 2003-SRF-1(5204-04 48,520,000 - - 2.50 10/1/06-25 29,529,874 Note A -Stated Principal amount of State Revolving Fund Bonds issued as part of the State of Michigan’s Revolving Fund Loan Program. As the
Series 2003-SRF-2(5204-03).. 9.25-03 25,800,000 - - 250 4/1/06-25 18208014 System draws additional amount from time to time hereafter, the outstanding principal amounts of such Bonds will correspondingly increase.
Series 2004-A. 1-9-04 101435000 200 570,000 30010525  7/1/04-24 100,865,000
Series 2004 SRF-1(5204-05) 2910000 - - 2125 10/1/05-24 510,152
Serics 2004 SRF-2(5204-06) 18690000 - - 2125 7100425 6,064,547
Series 2004 SRF-3(5228-01) 12920000 - - 2125 7/1/04-25 4693474
Series 2005-A. 3765000 - - 2750370 710815 3,765,000
Series 2005-A. 3-17-05 269590000 - - 375105125 7/1/16:35 269,590,000
Series 2005-B 3-17:05 40215000 - - 34000550 711222 40215,000
Series 2005- 3-17-05 22065000 - - 24000500 710625 22,065,000
Series 2005-C... e 31705 41005000 - - 5.00 7/1/1626 41,095,000
Total Sewage Disposal System Revenue Bond: $ 2653826573
¢ - indicates bonds are callable under terms specified in the indenture; all other bonds are noncallable
94 (Continued) 95 (Continued)
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City of Detroit, Michigan
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June 30, 2005
crest Requirements for Bonds, Notes, and Other Debt Payable:
Primary Government
Principal
8/1/2002 1.75104.16 % 8/1/2008 S 4,266,000 Busmertioe Actvities
Ferry Street Project (Secured by Future Block Grant Revenue). 4/28/1999  5.58106.72 8/1/04-19 2,815,000 Sewaze L Automabiie
Garfield Project (Secured by Future Block Grant Revenue). 6/5/1996 6.67 10 7.66 8/1/03-15 1,840,000 G al Di & | Wat Parki
Riverbend Project (Sccured by Future Block Grant Revenue). 6/5/1996 6.59 10 7.66 8/1/03-15 665,000 Vear Endi “:;"f"f‘f" a ;:po‘sia Fa ‘;’ :" ";g Total
Riverbend Project (Secured by Future Block Grant Revenue). 10/28/1997  6.11 to 7.08 8/1/03-16 405,000 Xear bnding Activities Zund Lund Fund otal
Stuberstone Project (Secured by Future Block Grant Revenue)... 10/28/1997 6.1 to 7.10 8/1/03-16 315,000 2006 $ 85,586,083 § 50,035,000 $ 24,595,000 $ 6,615,000 § 166,831,083
New Amsterdam Project (Secured by Future Block Grant Revenue) 8/1/2002 41610 6.12 8/1/08-23 9,700,000 2007 86,524,015 53,205,000 25,535,000 7,105,000 172,369,015
Mexicantown Welcome Center Project (Secured by Future Block Grant Revenue).  1/13/2005  LIBOR Plus 2% 8/1/08-24 7,789,000 2008 91,540,094 51,180,000 25,970,000 1,610,000 170,300,094
Total Notes Payable T 77.795.000 2009 119,403,236 59,449,128 35,070,000 1,670,000 215,592,364
L. 2010 120,440,746 59,685,152 34,655,000 1,830,000 216,610,898
¢. The following s the schedule of Loans Payable at June 30, zooslia : N 2011-2015 378,447,684 312,548,398 211,425,000 10,515,000 912,936,082
Tssue Im‘;ﬁ;‘: Maturity 0m;'“;’:"";ﬂg 2016-2020 186,118,196 352,125,636 261,685,000 14,200,000 814,128,832
Governmental Activities Loans Payable Date Rates Date June 30,2005 2021-2025 107,935,000 391,963,259 318,665,000 7,000,000 825,563,259
- 2026-2030 - 568,030,000 427,670,000 10,300,000 1,006,000,000
Downtown Development Authority. 1991-1997 S % B S 33600000 2031-2035 - 660,365,000 504,765,000 - 1,165.,130,000
Loans Payable GE Capital Schedule - 00 101302003 3.50 7/1/05-2/1/09 1,892,182 2036 - 95,240,000 121,580,000 - 216.820,000
Loans Payable GE Capital Schedule - 010.. 10/30/2003 3.80 7/1/05-11-1-08 141,246 Total $ 1,175,995,054 $ 2,653.826,573 $ 1,991,615,000 $ 60,845,000 § 5,882,281,627
Loans Payable GE Capital Schedule - 011 11/15/2003 3.65 7/1/05-4/15/0/ 7,459,520
Loans Payable GE Capital Schedule - 012 4/2/2004 3.61 8/1/05-4/1/09 384,501
Loans Payable GE Capital Schedule - 013.. 4/9/2004 4.07 7/1/05-6/1/14 1,178,881
Loans Payable GE Capital Schedule - 014.. 5/14/2004 4.07 7/1/05-6/1/09 438,896 Interest
Loans Payable GE Capital Schedule - 015 5/14/2004 4.07 7/1/05-11/1/07 121,556 Business-type Activities
Loans Payable GE Capital Schedule - 021 3/1/2005 4.08 7/1/05-3/1/08 153,181 Sewage Automobile
Total Loans Payable S 45,369,963 Governmental Disposal Water Parking Interest Rate
Year Ending Activities Fund Fund Fund Swaps, Net Total
2006 $ 59,480,874 90,736,074 $ 65,004,412 $ 3931479 § 27326622 $ 246,479,460
O d. The following is the schedule of Bonds Authorized and Unissued at June 30, 2005: 2007 57,343,723 102,210,480 67,891,173 3,287,590 27,923,238 258,656,204
1 2008 52,753,115 100,677,322 67,256,676 3,215,252 27,836,714 251,739,079
% Authorized (Note A) — 2009 47,939,128 98,022,005 66,688,555 2,906,261 27,736,183 243,292,132
nissue
Authority Date Amount Amount 2010 41,913,593 95,677,200 66,052,355 2,809,513 27,642,121 234,094,782
General Obligation Bonds (Tax Supported): 2011-2015 136,000,958 443,768,627 317,597,299 12,921,991 127,663,667 1,037,952,541
Sewer Construction *.... ... Electorate 8/2/1960 S 50,000,000 S 24,000,000 2016-2020 54,823,895 412,230,438 278,601,025 9,127,908 113,826,880 868,610,146
Public Safety Electorat 11/4/1997 15,000,000 625.000 2021-2025 9,952,322 330,014,842 230,487,594 5,673,842 89,468,827 665,597,427
Public Safety Electorate  11/7/2000 12,000,000 1,500,000 2026-2030 - 221,539,046 173,388,743 2,500,303 54,714,582 452,142,674
Public Safety Electorate  11/2/2004 120,000,000 120,000,000 2031-2035 ; 80.278.407 68,708,680 . 28.443.403 186,430,490
Facilitcs.... Electorat 11/7/2000 18,000,000 5,120,000 2036 R 4,642,000 1,462,380 - 1,393,605 7,497,985
Neighborhood D, Electorat 11/7/2000 30,000,000 4,105,000
Neighbor D Electorat 11/2/2004 19,000,000 19,000,000 Total $ _ 460.207.608 § 1988796441 $  1403.138.892 $ 46374138 S 553,975,841 $  4.452.492,920
Public Lighting Elcctorate  11/7/2000 30,000,000 7,935,000
i i 1 ra; . N . N . 112
z“bhc L.'gm;;go P ; : m: H%iggg ié‘ggg'ggg Ti‘?gg'ggg The City entered into a loan payable with the Downtown Development Authority, a component unit, for $33.6 million. The loan
Zoo, Cultural Electorat 11/2/2004 22,000,000 22,000,000 was used to cover cost related to the Cobo Hall Expansion Project and operations of the Downtown People Mover System. The
Institute of Art Electorat 11/7/2000 25,000,000 4,850,000 loan is unsecured and bears no interest and will be repaid by the City as general operating funds become available. As such, the
Historical Electorat 11/6/2001 20,000,000 17,200,000 loan payable has not been included in either of the governmental activities annual principle or interest requirements.
Museum of African American History. .. Electorate  4/29/2003 6,000,000 500,000
T Electorate  11/2/2004 32,000,000 32,000,000 .
Total Bonds Authorized - Unissued 5 i Component Units
Ycar Ending Principal Tnterest
Note A — The electorate approved an amendment to the State Constitution (the Headlee Amendment) November 7, 1978 2006 116,577,804 107,883,461
that requires voter approval for the issuance of general obligation bonds effective December 22, 1978. The authority to 2007 135,525,384 108,668,671
issue bonds approved by the electors continues until revoked by the electors. 2008 132,601,967 107,418,962
2009 145,140,178 101,697,757
2010-2014 543,089,865 411,828,129
2015-2019 347,780,530 332,276,523
2020-2024 278,641,666 258,029,213
2025-2029 417,259,572 168,157,185
2030-2034 281,221,362 39,506,246
2035 - -
$ 2,397,838,328 $ 1,635,466,147
96 (Continued) 97 (Continued)
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City of Detroit, Michigan
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2005

ncipal and interest amounts for each such redemption date are as follows:

terest Requirements for Pension Obligation Certificates:

Primary Government

Y ervil ord d
Corporation (PFRSSC), both blended component units of the City. The City entered into service contracts with the GRSSC and

the PFRSSC to facilitate the transaction. The POCs represent undivided proportionate interests in the rights to receive the Pri"—dPaIA —
payments from the City under its service contracts with the GRSSC and the PFRSSC. . - Business type Activities
Maturity Governmental Sewer Disposal Transportation Water
The POCs were issued for the purpose of the funding certain unfunded accrued actuarial liabilities (UAAL) of the two retirement g:]“(]:—“sl s Activities . s Fund C s Fund _s Fund s Totals R
systems of the City, which include the G.ener_al Retirement Sy.stem.(G_R.S), and the .Police & Fire Retirement Systems (PFRS), 2007 23,571,654 179,048 2,117,344 3,236,054 29,105,000
and a portion of the current normal contribution. The UAAL is a liability of the City for past services rendered by its employees 2008 28,856,952 220,296 2,592,102 3,961,650 35,631,000
in which Michigan state law and the Michigan Constitution require that a portion be annually paid. The GRS includes 2009 34,776,390 265,486 3,123,820 4,774,304 42,940,000
employees and retirees of certain governmental funds, proprietary funds and the Detroit Public Library, a discretely presented 2010 41,090,241 313,686 3,690,967 5,641,106 50,736,000
component unit. 2011-2015 319,477,917 2,438,918 28,697,386 43,859,779 394,474,000
2016-2020 396,445,178 3,026,492 35,611,038 54,426,291 489,509,000
The amount of $46,362,475 out of the total proceeds of $1,440,000,000 relates to issuance costs that are recorded as an asset on 2021-2025 326,389,090 2,315,985 27,250,896 41,649,030 397,605,001
the government wide and the proprietary fund financial statements and will be amortized over 20 years, the life of the POCs.
$739,793,897 of the proceeds were contributed to the GRS, which included $52,503,654 of annual required contributions for Total _§ 1,170.607.422 $ 8760811 § 103,083.553 § 157.548214 $__1,440.000,000
June 30, 2005. The remaining amount of $687,290,243 resulted in a net pension asset. $630,829,188 of the proceeds were
contributed to the PERS, which included $98,842,261 of annual required contributions for June 30, 2005. The remaining
amount of $531,986,927 resulted in a net pension asset.
Primary Government
Interest payments for Series A will commence on December 15, 2005 and are due semi-annually while the first principal Interest
payment is payable June 15, 2007, due annually, and are payable through 2025. Interest payments for Series B will commence Business Type Activities
on September 15, 2005 and are due quarterly through 2025 while the first principal payment is payable June 15, 2007, due Maturity Governmental Sewer Disposal Transportation ‘Water
annually, and are payable through 2025. The interest rates on the outstanding obligations range from 4.004% and 4.948%. June 15) Activities Fund Fund Fund Totals
2006 39,784,138 $ 303,729 $ 3573619 $ 5461769  § 49,123255
2007 56,386,921 430,462 5,065,005 7,741,123 69,623,511
O 2008 55,349,057 422,539 4971,778 7,598,639 68,342,013
6\ 2009 54,064,825 412,735 4,856,421 7422332 66,756,313
(=) 2010 52,508,118 400,851 4,716,588 7,208,619 64,834,176
20112015 227,884,204 1,739,685 20.469,900 31285264 281,379,053
2016-2020 132,202,950 1,009,247 11,875,247 18,149,587 163,237,031
2020-2025 51751425 395,075 4,648,617 7,104,735 63,899,852
Total $ 669,931,638 $ 5114323 § 60,177,175 $ 91,972,069 $ 827,195204
98 (Continued) 99 (Continued)
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Governmental Activities:

Long-Term Obilagations, Notes, Loans and POC's:

Convention Facility-Cobo Center
Expansion Revenue Bonds

Detroit Building Authority Bonds
Madison Center Project

Distributable State Aid Bonds
Self-Insurance Limited Tax Bonds
General Obligation Tax Bonds

General Obligation Limited Tax Bonds

Total general fund bonds

Federal Note — Caraco Pharmaceutical Project
Federal Note— Ferry Project
Federal Note — Garfield Project
Federal Note — Michigan Repacking Project
Federal Note — Riverbend Project
Federal Note — Stuberstone Project
Federal Note — New Amsterdam Project
Federal Note —Mexicantown Welcome Center
Loan Payable to Downtown
Development Authority
Loans Payable-GE Capital - Schedule-009
Loans Payable-GE Capital - Schedule-010
Loans Payable-GE Capital - Schedule-011
Loans Payable-GE Capital - Schedule-012
Loans Payable-GE Capital - Schedule-013
Loans Payable-GE Capital - Schedule-014
Loans Payable-GE Capital - Schedule-015
Loans Payable-GE Capital - Schedule-021

‘Total Govemnmental Notes and Loans

Pension Obligation Certificates
Total Long-Term Bonds, Notes, Loans,
and Pension Obligation Certificates

Other Long-Term Obligations:
Accrued Compensated Absences
Claims and Judgments
Workers® Compensation
Total Other Long-Term Obligations
Total General Long-Term Obligations

§ 135368138 S - $ 10355000 § 125013138 $10830,000
11413826 - 1491.873 9,921,953 1,599,790
47,295,000 - 10,540,000 36,755,000 -
98,895,000 62,285,000 - 161,180,000 14,585,000
523,355,000 192,730,000 184,400,000 531,685,000 30,855,000
157,825,000 98,815,000 18365,000 238,275,000 22,795,000
974,151,964 353830000 225151873 1,102,830,091 80,664,790
5,208,000 - 942,000 4,266,000 990,000
2,900,000 - 85,000 2,815,000 90,000
1,945,000 - 105,000 1,840,000 105,000
1,290,000 - 1,290,000 - -
1,150,000 - 80,000 1,070,000 80,000

330,000 - 15,000 315,000 15000
9,700,000 - - 9,700,000 -
- 7,789,000 - 7,789,000 -
33,600,000 - - 33,600,000 -
2327537 - 435355 1,892,182 492242
176,130 - 34884 141,246 39464
14320318 - 6,860,798 7459,520 2697231
491,400 - 106,899 384,501 95235
1,285,029 - 106,148 1,178,881 111474
529,661 - 90,765 438896 103,018
- 149320 27,764 121,556 48,902

- 166,031 12,850 153,181 53,728
75253075 8,104350 10,192463 73,164963 4921293
- 1170607422 - 1170607422 -

§ 1049405030 $ 1532541772 $ 235344336 $ 2346602476 85,586,083
140471015 19,527,492 3000213 156998294 112401028
121,872,574 20419251 9,349,644 132,942,181 5,035,133
65417378 11939499 12,657,646 64699231 12,080,784
327,760,967 51886242 25007,503 354,639,706 129,516945

S 1377.166006 $ 1584428014

100

$ 260351839 $ 2.701242,182 $ 215,103.028

(Continued)
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City of Detroit, Michigan

NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2005
Amount
Balance Duc Within
e Increase Decrease June 30, 2005 One Year
Long-icrm Debt an bhgm%s:
Sewage Disposal Fund:
Bonds Payable 2375,152,599 420028974 (141,355,000) 2,653.826,573 50,035,000
Pension Obligation Certificates Payable - 8760811 - 8760811 E
Accrued Compensated Absences 12,158,263 2255076 (495,533) 13917.806 5556011
Acerued Public Liability and Workers'
Compensation 506,684 475827 (954,542) 4727.969 895,155
Transportation Fund:
Capital Lease for Buses - 32110926 - 32110926 2,577,808
Pension Obligation Certificates Payable - 103,083,553 103,083,553
Accrued Compensated Absences 3.730,161 69,003 - 3799164 3039331
Accrued Public Liability and Workers'
Compensation 3,548,100 1,731,846 (318,586) 4,961,360 992272
‘Water Fund:
Bonds Payable 1,713.435,000 426,605,000 (148,425,000) 1,991,615,000 24,595,000
Pension Obligation Certificates Payable - 157,548,214 157,548.214
Accrued Compensated Absences 15,589,521 4203,965 (1379814) 18413,672 8,604,763
Accrued Public Liability and Workers'
Compensation 15.778.254 7,193,612 (4260,520) 18,711,346 3470751
Automobile Parking Fund:
Bonds Payable 67,100,000 360,000 (6615,000) 60,845,000 6,615,000
Acerued Compensated Absences 447,093 112,098 - 559,191 251,636
Non-Major Fund:
Accrued Compensated Absences 467278 11,154 (108,895) 369,537 62456
Accrued Public Liability and Workers'
Compensation 122,649 10.863 (53226) 80286 21,79
Total Bonds and Leases Payable 4,155.687.599 879,104,900 (296.395.000) 4.738.397.499 83822808
Total POC's Payable - 269,392,578 - 269,392,578 -
Total Accrued C Absences 32392316 6,651,296 (1984290 37059370 7314107
Total Public Liability and Workers"
Compensation 24655687 9412148 (5586.874) 28.480.961 5379974
Total Long-Term Debt and Obligations 4212735602 S 1164560922 (303966,116) § 5073330408 S 106716979
Component Units
School District of the ity of Detroit
Bonds, Notes and Leases Payable 1589256600 S 210932243 ($8913,109) S 1711275743 S 47733281
Acerued Compensated Absences 147,692,684 3,883,000 (33,156,393) 118419291 6208877
Accrued Public Liability and Workers'
Compensation 56401699 140476611 (155,067464) 41.810.846 16,590.913
1.793,350,992 355,001,854 (277,136966) T871,505,880 70,533,071
Other Component Units:
Bonds, Notes and Leases Payable 759,152,416 - (72,589.831) 686,562,585 68844523
Total Accrued Compensated Absences 5,185,104 1,043,852 - 6228956 541,882
Accrued Public Liability and Workers'
Compensation 587812 - 612913 274,899 152,256
764925332 S TO0B82 002744 5693066440 S 69538661
101 (Continued)
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City of Detroit, Michigan
NOTES TO BASIC FINANCIAL STATEMENTS

June 30, 2005
Date pioq Rate Variable Rate Fair Values Swap Final Counterparty
Paid Received Termination  Maturity of ~ Credit Rating
Date Bonds
Building Authority $28,300,000  10/22/1999 7.48% LIBORBBA §  -12,994.248 7112029 7/1/2029 Aal/AA-/AA+
Objective of the swaps. In order to better manage its interest rate exposure and to reduce the overall costs of its financings the Series 1999-A 5 IMT+.28%
City has entered into 31 separate fixed-payor interest rate swaps. Sewage 1998-A 68,000,000 12/10/1998 4.51% BMA (2) -8,544,876 /12023 7/1/2023 Aa2/AA-/NR
Sewage 1998-B 67,900,000 12/10/1998 451%  BMA -8,570,700 7/1/2023  7/1/2023 Aa2/AA-/NR
. . . . - - Water 2001-C (3) 47,723,000 6/7/2001 4.07%  BMA 699,037 17172006 7/1/2029 Aaa/AA+/NR
Te:r:xs, {_azr values, am; JC redx; ()r ”2130 SCertam keyttzn;lsl, fair _ltr}llarkettyaltlxes, andtco?nttlfrpany credit r?t::llgs rel_e:tl‘:ngfftot_the Water 2001-C (3) 30,032,000 6/7/2001 4.70% BMA 2,620,915 7/1/2011 7/1/2029 Aaa/AA+/NR
3“ stan flg;gl/s(w);;aps ?15 3"/ ) /(‘)l;‘e hthe are p_reslen ed be °W‘f N © no| 1on§_ am:un s of the ;\;lvaps, except h °Sf; wi ed ecf ‘Vef Water 2001-C (3) 47,628,000 1172006 5.42%  BMA 4,882,486 T12011 7712029 Aaa/AA+NR
ates o > an match the principal amounts of the outstanding financings. The swaps with effective dates o Water 2001-C 114,150,000 6/7/2001 490%  BMA 20,866,778 7172026 7/1/2026 Aa3/A+/AA-
?/1/06, al?d 3/1/07, were lentered into to hedge ﬁlxture interest rate risk anfi will be elxss?mated with financings expected to be Sewage 2001 C-1 156.500.000  10/23/2001 443%  BMA 21294528 2027 112027 AaAAHAAA
lssuedlprlor to the effectwe .dates. Except as discussed under mllov@rlrlsk, the Cle s swap agregments comfnn scheduled Sewage 2001 C-2 124,500,000  10/23/2001 14.47% BMA £18,778,403 71112029 7/1/2029 Aa2/AA+/AAA
reductions to outstanding notional amounts that match scheduled or anticipated amortization of associated financings. Water 2003-B. 1,980,000 1/30/2003 3.02% CPI+1.01% 48,504 7/1/2009 7/1/2009 Aa3/A+/AA-
Water 2003-B 2,290,000 1/30/2003 331% CPI+1.12% 37,687 77112010 7/1/2010 Aa3/A+/AA-
Market access risk.  The City is exposed to market access risk on its hedge swaps or forward starting swaps in the event that Water 2003-B 2,500,000 1/30/2003 3.55% CPI+1.25% 36,136 7/1/2011 7/1/2011 Aa3/A+/AA-
it will not be able to enter credit markets or in the event that the credit will become more costly. Water 2003-B 2,175,000 1/30/2003 3.74% CPI+1.33% 16,814 712012 7/1/2012 Aa3/A+/AA-
Water 2003-B 2,800,000 1/30/2003 3.87% CPI+1.34% 22,993 7712013 7/1/2013 Aa3/A+/AA-
Water 2003-B 2,505,000 1/30/2003 4.00% CPI+1.36% 20,815 712014 7/1/2014 Aa3/A+/AA-
Water 2003-C 2,005,000 1/30/2003 3.87% CPI+1.34% 15,887 /12013 7/1/2013 Aa3/A+/AA-
Water 2003-C 2,330,000 1/30/2003 4.00% CPI+1.36% 961 712014 7/1/2014 Aa3/A+AA-
Water 2003-D 150,965,000 2/6/2003 4.06%  BMA -15,909,265 /12013 7/1/1933 Aa2/AA-/NR
Sewage 2003-B 150,000,000 5/22/2003 4.14%  BMA 4,737.686 712013 7/1/1933 Aa2/AAHAAA
Water 2004-A 77,010,000 5/13/2004 3.94%  BMA 6,144,865 /12025 7/1/2025 Aa2/AA-/NR
Water 2004-B 163,500,000 5/13/2004 385%  BMA -10,637.688 7/1/2023  7/1/2023 Aa2/AA-/NR
Sewage Hedge Swap 125,000,000 9/1/2006 4.96%  BMA 21,213,900 7/1/2036 N/A Aa2/AA+/AAA
Pension Obligation 161,400,000 6/2/2005 5.12% 3 MTH LIBOR 6,185,075 6/15/2025  6/15/2025  Aa2/AA+/AAA
Certicates-GRS +.28%
@ Pension Obligation 150,369,000 6/2/2005 4.64% 3 MTH LIBOR 2,096,842 6/152014  6/152014  Aa2/AA+/AAA
1 Certicates-PFRS +.18%
[oN Pension Obligation 168,231,000 6/2/2005 4.98% 3 MTH LIBOR 4783333 6/15/2018  6/152018  Aa2/AA+/AAA
\S] Certicates-PFRS +.28%
Pension Obligation 53,800,000 6/2/2005 5.12% 3 MTH LIBOR 2027204 6/15/2025  6/15/2025  Aa2/AA+/AAA
Certicates-GRS +.28%
Pension Obligation 50,123,000 6/2/2005 4.64% 3 MTH LIBOR 700,403 6/15/2014  6/15/2014  Aa2/AA+/AAA
Certicates-PFRS +.18%
Pension Obligation 56,077,000 6/2/2005 4.98% 3 MTH LIBOR SL381,174  6/152018  6/15/2018  Aa2/AA+/AAA
Certicates-PFRS +.28%
Pension Obligation 53,800,000 6/2/2005 5.12% 3 MTH LIBOR 2,023,307 6/15/2025  6/15/2025  Aa2/AA+/AAA
Certicates-GRS +.28%
Pension Obligation 50,123,000 6/2/2005 4.64% 3 MTH LIBOR 659,624 6/15/2014  6/1512014  Aa2/AA+/AAA
Certicates-PFRS +.18%
Pension Obligation 56,077,000 6/2/2005 4.98% 3 MTH LIBOR 1,553,680 6/15/2018  6/15/2018  Aa2/AA+/AAA
Certicates-PFRS +.28%

1. Notional amount balance as of July 1, 2005
2. The Bond Market Association Municipal Swap Index ™.
3. Denotes that the swap termination date does not match the final maturity of the financings.

Fair Value: Because interest rates have generally declined since the time the swaps were negotiated, many of the City’s

swaps have a negative fair value as of June 30, 2005. The negative fair values may be countered by lower total interest
payments required under the variable-rate financing, creating lower synthetic interest rates.
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of the falr value of the swap should the counterparty s credlt ratmg fall below certam rating levels by Fltch Ratings, Standard
& Poor’s, and/or Moody’s Investors Service. Collateral on all swaps is to be in the form of U.S. government securities held
by a third-party custodian.

Basis Risk: The City is not exposed to significant basis risk on its swaps because most of the variable payments received are
based on the BMA index. The CPI indexed swaps are associated with CPI indexed financings and thus create no basis risk.
The LIBOR based swap has basis risk on $28.3 million of swaps.

Termination Risk: The City or counterparty may terminate any of the swaps if the other party fails to perform under the
terms of the contract. In such cases, the City may owe or be due a termination payment depending on the value of the swap
at that time. In addition, the City is exposed to termination risk, but not termination payments, on certain of the City’s swaps
related to Water Series 2001C, Water Series 2003D, Water Series 2004-A, Water Series 2004-B, Sewer Series 1998A, Sewer
Series 1998B, Sewer Series 2001-C-1, Sewer Series 2001C-2, and Sewer Series 2003-B. These swaps provide the
counterparty with the option to terminate the swap agreement beginning on 1/01/2010, 7/02/2011, 7/01/2005, 7/01/2005,
7/01/2008, 7/01/2008, 1/01/2010, 1/01/2010, and 7/01/2013, respectively, upon the passing of certain BMA thresholds. If
any of these swaps are terminated, the associated variable-rate financings would no longer carry synthetic interest rates, but
there would be no termination payment.

Rollover Risk: The City is exposed to rollover risk on swaps that mature or may be terminated prior to the maturity of the
associated financings. When these swaps terminate, or in the case of the termination option, if the counterparty exercises its
option, the City will not realize the synthetic rate offered by the swaps on the underlying issues.

Swap Termination Payment: During the year ended June 30, 2005, the Sewage Disposal Fund and its counterparty
terminated a forward starting swap agreement related to the issuance of debt in fiscal year 2005. The Fund paid a termination
payment in the amount of $11,750,000 that has been reserved to offset future debt service. The payment will be recognized
over the life of the debt using the straight-line method.

Other Information
Automobile Parking Fund

The City has covenanted in bond authorizing documents to charge for the use of and services provided by the City of Detroit
Building Authority Parking Arena System (the System) for each fiscal year of the City such that the gross revenues collected
and remitted to the trustee (1) will be at least sufficient to at all times pay when due the principal, interest, and sinking fund
installments on the revenue bonds without recourse to the Debt Reserve Account, to pay or provide for all operating
expenses, to maintain the System in good repair without recourse to the Operating and Contingency Reserve Fund, and to
replenish the Debt Reserve Account (so as to satisfy the corresponding reserve requirement) and the Operating and
Maintenance Reimbursement Fund, and (2) will, after replenishment of any deficit in the Debt Reserve Account, Operating
and Contingency Reserve Fund, and the Operating and Maintenance Reimbursement Fund, be equal to or greater than 175%
of the amount payable in such fiscal year as the principal of sinking fund installments for the interest on all revenue bonds,
net of amounts capitalized for interest payable during the construction period.

The City has covenanted further that if the fees and charges collected in any fiscal year are not sufficient to produce such
revenues, the City will employ a consulting expert to submit recommendations as to revision of the schedule of fees then in
effect and the City will thereafter charge and collect fees in accordance with such recommendation. The schedule of charges
for the System may not be revised for a period of two years unless (1) such revision is for purpose of complying with the
aforesaid rate covenant or, simultaneous with such revision, there is filed with the trustee a certificate of the consulting expert
stating the opinion that if such revision had been in effect during the whole of the fiscal year immediately prior thereto, the
revenues collected during such fiscal year would not have been diminished, and (2) at the time of any reduction in charges, the
amounts in the Debt Reserve Account and Operating and Contingency Reserve Fund equal or exceed the reserve requirements.
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that additional bonds may be issued by the Fund for the purpose of financing additions,
he City of Detroit Building Authority Parking Arena System, provided that the trustee
d authorized opinions and certificates and that the estimated gross revenues (as defined in
or the five years following completion of the facilities will be at least (1) 175% of annual

u g bonds, or (2) the sum of annual debt service on all parity outstanding bonds (including
the Additional Bonds) plus the amount necessary to make all required payments to the various funds maintained by the trustee,
whichever is greater. Other than as described above, the Parking Fund may not issue any obligations secured by gross
revenues from the System unless any resulting lien on the System’s gross revenues is expressly subordinate to liens for the
bondholders’ or bank’s benefit as described above.

Sewage Disposal and Water Funds Construction Programs

The Sewage Disposal Fund is engaged in a variety of projects that are part of a five-year Capital Improvement Program (the
Program). The total cost of this Program is anticipated to be approximately $2.1 billion through fiscal year 2007. The
Program is being primarily financed from revenues of the Sewer Fund and proceeds from the issuance of revenue bonds.

The Sewage Disposal Fund total construction contract commitments outstanding at June 30, 2005 were approximately
$453 million.

The Water Fund is engaged in a variety of projects that are part of its Program. The total cost of this Program is anticipated to
be approximately $1.6 billion through fiscal year 2007. The Program is being primarily financed from revenues of the Water
Fund and proceeds from the issuance of revenue bonds.

The Water Fund total construction contract commitments outstanding at June 30, 2005 were approximately $101 million.
Pension Plans:

The City of Detroit Retirement System consists of the General Retirement System (GRS) and the Policemen and Firemen
Retirement System (PFRS). Each system is a single-employer plan composed of a Defined Benefit Plan and a Defined
Contribution Annuity Plan. The plans provide retirement, disability, and death benefits to plan members and beneficiaries.
The Systems issued publicly available financial reports that include financial statements and the required supplementary
information. The reports can be obtained from City of Detroit Retirement Systems, 2 Woodward Avenue, Coleman A. Young
Municipal Center, Room 908, and Detroit, Michigan 48226.

These plans are administered in accordance with the City Charter and union contracts, which assign the authority to establish
and amend contributions and benefit provisions to each plan’s Board of Trustees. The Systems’ investment policies are
governed in accordance with the State Public Act 314 of 1965, as amended.

The plans’ financial statements are prepared using the accrual basis of accounting. Plan member contributions are recognized
in the period in which the contributions are due. Employer contributions are recognized when due and the City has made a
formal commitment to provide the contributions. Benefits and refunds are recognized when due and payable, in accordance
with the terms of each plan.

Plan investments are reported at fair value. Short-term investments are reported at cost, which approximates fair value.
Securities traded on a national or international exchange are valued at last reported sales price at current exchange rates.
Mortgages are valued on the basis of future principal and interest payments and are discounted at prevailing interest rates for
similar investments. Investments that do not have an established market are reported at estimated fair value.

The City’s policy is to fund normal costs and amortization of prior service costs. The City is required to contribute at an
actuarially determined rate. The current rate is up to 27.34% of active annual payroll for the General Retirement System
(depending on the bargaining unit) and 27.68% of active annual payroll for the Policemen and Firemen Retirement System.
Contributions from City funds and the Detroit Public Library fund, including accounts receivable for the year ended June 30,
2005, amounted to $776,281,025 and $693,967,089 for the General Retirement System and the Policemen and Firemen
Retirement System, respectively.
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e Policemen and Firemen Retirement System — Mandatory contributions are 5% of base compensation until eligibility for
retirement is reached.

Contributions received from employees during the year ended June 30, 2005 amounted to $22,648,662 and $10,430,854
respectively.

The contribution requirements of plan members and the City are established and may be amended by the Board of Trustees in
accordance with the City Charter, union contracts, and plan provisions.

Members may retire with full benefits after attaining 30 years of service; age 55 with 30 years of service if hired after
January 1, 1996; age 60 with 10 years of service; or age 65 with 8 years of service. Employees may retire after 25 years of
service and collect an actuarially reduced retirement benefit. Monthly pension benefits, which are subject to certain minimum
and maximum amounts, are determined according to fixed rates per year of credited service.

Members of the General Retirement System who separated prior to July 1, 1981, met the age and service requirements, and
who did not withdraw their accumulated annuity contributions are generally eligible for a pension at the time they would have
been eligible had they continued in City employment. Members who separate after July 1, 1981 are not required to leave their
accumulated annuity contributions in the System. Pension benefits for all members of the GRS are increased annually by
2.25% of the original pension.

Police officers and firefighters hired prior to January 1, 1969 may retire after 25 years of service with full benefits and an
escalator clause for future increases. Police officers and firefighters hired after January 1, 1969 may retire after 25 years of
service with full benefits and a yearly cost-of-living adjustment of 2.25%. For those members of the PFRS who were hired
after January 1, 1969, pension benefits are increased annually by 2.25% of the original pension. Police officers and
firefighters hired before January 1, 1969 may elect at retirement increases based upon pay increases of active members or
annual increases of 2.25% of the original pension.

Members of the Policemen and Firemen Retirement System who separated prior to July 1, 1982, met the age and service
requirements, and who did not withdraw their accumulated annuity contributions are generally eligible for a pension at the
time they would have been eligible had they continued in City employment. Members who separate after July 1, 1982 and
meet the age and service requirements are able to withdraw their accumulated contributions and remain eligible for a benefit.

Employee contributions to both systems for annuity savings may be withdrawn upon separation from the City. At retirement,
members have the option to withdraw all or part of their accumulated annuity contributions plus interest in either a lump sum
or to receive monthly annuity payments. Employees in both systems may withdraw their annuity balance if they have
accumulated 25 years of service. The following details the schedule of employer contributions (in millions):

General Retirement System Policemen and Firemen Retirement System

Year Annual Net Year Annual Net
Ended Pension Percentage Pension Ended Pension Percentage Pension
June30  Costs Contributed Asset June 30 Costs Contributed Asset
2003 729 100 — 2003 66.8 100 —
2004 95.9 100 — 2004 69.5 100 —
2005  106.4 754 $695.6 2005 98.8 754 $595.1
106 (Continued)
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ion assets as of the City June 30, 2005 are as follows:
GRS
Business-Type Activities
Sewage Total
G G Transp Disposal Water Primmary
Activities Activities Fund Fund Fund Govemment
Annual required contributions (ARC) $ 98842261 $ 63450814 $ 15992663 $ 635972 § 17571543 $ 202.217,003
Annual pension cost 98842261 63450814 15,992,663 6,359,722 17,571,543 202217003
Contributions made (employer) 693,967,089 480,048,802 113,998,169 14,210,003 168,024,051 1470248114
Changes in net pension asset 595,124.828 416,597,988 98,005,506 7,850,281 150452,508 1268,031,111
Net pension asset, beginning of year — — — — — —
Net pension asset, end of year $ 595,124,828 $ 416597988  $ 98005506  $ 7.850281 $  150452,508 $ 1268,031,111

The annual pension costs and net pension assets of the component units of the City as of June 30, 2005 are as follows:

Annual required contributions

Annual pension cost
Contributions made (employer)

Changes in net pension asset
Net pension asset, beginning of year

Net pension asset, end of year

Retirees and beneficiaries receiving benefits

Terminated plan members entitled to but not
yet receiving benefits

Active plan members

Component Unit
Detroit Public
Library (GRS)

S 299035

2,990,354
25,643,892

22,653,538

S 22653538

Defined Annuity
Defined Benefit Contributions
GRS PFRS GRS PFRS
11,396 8,465 1,521 1,335
1,109 25 231 46
9,820 4,652 9,249 4,195
107 (Continued)
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Retirement System

Retirement System

Valuation Date (latest date available) June 30, 2005 June 30, 2005
Actuarial Cost Method Entry Age Entry Age
Amortization M ethod Level Percent Level Percent
Remaining Amortization Period 20 years 12 years closed
Asset Valuation Method 3-year Smoothed Market 3-year Smoothed Market
Actuarial Assumptions:

Investment Rate of Return 7.9% 7.8%

Projected Salary Increases 4.0% -9.5% 5.8% - 10.8%

Includes Inflation at 4.0% 4.8%

Cost-of-Living Adjustments 2.25% 2.25%

Factors that significantly affect the identification of trends in the amounts reported include, for example, changes in benefit
provisions, the size or composition of the population covered by the plans, or the actuarial methods and assumptions used.

Investment loss presented in the Statements of Net Assets in Fiduciary Funds for the Retirement Systems consist of interest
income, dividend income, net depreciation, and investment expenses. GRS and PFRS were unable to break down each
component by reserve fund as required in GASB Statement No. 25, Financial Reporting for Defined Benefit Pension Plans
and Note Disclosures for Defined Contribution Plans; however, the Systems were able to present components in total:

GRS PFRS
Investment Gain, Net:
Dividend Income $ 18,472,422 § 33,856,957
Interest Income 110,870,114 97,801,386
Net Apppreciation 160,852,269 140,792,494
Investment Expense (13,780,153) (12,581,933)
Total $ 276,414,652 $ 259,868,904

Other Post-employment Benefits: In addition to the pension benefits described above, the City provides post-retirement
benefits to its retirees, which include hospitalization, dental care, eye care, and life insurance. The number of City retirees at
June 30, 2005 is 22,451. Costs are accounted for in accordance with GASB Statement No. 12, Disclosures of Information on
Post-retirement Benefits Other Than Pension Benefits by State and Local Governmental Employers. The benefits are
provided in accordance with the City Charter and union contracts. The costs of benefits, which are financed on a pay-as-you-
go basis, for the year ended June 30, 2005, are as follows:

City Retiree Total

Benefit Cost Cost Cost
Hospitalization $ 137,864,782  § 13,960,235 § 151,825,017
Dental 5,547,455 — 5,547,455
Eye Care 2,134,951 — 2,134,951
Life Insurance 167,444 — 167,444
Total $ 145714632 $ 13,960,235 $ 159,674,867

Component Units

The GDRRA is authorized to charge user fees for services provided to residents in the event either the tipping fees or
supplemental tipping fees paid by the City and other revenues generated are not sufficient in each operating year to produce
revenues equal to at least 100% of the maximum annual debt service requirement, lease obligations, and operating costs.
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ided from certain taxes collected by the State of Michigan which are payable to the City
gation to pay tipping fees and supplemental tipping fees is a full faith and credit limited
tion whether or not the facility is operating. For the year ended June 30, 2005, tipping
id by the City to the GDRRA are as follows:

Tipping Fees $ 65,693,555
Supplemental Tipping Fees 16,530,000
Total $ 82,223,555

NOTE 1V. SUBSEQUENT EVENTS

On July 7, 2005, the Mayor signed a Cooperative Endeavor Agreement with the United States Department of Housing and
Urban Development (HUD) for the benefit of the Detroit Housing Commission (DHC). The agreement calls for the City to
transfer all of DHC’s assets, projects, and programs to HUD and for HUD to manage the day-to-day operations and reporting
requirements of the DHC. The agreement dissolves the DHC ‘s Board of Commissioners. The agreement has an initial term
of two years, and is renewable in one-year increments thereafter. The Detroit Housing Commission will not be presented in
the City’s CAFR for the fiscal year ending June 30, 2006.

On September 22, 2005 the Water Supply System issued $25,975,000 SRF Junior Lien Revenue Bonds. The bonds begin to
mature October 1, 2007 and will be fully matured in the year 2026.

In November 2005, Standard & Poor’s revised the City’s Unlimited Tax General Obligation Bond rating from BBB+ to BBB,
the City’s Limited Tax General Obligation Bond rating from BBB to BBB- and revised the outlook from stable to negative.

In November 2005, Moody’s Investors Service revised the City’s Unlimited Tax General Obligation Bonds rating from Baal
to Baa2, the City’s Limited Tax General Obligation Bond rating from Baa2 to Baa3 and revised the outlook from negative to
stable.

In November 2005, a general election referendum was passed which transfers control of the School District of City of Detroit
to a newly elected eleven (11) member School Board, effective January 1, 2006. The 11 Board members will consist of 7
members, one from each district, who will serve 2-year terms, and 4 at-large members representing the entire city who will
serve 4-year terms. Thus the District will not be presented in the City’s CAFR for June 30, 2006.

In December 2005, Fitch Ratings revised the City’s Unlimited Tax General Obligation Bond rating from BBB+ to BBB, the
City’s Limited Tax General Obligation Bond rating from BBB+ to BBB and revised the outlook from stable to negative.

In December 2005, the City issued $82,565,000 Unlimited Tax General Obligation Bonds and Unlimited Tax General
Obligation Refunding Bonds. Proceeds of $29.9 million were used to refund previously issued debt, resulting in present
value savings of $913,916 or 3.0% of the refunded par amount. The bonds mature beginning April 1, 2006 and will be fully
matured in the year 2025.

On March 1, 2006 the City entered into an agreement with the Detroit Zoological Society, a Michigan nonprofit corporation,
to manage the operations of the Detroit Zoological Institute through June 30, 2020, a period of fifteen (15) years, with an
option to renew of ten (10) years. The City retains ownership of all assets of the Detroit Zoological Institute, which includes
the Detroit Zoological Park and the Belle Isle Nature Zoo. The agreement between the City and Zoological Society provides
for the payment of capital funds in the amount of Five million dollars ($5,000,000) in fiscal year 2006 and an additional Five
million dollars (85,000,000) in fiscal year 2007. Upon transfer of the $5,000,000 payment in fiscal year 2006, the Zoological
Society will transfer ownership of the new Ford Education Center to the City. The City also agreed to pay an operating
subsidy for certain operating costs, insurance and security, totaling $900,000 per year for the first 2-years of the agreement,
fiscal year 2006 and fiscal year 2007.

On March 22, 2006, the City entered into an agreement with the Detroit Historical Society, a Michigan nonprofit corporation,
to manage the operations of the Detroit Historical Museums through June 30, 2015, a period of ten (10) years, with an option
to renew of ten years. The City retains ownership of all the assets of the Detroit Historical Museums, which includes the
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funds through the City’s annual capital budget process. Currently, the City has authorization from the electorate to sell up to REQUIRED
$20.02 million in general obligation bonds for capital improvements to the Detroit Historical Museum facilities.
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Variance Actual

Budgeted Amounts Actual Over (Under)
Original Final Amounts Budget
REVENUES:
Taxes:
SUPPLEMENTARY Property Taxes $ 215696948 S 215,696,948 S 178,957,463 S (36,739,485)
Municipal Income Tax.... 319,008,000 319,008,000 282,501,875 (36,506,125)
Utility Users' Tax, 55,000,000 55,000,000 52,939,839 (2,060,161)
‘Wagering Taxes. 117,600,000 117,600,000 137,970,347 20,370,347
Other Taxes and A 11,569,766 11,569,766 10,962,886 (606,880)
Interest and Penalties on Taxes. - 9,800,000 9,800,000 11,491,470 1,691,470
INFORMATION- Total Taxes, Assessments, Interest and Penalties 728,674,714 728,674,714 674,823,880 (53,850,834)
Licenses, Permits and Inspection Charges:
Business License 1,595,585 1,839,155 1,892,283 53,128
Permit 1,255,832 1,255,832 1,697,773 441,941
Insp Charges. 9,866,419 9,866,419 7,442,358 (2,424,061)
Other Licenses. 96,157 96,157 28,641 (67,516)
GENERAL FUND Total Licenses, Permits and Inspection Charges 12,813,993 13,057,563 11,061,055 (1,996,508)
Shared Taxes:
Liquor and Beer License. 545,000 545,000 602,582 57,582
@ State Shared Tax. 286,938,418 286,938,418 282,914,217 (4,024,201)
é\ Total Shared Taxes. 287,483,418 287,483,418 283,516,799 (3,966,619)
J Intergovernmental:
STATEMENT OF REVENUES Federal 5,402,963 5,029,661 26,522,887 21,493,226
State. 54,495,391 12,735,431 23,511,241 10,775,810
State Equity Grant. 1,170,400 1,170,400 1,076,931 (93,469)
AND EXPENDITURE S Other Grants. 3,739,549 179,117,798 16,346,773 (162,771,025)
Total Grants. 64,808,303 198,053,290 67,457,832 (130,595,458)
Sales and Charges for Services:
i and Constructi 1,234,846 1,234,846 1,509,134 274,288
Other Labor and Materials. 300,000 300,000 347,868 47,868
Electrical 47,840,000 47,840,000 40,506,888 (7,333,112)
-BUDGET TO ACTUAL Steam. 955,000 955,000 851,310 (103,690)
itation Charges. 823,897 823,897 662,841 (161,056)
Recreation Fee: 7,020,797 7,020,797 5,175,375 (1,845,422)
C ion Fees 7,284,190 7,314,190 7,076,021 (238,169)
Other Fees, 39,440,796 42,990,796 40,107,965 (2,882,831)
Personal Servi 61,801,228 62,138,133 57,761,903 (4,376,230)
Sales of Non-Capital Assets - - - -
Other Departmental Sales... 30,047,894 37,317,941 24,109,898 (13,208,043)
Total Sales and Charges for Service: 196,748,648 207,935,600 178,109,203 (29,826,397)
Ordinance Fines 29,504,878 27,219,663 23,273,726 (3,945,937)
Revenue from Use of Assets:
Earnings on In: 3,087,000 2,801,531 2,380,653 (420,878)
Real Estate Rentals. 9,160,886 9,160,886 7,414,207 (1,746,679)
112 C i 5,054,456 5,054,456 2,837,924 (2,216,532)
Sale of Real Property. 33,410,000 33,410,000 6,013,792 (27,396,208)
Total Revenue from Use of Assets. 50,712,342 50,426,873 18,646,576 (31,780,297)
Other Rev 40,813,259 60,388,979 100,134,090 39,745,111
Total 1,411,559,555 1,573,240,100 1,357,023,161 (216,216,939)
(Continued)
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Variance Actual

Budgeted Amounts Actual Over (Under) Variance Actual
Original Final Amounts Budget Budgeted Amounts Actual Over (Under)
EXPENDITURES: Original Final Amounts Budget
Public Protection: Debt Service:
C Affairs. 1,314,854 1,556,813 1,210,811 (346,002) Bond I Costs. 24,000 24,000 5,192,701 5,168,701
Fire 207,441,391 209,926,211 202,172,068 (7,754,143) Total Debt Service.... 24,000 24,000 5,192,701 5,168,701
Human Rights 2,359,312 2,352,587 2,081,368 (271,219) Total Expendi 1,486,784,830 1,733,451,270 1,492,451,332 (240,999,938)
O p 1,457,978 1,452,093 1,457,015 4,922 Excess (Deficiency) of Revenues Over (Under)
Parking Enfor 9,793,095 9,700,247 9,074,181 (626,066) Expendi (75,225,275) (160,211,170) (135,428,171) 24,782,999
Police 475,234,439 507,793,222 454,600,253 (53,192,969) OTHER FINANCING SOURCES (USES):
Detroit Office of Homeland Security. 620,254 8,664,317 677,940 (7,986,377) Sources:
36th District Court.. 49,470,064 49,511,893 45,454,181 (4,057,712) :”“s:"s ?“'"“ Other Funds: 119,091,664 1743983 3,051,546 58,692,437
Total Public Protection 747,691,387 790,957,383 716,727,817 (74,229,566) P:::;;:so PSR o 5: ot N 5: o - 5: - (88,692, _)
Department of Health 9T.AT3,647 100,732,152 87,862,830 (12,869,322) Premium on Capital Related Debt.... 5,974,832 5,974,832 5,974,832 -
Recreation and Culture: Sale of General Obligation Bonds. 141,215,335 223,167,013 242,150,000 18,982,087
fl:'sl:::e Arts and Tourism. ;::3;:233 ;22222 ;;::Z;; ué:iz;i;i - :Total Other Financing Sources 266,597,182 351,201,179 281491729 (69.709.450)
Recreati 50,042,927 47,416,336 49,924,914 2,508,578 Transfers to Other Funds:
Senior Citizens. 1,294,920 2,138,068 932,042 (1,206,026) Transfers Out. 182,677,300 182,377,868 136,651,053 (45,726,815)
Zoological Instit 14,029,400 14,357,011 12,492,833 (1,864,178) Principal Paid to Bond Agent for Refunded Bonds. 57,357,145 57,357,145 92,640,000 35,282,855
(@] Total Recreation and Culture.. 70,628,772 69,875,808 67,498,395 (2,377.413) Interest Paid On Refunded Bonds. 4,213,845 4,131,379 4,213,845 82,466
Sy Economic Development — Civic Center. 26,863,409 25,310,350 23,541,123 (1,769,227) Total Other Financing Uses 244,248,290 243,866,392 233,504,898 (10,361,494)
30 Housing Supply and Conditions: Total Other .Fmancmg Sources and Uses. 22,348,892 107,334,787 47,986,831 (59,347,956)
Net Change in Fund Balance. y (52,876,383) (52,876,383) (87,441,340) (34,564,957)
Planning and D 11,433,365 23,773,549 12,486,977 (11,286,572) Fund Balance at Beginning of Year. 52,876,383 52,876,383 69,216,269 16,339,886
Total Housing Supply and Condition: 11,433,365 23,773,549 12,486,977 (11,286,572) Increase (Decrease) in Inventories - - (15,369,363) (15,369,363)
Physical Environment: Fund Balance at End of Year. $ -8 - 8 (33,594,434) 8 (33,594,434)
Envir 1 Affairs. 2,594,658 4,503,223 2,319,583 (2,183,640)
Public Lighting 65,907,104 65,462,349 69,060,774 3,598,425
Public Works 183,411,745 183,717,019 185,239,556 1,522,537 See accompanying independent auditors' report
Total Physical Environment 251,913,507 253,682,591 256,619,913 2,937,322
Development and Management:
Auditor General 3,299,800 3,298,236 2,669,338 (628,898)
Budget. 3,426,505 3,423,757 3,084,852 (338,905)
City Clerk 4,417,596 4,373,775 3,770,777 (602,998)
City Council 18,019,661 18,083,380 14,780,744 (3,302,636)
Communications & Creative Services. 2,906,588 2,899,883 2,467,503 (432,380)
Elections 10,773,348 10,704,128 10,551,156 (152,972)
Finance. 48,900,999 49,876,483 40,501,832 (9,374,651)
Law. 27,121,937 28,396,285 26,884,967 (1,511,318)
Mayor's Office. 11,356,692 11,595,397 9,653,665 (1,941,732)
Human Resour 32,330,117 32,291,316 25,904,262 (6,387,054)
Information Technology Servic 31,361,734 31,385,622 24,294,443 (7,091,179)
Board of Zoning Appeals. 973,677 971,884 844,025 (127,859)
Detroit Workforce Development Department....... 2,000 605,311 1,124 (604,187)
Dept. of Administrative Heari 2,265,667 2,266,167 898,772 (1,367,395)
Non Depar 14,164,289 171,392,092 31,501,316 (139,890,776)
Total and 211,320,610 371,563,716 197,808,776 (173,754,940)
Capital Outlay. 69,436,133 97,531,721 124,712,800 27,181,079
(Continued)
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REQUIRED SUPPLEMENTAL INFORMATION

HISTORIC PENSION DATA - UNAUDITED

Year
Ended
June 30
2001
2002
2003
2004
2005

Annual
Required

Contributions

$68.1
67.8
729
95.9
106.4

Net
Percentage Pension

Schedule of Funding Progress (In millions):

General Retirement System:

Actuarial
Valuation
Date
June 30

2001 (a) (b)
2002
2003
2004
2005

Policemen and Firemen Retirement System:

Actuarial
Valuation
Date
June 30

2001 (a) (b)

2002 (a)
2003
2004
2005

Policemen and Firemen Retirement System

Year Annual
Ended Required
June 30  Contributions

Contributed Asset
100% 2001
100 2002
100 2003
100 2004
754 $695.6 2005
Actuarial
Actuarial Accrued Unfunded
Value of Liability Funded AAL
Assets (AAL)  Ratio  (UAAL)
$2,912.1 $3,179.6  91.6%  $267.5
2,761.2 32766 843 5154
2,537.7 32706  77.6 733.0
2,470.2 33839 730 913.7
32224 33474 963 125.0
Actuarial
Actuarial Accrued Unfunded
Value of Liability Funded AAL
Assets (AAL) Ratio (UAAL)
$3,900.0 $3,463.2  112.6%  $(436.8)
3,635.1 3,5234 1032 (111.7)
3,205.5 3,721.6 86.1 516.1
3,074.5 38575 79.7 783.0
3,757.9 3,780.4  99.0 22.6

a) After changes in actuarial assumptions.
b) Plan amended.

See accompanying independent auditors’ report.
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Net
Percentage Pension

Contributed ~ Asset

14.4 100%
8.4 100
66.8 100
69.5 100
98.8 702 $595.1
UAAL
asa
Covered  Percentage
Payroll of Payroll
$439.6 60.8%
440.7 117.0
448.6 163.4
444.6 205.5
390.6 32.0
UAAL
asa
Covered  Percentage
Payroll of Payroll
$253.3 -
248.7 -
248.7 207.5
258.7 302.7
250.5 9.0
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City of Detroit, Michigan
COMPREHENSIVE ANNUAL FINANCIAL REPORT
For the Year Ended June 30, 2005

SPECIAL REVENUE FUNDS

‘COUNT FOR THE PROCEEDS OF SPECIFIC REVENUE SOURCES

(OTHER THAN CERTAIN MAJOR CAPITAL FACILITIES) THAT ARE RESTRICTED BY LAW
AND ADMINISTRATIVE ACTION TO EXPENDITURES FOR SPECIFIED PURPOSES

Community Development
Block Grant Funds

Construction Code Fund

Detroit Building Authority
Fund

Drug Law
Enforcement Fund

Empowerment Zone Fund

Detroit Workforce Development
Department

Human Services Fund

General Retirement Systems
Service Corporation

Police and Fire Retirement Systems

Service Corporation

Major and Local
Street Funds

Supportive Housing Programs and
Homeless Initiatives Funds

Targeted Business Development Fund

To account for activities financed by Federal Government Grants under
Title I of the Housing and Community Development Act of 1974.

In accordance with State of Michigan Public Act No. 245 of 1999, to
account for financing activities related to the acts and services performed
by the Building and Safety Fund including, without limitation, issuance of
building permits, examination of plans and specifications, inspection of
construction undertaken pursuant to a building permit, the issuance of
certificates of use and occupancy, and hearing appeals in accordance with
this act.

To account for fi ing activities iated with acquiring, improving,
ing and maintaining buildings and other structures for public
purposes.

To account for forfeited narcotics proceeds that are used for the
of i

To account for activities financed by Federal Government Grants under
provision of Section 2007 of Title XX of the Social Security Act as
amended.

To account for employment and training program grants received from
government sources.

To account for Federal and State Grant revenues that are used to finance
certain social service programs.

To account for the proceeds and service payments related to the issuance
of the Pension Obligation Certificates in June of 2005.

To account for the proceeds and service payments related to the issuance
of the Pension Obligation Certificates in June of 2005.

To account for Michigan State Gas and Weight Tax revenues and other
related grants used for the construction and maintenance of major and
local streets.

To account for financing activities of Supportive Housing Programs for
the Homeless received from the Federal Government.

To account for revenues received via the casino development agreements
earmarked to foster the presence of minority businesses in the City.

-53§46-f§m Doc 410-7 Filed 08/19/13 Entered 08/19/13 12:21:29
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City of Detroit, Michigan
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE YEAR ENDED JUNE 30, 2005

CAPITAL PROJECTS FUNDS

CAPITAL PROJECTS FUNDS ARE ESTABLISHED TO ACCOUNT FOR
FINANCIAL RESOURCES TO BE USED FOR THE ACQUISITION OR
CONSTRUCTION OF MAJOR CAPITAL FACILITIES (OTHER THAN THOSE
FINANCED BY SPECIAL REVENUE FUNDS AND PROPRIETARY FUNDS)

Capital Projects Fund To account for all funds used for the construction,
acquisition and renovation of Capital facilities by the
General Fund.

Urban Renewal Fund To account for funding received from the City of Detroit
and the Federal Government earmarked for the
acquisition and site preparation of property for future
development.

THIS PAGE LEFT BLANK INTENTIONALLY

DEBT SERVICE FUND

DEBT SERVICE FUND IS ESTABLISHED TO ACCOUNT FOR
THE ACCUMULATION OF RESOURCES FOR THE PAYMENT OF
DEBT AND PRINCIPAL AND INTEREST OF CERTAIN
PROPRIETARY FUNDS’ GENERAL OBLIGATIONS

IL-D

PERMANENT FUNDS

ACCOUNT FOR PRINCIPAL TRUST AMOUNTS RECEIVED AND RELATED
INTEREST INCOME. THE INTEREST PORTION OF THE TRUST
IS USED TO MAINTAIN THE COMMUNITY CEMETERY.

PERPETUAL CARE — BEQUEST FUND
TO ACCOUNT FOR INCOME AND DISBURSEMENTS OF BEQUESTS
ACCEPTED BY THE CITY.

121
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ASSETS

Current Assets

Cash.

Accounts and Contracts Receivable:

Duc from Other Fund
Duc from Other Governmental Agencies..
General Taxes Receivable on Real and Personal Property (Net).
Other

Total Accounts and Contracts Receivable..

Allowance for U ible Accounts

Total Accounts and Contracts Receivable - Net....

Taxes, Interest and Penalties—Net..
Current Special i
Prepaid E
Inventory—Forfeited Property.
Other Inventor

Total Current Assets.

Restricted Assets:

Cash.
Total Assets.

Liabilities:

Accounts and Contracts Payable.

Due to Other Funds.

Advances from Other Fund

Due to Other Governmental Agencies

Deposits from Vendors and Customers.

Accrued Salaries and Wages Payable..

Accrued L i

Other Liabilitie

Deferred Revenus
Total Liabi

Fund Balances:

Reserved for Inventor
Reserved for Ei
Reserved for E and Trusts.
Reserved for Debt Service.

Reserved for Capital Project:

T .

Total Fund Balances.
Total Liabilities and Fund Balances.

See accompanying independent auditors' report.

City of Detroit,

Special Debt Capital
Revenue Service Projects
Funds Fund Funds Total
20,607,161 7,688 2,221,942 47,344 22,884,135
88,647,226 1,200,865 136,063,006 1,097,814 227,008,911
4,651,893 - 1,977,302 - 6,629,195
29,968,385 - 567,116 - 30,535,501
- 20,478,737 - - 20,478,737
881,466 - 354,558 - 1,236,024
35,501,744 20,478,737 2,898,976 - 58,879,457
(428,532) (16,475,000) (188,000) - (17,091,532)
35,073,212 4,003,737 2,710,976 - 41,787,925
- 2,005,000 - - 2,005,000
- - 347,225 - 347,225
127,636 - - - 127,636
250,875 - - - 250,875
677,208 - - - 677,208
145,383,318 7,217,290 141,343,149 1,145,158 295,088,915
1,001,831 32,203,497 30,234,856 108,465 63,548,649
146,385,149 39,420,787 $ 171,578,005 1,253,623 358,637,564
17,001,472 - 26,352,524 - 43,353,996
9,902,480 2,328,825 4,183,436 - 16,414,741
145,674 - 850,000 - 995,674
5,196,450 704,821 - - 5,901,271
2,847,640 - - - 2,847,640
1,937,814 - - - 1,937,814
13,564,749 - - - 13,564,749
1,547,110 - 124,113 - 1,671,223
2,398,483 7,325,737 255,050 - 9,979,270
54,541,872 10,359,383 31,765,123 - 96,666,378
928,083 - - - 928,083
14,018,549 - - - 14,018,549
- - - 1,253,623 1,253,623
- 29,061,404 - - 29,061,404
- - 139,812,882 - 139,812,882
76,896,645 - - - 76,896,645
91,843,277 29,061,404 139,812,882 1,253,623 261,971,186
146,385,149 39,420,787 $ 171,578,005 1,253,623 358,637,564
122
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City of Detroit, Michigan
EMENT OF REVENUES, EXPENDITURES AND
HANGES IN FUND BALANCES
MAJOR GOVERNMENTAL FUNDS
or the Year Ended June 30, 2005

Special Debt Capital
Revenue Service Projects
Funds Fund Funds Total
REVENUES:
Taxes:
Property Taxes - 8 59,813,679 - 59,813,679
Other Taxes and A - 2,602,232 - 2,602,232
State Hotel and Liquor Tax. - 16,310,767 - 16,310,767
Licenses, Permits and Charge: 23,945,463 - - 23,945,463
Intergovernmental:
Federal. 225,212,352 - 24,637,235 249,849,587
Stat 13,356,134 - - 13,356,134
Gas and Weight Tax 63,476,425 - - 63,476,425
Sales and Charges for ServiCes....oummmmmmmsmmssssssssssasssses 5,185,630 - - 5,185,630
Ordinance Fine: 4,207,916 - - 4,207,916
Revenue from Use of Assets. - 516,134 - 516,134
Earnings on 1,028,610 1,276,054 9,673,567 11,999,034
Other Revenue. 3,337,774 2,065,164 26,120,864 31,523,802
Total Revenu 339,750,304 82,584,030 60,431,666 482,786,803
EXPENDITURES:
Current:
Public Ps 38,159,175 - - 38,159,175
Health 81,781,875 - - 81,781,875
E 68,937,989 4,165,500 - 73,103,489
E 73,837,899 - - 73,837,899
Housing and Condition 5,795,925 - - 5,795,925
Transport 46,272,594 - - 46,272,594
Debt Service:
Principal. - 73,544,336 - 73,544,336
Interest. - 51,462,415 - 51,462,415
Bond Issuance Cost: - - 2,299,818 2,299,818
Capital Outlay. - - 157,832,908 157,832,908
Total E: 314,785,457 129,172,251 160,132,726 604,090,434
Excess (Deficiency) of Revenues Over (Under) E 24,964,847 (46,588,221) (99.701,060) (121,303,631)
OTHER FINANCING SOURCES (USES):
Sources:
Transfers In:
General Fund. 8,234,889 38,830,859 - 47,065,748
General Debt Service Fund.... - - 37,469,125 37,469,125
Special Revenue Fund: 19,668,260 3,821,110 - 23,489,370
Total Transfers In... 27,903,149 42,651,969 37,469,125 108,024,243
Proceeds of Federal Note. 7,789,000 - - 7,789,000
Proceeds from Capital Related Debt Issuance.... - - 111,680,000 111,680,000
Premium on General Obligation Bonds Issued.... - - 7,039,843 7,039,843
Total Other Fi ing S 35,692,149 42,651,969 156,188,968 234,533,086
Uses:
Transfers Out:
General Fund 33,051,547 - - 33,051,547
Capital Projects Fund - 37,469,125 - 37,469,125
Debt Service Fund. 3,821,110 - - 3,821,110
Special Revenue Fund: 19,668,260 - - 19,668,260
Total Transfers Out. 56,540,917 37,469,125 - 94,010,042
Principal Paid to Bond Agent for Refunded Bonds.... . - - 69,160,000 69,160,000
Interest Paid to Bond Agent for Refunded Bonds.........ccoouuuu. - - 6,651,575 6,651,575
Total Other Financing Use: 56,540,917 37,469,125 75,811,575 169,821,617
Total Other Fi ing Sources (Uses). (20,848,768) 5,182,844 80,377,393 64,711,469
Net Change in Fund Balances 4,116,079 (41,405,377) (19,323,667) (56,592,162)
Fund Balances at inning of Year. 87,812,776 70,466,781 159,136,549 318,648,926
Decrease in Inve i (85.578) - - (85.578)
Fund Balances at End of Year. 91,843,277 _§ 29,061,404 S 139,812,882 261,971,186

See accompanying independent auditors' report.
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City of Detroit, Michigan

B
2
Supportive
Housing
Community Detroit Detroit Programs Targeted
Development Construction Building Drug Law Empowerment Workforce Human and Homeless Business
ASSETS Block Grant Code Authority Enforcement Zone Development Services Street Initiatives Development
Funds Fund Fund Fund Fund Department Fund Funds Funds Fund Total
Current Assets:
Cash. $ 1,388,485 S 3,002,515 $ 2,146,303 $ 355,187 $ 1,157,520 § 5,472,405 $ 5,613,144 S 1,371,702 §$ 99,900 $ - $ 20,607,161
- - - 17,147,226 - - - 39,000,000 - 32,500,000 88,647,226
Accounts and Contracts Receivable:
Due from Other Fund: 2,087,629 348,209 179,985 - 61,189 206,080 1,674,934 93,867 - - 4,651,893
Due from Other Governmental Agencies... 7,522,442 58,077 - - 4,802,196 5,183,204 - 11,936,751 465,715 - 29,968,385
Other i 401,667 419,357 - - - - - 60,442 - - 881,466
Total Accounts and Contracts Receivable..... 10,011,738 825,643 179,985 - 4,863,385 5,389,284 1,674,934 12,091,060 465,715 - 35,501,744
Al for U ible A ts (37,608) (345,200) - - - - - (45,724) - - (428,532)
Total Accounts and Contracts Receivable - Ne 9,974,130 480,443 179,985 - 4,863,385 5,389,284 1,674,934 12,045,336 465,715 - 35,073,212
Prepaid E i - - - - - 127,636 - - - - 127,636
Inventory--Forfeited Property.... - - - 250,875 - - - - - - 250,875
Other Inventor - 48,009 - - - - - 629,199 - - 677,208
Total Current Asset 11,362,615 3,530,967 2,326,288 17,753,288 6,020,905 10,989,325 7,288,078 53,046,237 565,615 32,500,000 145,383,318
Restricted Assets:
Cash 1,001,831 - - - - - - - - 1,001,831
Total Assets. 12,364,446 3,530,967 2,326,288 17,753,288 6,020,905 10,989,325 7,288,078 53,046,237 565,615 32,500,000 146,385,149
O LIABILITIES, AND FUND BALANCES
Liabilities:
J Accounts and Contracts Payable.... 2,056,612 34,212 341,170 496,565 68,898 7,765,575 2,980,772 3,101,578 156,090 - 17,001,472
W Due to Other Funds. 4,757,090 1,233,248 912,027 31,670 953,677 863,213 628,102 499,743 23,710 - 9,902,480
Advances from Other Funds... - - - - - 145,674 - - - - 145,674
Due to Other Governmental Agencie: - - - - - 1,363,974 427,962 3,404,514 - - 5,196,450
Deposits from Vendors and Customers. - 4,487 - 2,843,153 - - - - - - 2,847,640
Accrued Salaries and Wages Payable. 571,927 622,145 - 21,199 29,397 412,607 280,539 - - - 1,937,814
Accrued Liabilities. 3,654,544 1,378,968 300,246 4,968,933 438,282 572,220 1,865,741 385,815 - 13,564,749
Other L S. 1,324,273 - 222,837 - - - - - - - 1,547,110
Deferred Reven: - - - - - - 2,398,483 - - - 2,398,483
Total Liabilities. 12,364,446 3,273,060 1,476,034 3,692,833 6,020,905 10,989,325 7,288,078 8,871,576 565,615 - 54,541,872
Fund Balances:
Reserved for Inventory..... - 48,009 - 250,875 - - - 629,199 - - 928,083
Reserved for E - 208,969 - 13,809,580 - - - - - - 14,018,549
L i - 929 850,254 - - - - 43,545,462 - 32,500,000 76,896,645
Total Fund Balances. - 257,907 850,254 14,060,455 - - - 44,174,661 - 32,500,000 91,843,277
Total Liabilities and Fund Balances.... $ 12,364,446 § 3,530,967 $ 2,326,288 $ 17,753,288 $ 6,020,905 $ 10,989,325 $ 7,288,078 S 53,046,237 _$ 565,615 _§ 32,500,000 $ 146,385,149
See accompanying independent auditors' report.
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City of Detroit, Michigan
T

Supportive
Housing
Detroit Programs
Empowerment Workforce Human and Homeless
Zone Development Services Street Initiatives
Fund Department Fund Funds Funds Total

- - - $ - 8 - 23,945,463
11,464,565 73,837,899 74,328,682 - 5,795,925 225,212,352
- - 2,885,506 10,470,628 - 13,356,134
- - - 63,476,425 - 63,476,425
- - - - - 5,185,630
- - - - - 4,207,916
- - - 722,527 - 1,028,610
- - 300,000 624,046 - 3,337,774
11,464,565 73,837,899 77,514,188 75,293,626 5,795,925 339,750,304
- - - - - 38,159,175
- - 81,781,875 - - 81,781,875
11,464,565 - - - - 68,937,989
- 73,837,899 - - - 73,837,899
- - - - 5,795,925 5,795,925
- - - 46,272,594 - 46,272,594
11,464,565 73,837,899 81,781,875 46,272,594 5,795,925 314,785,457
- - (4,267,687) 29,021,032 - 24,964,847
- - - - - 7,789,000
- - 4,267,687 - - 8,234,889
- - - - - 10,668,260
- - - 9,000,000 - 9,000,000
- - 4,267,687 9,000,000 - 27,903,149
- - 4,267,687 9,000,000 - 35,692,149
- - - - - 10,668,260
- - - 30,349,820 - 33,051,547
- - - - - 3,821,110
- - - 9,000,000 - 9,000,000
- - - 39,349,820 - 56,540,917
- - - 39,349,820 - 56,540,917
- - 4,267,687 (30,349,820) - (20,848,768)
- - - (1,328,788) - 4,116,079
- - - 45,286,184 - 87,812,776
- - - 217,265 - (85,578)
- - - S 44,174,661 § - 91,843,277

Community
Development Construction Detroit Drug Law
Block Grant Code Building Enforcement
Fund Fund Authority Fund
REVENUES:
Licenses, Permits and ion Charge: - 23,945,463 - -
Intergovernmental:
Federal, 59,785,281 - - -
State. - - - -
Gas and Weight Tax - - - -
Sales and Charges for Services. 5,112,710 72,920 - -
Ordinance Fines and Forfeitures.. - 504,880 - 3,703,036
Earnings on - - - 306,083
Other Revenu - - 2,189,455 224,273
Total 64,897,991 24,523,263 2,189,455 4,233,392
EXPENDITURES:
Current:
Public Pr - 35,413,572 - 2,745,603
Health - - - -
E ic D 55,495,804 - 1,977,530 -
E - - - -
Housing and C - - - -
O Transportation F: - - - -
J Total E i 55,495,894 35,413,572 1,977,530 2,745,603
_h Excess (Deficiency) of Revenues Over (Under) Expenditures... 9,402,097 (10,890,309) 211,925 1,487,789
Other Financing Sources:
Proceeds of Federal Note. 7,789,000 - - -
Transfers in:
General Fund - 461,106 1,006,096 -
Community Development Block Grant Fund.... 10,668,260 - -
Major Street Fund - - - -
Total Transfers In. - 11,129,366 1,006,096 -
Total Other Fi ing Sources 7,789,000 11,129,366 1,006,096 -
Other Financing Uses:
Transfers Out:
Construction Code Fund 10,668,260 - - -
General Fund. 2,701,727 - - -
General Debt Service Funds. 3,821,110 - - -
Local Street Fund - - - -
Total Transfers Out. 17,191,097 - - -
Total Other Financing Uses. 17,191,097 - - -
Total Other Fi ing Sources (Uses). (9,402,097 11,129,366 1,006,096 -
Net Change in Fund - 239,057 1,218,021 1,487,789
Fund Balances (Deficits) at Beginning of Year.. - - (367,767) 12,894,359
Increase (Decrease) in Inventory. - 18,850 - (321,693)
Fund Balances at End of Year. - 257,907 850,254 14,060,455
See accompanying independent auditors' report.
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ASSETS

Cash
I
Accounts and Contracts Receivable:
Due from Other Funds.
Due from Other Gover 1A
Other Receivables - Trade.
Total Accounts and Contracts

All for Uncollectible A t:
Total Accounts and Contracts Receivable - Net.
Current Special A
Restricted Cash and Cash Equi
Total Assets

LIABILITIES AND FUND BALANCES

Liabilities:
Accounts and Contracts Payable.
Due to Other Funds.
Advance from General Fund.
Other Liabilities.
Deferred R
Total Liabilities.

LD

Fund Balances:
Undesi d Fund Balance.
Total Fund Bal.
Total Liabilities and Fund Balances.

See accompanying independent auditors' report.
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Capital Urban
Projects Renewal Total
$  L111,215  § 1,110,727 2,221,942
120,122,776 15,940,230 136,063,006
1,973,651 3,651 1,977,302
567,116 - 567,116
354,558 - 354,558
2,895,325 3,651 2,898,976
(188,000) - (188,000)
2,707,325 3,651 2,710,976
347,225 - 347,225
30,234,856 - 30,234,856
$ 154,523,397 8§ 17,054,608 171,578,005
$ 25845179 § 507,345 26,352,524
3,261,705 921,731 4,183,436
850,000 - 850,000
34,376 89,737 124,113
243,335 11,715 255,050
30,234,595 1,530,528 31,765,123
124,288,802 15,524,080 139,812,882
124,288,802 15,524,080 139,812,882
$ 154,523,397 8§ 17,054,608 171,578,005
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City of Detroit, Michigan
INING STATEMENT OF REVENUES,
URES AND CHANGES IN FUND BALANCES
AJOR CAPITAL PROJECTS FUNDS

For the Year Ended June 30, 2005

Revenues:
Grants.
Earnings on I
Other

Total R

Expenditures:
Bond I Cost.
Capital Outlay.
Total Exy
Excess (Deficiency) of Revenues
Over (Under) Expendi
Other Financing Sources:
Transfers in:
General Debt Service Fund
Proceeds from Bonds.
Premium on Bonds Issued
Total Other Fi ing Sources.
Other Financing Uses:
Principal Paid to Bond Agent for Refunded Bonds.
Interest Paid to Bond Agent for Refunded Bonds.
Total Other Fi ing Uses.

Total Other Fi Sources (Uses).
Net Change in Fund Balance.
Fund Bal. at inning of Year.

Fund Balances at End of Year.

See accompanying independent auditors' report.

Capital Urban
Projects Renewal Total
s 967,891  $ 23,669,344 $ 24,637,235
1,808,745 7,864,822 9,673,567
26,120,864 - 26,120,864
28,897,500 31,534,166 60,431,666
2,299,818 - 2,299,818
123,390,637 34,442,271 157,832,908
125,690,455 34,442,271 160,132,726
(96,792,955) (2,908,105) (99,701,060)
37,469,125 - 37,469,125
111,680,000 - 111,680,000
7,039,843 - 7,039,843
156,188,968 - 156,188,968
69,160,000 - 69,160,000
6,651,575 - 6,651,575
75,811,575 - 75,811,575
80,377,393 - 80,377,393
(16,415,562) (2,908,105) (19,323,667)
140,704,364 18,432,185 159,136,549
$ 124,288,802 $ 15,524,080 $ 139,812,882
129
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ity of Detroit, Michigan
REVENUES, EXPENDITURES, AND

ES IN FUND BALANCES
June 30. 2005 ON-MAJOR PERMANENT FUNDS
une
’ BEQUEST FUNDS
For the Year Ended June 30, 2005
Per t Funds
Bequest Funds
Other Cemetery
Trust Trust Total Per t Funds
ASSETS Bequest Funds
Cash $ - 8 47344  $ 47,344 Other Cemetery
Restricted Cash - 108,465 108,465 Trust Trust Total
Investments 42,958 1,054,856 1,097,814 Revenues:
Total Assets $ 42,958 $ 1,210,665 $ 1,253,623
Investment Income .. $ 814 §$ 19,989 § 20,803
LIABILITIES, AND FUND BALANCES Total Revenues. 814 19,989 20,803
Liabilities: Expenditures:
Total Liabilities $ _ $ -8 . Total Expenditures........ccceeuervereennens - - -
() Fund Balances: Total Ee:/enues Ov.er F}xpenditures ............ 814 19,989 20,803
3 Reserved for Restricted Assets. 42,958 1,210,665 1,253,623 Fund Beginning 42,144 1,190,676 1,232,820
=N Total Fund Bal 42,958 1,210,665 1,253,623 Fund Balance, Ending S 42958 % 1,210,665 _$ 1,253,623
Total Liabilities and Fund Balances.. $ 42,958 $ 1,210,665 §$ 1,253,623
See accompanying independent auditors' report.
See panying independent auditors' report.
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City of Detroit
ATEMENT OF CHANGES IN ASSETS AND LIABILITIES
AGENCY FUNDS
For the Year Ended June 30, 2005

Balance
June 30, 2004 Additions Deductions June 30, 2005
Condemnation Award Fund
Assets
C“‘:’em':‘“"“ Fi '"E'“s“”’““ f“‘" Cash s 1,464,630 s - s 39,052 S 1425578
wards serow seney Total Asset 5 1.464.630 s - s 39,052 S 1425578
Fund Fund Funds Total
ASSETS Liabilities
Cash $ 1425578  §$ 351,826 $ 733223 § 2,510,628
- 8,639,787 - 8,639,787 Accounts and Contracts Payabl .8 1,464,630 S - S 39,052 S 1,425,578
Due from Other Funds..... - 185,281 - 185,281 Total Liabilities. 1,464,630 $ - $ 39,052 $ 1,425,578
Total Asset: $ 1,425,578  § 9,176,894 § 733,223 § 11,335,695
LIABILITIES Fire Insurance Escrow Fund
A ts Payabl $ - $ 62,743 $ - $ 62,743
Awards Payable 1,425,578 - - 1,425,578 Assets
gd""“; from Outside Sources.. . 8.875.746 T2 s:gzg Cash $ 203,890 S 4.596.809 S 4448873 s 351826
serow Pay - ) & ¢ 7,108,506 2,816,281 1,285,000 8,639,787
Due to Other Funds; - 238,405 - 238,405 Due from Other Funds. 185,281 - - 185,281
Total Liabi $ 1425578 8 2,176,895 8 733,223 $ 11,335,695 Total Assets.. 5 7.497.677 S 7.413.090 $ 5.733.873 S 9.176.894
See accompanying independent auditors' report. Liabilities
O Accounts and Contracts Payable. .8 294,185 $ 1,737,667 1,969,109 $ 62,743
! Due to Other Funds. 117,215 167,377 46,186 238.405
:]] Other Liabilitie: 7,086,276 3,538,731 1,749,261 8,875,746
Total Liabilities. . $ 7.497.676 S 5,443,775 3,764,556 S 9.176.895
Other Agency Funds
Assets.
Cash $ 730,208 $ 3,014 $ - $ 733,222
Total Assets. $ 730,208 S 3.014 $ - S 733.222
Liabilities
Other Liabilitie: $ 730,208 $ 3,014 $ - $ 733,222
Total Liabilities.... $ 730,208 $ 3,014 $ - $ 733,222
Total Agency Funds
Assets
Cash $ 2,398,728 $ 4,599,823 $ 4,487,924 $ 2,510,627
7,108,506 2,816,281 1,285,000 8,639,787
Due from Other Funds. 185,281 - - 185,281
Total Assets.. .8 9.692,515 S 7.416,104 $ 5,772,924 S 11,335,695
Liabilities
Accounts and Contracts Payabl 1,758,815 $ 1,737,667 $ 2,008,161 1,488,321
Due to Other Funds.... 117,215 167,377 46,186 238,405
Other Liabilitie: 7.816,484 3,541,745 1,749,261 9,608,968
Total Liabilities. 9,692,514 $ 5,446,789 $ 3,803,608 11,335,695
See accompanying independent auditors' report.
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CITY OF DETROIT

In preparation for the Major League All-
Star Game in July, emergency responders
participate in a homeland security
emergency response exercise in May at
Comerica Park.

STATISTICAL

The Statistical Section contains:

General Governmental Revenues by Source— Last Ten Fiscal Years
General Governmental Expenditures by Function—
Last Ten Fiscal Years
Property Tax Levies and Collections — Last Ten Fiscal Years
Adjusted Tax Levies and Tax Collections by Levies —
Last Ten Fiscal Years
Assessed and Estimated Actual Value of Taxable Property —
Last Ten Fiscal Years
Property Tax Rates and Levies — All Overlapping Governments —
Last Ten Fiscal Years
Special Assessment Additions and Deductions — Last Ten
Fiscal Years
Ratio of Net General Bonded Debt to Assessed Value and Net Bonded Debt
per Capita —Last Ten Fiscal Years
Legal Debt Margin
Computation of Direct and Overlapping Debt—
General Obligation Bonds
Ratio of Annual Debt Service Expenditures for
General Bonded Debt to Total General Governmental Expenditures
—Last Ten Fiscal Years
Revenue Bond Coverage — Last Ten Fiscal Years
Real Property Value, Construction Permits and Bank Deposits —
Last Ten Fiscal Years
Principal Taxpayers
Largest Private Employers
Miscellaneous Statistics
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City of Detroit, Michigan
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE YEAR ENDED JUNE 30, 2005

CITY OF DETROIT

Shoppers marvel at the breathtaking array

of flowers at Eastern Market’s Flower Day

in May. Flower Day is a much-anticipated THIS PAGE LEFT BLANK INTENTIONALLY
annual rite of spring for thousands of metro

Detroiters.

6L-D

Runners speed to the finish line at the

Heat the Streets Run and Walk for Warmth
last February to raise money to assist low-
income residents with their utility costs.
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Unaudited

Revenue Clas: @) 2005 2002 2001

Taxes, Interest and Penalti s 826,722 $ 748,723 $ 716,014
Licenses, Permits, and Inspection Charges 35,007 24,857 28,824
Shared Taxes and Grant 618,949 759,365 747,085
Sales and Charges for Servi 183,295 203,322 185,732
Ordinance Fi 27,482 28,374 22,151
Revenues from Use of Assets. 16,782 39,918 60,541

Other Revent 131,658
1,839,895

Total Rev

(1) Includes general, special revenue, debt service, capital projects, and permanent funds.
(2) Library revenues have been removed for all years. Prior to 2002 the Detroit Public Library was included in the
Special Revenue Funds of the City. Itis now being reported as a Component Unit.

Table 2

City of Detroit, Michigan
GENERAL GOVERNMENTAL EXPENDITURES BY FUNCTION (1)
Last Ten Fiscal Years

(Amounts Expressed in Thousands)

Unaudited

O Expenditure Classification (2) 2005 2004 2003 2002 2001
! Public Protecti S 1423582 S 738331 S 609580  $ 601,014  § 598,723
x® Health. 197473 172,301 194,570 177,826 170,703
= Recreation and Cult 99,296 73,770 78,478 79,787 67,393
Economic 99,656 96,272 96,998 80,957 40949
71259 95,579 85,854 85516 96271
Housing Supply and Conditi 27,863 21,150 18,535 16,747 96393
Physical Envi 301,785 232,269 252,006 292,579 275,369
i 46,273 49,858 44,218 21,087 15,787
and 495,349 387,713 399,418 354,175 250,912
Debt Servi 169,268 140,118 132,184 124,583 126,981
Capital Outla 282,546 162,594 69.605 117,575 145,426
Total i S 3220350 S 2169955 S 1981446 5 1951846 S 1884,907

(1) Includes general, special revenue, debt service, capital projects, and permanent funds.
(2) Library expenses have been removed for all years. Prior to 2002 the Detroit Public Library was included in the
Special Revenue Funds of the City. Itis now being reported as a Component Unit.
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Table 1

2000 1999 1998 1997 1996
s 720077 S 636191 S 622,937 5 592515 § 580,149
29,829 24,426 23,727 20,722 17,960
747,033 687,086 640,242 617,385 615,803
176,948 150,482 148,217 141,088 131,684
23,573 20,032 19,885 17314 18,356
45,220 39,487 48,476 43,186 42,647
60,261 74,701 90,673 97,715 73,345
S 1,802941  §  1,632405 S 1,594,157 § 1529925  § 1479,944
Table 2
2000 1999 1998 1997
s 531,140 S 502980 S 516516 § 510304 S
164,662 140,777 146,389 146,563
68,699 65,077 70,908 68,494
45,687 31,344 23,960 20,188
87,190 52,563 43,505 53,179
85,720 74,866 74,809 63262
282,840 242,809 274,824 259,858
9,808 38,892 21,735 12,398
328,475 322,395 246,876 193,005
126,169 116,679 116,249 123472
65,852 91,740 75,326 83,452

S 1,796,242

$ 1,680,122

S 1,611,097

$ 1,534,175

$ 1,428,708
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Table 3

Unaudited
Total Current Percent of Delinquent
Fiscal Tax Tax Levy Tax
Year Levy C i Collected Collecti
1996 (1).. 201,028 180,615 89.85 11,949
208,546 189,097 90.67 15,028
218,533 193,536 88.56 15,968
1999 (1).. 224,248 199,594 89.01 14,302
2000 (1)... 231,310 210,805 91.14 17,606
254,397 218,915 86.05 15,854
243,710 212,435 87.17 23,433
246,284 207,628 84.30 16,663
2004 (3)... 242,235 231,696 95.65 17,677
2005 (3) 254,533 238,059 93.53 8,942
(1) includes General, Library and Debt Service Funds
(2) includes additi ot llations and adj
(3) Fiscal Years 2002-2004 do not include Library amounts.
O Table 4
OIO City of Detroit, Michigan
—_ Adjusted Tax Levies and Tax Collections by Levies
Last Ten Fiscal Years
(Amounts Expressed in Thousands)
Unaudited
Net Additions Less
Total Deducti C i
Fiscal Tax to (from) and
Year Levy Tax Levy Adjustments
1996 (1). 201,028 - (5,922)
1997 (1), 208,546 - (4,995)
1998 (1) 218,533 - (6,416)
1999 (1) 224,248 - (5.227)
2000 (1) 231,310 - 4,508
2001 (1) 254,397 - (4,480)
2002 (2) 243,710 - (5,193)
2003 (2) 246,284 - (5,101)
2004 (2) 242,235 - (411)
2005 (2) 254,533 - 3,977)

(1) includes General, Library and Debt Service Funds
(2) Fiscal Years 2002-2005 do not include Library amounts.
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Table 3
Percent of Current Percent of
Total Total Tax and (o] Deli
Tax Collections to Prior Years' Delinquent Taxes

C Tax Levy Adj (2) Taxes to Tax Levy
192,564 95.79 (13,380) 77,780 38.69
204,125 97.88 (3,559) 78,642 3771
209,504 95.87 (6,108) 79,267 36.27
213,896 95.38 (8,761) 80,858 36.06
228,411 98.75 (6,939) 76,896 33.24
234,769 92.28 (1,349) 95,285 37.46
235,868 96.78 (15,928) 79,136 3247
224,291 91.07 (10,925) 90,204 36.63
249,373 102.95 (2,945) 80,121 33.08
247,001 97.04 (6,088) 81,565 32.04

Table 4
Coll to June 30, 2005
Net Ratio to
Taxes Adjusted

Receivable Amount Tax Levy
195,106 193,450 99.15
203,551 201,330 98.91
212,117 209,368 98.70
219,021 215,165 98.24
235,818 229,885 97.48
249,917 237,892 95.19
238,517 225,277 94.45
241,183 218,474 90.58
241,824 231,696 95.81
250,556 238,059 95.01
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Table 5

(Amounts Expressed in Thousands)
Unaudited

Real Property (Notes A and B)

Personal Property (Notes A, B and C)

Total (Notes A, B and C)

State Equalized Estimated  State Equalized Estimated  State Equalized Estimated

Fiscal Value Taxable Actual Value Taxable Actual Value Taxable Actual

Year (Notes D and E) Value Value (Notes D and E) Value Value (Notes D and E) Value Value
1997 § 4943227 S 4,703,635 9886454 § 1443983 5 1443983 S 2887966 S 6387210 6147618  § 12,774,420
1998 5,351,875 4,847,236 10,703,750 1,603,341 1,603,341 3,206,682 6,955,216 6,450,577 13,910,432
199 5,940,201 5,005,031 11,880,402 1,626,585 1,626,585 3,253,170 7,566,786 6,631,616 15,133,572
200 6,990,962 5,219,200 13,981,924 1,637,482 1,637,482 3,274,964 8,628,444 6,856,682 17,256,888
200 8,106,178 5,486,262 16,212,356 1,718,119 1,718,119 3,436,238 9,824,297 7,204,381 19,648,594
200 9,319,364 5,983,367 18,638,728 1,656,438 1,656,438 3,312,876 10,975,802 7,639,805 21,951,604
200. 10,298,344 6,226,065 20,596,688 1,749,983 1,749,983 3,499,966 12,048,327 7,976,048 24,096,654
200 10,668,533 6,470,987 21,337,066 1,373,222 1,373,222 2,746,444 12,041,755 7,844,209 24,083,510
2005 11,177,226 6,828,591 22,354,452 1,507,199 1,507,199 3,014,398 12,684,425 8,335,790 25,368,850
2004 11,645,064 7,168,723 23,290,128 1,611,481 1,581,107 3,222,962 13,256,545 8,749,830 26,513,090

Note A — Excludes qualified real and personal properties exempted from ad valorem property taxes but subject to a specific

Industrial Facilities tax under the State Plant Rehabilitation and Industrial Development Districts Act of 1974.

Note B— Beginning with fiscal year 1995/1996 taxable values cannot exceed the statewide rate of inflation of the prior year on a
per parcel basis, except where increases are due to physical changes in the parcel (P.A.415 of 1994). This represents
the taxable amount of the state equalized value.

8D

Note D — State Equalized Value (50% of true cash value).

Note E — Assessment Date -December 31 preceding year of levy.
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Note C — Excludes inventories which are exempted from the assessed values by the State Single Business Tax Act of 1974.

City of Detroit, Michigan
OPERTY TAX RATES AND LEVIES —

[ OVERLAPPING GOVERNMENTS
Last Ten Fiscal Years

(Amounts Expressed in Thousands)

Table 6

Unaudited
Tax Rates — Mills
Fiscal City County
Year (Note A) Library School (Note B) State Total
31.2830 2.6400 25.5000 11.3800 6.0000 76.8030
31.2380 2.6400 25.5900 11.3700 6.0000 76.8380
31.1750 2.6400 24.4500 11.3200 6.0000 75.5850
31.0950 2.6400 23.9000 11.1390 6.0000 74.7740
31.6783 3.6331 25.0000 11.0565 6.0000 77.3679
31.9000 3.6331 28.5000 12.5395 6.0000 82.5726
30.8780 3.6331 31.1900 13.9895 6.0000 85.6906
30.8808 3.6331 31.8000 13.9886 5.0000 85.3025
30.4359 3.6331 31.0000 13.9861 6.0000 85.0551
30.0201 4.6307 30.6236 12.0950 6.0000 83.3694
Tax Levies
Fiscal City County
Year (Note A) Library School (Note B) State Total
$ 192,316 16,230 $ 116,328 69,960 $ 36,885 431,719
201,503 17,030 123,999 73,343 38,703 454,578
206,741 17,507 119,113 75,070 39,790 458,221
213,208 18,102 119,281 76,375 41,140 468,106
228,223 26,174 132,788 79,655 43,226 510,066
243,710 27,756 166,268 95,799 45,839 579,372
246,284 28,977 193,401 111,581 47,856 628,099
242,235 28,498 192,090 109,730 39,221 611,774
254,533 30,284 258,409 116,585 50,015 709,826
262,670 40,518 267,951 105,829 52,499 729,467

Note A — Includes millage to pay cash rentals to the City of Detroit Building Authority to cover

principal and interest on authority bonds issued to finance construction of a new Detroit

General Hospital and to pay Wayne County for debt service on County Drainage

District Bonds issued for Detroit NO. 1 thru 1994.

Note B — The County tax rates and tax levies shown are against properties situated within the City
of Detroit. The total assessed valuation used in determining the County tax rate

in

T
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Table 7

Last Ten Fiscal Years

Unaudited
D
Fiscal Beginning Cancellations Ending
Year Balance Additi C i and Adj Balance
2,065,651 - 149,976 58,180 1,857,495
1,857,495 - 213,336 105,500 1,538,659
1,538,659 231,733 84,970 22,655 1,662,767
1,662,767 4,897,716 250,378 473,697 5,836,408
5,836,408 39,622 19,811 152,117 5,704,102
5,704,102 - 80,553 362,034 5,261,515
5,261,515 19,427 118,793 184,202 4,997,947
4,977,947 23,865,681 360,457 75,529 28,407,642
28,407,642 529,869 340,692 800,396 27,796,423
27,796,423 - 176,851 1,574,915 26,044,657
(@)
oo
W
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of Detroit, Michigan
RAL BONDED DEBT TO ASSESSED
VALUE AND NET BONDED DEBT PER CAPITA
Last Ten Fiscal Years
(Dollars Expressed in Thousands)

Table 8

Unaudited
Ratio of Net
Taxable Debt to
Assessed Taxable Net Debt
Fiscal Net Value Assessed Population Per
Year Debt (Note A) Value (Note B) Capita
1996 (O)....... $1,120,872 $ 5,887,324 19.04 1,000,272 $ 1,121
1,101,020 6,147,618 17.91 1,000,272 1,100.72
1,068,048 6,450,576 16.56 1,000,272 1,067.76
1,042,641 6,631,616 15.72 1,000,272 1,042.36
2000 (C).. 1,021,005 6,856,682 14.89 951,270 1,073.31
2001 (C).. 938,080 7,204,381 13.02 951,270 986.13
2002 (C 962,133 7,639,805 12.59 951,270 1,011.42
2003 (C 909,624 7,976,048 11.40 951,270 956.22
2004 (C 1,104,034 7,844,210 14.07 951,270 1,160.60
2005 (C).. 1,209,104 8,335,790 14.50 951,270 1,271.05

Note A - Assessed Values are the State equalized valuations.

Note B - Population estimates are from U.S. Department of Commerce, Bureau of Census, Current
Population Reports. The population count for the City released by the U.S. Bureau of
census figure for 2000 was 951,270. Subsequent years are from the U.S. Census Bureau March
census estimates. The 2005 population count not available.

Note C - Beginning with Fiscal Year 1995-96, taxable values cannot exceed the statewide rate of
inflation of the prior year on a parcel basis, except where increases are due to physical
changes in the parcel (P.A. 415 of 1994).
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Legal Limitation

Percent of
Assessed Legal Debt
Value Amount Margin

Assessed Value Fiscal Year 2004-05 (State Equalized]
Add: Allowance under Act 198, Mich. 197
Allowance under Act 228, . 1975.
Allowance under Act 147, Mich. 1992
Allowance under Act 147, Mich. 1996.

Total Assessed Value Fiscal Year 2004-05.
Net Direct Debt Subject to General Debt Limitation:

. S 12,713,648477
361,731,928
718,498,590
26,933,794
86,672,803
S 13,907,485,592

General Obligation Bonds (Note A). S 579,850,000
General Bonds - Limited Tax 139,460,000
Limited Obligation Economic Development Bonds - District
Court, Madison Center Project. 8918510
Total Net Direct Debt Subject to General Debt Limitation... 728,228,510
Net Direct Debt Not Subject to General Debt Limitation (Note B):
Direct Debt:
General Obligations:
General Detroit Resource Recovery Bond: S 156,900,986
Limited Obligation Economic Development Bonds-
Resource Recovery Project. 63,980,000
Self-Insurance Bonds - Limited Tax 98,895,000
Revenue Bonds:
a Convention Facility - Cobo Center 95,003,208
| Detroit Building Authority - Parking and Arena Syste.. 52,606,236
oo Local Development Finance Authority Tax Increment Bonds-
~ Jefferson/Conner Revitalization Project 78,929,502
Sewage Disposal System 2,489,065,975
Tax Increment Finance Authority Bonds - DD 142,828,501
Water Supply System. 1,845,116,314
Downtown Development Authority - Trapper's Alley Project... 2,800,000
Federal Note - Caraco Phar Project. 4,266,000
Federal Note - Ferry Street 2,815,000
Federal Note - Garfield Project. 1,840,000
Federal Note - Riverbend Project. 1,070,000
Federal Note - Stuberstone Project, 315,000
Federal Note - Welcome Center. 7,789,000
Federal Note - New Project 9,700,000
Revenue Notes, Series 200 54,445,000
Total Not Subject to General Debt Limitation. 053,920,7.

10.00% $ 1,390,748,559

$ 1,390,748,559 § 662,520,049

Note A — General Obligation Bonds are subject to the general debt limitation, as established under State Law. After the effective date
(December 22,1978) of an amendment to the State Constitution, the City may not issue general obligation bonds payable from

taxes levied for debt service without a vote of the electorate.

Note B — Pursuant to State Law, certain exclusions to the debt limitations are 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 secured by a mortgage or not; bonds, contract obligations or assessments incurred to comply with an order of the

Water Resources Commission of the State of Michigan or a court of competent jurisdiction; oblig:

ions 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 reccived by the City or an agency therof; and bonds issued to refund

money advanced or paid for certain special assessments.
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City of Detroit, Michigan
OF DIRECT AND OVERLAPPING DEBT

TABLE 10

June 30, 2005
Unaudited
%
Less Applicable
Redemption To Detroit
Gross Debt Funds Net Debt Detroit Share
Direct Debt:

General Obligation:

General Bonds - Unlimited Ta: s 579,850,000 § - 8 579,850,000

General Bonds - Limited Ta 399,455,000 - 399,455,000
Detroit Building Authority Bonds -

Madison Center Project.. 9,921,954 1,003,444 8,918,510

Greater Detroit Resource Recovery Authority Bonds.. 183,000,000 26,099,014 156,900,986
Limited Obligation Economic Development Bonds -

Resource Recovery Project 63,980,000 - 63,980,000

Total General Obligatio 1,236,206,954 27,102,458 120,104,496 100.00% S 1,209,104,496
Revenue Bonds:

Convention Facility - Cobo Center Expansio 125,013,138 30,009,930 95,003,208
Detroit Building Authority - Parking and Arena System. 60,845,000 8,238,764 52,606,236
Local Development Finance Authority Tax Increment

Bonds - Jefferson/Conner Rev 86,210,000 7,280,498 78,929,502
Sewage Disposal System (Note C} 2,656,426,573 167,360,598 2,489,065,975
Tax Increment Finance Authori 166,473,198 23,644,697 142,828,501
Water Supply System (Note C: 1,991,615,000 146,498,686 1,845,116314

Total Revenue Bonds. . 5,086,582,909 383,033,173 4,703,549,736

Total Direct Debt. 6,322,789.863 410,135,631 5912,654,232
Overlapping Debt:
rict of the City of Detroit General

1,477,035,000 1,466,816,577 10,218,423
Wayne County Bonds (Note A 122,525,993 20,789,666 101,736,327
‘Wayne County Community College Bonds (Note A). 76,105,000 19.779.228 56.325,772
Total Overlapping Debt 1,675,665,993 1.507,385,471 168,280,522

Debt Not Pledging the Faith and Credit of the City:
Federal Note - Caraco Pharmaceutical Project (Note A 4,266,000 - 4,266,000
Federal Note - Ferry Street (Note A) 2,815,000 - 2,815,000
Federal Note - Garfield Project (Note A), 1,840,000 - 1,840,000
Federal Note - Riverbend Project (Note A] 1,070,000 - 1,070,000
Federal Note - Mexicantown Welcome Center (Note A). 7,789,000 7,789,000
Federal Note - Project (Note A) 315,000 - 315,000
Federal Note - New Amsterdam Project (Note A)... 9,700,000 9,700,000
Revenue Anticipation Notes, Series 200: 54,445,000 54,445,000
Loans Payable to GE Capital - Schedule-00! 1,892,181 - 1,892,181
Loans Payable to GE Capital - Schedule-01 141,246 - 141,246
Loans Payable to GE Capital - Schedule-01 7,459,520 - 7,459,520
Loans Payable to GE Capital - Schedule-01 384,501 - 384,501
Loans Payable to GE Capital - Schedule-01. 1,186,746 - 1,186,746
Loans Payable to GE Capital - Schedule-01 438,896 - 438,896
Loans Payable to GE Capital - Schedule-01 121,556 - 121,556
Loans Payable to GE Capital - Schedule-01 11,333,268 - 11,333,268
Loans Payable to GE Capital - Schedule-01 14,796,211 - 14,796,211
Loans Payable to GE Capita 6,925,886 - 6,925,886
Loans Payable to GE Capital 5,037,008 - 5,037,008
Loans Payable to GE Capita 153,181 - 153,181
Total Debt Not Pledging the Faith and Credit of the City.. 132,110,200 - 132,110,200
Total Debt ... S 8130566056 $ 1917521102 § _ 6.213,044954

Note A — Note is secured by future Block Grant Revenucs.
Note B— Amount shown is Cash funded redemption funds; additionally secured by surety bonds.
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4,703,549,736

10,218,423
18,414,275
16,261,251
44,893,951

5,957,548,183




Table 11

(Dollars Expressed in Thousands)

Unaudited
Ratio of Total
Total Debt Service to
Total General Total General
Year Ending Other Debt Gover 1 Gover 1
June 30, Principal Interest Expenditures Service Expenditures Expenditures
$ 44219 § 47,828 § - 8 92,047 $ 1,365,376 6.74%
71,736 51,736 - 123,472 1,450,723 8.51%
56,375 59,774 100 116,249 1,535,771 7.57%
58,842 57,737 100 116,679 1,588,382 7.35%
71,061 55,008 100 126,169 1,730,390 7.29%
79,319 47,584 78 126,981 1,739,481 7.30%
79,569 42,443 2,571 124,583 1,951,846 6.38%
86,770 43,761 1,652 132,183 1,981,446 6.67%
86,898 47,444 4,546 138,888 2,169,955 6.40%
73,544 51,462 5,193 130,199 2,072,153 6.28%
Q
o)
(%))
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Table 12
City of Detroit, Michigan
EVENUE BOND COVERAGE
Last Ten Fiscal Years
Unaudited
Direct Net Revenue
Fiscal Gross Operating Available for Debt Service Requirements
Type Year Revenue Expenses (1) Debt Service Principal Interest Total Coverage
Automobile
Parking. 1996 15,227,762 $ 7972813 $ 7,254,949 S 2875000 S 3,056,467 S 5931467 122
1997 15,996,228 7,825,610 8,170,618 1,925,000 2,924,314 4,849,314 1.68
1998 17,001,259 8,036,833 8,964,426 2,725,000 2,517,277 5,242,277 171
1999 17,879,662 8,512,116 9,367,546 3,420,000 3,638,052 7,058,052 133
2000 19,407,117 9,406,799 10,000,318 4,840,000 4,411,302 9,251,302 1.08
2001 18,220,185 9,621,295 8,598,890 5,140,000 5,588,135 10,728,135 0.80
2002 20,682,973 9,654,607 11,028,366 5,245,000 5,269,153 10,514,153 1.05
2003 19,253,924 11,155,995 8,097,929 5,505,000 5,165,605 10,670,605 0.76
2004 19,478,139 18,195,938 1,282,201 5,915,000 4,595,219 10,510,219 0.12
2005 13,627,651 16,005,392 (2,377,741) 6,615,000 4,185,120 10,800,120 0.22)
191,437,594  § 129,940,772 $ 61,496,822 S 9495000 S 26,160,558 S 35,655,558 1.72
1997 203,577,524 148,367,972 55,209,552 19,145,000 30,955,529 50,100,529 1.10
1998 213,156,570 152,103,431 61,053,139 19,960,000 30,888,895 50,848,895 120
1999 216,030,409 156,676,750 59,353,659 19,975,000 28,348,056 48,323,056 123
2000 222,923,491 160,848,641 62,074,850 20,035,000 48,018,523 68,053,523 0.91
2001 252,378,530 172,283,255 80,095,275 21,221,008 47,640,877 68,861,885 1.16
2002 267,993,505 179,184,870 8,808,635 24,880,174 59,013,182 83,893,356 1.06
2003 288,111,143 167,746,804 120,364,339 33,600,000 75,313,586 108,913,586 111
2004 319,809,741 182,983,983 136,825,758 38,745,000 97,681,676 136,426,676 1.00
2005 313,588,275 163,400,354 150,187,921 32,590,000 82,510,501 115,100,501 130
Water... 1996 156,540,046 $ 113,227,862 § 43,312,184 S 7,675000 S 21,973,576 S 29,648,576 1.46
1997 162,897,412 123,272,350 39,625,062 10,115,000 27,269,396 37,384,396 1.06
1998 177,159,391 134,202,605 42,956,786 11,135,000 26,904,834 38,039,834 113
1999 185,962,699 125,855,197 60,107,502 11,135,000 27,607,083 38,742,083 1.55
2000 193,345,324 146,559,155 46,786,169 15,775,000 50,669,173 66,444,173 0.70
2001 194,445,009 146,794,104 47,650,905 17,775,000 44,669,855 62,444,855 0.76
2002 209,227,939 155,246,936 53,981,003 18,140,000 59,848,300 77,988,300 0.69
2003 244,781,888 159,314,200 85,467,688 19,400,000 68,404,598 87,804,598 0.97
2004 255,417,183 152,561,771 102,855,412 20,145,000 67,214,950 87,359,950 1.18
2005 260,613,085 156,953,698 103,659,387 22,440,000 85,928,089 108,368,089 0.96
(1) Operating Exp E Depr
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Table 14

Table 13 City of Detroit, Michigan
PRINCIPAL TAXPAYERS
For the Year Ended June 30, 2005
naudi
(Dollars Expressed in Millions) Unaudited
Unaudited
Real Estate Personal Property Total
Type of Taxable % of Taxable % of Taxable % of
Taxpayer Business Valuation Total Valuation Total Valuation Total
New Construction (Note 2] Alterations/Additions (Note 2] Daimler-Chrysler Corporation. . S 128,767,660 189 % $ 610,099,600 4048 % S 738,867,260 8.86 %
identi N identi identi: N identi Detroit E 51,269,238 308,229,060 2045 359,498,298 431
o o o o Commercial General Motors C i 49,134,783 129,078,070 856 178,212,853 214
. . . . Utility 1,655,473 145,681,702 9.67 147,337,175 177
Fiscal Real Property Value (Note 1) of of of of Bank Deposits Real Estate 123,150,856 R 0.00 123,150,856 1.48
Year __ Residential _Commercial _Exempt Bldg. _ Value Bldg. _ Value _Bldg. _ Value _ Bldg. _ Value (Note 3) Auto Supplier 16,901,259 75,052,600 498 91,953,859 110
Real Estate 53,207,221 108,030 0.01 53,315,251 0.64
Cingular Wireless LLC Utility - 47,738,424 317 47,738,424 0.57
$ 3908 1,488 N/A 53 § 1740 313 § 23791 2119 § 3766 685 § 25553 1051 Greektown Casino LLC. Gaming 28426871 0.42 11,949,480 0.79 40,376,351 0.48
3,145 1559  NA 69 799 370 22310 3416 91.49 890 253.46 1030 Detroit Entertainment LLC Casino 16,854,374 025 20,290,190 135 37,144,564 045
3237 1610 NA 90 3332 343 25617 4093 7702 815 43188 1038 Total S 0307735, 687 %5 _LaS2ITIS6, 8245 % 5 LSITSoN8l, 2180 %
3,328 1677 NA 129 4700 370 287.64 4,726 53.46 823 381.65 11.80 .
Total City Taxable Value Fiscal Year 2004-0: S __6,828,590.407 $ __1,507,199.386 S 8335789.793
3,440 1780  NA 140 2978 331 47538 5593 91.17 864 592.39 12.70 —_—— —_—— —_————
3,530 1956 N/A 116 3431 292 33662 5126 12293 884 575.30 N/A
3,925 2,058 NA 84 1063 340 38582 5,087 7588 1,053 622.18 N/A
4,197 2028 NA 244 5518 290 33978 5516 8690 1,141 467.36 N/A
2004...... 4,329 2,140 NA 483 7096 338 280.09 5308  123.96 1,087 330.84 N/A
2005...... 4,943 2304 NA 411 8136 268 24339 5418 92.24 975 398.09 N/A
Note 1 Source: City of Detroit 2004-2005 Budget
() Note 2 Source: City of Detroit Department of Buildings and Safety Engincering
60 Note 3 Source: The Sheshunoff Data Report for all years prior to 2001. N/A - Data not available.
(o)
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Table 15

Company
Detroit Medical Center.

Detroit
Employment

10,617

DaimlerChrysler AG.
Henry Ford Health System.

9,900
7.404

General Motors Corporation

6,311

St. John Health System

4,821

American Axle & Manufacturing Holdings Inc

4,309

DTE Energy Co.

3,987

Compuware Corp.

3,946

Motor City Casino.

2.800

Blue Cross and Blue Shield of Michigan

2,694

SOURCE: Crain's Book of Lists, 2006 Edition, December 2005.
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Table 16

Year Founded

Year of Incorporation.

Year of Adoption of Present City Charter
Form of Government: Nonpartisan - Mayor and Nine-Member Council
Area in Square Miles.

Miles of Shore Line on Detroit River (Excluding Belle Isle).

Population (United States Census):
1930.

1940

1950,

1960,

1970

1980,

1990).

2000.

Building Permits:
Number of Building Permits Issued

Estimated Cost of Construction

$

Election of November 2005:
Number of Registered Voters

Number of Ballots Cast.

Percentage of Registered Voters Voting

Fire Department:
Number of Fire Station

Number of Empl

Number of Fire Fighting Vehicles.
Number of Fire Hydr

88-0

Responses to Fire Alarms (Including 12,454 False Alarms)

Responses to Special Calls and Emergency Medical Service Calls.
Estimated Fire Loss of Property (FYE 6/30/2002).

$ 1

Health Department:

Number of Empl
Birth Rate per Th d (2003)

Death Rate per Tt d (2003).

Infant Mortality Rate per Thousand Live Births (2003)

Libraries:
Number of Libraries (Including Two Bookmobiles).

Estimated Number of Books.
Circulati

Number of City Owned Vehicles (Excluding 548 Transportation
Department Revenue Vehicles)

Fire Department Vehicles (Includes 48 EMS Vehicles),
Police Department Vehicles.

Transportation Department non- revenue v

All Other Departments (Passenger Vehicles, Commercial Vehicles and Trucks).
Police Department:
Number of Stations (Including 16 Mini-Stations)

Number of Employees (Uniform)

Number of Traffic Violations Issued (including 507,573 Parking Tickets)...
Number of Traffic Ordi Viol

Issued

Number of Arrests (Traffic 16,415) + (Other 48,124)

Public Works Department:
Number of Empl

Miles of Streets (Paved 2,769) + (Unpaved 15).

Miles of Alleys (Paved 598.12) + (Unpaved 685.46).
Miles of Sidewalk

(Continued)
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1701
1806
1996

137.9
10.66

1,568,662
1,623,452
1,849,568
1,670,144
1,511,482
1,203,339
1,027,974

951,270

7,233
815,077,078

637,870
328,530
5150 %

49
1,796

238

38,000
34,160
151,285
921,197,050

568
14.8

9.5
16.3

27
3,497,342
981,689

276
2,342
213
833

28
4,673
736,131
45,121
79,852

1,316
2,784
1,284
4,265

Public Lighting:
Electric Plant:
Number of Street Lights.

Number of Revenue C
Size of Generating Station in Kilowatt:
Kilowatt Hours Generated (Net)
Kilowatt Hours Delivered to System
Steam Heating Plants - Steam Produced in Pounds.
Recreation Department:
Number of Parks, Ornamental Areas, Playfields and Playgrounds Owned (5,108 Acres
Number of Summer Camps (199 Acres)
Number of Recreation Centers, Playgrounds and School Facilities Operated............cceueereueveecnenee
Number of Skating Rinks
Number of Swi ing Pools
Number of Municipal Beach
Total Playing Permits Issued at 6 M
Sewage Disposal System:
Number of Sewage Disp
Number of P ing Stati
Miles of (Trunk Line 1,125) + (Lateral 2,258) Sewers.
Transportation Department:
Number of Employ:
Number of Revenue Vehicles.
Seating Capacity.
Number of Route Miles

Golf Courses

I Plants

Total Number of P: s (Esti d).
Regular Fare.
Tickets.
Transfer:
‘Water System:
Number of Custi A t:

Average Pumpage - Millions of Gallons per Day.
Greatest Pumpage for a Single Day During Fiscal Year (6-30-04) - July 31, 2003 Gallons ...........
Greatest Pumpage for a Single Hour During Fiscal Year (6-30-04)
- July 31, 2003 9 pm Gallons

Filtration Plant Rated Capacity - Millions of Gallons per Day.
Number of Miles of Water Mains.

Average Cost (Includes Domestic, Industrial and Commercial) per 1,000 Cubic Feet...........cueu.ns

Employees on Payroll on June 30, 2005:

Classified (Tax Supported 5,420) + (Revenue Supported 4,243).
Elective (Tax Supported 41) + (Revenue Supported 0).
Appointive (Tax Supported 320) + (R Supported 6).
Uniform Police (Tax Supported 5,237) + (Revenue Supported 0).

Total Employees (Tax Supported 13,187) + (Revenue Supported 5,742).......cccceuruerererirerercrnsesnsuenes

Total Pensioners as of June 30, 2005.

The miscellaneous statistics are for the most part compiled by the respective City Departments.
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87,500
179

184,000
308,391,000
567,529,080
71,852,887

391
1

30

1

17

1
269,870

1
12
3,383

1,750
561

22,065
1,198
36,000,000
1.50

5 for $6.50
0.25

281,104
640.0
1,060,500,000

52,208,000
1,670.0
3,840
11.49
9,663

41

326

5,237
15,267

20,290



City of Detroit, Michigan
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FOR THE YEAR ENDED JUNE 30, 2005

In September 2005, Detroit Council Member Maryann Mahaffey, A.C.S.W announced that she

would not run for another term to begin January 2006. Mrs. Mahaffey was elected to Detroit City

Council in 1974. She served as Council President Pro Tem (1978-1982 and 1998-2001) and as

President (1990-1998) and (2002-2005). She is a Professor Emeritus at the School of Social Work,

Wayne State University where she taught from 1965 to 1990. Maryann served 8 terms on City THIS PAGE LEFT BLANK INTENTIONALLY

Council.

A native of Burlington, Iowa, she received her undergraduate degree from Cornell College, Iowa,
and her Masters of Social Work degree from the University of Southern California. She has been
awarded an honorary Doctor of Humane Letters Degree from Cornell College.

68-D

As a Detroit City Council member, Maryann designed the first Rape Crisis Center in the Police
Department and chaired the City Council Housing Task Force with an emphasis on housing for
low-income people. Some of the ordinances she is responsible for include: Emergency Homeless
Shelter Licensing Ordinance, Family Child Care Zoning Laws, Home Rental Registration, Repair
to Own Home Ordinance, Handgun Safety Training Ordinance, Sexual Harassment Ordinance, and
an ordinance barring smoking in city-owned buildings. She authored the Policy on Homelessness
for New Detroit, Inc. and the American Orthopsychiatric Association.

The City of Detroit sincerely thanks Councilmember Maryann Mahaffey for her many
contributions and untiring years of faithfully serving the citizens of Detroit.
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Finance Department

Financial Reporting and

Grants Management Sections
and Staff
Almon G. Turner Jr, MSA, Manager 11

Wolinski and Company, CPA’s
and Staff

General Accounting Section
and Staff
Richard E. Williams, Manager 11
Saied S. Rouhani, Manager I
David Capobres Jr. Manager I
Cynthia Lampkin, Manager 1
and all Finance Department staff for their commitment and
dedicated service in the preparation of this report

06-D

City of Detroit - Agencies
for their full cooperation in providing all the necessary
information needed to compile this report

Detroit Resource Management System
and staff
Joan Moss, General Manager

Communications and Creative Services Department
Chris Kopicko, Supervising Publicist
Kwabea Shabu, Supervising Photographer

KPMG LLP
and staff

Alan C. Young & Associates, P.C.
and Staff

BOWNE of Detroit
for printing this report
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CITY OF DETROIT

Kwame M. Kilpatrick
Mayor

DETROIT CITY COUNCIL

Kenneth V. Cockrel Jr., President
Monica Conyers, President Pro Tem
JoAnn Watson
Sheila M. Cockrel
Barbara-Rose Collins
Kwame Kenyatta
Alberta Tinsley-Talabi
Martha Reeves
Brenda Jones

Janice M. Winfrey, City Clerk
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General

The description that follows of the procedures for record keeping about beneficial ownership of the
Certificates, payment of principal of and interest on the Certificates, confirmation and transfer of beneficial
ownership interests in the Certificates, and other securities-related transactions is based solely on information
furnished by The Depository Trust Company (DTC), Clearstream and Euroclear and has not been
independently verified by the City, the Service Corporations, the 2006 Funding Trust or the Underwriters.

Beneficial owners of the Certificates may hold their certificates through DTC, which is located in the
United States (U.S.), or Clearstream or Euroclear, which are in Europe, if they are participants of one of those
systems, or indirectly through organizations that are participants in any of those systems.

DTC will act as a securities depository for the Certificates. Clearstream and Euroclear will hold
omnibus positions, on behalf of their respective participants, through customers’ securities accounts in
Clearstream’s and Euroclear’s names on the books of their respective depositories, which in turn will hold such
positions in customers’ securities accounts in the names of their respective depositories on the books of DTC.

DTC

DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking
organization” within the meaning of the New York Banking Law, a member of the Federal Reserve System, a
“clearing corporation” within the meaning of the New York Uniform Commercial Code, and a “clearing
agency” registered pursuant to the provisions of Section 17A of the U.S. Securities Exchange Act of 1934.
DTC holds securities that DTC’s participants (Direct Participants) deposit with DTC. DTC also facilitates
the post-trade settlement among Direct Participants of sales and other securities transactions in deposited
securities, through electronic computerized book-entry transfers and pledges between Direct Participants’
accounts. This eliminates the need for physical movement of securities certificates. Direct Participants
include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations,
and certain other organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing
Corporation (“DTCC”). DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of
the National Securities Clearing Corporation, Fixed Income Clearing Corporation and Emerging Markets
Clearing Corporation, (NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the New York
Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities Dealers,
Inc. Access to the DTC system is also available to others such as both U.S. and non-U.S. securities brokers and
dealers, banks, trust companies, and clearing corporations that clear through or maintain a custodial
relationship with a Direct Participant, either directly or indirectly (Indirect Participants). The DTC Rules
applicable to its Participants are on file with the Securities and Exchange Commission.

Transfers between DTC Participants will occur in accordance with DTC rules. Transfers between
Clearstream Participants and Euroclear Participants will occur in the ordinary way in accordance with their
applicable rules and operating procedures.

Cross-market transfers between persons holding directly or indirectly through DTC, on the one hand,
and directly or indirectly through Clearstream Participants or Euroclear Participants, on the other, will be
effected in DTC in accordance with DTC rules on behalf of the relevant European international clearing
system by its depository; however, such cross-market transactions will require delivery of instructions to the
relevant European international clearing system by the counterparty in such system in accordance with its rules
and procedures and within its established deadlines based on European time. The relevant European

D-1
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ational ¢
its depository to take actio
making .or receiving

Because of time-zone differences, credits of securities in Clearstream or Euroclear as a result of a
transaction with a DTC Participant will be made during the subsequent securities settlement processing, dated
the business day following the DTC settlement date, and such credits or any transactions in such securities
settled during such processing will be reported to the relevant Clearstream Participant or Euroclear Participant
on such business day. Cash received in Clearstream or Euroclear as a result of sales of securities by or through
a Clearstream Participant or a Euroclear Participant to a DTC Participant will be received with value on the
DTC settlement date but will be available in the relevant Clearstream or Euroclear cash account only as of the
business day following settlement in DTC. Day traders who use Clearstream or Euroclear and who purchase
the Certificates from DTC Participants for delivery to Clearstream Participants or Euroclear Participants
should note that these trades may fail on the sale side unless affirmative actions are taken. Participants should
consult with their clearing system to confirm that adequate steps have been taken to assure settlement.

Purchases of Certificates under the DTC system must be made by or through DTC Participants, which
will receive a credit for the Certificates on DTC’s records. The ownership interest of each actual owner of a
Certificate (Beneficial Owner) is in turn to be recorded on the Direct Participants’ and Indirect Participants’
records. Beneficial Owners will not receive written confirmation from DTC of their purchase, but Beneficial
Owners are expected to receive written confirmations providing details of the transaction, as well as periodic
statements of their holdings, from the Direct Participant or Indirect Participant through which the Beneficial
Owner entered into the transaction. Transfers of ownership interests in the Certificates are to be accomplished
by entries made on the books of Direct or Indirect Participants acting on behalf of Beneficial Owners.
Beneficial Owners will not receive certificates representing their ownership interest in Certificates, except
when use of the book-entry system for the Certificates is discontinued.

To facilitate subsequent transfers, all Certificates deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by
an authorized representative of DTC. The deposit of Certificates with DTC and their registration in the name
of Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership. DTC has no
knowledge of the actual Beneficial Owners of the Certificates; DTC’s records reflect only the identity of the
Direct Participants to whose accounts such Certificates are credited, which may or may not be the Beneficial
Owners. The Direct and Indirect Participants will remain responsible for keeping account of their holdings on
behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners
will be governed by arrangements among them, subject to any statutory or regulatory requirements as may be
in effect from time to time. Beneficial Owners of Certificates may wish to take certain steps to augment the
transmission to them of notices of significant events with respect to the Certificates, such as redemptions,
tenders, defaults, and proposed amendments to the Certificate documents. For example, Beneficial Owners of
Certificates may wish to ascertain that the nominee holding the Certificates for their benefit has agreed to
obtain and transmit notices to Beneficial Owners. Any failure of DTC to advise any Direct Participant, or of
any Direct Participant or Indirect Participant to advise a Beneficial Owner, of any notice of redemption or its
content or effect will not affect the validity of the redemption of Certificates called for redemption or any other
action premised on such notice.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to

Certificates unless authorized by a Direct Participant in accordance with DTC’s Procedures. Under its usual
procedures, DTC mails an Omnibus Proxy to the issuer as soon as possible after the record date. The Omnibus
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Certificates to persons or entities that do not participate in the DTC system, or to otherwise take actions with
respect to those Certificates due to the lack of a physical certificate for those Certificates.

Principal and interest payments on the Certificates will be made to DTC. DTC’s practice is to credit
the accounts of the DTC Participants, upon DTC’s receipt of funds and corresponding detail information from
the Trustee, on payment dates in accordance with their respective holdings shown on the records of DTC.
Payments by DTC Participants to Beneficial Owners will be governed by standing instructions and customary
practices, as is the case with securities held for the accounts of customers in bearer form or registered in “street
name” and will be the responsibility of such DTC Participant and not of DTC, the Trustee or the 2006 Funding
Trust, subject to any statutory or regulatory requirements as may be in effect from time to time. Payment of
principal and interest to DTC is the responsibility of the Trustee, disbursement of such payments to DTC
Participants will be the responsibility of DTC, and disbursement of such payments to Beneficial Owners will
be the responsibility of DTC Participants and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the Certificates at
any time by giving reasonable notice to the Trustee. Under such circumstances, if a successor securities
depository is not obtained, Certificate certificates are required to be prepared and delivered. The 2006 Funding
Trust may decide to discontinue use of the system of book-entry transfers through DTC, or a successor
Securities depository. In that event, Certificate certificates will be delivered to the Beneficial Owners of the
Certificates.

Clearstream

Clearstream Banking, société anonyme (Clearstream) is a limited liability company organized under
Luxembourg law and is registered as a bank in Luxembourg. Clearstream holds securities for its Participants
and facilitates the clearance and settlement of securities transactions between Clearstream Participants through
electronic book-entry changes in accounts of Clearstream Participants, thereby eliminating the need for
physical movement of certificates. Clearstream provides to Clearstream Participants, among other things,
services for safekeeping, administration, clearance, and settlement of internationally traded securities and
securities lending and borrowing. Clearstream Participants are financial institutions around the world,
including underwriters, securities brokers and dealers, banks, trust companies, and clearing corporations.
Indirect access to Clearstream is also available to others, such as banks, brokers, dealers, and trust companies
that clear through or maintain a custodial relationship with a Clearstream Participant, either directly or
indirectly.

Euroclear

Euroclear was created in 1968 to hold securities for its participants and to clear and settle transactions
between its participants through simultaneous electronic book-entry delivery against payment, thereby
eliminating the need for physical movement of certificates and any risk from lack of simultaneous transfers of
securities and cash. The Euroclear System is owned by Euroclear plc and operated through a license
agreement by Euroclear Bank S.A./N.V., a bank incorporated under the laws of the Kingdom of Belgium
(Euroclear Operator).

The Euroclear Operator holds securities and book-entry interests in securities for participating
organizations and facilities the clearance and settlement of securities transactions between Euroclear
Participants, and between Euroclear Participants and Participants of certain other securities intermediaries
through electronic book-entry changes in accounts of such Participants or other securities intermediaries.
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The Euroclear Operator is regulated and examined by the Belgian Banking and Finance Commission
and the National Bank of Belgium.

Securities clearance accounts and cash accounts with the Euroclear Operator are governed by the
Terms and Conditions Governing Use of Euroclear and the related Operating Procedures of the Euroclear
System, and applicable Belgian law (collectively, Terms and Conditions). The Terms and Conditions govern
transfers of securities and cash within Euroclear, withdrawals of securities and cash from Euroclear, and
receipts of payments with respect to securities in Euroclear. All securities in Euroclear are held on a fungible
basis without attribution of specific certificates to specific securities clearance accounts. The Euroclear
Operator acts under the Terms and Conditions only on behalf of Euroclear Participants and has no record of or
relationship with Persons holding through Euroclear Participants.

Initial Settlement

All global securities will be held in book-entry form by DTC in the name of Cede & Co. as nominee
of DTC. Investors’ interests in the global securities will be represented through financial institutions acting on
behalf of their participants through their respective depositaries, which in turn will hold such positions in
accounts as participants of DTC.

Investors electing to hold their global securities through DTC will follow the settlement practices
applicable to prior asset-backed certificates issues. Investor securities custody accounts will be credited with
their holdings against payment in same-day funds on the settlement date.

Investors electing to hold their global securities through Clearstream, Luxembourg or Euroclear
accounts will follow the settlement procedures applicable to conventional Eurobonds, except that there will be
no temporary global security and no “lock-up” or restricted period. Global securities will be credited to the
securities custody accounts on the settlement date against payment in same-day funds.

Secondary Market Trading

Since the purchaser determines the place of delivery, it is important to establish at the time of the trade
where both the purchaser’s and seller’s accounts are located to ensure that settlement can be made on the
desired value date.

Trading between Participants of DTC. Secondary market trading between participants of DTC will be
settled using the procedures applicable to prior asset-backed certificates issues in same-day funds.

Trading between Clearstream, Luxembourg and/or Euroclear Participants. Secondary market trading
between Clearstream, Luxembourg or Euroclear participants will be settled using the procedures applicable to
conventional Eurobonds in same-day funds.

Trading between DTC Seller and Clearstream, Luxembourg or Euroclear Purchaser. When global
securities are to be transferred from the account of a participant of DTC to the account of a Clearstream,
Luxembourg or Euroclear participant, the purchaser will send instructions to Clearstream, Luxembourg or
Euroclear through a Clearstream, Luxembourg or Euroclear participant at least one business day prior to
settlement. Clearstream, Luxembourg or Euroclear will instruct the respective depositary, as the case may be,
to receive the global securities against payment. Payment will include interest accrued on the global securities
from and including the last coupon payment date to and excluding the settlement date, on the basis of the
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the clearing system, in accordance with its usual procedures, to the Clearstream, Luxembourg or Euroclear
participant’s account. The securities credit will appear the next day (European time) and the cash debt will be
back-valued to, and the interest on the global securities will accrue from, the value date (which would be the
preceding day when settlement occurred in New York). If settlement is not completed on the intended value
date (i.e., the trade fails), the Clearstream, Luxembourg or Euroclear cash debt will be valued instead as of the
actual settlement date.

Clearstream, Luxembourg and Euroclear participants will need to make available to the respective
clearing systems the funds necessary to process same-day funds settlement. The most direct means of doing so
is to preposition funds for settlement, either from cash on hand or existing lines of credit, as they would for any
settlement occurring within Clearstream, Luxembourg or Euroclear. Under this approach, they may take on
credit exposure to Clearstream, Luxembourg or Euroclear until the global securities are credited to their
accounts one day later.

As an alternative, if Clearstream, Luxembourg or Euroclear has extended a line of credit to them,
Clearstream, Luxembourg or Euroclear participants can elect not to preposition funds and allow that credit line
to be drawn upon the finance settlement. Under this procedure, Clearstream, Luxembourg or Euroclear
participants purchasing global securities would incur overdraft charges for one day, assuming they cleared the
overdraft when the global securities were credited to their accounts. However, interest on the global securities
would accrue from the value date. Therefore, in many cases the investment income on the global securities
earned during that one-day period may substantially reduce or offset the amount of such overdraft charges,
although this result will depend on each Clearstream, Luxembourg or Euroclear participant’s particular cost of
funds.

Since the settlement is taking place during New York business hours, participants of DTC can employ
their usual procedures for sending global securities to the respective European depositary for the benefit of
Clearstream, Luxembourg or Euroclear participants. The sale proceeds will be available to DTC seller on the
settlement date. Thus, to participants of DTC a cross-market transaction will settle no differently than a trade
between two participants of DTC.

Trading between Clearstream, Luxembourg or Euroclear Seller and DTC Purchaser. Due to time
zone differences in their favor, Clearstream, Luxembourg and Euroclear participants may employ their
customary procedures for transactions in which global securities are to be transferred from the respective
clearing system, through the respective depositary, to a participant of DTC. The seller will send instructions to
Clearstream, Luxembourg or Euroclear through a Clearstream, Luxembourg or Euroclear participant at least
one business day prior to settlement. In these cases, Clearstream, Luxembourg or Euroclear will instruct the
depositary, as appropriate, to deliver the global securities to the account of the participant of DTC against
payment. Payment will include interest accrued on the global securities from and including the last coupon
payment to and excluding the settlement date on the basis of the actual number of days in such accrual period
and a year assumed to consist of 360 days, or a 360-day year of twelve 30-day months, as applicable. For
transactions settling on the 31* of the month, payment will include interest accrued to and excluding the first
day of the following month. The payment will then be reflected in the account of the Clearstream,
Luxembourg or Euroclear participant the following day, and receipt of the cash proceeds in the Clearstream,
Luxembourg or Euroclear participant’s account would be back-valued to the value date (which would be the
preceding day when settlement occurred in New York). Should the Clearstream, Luxembourg or Euroclear
participant have a line of credit with its respective clearing system and elect to be in debt in anticipation of
receipt of the sale proceeds in its account, the back-valuation will extinguish any overdraft incurred over that
one-day period. If settlement is not completed on the intended value date (i.e., the trade fails), receipt of the
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these trades would automatically fail on the sale side unless affirmative action were taken. At least three
techniques should be readily available to eliminate this potential problem:

e Borrowing through Clearstream, Luxembourg or Euroclear for one day (until the purchase side of
the day trade is reflected in their Clearstream, Luxembourg or Euroclear accounts) in accordance
with the clearing system’s customary procedures;

e Borrowing the global securities in the U.S. from a participant of DTC no later than one day prior
to settlement, which would give the global securities sufficient time to be reflected in their
Clearstream, Luxembourg or Euroclear accounts in order to settle the sale side of the trade; or

e Staggering the value dates for the buy and sell sides of the trade so that the value date for the
purchase from the participant of DTC is at least one day prior to the value date for the sale to the
Clearstream, Luxembourg or Euroclear participant.

Certain U.S. Federal Income Tax Documentation Requirements

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.

This summary does not deal with all aspects of U.S. Federal income tax withholding that may be
relevant to foreign holders of the global securities. Investors are advised to consult their own tax
advisors for specific tax advice concerning their holding and disposing of the global securities as well as
the application of the U.S. Treasury regulations relating to tax documentation requirements.

A beneficial owner of global securities holding securities through Clearstream, Luxembourg or
Euroclear (or through DTC if the holder has an address outside the U.S.) will be subject to the 30% U.S.
withholding tax that generally applies to payments of interest (including original issue discount) on registered
debt issued by U.S. Persons, unless (i) each clearing system, bank or other financial institution that holds
customers’ securities in the ordinary course of its trade or business in the chain of intermediaries between such
beneficial owner and the U.S. entity required to withhold tax complies with applicable certification
requirements and (ii) such beneficial owner takes one of the following steps to obtain an exemption or reduced
tax rate.

Exemption for Non-US. Persons (Form W-8BEN). Beneficial owners of global securities that are non-
U.S. Persons can obtain a complete exemption from the withholding tax by filing a signed Form W-8BEN
(Certificate of Foreign Status of Beneficial Owner for United States Withholding Tax). If the information
shown on Form W-8BEN changes, a new Form W-8BEN must be filed within 30 days of such change.

Exemption for Non-U.S. Persons with Effectively Connected Income (Form W-8ECI). A non-U.S.

Person including a non-U.S. corporation or bank with a U.S. branch, for which the interest income is
effectively connected with its conduct of a trade or business in the U.S., can obtain an exemption from the
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an exemption or reduced tax rate (depending on the treaty terms) by filing Form W-8BEN (including Part 11
thereof).

Exemption for U.S. Persons (Form W-9). U.S. Persons can obtain a complete exemption from the
withholding tax by filing Form W-9 (Payer’s Request for Taxpayer Identification Number and Certification).

U.S. Federal Income Tax Reporting Procedure. The owner of a global security files by submitting the
appropriate form to the person through whom it holds (the clearing agency, in the case of persons holding
directly on the books of the clearing agency). Form W-8BEN and Form W-8ECI are effective until the third
calendar year from the date the form is signed.

The term “U.S. Person” means:
e acitizen or resident of the U.S.;

e a corporation or partnership, or other entity taxable as such, organized in or under the laws of the U.S.
or any state (including the District of Columbia);

e an estate the income of which is includible in gross income for U.S. tax purposes, regardless of its
source; or

e atrust, if a court within the U.S. is able to exercise primary supervision over its administration and
one or more U.S. persons have the authority to control all substantial decisions of the trust.

Custody

Investors who are Euroclear Participants may acquire, hold, or transfer interests in the securities by
book-entry to accounts with Euroclear Operator. Investors who are not Participants of Euroclear may acquire,
hold, or transfer interests in the securities by book-entry to accounts with a securities intermediary who holds a
book-entry interest in the securities through accounts with Euroclear.

Custody Risks

Investors that acquire, hold, and transfer interest in the securities by book-entry through accounts with
the Euroclear Operator or any other securities intermediary are subject to the laws and contractual provisions
governing their relationship with their intermediary, as well as the laws and contractual provisions governing
the relationship between such an intermediary and each other intermediary, if any, standing between
themselves and the individual securities.

The Euroclear Operator has advised as follows:

Under Belgian law, investors that are credited with securities on the records of the Euroclear Operator
have a co-property right in the fungible pool of interests in securities on deposit with the Euroclear Operator in
an amount equal to the amount of interests in securities credited to their accounts. In the event of the solvency
of the Euroclear Operator, Euroclear Participants would have a right under Belgian law to the return of the
amount and type of interests in securities credited to their accounts with the Euroclear Operator. If the
Euroclear Operator did not have a sufficient amount of interests in securities on deposit of a particular type to
cover the claims of all Euroclear Participants credited with such interests in securities on the Euroclear
Operator’s records, all Euroclear Participants having an amount of interests in securities of such type credited
to their accounts with the Euroclear Operator would have the right under Belgian law to the return of their pro
rata share of the amount of interests in securities actually on deposit.
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Distributions with respect to Certificates held through Clearstream or Euroclear will be credited to the
cash accounts of Clearstream Participants or Euroclear Participants in accordance with the relevant system’s
rules and procedures, to the extent received by its depository. Such distributions will be subject to tax
reporting in accordance with relevant U.S. tax laws and regulations. See “UNITED STATES FEDERAL TAX
CONSIDERATIONS - Information Reporting and Backup Withholding” in the Offering Circular which
precedes this Appendix. Clearstream or the Euroclear Operator, as the case may be, will take any other action
permitted to be taken by a beneficial owner of the Certificates under the Trust Agreement on behalf of a
Clearstream Participant or Euroclear Participant only in accordance with its relevant rules and procedures and
subject to its depository’s ability to effect such actions on its behalf through DTC.

DTC, Clearstream, and Euroclear are under no obligation to perform or continue to perform the
foregoing procedures, and such procedures may be discontinued at any time.

No one can give any assurance that DTC, Clearstream, or Euroclear, or any of their direct or indirect
Participants, will promptly transfer payments or notices received with respect to the Certificates. The 2006
Funding Trust, the Trustee, the Service Corporations and the City are not responsible for the failure of any of
those parties to transfer to the Beneficial Owner payments or notices received with respect to the Certificates.

Similarly, no one can give any assurance that any depository will abide by its procedures or that its

procedures will not be changed. In the event the 2006 Funding Trust designates a successor securities
depository for the Certificates, the successor may establish different procedures

D-8

2233 [POCstgé?g‘%ﬂr%ﬁ‘r’é’Jlar.pgﬂﬁ?aée]zgézf 5 4§]iled 08/19/13 Entered 08/19/13 12:21:29 Page 222 of

248



Financial Guaranty has supplied the following information for inclusion in this
APPENDIX E. No representation is made by the 2006 Funding Trust, the Service Corporations, the
City or the Underwriters as to the accuracy or completeness of this information.

Payments Under the FGIC Policy

Concurrently with the issuance of the FGIC-insured Certificates, Financial Guaranty Insurance
Company (“Financial Guaranty”) will issue its Municipal Certificate New Issue Insurance Policy for the
FGIC-insured Certificates (the “FGIC Policy”). The FGIC Policy unconditionally guarantees the
payment of that portion of the principal and interest on the FGIC-insured Certificates which has become
due for payment, but shall be unpaid by reason of nonpayment of the FGIC-insured Certificates by the
2006 Funding Trust (the “Issuer”). Financial Guaranty will make such payments to U.S. Bank Trust
National Association, or its successor as its agent (the “Fiscal Agent”), on the later of the date on which
such principal or interest (as applicable) is due or on the business day next following the day on which
Financial Guaranty shall have received notice (in accordance with the terms of the FGIC Policy) from an
owner of FGIC-insured Certificates or the trustee or paying agent (if any) of the nonpayment of such
amount by the Issuer. The Fiscal Agent will disburse such amount due on any FGIC-insured Certificate
to its owner upon receipt by the Fiscal Agent of evidence satisfactory to the Fiscal Agent of the owner’s
right to receive payment of the principal or interest (as applicable) due for payment and evidence,
including any appropriate instruments of assignment, that all of such owner’s rights to payment of such
principal or interest (as applicable) shall be vested in Financial Guaranty. The term “nonpayment” in
respect of a FGIC-insured Certificate includes any payment of principal or interest (as applicable) made
to an owner of a FGIC-insured Certificate which has been recovered from such owner pursuant to the
United States Bankruptcy Code by a trustee in bankruptcy in accordance with a final, nonappealable order
of a court having competent jurisdiction.

Once issued, the FGIC Policy is non-cancellable by Financial Guaranty. The FGIC Policy covers
failure to pay principal of the FGIC-insured Certificates on their stated maturity dates and their mandatory
sinking fund redemption dates, and not on any other date on which the FGIC-insured Certificates may
have been otherwise called for redemption, accelerated or advanced in maturity. The FGIC Policy also
covers the failure to pay interest on the stated date for its payment. In the event that payment of the
FGIC-insured Certificates is accelerated, Financial Guaranty will only be obligated to pay principal and
interest in the originally scheduled amounts on the originally scheduled payment dates. Upon such
payment, Financial Guaranty will become the owner of the FGIC-insured Certificate, appurtenant coupon
or right to payment of principal or interest on such FGIC-insured Certificate and will be fully subrogated
to all of the FGIC-insured Certificateholder’s rights thereunder.

The FGIC Policy does not insure any risk other than Nonpayment by the Issuer, as defined in the
FGIC Policy. Specifically, the FGIC Policy does not cover: (i) payment on acceleration, as a result of a
call for redemption (other than mandatory sinking fund redemption) or as a result of any other
advancement of maturity; (ii) payment of any redemption, prepayment or acceleration premium; or
(iii) nonpayment of principal or interest caused by the insolvency or negligence or any other act or
omission of the trustee or paying agent, if any.

As a condition of its commitment to insure FGIC-insured Certificates, Financial Guaranty may be
granted certain rights under the FGIC-insured Certificate documentation. The specific rights, if any,
granted to Financial Guaranty in connection with its insurance of the FGIC-insured Certificates may be
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Financial Guaranty Insurance Company

Financial Guaranty is a New York stock insurance corporation that writes financial guaranty
insurance in respect of public finance and structured finance obligations and other financial obligations,
including credit default swaps. Financial Guaranty is licensed to engage in the financial guaranty
insurance business in all 50 states, the District of Columbia, the Commonwealth of Puerto Rico, the U.S.
Virgin Islands and the United Kingdom.

Financial Guaranty is a direct, wholly owned subsidiary of FGIC Corporation, a Delaware
corporation. At March 31, 2006, the principal owners of FGIC Corporation and the approximate
percentage of its outstanding common stock owned by each were as follows: The PMI Group, Inc. —
42%; affiliates of The Blackstone Group L.P. — 23%; and affiliates of The Cypress Group L.L.C. — 23%.
Neither FGIC Corporation nor any of its stockholders or affiliates is obligated to pay any debts of
Financial Guaranty or any claims under any insurance policy, including the FGIC Policy, issued by
Financial Guaranty.

Financial Guaranty is subject to the insurance laws and regulations of the State of New York,
where Financial Guaranty is domiciled, including New York’s comprehensive financial guaranty
insurance law. That law, among other things, limits the business of each financial guaranty insurer to
financial guaranty insurance (and related lines); requires that each financial guaranty insurer maintain a
minimum surplus to policyholders; establishes limits on the aggregate net amount of exposure that may
be retained in respect of a particular issuer or revenue source (known as single risk limits) and on the
aggregate net amount of exposure that may be retained in respect of particular types of risk as compared
to the policyholders’ surplus (known as aggregate risk limits); and establishes contingency, loss and
unearned premium reserve requirements. In addition, Financial Guaranty is also subject to the applicable
insurance laws and regulations of all other jurisdictions in which it is licensed to transact insurance
business. The insurance laws and regulations, as well as the level of supervisory authority that may be
exercised by the various insurance regulators, vary by jurisdiction.

At March 31, 2006, Financial Guaranty had net admitted assets of approximately $3.603 billion,
total liabilities of approximately $2.454 billion, and total capital and policyholders’ surplus of
approximately $1.149 billion, determined in accordance with statutory accounting practices (“SAP”)
prescribed or permitted by insurance regulatory authorities.

The unaudited consolidated financial statements of Financial Guaranty and subsidiaries, on the
basis of U.S. generally accepted accounting principles (“GAAP”), as of March 31, 2006, and the audited
consolidated financial statements of Financial Guaranty and subsidiaries, on the basis of GAAP, as of
December 31, 2005 and 2004, which have been filed with the Nationally Recognized Municipal
Securities Information Repositories (“NRMSIRs”), are hereby included by specific reference in this
Appendix. Any statement contained herein under the heading “APPENDIX E” in the Offering Circular,
or in any documents included by specific reference herein, shall be modified or superseded to the extent
required by any statement in any document subsequently filed by Financial Guaranty with such
NRMSIRs, and shall not be deemed, except as so modified or superseded, to constitute a part of this
Appendix or the Offering Circular. All financial statements of Financial Guaranty (if any) included in
documents filed by Financial Guaranty with the NRMSIRs subsequent to the date of the Offering Circular
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reporting the financial condition and results of operations of an insurance company, for
determining its solvency under the New York Insurance Law, and for determining whether its
financial condition warrants the payment of a dividend to its stockholders. Although Financial
Guaranty prepares both GAAP and SAP financial statements, no consideration is given by the New
York State Insurance Department to financial statements prepared in accordance with GAAP in
making such determinations. A discussion of the principal differences between SAP and GAAP is
contained in the notes to Financial Guaranty’s SAP financial statements.

Copies of Financial Guaranty’s most recently published GAAP and SAP financial statements are
available upon request to: Financial Guaranty Insurance Company, 125 Park Avenue, New York, NY
10017, Attention: Corporate Communications Department. Financial Guaranty’s telephone number is
(212) 312-3000.

Financial Guaranty’s Credit Ratings

The financial strength of Financial Guaranty is rated “AAA” by Standard & Poor’s, a Division of
The McGraw-Hill Companies, Inc., “Aaa” by Moody’s Investors Service, and “AAA” by Fitch Ratings.
Each rating of Financial Guaranty should be evaluated independently. The ratings reflect the respective
ratings agencies’ current assessments of the insurance financial strength of Financial Guaranty. Any
further explanation of any rating may be obtained only from the applicable rating agency. These ratings
are not recommendations to buy, sell or hold the FGIC-insured Certificates, and are subject to revision or
withdrawal at any time by the rating agencies. Any downward revision or withdrawal of any of the above
ratings may have an adverse effect on the market price of the FGIC-insured Certificates. Financial
Guaranty does not guarantee the market price or investment value of the FGIC-insured Certificates nor
does it guarantee that the ratings on the FGIC-insured Certificates will not be revised or withdrawn.

Neither Financial Guaranty nor any of its affiliates accepts any responsibility for the
accuracy or completeness of the Offering Circular which precedes this Appendix or any
information or disclosure that is provided to potential purchasers of the FGIC-insured Certificates,
or omitted from such disclosure, other than with respect to the accuracy of information with
respect to Financial Guaranty or the FGIC Policy herein under the heading “APPENDIX E” in the
Offering Circular. In addition, Financial Guaranty makes no representation regarding the FGIC-
insured Certificates or the advisability of investing in the FGIC-insured Certificates.
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Municipal Bond
New Issue Insurance Policy

Issuer: Policy Number:

Control Number: 0010001

Bonds: Premium: :

o e,

York stock insurance company, in

Financial Guaranty Insurance Company (“Financial Guargnt
consideration ot the payment of the premium and subjéct t
and irrevocably agrees to pay to U.S, Bank T tional“Association or its successor, as its agent (the
“Fiscal Agent”), for the benefit of Bondhotd :
described debt obligations (the “Bondsﬁg
reason of Nonpayment by the Issuer. |

Financial Guaranty will make such payments to the Fiscal Agent on the date such principal or interest
becomes Duc for Payment or on the Business Day next following the day on which Financial Guaranty shall
have received Notice of Nonpayment, whichever is later. The Fiscal Agent will disburse to the Bondholder
the face amount of principal and interest which is then Due for Payment but is unpaid by reason of
Nonpayment by the Issuer but only upon receipt by the Fiscal Agent, in form reasonably satisfactory to it, of
(i) evidence of the Bondholder’s right to receive payment of the principal or interest Due for Payment and
(i) evidence, including any appropriate instruments of assignment, that all of the Bondholder’s rights to
payment of such principal or interest Due for Payment shall thereupon vest in Financial Guaranty. Upon
such disbursement, Financial Guaranty shall become the owner of the Bond, appurtenant coupon or right to
payment of principal or interest on such Bond and shall be fully subrogated to all of the Bondholder’s rights
thereunder, including the Bondholder’s right to payment thereof.

This Policy is non-cancellable for any reason. The premium on this Policy is not refundable for any reason,
including the payment of the Bonds prior to their maturity. This Policy does not insure against loss of any
prepayment premium which may at any time he payable with respect to any Bond.

As used herein, the term “Bondholder” means, as to a particular Bond, the person other than the Issuer who,
at the time of Nonpayment, is entitled under the terms of such Bond to payment thercof. “Duc for Payment”
means, when referring to the principal of a Bond, the stated maturity date thereof or the date on which the
same shall have been duly called for mandatory sinking fund redemption and does not refer to any earlier
date on which payment is due hy reason of call for redemption (other than by mandatory sinking fund
redemption), acceleration or other advancement of maturity and means, when referring to interest on a
Bond, the stated date for payment of interest. “Nonpayment” in respect of a Bond means the failure of the
Issuer to have provided sufficient funds to the paying agent for payment in full of all

FGIC is a registered service mark used by Financial Guaranty Insurance Company under license from its parent company, FGIC Corporation.
Form 9000 (10/83) Page 1 of 2
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125 Park Avenue
New York, NY 1%017
:3:1.2-3000

Municipal Bond
New Issue Insurance Policy

principal and interest Due for Payment on such Bond. “Notice” means telephonic or telegraphic notice,
subsequently confirmed in writing, or written notice by registered or certified mail, from a Bondholder or a
paying agent for the Bonds to Financial Guaranty. “Business Day” meags any day other than a Saturday,
Sunday or a day on which the Fiscal Agent is authorized by law to THIR 'n&sed.

In Witness Whereof, Financial Guaranty has caused th1s E\ frixed with its corporate seal and to
b coine

be signed by its duly authorized officer in facsi effective and binding upon Financial
Guaranty by virtue of the countersignature of 1ts uth 12ed representative,

7%{’;“3

President
Effective Date: Authorized Representative

U.S. Bank Trust National Association, acknowledges that it has agreed to perform the duties of Fiscal
Agent under this Policy.

Authorized Officer

FGIC is a registerad service mark used by Financial Guaranty Insurance Cornpany under license from its parent company, FGIC Corporation
Form 9000 (10/93) Page 2 of 2
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125 Park Avenue
New York, NY 1&01

Endorsement
To Financial Guaranty Insurance Company
Insurance Policy

Policy Number: Control Namber: 0010001

It is further understood that the term “Nonpayment” in res)
or interest made to a Bondholder by or on behalf of (e
such Bondholder pursuant to the United States Bk
with a final, nonappealable order of a court kg

 3and includes any payment of principal
uch Bond which has been recovered from

NOTHING HEREIN SHALL BE CO UED TO WAIVE, ALTER, REDUCE OR AMEND
COVERAGE IN ANY OTHER SECTION OF THE POLICY. IF FOUND CONTRARY TO THE
POLICY LANGUAGE, THE TERMS OF THIS ENDORSEMENT SUPERSEDE THE POLICY
LANGUAGE.

In Witness Whereof, Financial Guaranty has caused this Endorsement to be affixed with its corporate seal
and to be signed by its duly authorized officer in facsimile to become effective and binding upon Financial
Guaranty by virtue of the countersignature of its duly authorized representative.

A

President
Effective Date: Authorized Representative

Acknowledged as of the Effective Date written above:

- - JA —’Z\:_::.——-’-:-::""” T

Authorized Officer
U.S. Bank Trust National Association, as Fiscal Agent

FGIC is a registered service mark used by Financial Guaranty Insurance Campany under license from its parent company, FGIC Corporation.
Farm E-0002 (10/93) Page 1 of 1
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125 Park Avenne
New York, NY 10§17

Endorsement
To Financial Guaranty Insurance Company
Insurance Policy

Policy Number: Control Number: 0010001

Notwithstanding the terms and provisions contained in thigs @,’@if'fis further understood that the term
“Bondholder” shall not include the Zonduit Obtigor] (as such term is defined in the bond
documentation).

T L

NOTHING HEREIN SHALL BE C@ %UED! TO WAIVE, ALTER, REDUCE OR AMEND
COVERAGE IN ANY OTHER SECTIQN OF THE POLICY. IF FOUND CONTRARY TO THE
POLICY LANGUAGE, THE TERMS OF THIS ENDORSEMENT SUPERSEDE THE POLICY
LANGUAGEL.

In Witness Whereof, Financial Guaranty has caused this Endorsement to be affixed with its corporate seal

and to be signed by its duly authorized officer in facsimile to become effective and binding upon Financial
Guaranty by virtue of the countersignature of its duly authorized representative.

A

President
Effective Daic: Authoerized Representative

Acknowledged as of the Effective Date written above:

Authorized Officer
U.S. Bank Trust National Association, as Fiscal Agent

FGIC is a registered service mark used by Financial Guaranty Insurance Company under license from its parent company, FGIC Corporation.
Form E-0018 Page 1 of 1
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The following information has been supplied by XL Capital Assurance Inc. for inclusion
in this APPENDIX F. No representation is made by the 2006 Funding Trust, the Service
Corporations, the City or the Underwriters as to the accuracy or completeness of the information.

XLCA accepts no responsibility for the accuracy or completeness of THE Offering
Circular which precedes this Appendix or any other information or disclosure contained therein,
or omitted therefrom, other than with respect to the accuracy of the information regarding XLCA
and its affiliates set forth in this APPENDIX F. In addition, XLCA makes no representation
regarding the XLCA-insured Certificates or the advisability of investing in the XLCA-insured
Certificates.

General

XL Capital Assurance Inc. (“XLCA”) is a monoline financial guaranty insurance
company incorporated under the laws of the State of New York. XLCA is currently licensed to
do insurance business in, and is subject to the insurance regulation and supervision by, all 50
states, the District of Columbia, Puerto Rico, the U.S. Virgin Islands and Singapore.

XLCA 1is an indirect wholly owned subsidiary of XL Capital Ltd, a Cayman Islands
exempted company (“XL Capital Ltd”). Through its subsidiaries, XL Capital Ltd is a leading
provider of insurance and reinsurance coverages and financial products and services to industrial,
commercial and professional service firms, insurance companies and other enterprises on a
worldwide basis. The ordinary shares of XL Capital Ltd are publicly traded in the United States
and listed on the New York Stock Exchange (NYSE: XL). XL Capital Ltd is not obligated to
pay the debts of or claims against XLCA.

XLCA was formerly known as The London Assurance of America Inc. (“London”),
which was incorporated on July 25, 1991 under the laws of the State of New York. On
February 22, 2001, XL Reinsurance America Inc. (“XL Re”) acquired 100% of the stock of
London. XL Re merged its former financial guaranty subsidiary, known as XL Capital
Assurance Inc. (formed September 13, 1999) with and into London, with London as the
surviving entity. London immediately changed its name to XL Capital Assurance Inc. All
previous business of London was 100% reinsured to Royal Indemnity Company, the previous
owner at the time of acquisition.

XL Capital Ltd announced on April 7, 2006 that Security Capital Assurance Ltd
(“SCA”), a newly-created holding company for XL Capital Ltd’s financial guaranty insurance
and reinsurance businesses conducted through XLCA and XL Financial Assurance Ltd.
(“XLFA”), had filed a registration statement on Form S-1 with the U.S. Securities and Exchange
Commission relating to a proposed initial public offering of a portion of its common shares.
Through its operating subsidiaries of XLCA and XLFA, SCA will provide credit enhancement
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internationally.

or 7 SC et ur. " a o
shareholder. After the consummation of the offering, XL Capital Ltd is expected to beneficially
own approximately 65% of SCA’s outstanding shares.

SCA expects to use the proceeds it receives from the offering primarily for capital
contributions to its financial guaranty subsidiaries to support future business growth. SCA
intends to apply to have its shares listed on the New York Stock Exchange under the ticker
symbol “SCA”.

A copy of the registration statement is available on the U.S. Securities and Exchange
Commission website at www.sec.gov under Filings & Forms (EDGAR).

Reinsurance

XLCA has entered into a facultative quota share reinsurance agreement with XLFA, an
insurance company organized under the laws of Bermuda, and an affiliate of XLCA. Pursuant to
this reinsurance agreement, XLCA expects to cede up to 90% of its business to XLFA. XLCA
may also cede reinsurance to third parties on a transaction-specific basis, which cessions may be
any or a combination of quota share, first loss or excess of loss. Such reinsurance is used by
XLCA as a risk management device and to comply with statutory and rating agency
requirements and does not alter or limit XLCA’s obligations under any financial guaranty
insurance policy. With respect to any transaction insured by XLCA, the percentage of risk ceded
to XLFA may be less than 90% depending on certain factors including, without limitation,
whether XLCA has obtained third party reinsurance covering the risk. As a result, there can be
no assurance as to the percentage reinsured by XLFA of any given financial guaranty insurance
policy issued by XLCA, including its XLCA Policy (as defined below).

Based on the audited financials of XLFA, as of December 31, 2005, XLFA had total
assets, liabilities, redeemable preferred shares and shareholders’ equity of $1,394,081,000,
$704,007,000, $39,000,000 and $651,074,000, respectively, determined in accordance with
generally accepted accounting principles in the United States (“US GAAP”). XLFA’s insurance
financial strength is rated “Aaa” by Moody’s and “AAA” by S&P and Fitch Inc. In addition,
XLFA has obtained a financial enhancement rating of “AAA” from S&P.

The obligations of XLFA to XLCA under the reinsurance agreement described above are
unconditionally guaranteed by XL Insurance (Bermuda) Ltd (“XLI”), a Bermuda exempted
company and one of the world’s leading excess commercial insurers. XLI is a wholly owned
indirect subsidiary of XL Capital Ltd. In addition to A.M. Best’s financial strength rating of
“A+” and issuer credit rating of “aa-”, XLI’s insurance financial strength rating is “Aa3” (Stable
Outlook) by Moody’s, “A+” by Standard & Poor’s and “AA-" (Outlook Stable) by Fitch.

. -2 .
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November 28, 2005, Standard & Poor’s downgraded the senior debt rating of XL Capital Ltd
from “A” to “A-” and downgraded the counterparty credit and financial strength ratings of
various insurance operating subsidiaries of XL Capital Ltd (other than XLCA and XLFA) from
“AA-" to “A+”. On February 28, 2006, Fitch revised the long term issuer rating of XL Capital
Ltd from “A-"to “A”. On October 26, 2005, Fitch downgraded the insurer financial strength
ratings of various insurance operating subsidiaries of XL Capital Ltd (other than XLCA and
XLFA) from “AA” to “AA-".

The ratings of XLFA, XLI or any other member of the XL Capital Ltd group of
companies are not recommendations to buy, sell or hold securities, including the XLCA-insured
Certificates and are subject to revision or withdrawal at any time by Moody’s, Standard & Poor’s
or Fitch.

Notwithstanding the capital support provided to XLCA described in this section, the
XLCA-insured Certificateholders will have direct recourse against XLCA only, and neither
XLFA nor XLI will be directly liable to the XLCA-insured Certificateholders.

Financial Strength and Financial Enhancement Ratings of XLLCA

XLCA’s insurance financial strength is rated “Aaa” by Moody’s and “AAA” by Standard
& Poor’s and Fitch, Inc. (“Fitch”). In addition, XLCA has obtained a financial enhancement
rating of “AAA” from Standard & Poor’s. These ratings reflect Moody’s, Standard & Poor’s
and Fitch’s current assessment of XLCA'’s creditworthiness and claims-paying ability as well as
the reinsurance arrangement with XLFA described under “Reinsurance” above.

The above ratings are not recommendations to buy, sell or hold securities, including the
XLCA-insured Certificates and are subject to revision or withdrawal at any time by Moody’s,
Standard & Poor’s or Fitch. Any downward revision or withdrawal of these ratings may have an
adverse effect on the market price of the XLCA-insured Certificates. XLCA does not guaranty
the market price of the XLCA-insured Certificates nor does it guaranty that the ratings on the
XLCA-insured Certificates will not be revised or withdrawn.

Capitalization of XLCA

Based on the audited financials of XLLCA, as of December 31, 2005, XLCA had total
assets, liabilities, and shareholder’s equity of $953,706,000, $726,758,000, and $226,948,000,
respectively, determined in accordance with U.S. GAAP.

Based on the unaudited statutory financial statements for XLCA as of December 31, 2005
filed with the State of New York Insurance Department, XLCA has total admitted assets of
$328,231,000, total liabilities of $139,392,000, total capital and surplus of $188,839,000 and
total contingency reserves of $13,031,000 determined in accordance with statutory accounting

. -3 .
2233 [POCstg'd?g’%ﬂr%ﬁ‘r’é’&ar.pgﬂgaée]zgézf 5 4g]lled 08/19/1]%48Entered 08/19/13 12:21:29 Page 233 of



3

audited sta tate of

> 7,342,

Incorporation by Reference of Financials

For further information concerning XLCA and XLFA, see the financial statements of
XLCA and XLFA, and the notes thereto, incorporated by reference in this APPENDIX F. The
financial statements of XLCA and XLFA are included as exhibits to the periodic reports filed
with the Securities and Exchange Commission (the “Commission”) by XL Capital Ltd and may
be reviewed at the EDGAR website maintained by the Commission. All financial statements of
XLCA and XLFA included in, or as exhibits to, documents filed by XL Capital Ltd pursuant to
Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934 on or prior to the date of
this Offering Circular, or after the date of this Offering Circular but prior to termination of the
offering of the XLCA-insured Certificates, shall be deemed incorporated by reference in this
APPENDIX F. Except for the financial statements of XLCA and XLFA, no other information
contained in XL Capital Ltd’s reports filed with the Commission is incorporated by reference.
Copies of the statutory quarterly and annual statements filed with the State of New York
Insurance Department by XLCA are available upon request to the State of New York Insurance
Department.

Regulation of XLCA

XLCA is regulated by the Superintendent of Insurance of the State of New York. In
addition, XLCA is subject to regulation by the insurance laws and regulations of the other
jurisdictions in which it is licensed. As a financial guaranty insurance company licensed in the
State of New York, XLCA is subject to Article 69 of the New York Insurance Law, which,
among other things, limits the business of each insurer to financial guaranty insurance and
related lines, prescribes minimum standards of solvency, including minimum capital
requirements, establishes contingency, loss and unearned premium reserve requirements,
requires the maintenance of minimum surplus to policyholders and limits the aggregate amount
of insurance which may be written and the maximum size of any single risk exposure which may
be assumed. XLCA is also required to file detailed annual financial statements with the New
York Insurance Department and similar supervisory agencies in each of the other jurisdictions in
which it is licensed.

The extent of state insurance regulation and supervision varies by jurisdiction, but New
York and most other jurisdictions have laws and regulations prescribing permitted investments
and governing the payment of dividends, transactions with affiliates, mergers, consolidations,
acquisitions or sales of assets and incurrence of liabilities for borrowings.

THE FINANCIAL GUARANTY INSURANCE POLICIES ISSUED BY XLCA,
INCLUDING THE INSURANCE POLICY, ARE NOT COVERED BY THE
PROPERTY/CASUALTY INSURANCE SECURITY FUND SPECIFIED IN ARTICLE 76
OF THE NEW YORK INSURANCE LAW.
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New York, New York 10020 and its telephone ber at this address is (212) 478-3400.

-

Concurrently with the issuance of the particular Certificates specifically identified on the
inside cover of the Offering Circular which precedes this Appendix (the “XLCA-insured
Certificates”), XLCA will issue a financial guaranty insurance policy (the “XLCA Policy”) for
the XLCA-insured Certificates. The XLCA Policy guarantees the scheduled payment of
principal of and interest on the XLCA-insured Certificates when due as set forth in the form of
the policy included in this Appendix on the following pages.
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- ]
221 Avenue of the Americas
New York, New York 10020

NSURANCE POLICY
ISSUER: [ ] Policy No: [ ]
BONDS: [ ] Effective Date: | ]

XL Capital Assurance Inc. (XLCA), a New York stock insurance company, in consideration of the payment of the
premium and subject to the terms of this Policy (which includes each endorsement attached hereto), hereby agrees
unconditionally and irrevocably to pay to the trustee (the "Trustee") or the paying agent (the "Paying Agent") (as set forth in
the documentation providing for the issuance of and securing the Bonds) for the benefit of the Owners of the Bonds or, at the
election of XLCA, to each Owner, that portion of the principal and interest on the Bqnds that shall become Due for Payment
but shall be unpaid by reason of Nonpayment.

XLCA will pay such amounts to or for the benefit of the Ownersg0q the laterQf thexday on which such principal and

<\

Notice of Nonpayment (provided that Notice will be deemed receivéd on glv 3 Day it is received prior to 10:00
a.m. New York time on such Business Day; otherwise it will b onth\pext™Business Day), but only upon
recelpt by XLCA in a form reasonably satlsfactory to it, f right to receive payment of the

the Owner's rights with respect to payment of suc
XLCA. Upon such disbursement, XLCA shall beco S X anty appurtenant coupon to the Bond or the
right to receipt of payment of principal and ipferestqn rd 3Qd_shal\pe fully subrogated to the rights of the Owner,

including the Owner's right to receive paymenlts und 3 s t of any payment by XL.CA hereunder. Payment
by XLCA to the Trustee or Paying Age g OW shall, to the extent thereof, discharge the obligation of
XLCA under this Policy

In the event the Truste¢e 0 Agent hag notice that any payment of principal or interest on a Bond which has
become Due for Payment a by or on behalf of the Issuer of the Bonds has been recovered from

The following Terms-sitall hav the meanings specified for all purposes of this Policy, except to the extent such terms
are expressly modified by @
tions in the State of New York or the Insurer's Fiscal Agent are authorized or required
by law or executive order to remain closed. "Due for Payment", when referring to the principal of Bonds, is when the stated
maturity date or a mandatory redemption date for the application of a required sinking fund installment has been reached and
does not refer to any earlier date on which payment is due by reason of call for redemption (other than by application of
required sinking fund installments), acceleration or other advancement of maturity, unless XLCA shall elect, in its sole
discretion, to pay such principal due upon such acceleration; and, when referring to interest on the Bonds, is when the stated
date for payment of interest has been reached. "Nonpayment" means the failure of the Issuer to have provided sufficient
funds to the Trustee or Paying Agent for payment in full of all principal and interest on the Bonds which are Due for
Payment. "Notice" means telephonic or telecopied notice, subsequently confirmed in a signed writing, or written notice by
registered or certified mail, from an Owner, the Trustee or the Paying Agent to XLCA which notice shall specify (a) the
person or entity making the claim, (b) the Policy Number, (c) the claimed amount and (d) the date such claimed amount
became Due for Payment. "Owner" means, in respect of a Bond, the person or entity who, at the time of Nonpayment, is
entitled under the terms of such Bond to payment thereof, except that "Owner" shall not include the Issuer or any person or
entity whose direct or indirect obligation constitutes the underlying security for the Bonds.

XLCAP-005 Form of Municipal Policy [Specimen]
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pics, of all notices required to be
Fiscal Agent and to XCLA and
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Except to the extent expressly modified by an eng
(b) the Premium on this Policy is not refundable for

alicy is non-cancelable by XLCA, and
ot insure against loss of any prepayment

Title: Title:

XLCAP-005
Form of Municipal Policy [Specimen]
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. %C S, ficate
proposes to deliver its opinion in subst

antia

Munday, Protessional Corporation,
following form.

y the

June o, 2006

Detroit Retirement Systems Funding Trust 2006
c/o U.S. Bank National Association, as trustee
Detroit, Michigan

Ladies and Gentlemen:

We acted as Certificate Counsel in connection with the issuance by the Detroit
Retirement Systems Funding Trust 2006 (the Funding Trust) of the Certificates of Participation
Series 2006-A and the Certificates of Participation Series 2006-B, (collectively, the Certificates)
and in that capacity we examined a transcript of the proceedings relating to the issuance of the
Certificates.

The Funding Trust was created by the Trust Agreement, dated June e, 2006 (the Trust
Agreement), between the Detroit General Retirement System Service Corporation (the GRS
Service Corporation) and the Detroit Police and Fire Retirement System Service Corporation
(the PFRS Service Corporation), severally and not jointly, and U.S. Bank National Association,
as trustee (the Trustee). Each of the GRS Service Corporation and the PFRS Service
Corporation is herein called a Service Corporation and collectively the Service Corporations.

The Certificates are issued pursuant to the below defined Resolution and the Service
Contracts and under the Trust Agreement. The Certificates evidence undivided, proportionate
interests in the rights to receive certain payments (Funding Trust Receivables) to be made by
the City of Detroit, Michigan (the City), under (i) the Detroit General Retirement System Service
Contract 2006, dated June 7, 2006, between the City and the GRS Service Corporation and
(i1) the Detroit Police and Fire Retirement System Service Contract 2006, dated June 7, 2006,
between the City and the PFRS Service Corporation (each, a Service Contract and collectively,
the Service Contracts). The Service Corporations were created pursuant to Ordinance No. 05-05
of the City. The Service Contracts, the formation of the Funding Trust by the Service
Corporations and the issuance of certificates of participation thereunder were authorized by
resolution of the City Council of the City, adopted on April 26, 2006 (the Resolution).

The Service Contracts are administered for the Service Corporations and the Funding
Trust by U.S. Bank National Association (the Contract Administrator), separately and not as
Trustee, pursuant to the Contract Administration Agreement, dated June e, 2006 (the Contract
Administration Agreement), among the Funding Trust, each of the Service Corporations,
severally and not jointly, and the Contract Administrator and other parties named therein.

G-1
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to be made by the City under the service contracts it entered into

ay 5: ( > Con and’
)5 (the 2005 Certij
The 2005 Certificates evidence undivided, proportionate interests in certain payments to be made
under the 2005 Service Contracts.

The 2005 Service Contracts were entered into by the City with the Service Corporations
for the purpose of funding specific amounts of the unfunded accrued actuarial liabilities (Subject
UAAL) of each of the City’s General Retirement System (the GRS) and Police and Fire
Retirement System (the PFRS and with the GRS, the Refirement Systems). The effect of
funding the Subject UAAL under the 2005 Service Contract was to reduce the financial burden
of the Retirement Systems to the City in the present and future years. The 2006 Certificates are
intended to have effect of restructuring certain payments under the 2005 Service Contracts and
thereby assist the City in fulfilling its constitutional obligations with respect to the Retirement
Systems. In consideration for such assistance by the Service Corporations, the City agreed in
each Service Contract to pay the Funding Trust Receivables, which include, as service charges,
the funding costs of the Service Corporations in obtaining the capital represented by the
Certificates.

The City’s special labor counsel, Sullivan Ward Asher & Patton PC, rendered an opinion
on certain matters of labor law relative to the opinions expressed herein. That opinion is
included in the transcript of proceedings.

Based on our examination of the transcript of the proceedings, we are of the opinion that:

1. Each Service Corporation validly exists as a nonprofit corporation under the laws
of the State of Michigan and has the corporate power to enter into its Service Contract and the
Trust Agreement. The City has the power to enter into the Service Contracts.

2. Each Service Contract was validly authorized, executed and delivered by the
respective Service Corporation and the City and is a valid and binding agreement of such Service
Corporation and the City and is enforceable in accordance with its terms. Neither the faith and
credit nor the taxing power nor any special revenues of the City are pledged to the payment of
Funding Trust Receivables, and the obligation of the City to pay Funding Trust Receivables does
not constitute indebtedness within the meaning of any limitation of Michigan law applicable to
the City.

3. The Contract Administration Agreement was validly authorized, executed and
delivered by each of the Service Corporations and, assuming valid authorization, execution and
delivery by the Trustee on behalf of the Funding Trust and by the Contract Administrator, is a
valid and binding agreement of each of the Service Corporations, enforceable in accordance with
its terms.

4. The Trust Agreement was validly authorized, executed and delivered by each of
the Service Corporations and, assuming valid authorization, execution and delivery by the
Trustee, 1s a valid and binding agreement of each of the Service Corporations, enforceable in
accordance with its terms.

G-2
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The enforceability of the Service Contracts, the Contract Administration Agreement and
the Trust Agreement may be limited or affected by bankruptcy, insolvency, reorganization,
moratorium, and other similar laws affecting creditors’ rights generally heretofore or hereafter
enacted to the extent constitutionally applicable and may also be subject to the exercise of
judicial discretion in accordance with general principles of equity.

Very truly yours,

G-3
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This Continuing Disclosure Undertaking (“Undertaking”) is executed and delivered by the City of
Detroit, County of Wayne, State of Michigan (“City”) in connection with the issuance of the
$148,540,000 Detroit Retirement Systems Funding Trust 2006 Certificates of Participation Series 2006-A
and $800,000,000 Detroit Retirement Systems Funding Trust 2006 Certificates of Participation Series
2006-B (collectively, “Certificates”). The City covenants and agrees for the benefit of the
Certificateholders (as defined below) as follows:

(a) Definitions. The following terms used in this Undertaking have the following
meanings:

“Audited Financial Statements” means the City’s audited financial statements prepared
by an individual or firm of independent certified public accountants as required by Act 2, Public
Acts of Michigan, 1968, as amended, which presently requires preparation in accordance with
generally accepted accounting principles.

“Certificateholder” means the registered owner of any Certificate or any person (a) with
the power, directly or indirectly, to vote or consent with respect to, or to dispose of ownership of,
any Certificate (including any person holding a Certificate through a nominee, depository or other
intermediary) or (b) treated as the owner of any Certificate for federal income tax purposes.

“Disclosure Representative” means the Finance Director of the City or his designee, or
such other officer, employee or agent as the City shall so designate from time to time in writing.

“MSRB” means the Municipal Securities Rulemaking Board.

“NRMSIR” means each nationally recognized municipal securities information
repository as designated by the SEC in accordance with the Rule.

“Rule” means Rule 15¢2-12 promulgated by the SEC pursuant to the Securities Exchange
Act of 1934, as amended.

“SEC” means the United States Securities and Exchange Commission.

“SID” means the state information depository for the State of Michigan, if any, then
designated by the SEC in accordance with the Rule, being the Michigan Municipal Advisory
Council as of the date of this Undertaking.

(b) Continuing Disclosure. The City hereby agrees, in accordance with the
provisions of the Rule, to provide or cause to be provided to each NRMSIR and to the SID, on or
before the 210th day after the end of the fiscal year of the City, commencing with the fiscal year
ended June 30, 2006, the Audited Financial Statements, and updates of certain financial and
operating data of the City appearing under the headings and tables in the Offering Circular for the
Certificates, as follows: Tables 1 through 31,inclusive in Appendix B to the Offering Circular.
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similar to the financial statements contained in the Offering Circular will be filed by such date
and the Audited Financial Statements will be filed as soon as available.

If the fiscal year of the City is changed, the City shall send notices of such change to each
NRMSIR or the MSRB, and to the SID, prior to the earlier of the ending date of the fiscal year
prior to such change or the ending date of the fiscal year as changed.

(©) Notice of Failure to Disclose. The City agrees to provide or cause to be
provided, in a timely manner, to (i) each NRMSIR or the MSRB and (ii) the SID, notice of a
failure by the City to provide the annual financial information with respect to the City described
in subsection (b) above on or prior to the dates set forth in subsection (b) above.

(d) Occurrence of Events. The City agrees to provide or cause to be provided, in a
timely manner, to (i) each NRMSIR or the MSRB and (ii) the SID, notice of the occurrence of
any of the following events listed in (b)(5)(1)(C) of the Rule with respect to the Certificates, if
applicable, if material:

(1) principal and interest payment delinquencies;

2) non-payment related defaults;

3) unscheduled draws on debt service reserves reflecting financial
difficulties;*

4) unscheduled draws on credit enhancements reflecting financial
difficulties;

(5) substitution of credit or liquidity providers, or their failure to perform;

(6) adverse tax opinions or events affecting the tax-exempt status of the

Certificates;*

(7 modifications to rights of holders of the Certificates;

(8) Certificate calls;

9) defeasances;

(10)  release, substitution, or sale of property securing repayment of the
Certificates; and

(11)  rating changes.

* (Events listed in clauses (3) & (6) above are not applicable to the Certificates.)
(e) Materiality Determined Under Federal Securities Laws. The City agrees that

its determination of whether any event listed in subsection (d) is material shall be made in
accordance with federal securities laws.

® Termination of Reporting Obligation. The obligation of the City to provide
annual financial information and notices of material events, as set forth above, shall be terminated
if and when the City no longer remains an “obligated person” with respect to the Certificates
within the meaning of the Rule, specifically not including upon economic (as distinct from legal)
defeasance of all Certificates.
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the Rule set fort 0 be for the benefit of the Certificateholders and

shall be enforceab]

“this Section is intendk

Undertaking shall not constitute a default or an event of default with respect to the Certificates or
under the Trust Agreement or Service Contracts mentioned in the Certificates.

(h) Amendments to the Undertaking. Amendments may be made in the specific
types of information provided or the format of the presentation of such information to the extent
deemed necessary or appropriate in the judgment of the Disclosure Representative on behalf of
the City; provided, that the City agrees that any such amendment will be adopted procedurally
and substantively in a manner consistent with the Rule, including any interpretations thereof by
the SEC, which, to the extent applicable, are incorporated herein by reference. Such
interpretations currently include the requirements that (a) the amendment may only be made in
connection with a change in circumstances that arises from a change in legal requirements,
change in law or change in the identity, nature or status of the City or the type of activities
conducted by it, (b) the undertaking, as amended, would have complied with the requirements of
the Rule at the time of the primary offering of the Certificates, after taking into account any
amendments or interpretations of the Rule, as well as any change in circumstances, and (c) the
amendment does not materially impair the interests of Certificateholders, as determined by parties
unaffiliated with the City (such as independent legal counsel), but such interpretations may be
changed in the future. If the accounting principles to be followed by the City in preparing the
Audited Financial Statements are modified, the annual financial information for the year in which
the change is made shall present a comparison between the financial statements as prepared on
the prior basis and the statements as prepared on the new basis, and otherwise shall comply with
the requirements of the Rule, in order to provide information to investors to enable them to
evaluate the ability of the City to meet its obligations. A notice of the change in accounting
principles shall be sent to each NRMSIR or the MSRB and the SID.

IN WITNESS WHEREOF, the City of Detroit has caused this Undertaking to be executed by its
authorized officer.

CITY OF DETROIT
County of Wayne
State of Michigan

By

Roger Short
Its: Interim Finance Director

Dated as of , 2006
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