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Pension Obligation Bonds:  

Principals vs. Agents Tension 
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Bankruptcy: 

As a tool 

  

Bankruptcy is a very blunt instrument 

 

It is used as a last resort; like operating with a meat cleaver. 

 

It is a extraordinary means for resolving disputes that appear 

irresolvable under ordinary conditions 

 

Detroit could have accomplished all negotiations outside of Federal 

Court 

 

Bankruptcy is a legal frameworks with political influence 

 

Looking to exit Bankruptcy in October 2014 
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Detroit Bankruptcy: 

Background 

 
 

Detroit has roughly 700,000 citizens and 100,000 creditors 

 

Detroit is in solvent and not sustainable 

 

Filed Federal Law Chapter 9 in July 2013 

 

Players: Emergency Manager Kevyn Orr , U.S. Bankruptcy Judge 

Steven Rhode, Gov. Rick Snyder  

 

Detroit needs to restructure $18 billion long term obligations 

 

Negotiations have favored pension holders over bondholders 

 

State’s Constitution protects pension holders 
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Bankruptcy: 

Conflicts 

  

Bankruptcy rules require equal treatment for creditors 

Detroit’s pension beneficiaries are receiving cash from the State 

and private foundations that will not be shared with the 

bondholders 
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Bond Holders | Bond Insurers: 

Settlement 

 

$3.7 trillion municipal bond market 

 

AMBAC, MBIA insured Detroit's unsecured general obligation 

bonds 

 

Insurance exposure is roughly $500 million 

 

General Obligations will receive 75% on the dollar  

 

Limited Obligations will receive 15% on the dollar 
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Pension Holders: 

 

Judge rules that pension benefits could be reduced 

 

20,000 retirees, 10,000 active employees 

 

Retired Police and Fire benefits would remain intact 

 

Municipal retirees expect a 4.5% cut in benefits 

 

COLAs will be reduced moving forward for active 

 

Detroit has a five year collective bargaining agreement in place 

with 14 unions including the American Federal of State, County 

and Municipal Employees 
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Taxpayers: 

Current and Future 

 

$800 million from State and private foundations 

 

Dollars will support retiree pension plan 

 

Spare the sale of art at the Detroit Art Museum 
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Pension Obligation Bonds: 

 

2005 | 2006 Taxable Pension Obligation Bonds 

 

Issued $1.4 billion “certificates of participation” 

 

Circumnavigation of the Detroit statutory debt limit 

 

Swaps transaction with counter parties (banks) 

 

Detroit gave banks a lien on casinos revenues 
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Creditors: 

 

100,000 creditors 
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Bankruptcy: 

Key Take Aways 

  

Interested parties are watching the Detroit bankruptcy closely 

Bankruptcy is a one-time chance to reset the playing field 

Key principals are taxpayers, bondholders and pension holders 

Detroit needs to rebuild and attract new entrants to the city 

Rating agencies will continue to scrutinize the CAFR documents 

Municipality will need to defend and protect their credit rating 

Risk Management will be a key service for Pensions and OPEB funds 
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Detroit Bankruptcy: 

Appendix 
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Rating Agency: 

Changes to Municipal Methodology 

 

S&P reports a change in March 2012 

Reports Outstanding Debt plus Pension Deficit at 8% 

 

Fitch reports a change in April 2012 

Reports Outstanding Debt plus Pension Deficit at 8% | 6% | 4% 

 

Moody’s reports a change in July 2012 

a.Reports Outstanding Debt plus Pension Deficit at Corp AA 
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Detroit Bankruptcy: 

Financial Review | Description | Strengths | Negatives 
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Detroit Bankruptcy: 

Financial Review of General Fund 
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Detroit Bankruptcy: 

Financial Review of Government Fund 
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Detroit Bankruptcy: 

Financial Review of Pension Fund 

 


