Crty oF PONTIAC
EMERGENCY FINANCIAL MANAGER

MiCHAEL L. STAMPFLER

47450 Woodward Avenue
Pontiac, Michigan 48342
Telephone: (248) 758-3136
Fax: (248) 758-3195

September 1, 2010

Robert J. Kleine, State Treasurer and Chair
Emergency Financial Assistance Loan Board
Michigan Department of Treasury

430 W. Allegan St.

Lansing, Ml 48522

Re: City of Pontiac / Amended Financial Plan

Dear Treasurer Kleine:

Attached is the Amended Financial Plan for the City of Pontiac to comport with
the provisions of Section 20 of Public Act 72 of 1990, including:

1.
2.
3.

Attachment

Amended Financial Plan Rationale;
Enumeration of Amended Financial Plan Action Steps;

Report to the EFM Regarding the Current Status of the State Approved
Deficit Elimination Plan (DEP) Status Report dated August 8, 2010;

Updated Deficit Elimination Plan (DEP) by Plante & Moran dated August
30, 2010; and

EFM Plan to Align 2010-2011 Projected Deficit to 2007 DEP dated
September 1, 2010. _ ‘

cc:  Valdemar Washington, Deputy State Treasurer for Local Government Services
Frederick Headen, Director, Bureau of Local Government Services
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R

Amended Financial Plan Rationale

(Revision to FY 2010-11 Submission by EFM Leeb Plan of 6/25/10)

Necessary Because:

1.

GERS/VEBA contributions of $3,800,000 included in 2010-11 budget issued on
6/30/10.
a. May require up to 9 months into the fiscal year to accomplish (request was

made on 8/9/10 to request funds of GERS/VEBA Boards to receive these

funds).

b. Possibility exists that these requests may not be granted by these Boards.

2. The significant tax appeals by General Motors Corporation and MLC (Motors
Liquidation Corp.) in Winter/Spring 2010 Were not taken into account as to the
potential effect on the City property tax.

a. Possible exposure in excess of $2,083,906 for refund for 2009 taxes.

b. ‘Possibly in excess of $1,875,727 uncollected/taxes for 2010. A partial payment
of $780,945.99 to the City was received by the City from MLC for some
properties on 7/30/10. This has, in effect, shorted the.City General Fund alone
by approximately $700,000 in anticipated 2010-11 tax revenue from this source.

C. Potential financial exposure to the City has not been booked in past years or
noted by Plante & Moran or the City Audit firm for past or current year budgets
through it should have been noted as per standard accounting practices.

d. These tax appeal exposures must be taken into account in the budget in that
these tax funds will not be available to the City.

Amended Financial Plan Rationale 1



3. Probability of a greater reduction (making a total reduction of 10%) than
anticipated in State shared revenue is considered possible before the end of the
2010-11 fiscal year.

4. Collection of revenues due the City is poor, creating significant cash flow/revenue
p.fobiems.

a. Property tax collections by the City are at 70% or $4 million in arrears
(delinquencies at 30%) as of an 8/9/10 update (Plante & Moran).

b. Water/sewer collections are at 84% (or 16%) delinquencies or $3.3 million
in arrears per Plante & Moran/DPW Directive as of August, 2010.

C. City advances money for retiree health care and retirement system payroll

but is not reimbursed for 1% years — totaling approximately $5.5 million at

this time.
5. Delaying action will only require more severe adjustments as the fiscal year
progresses.
6. Full financial ramifications of the financial condition of the TIFA/DDA districts

upon the General Fund of the City of Pontiac were not incorporated within the
present budget (including potential effects of General Motors Corporation’s
significant tax appeals made in years 2008, 2009, 2010 to these districts).

7. Refinement of the five year Deficit Elimination Plan (DEP) approved for the fiscal
year ended 2007 was undertaken at my instruction. The revision to the DEP
indicates clearly that the City is headed toward more severe deficits in the future
than contemplated in 2007. This fuller, more complete picture must now be

accounted for in financial planning for the City of Pontiac.
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Enumeration of Amended Financial Plan Action Steps



SPECIFIC ACTIONS

Action Description/Task(s)

Action 1. Request meeting to be held on 8/18/10
with Mayor and City Council.

Action 2. Communications re: Retirement Systems
a. Letter of Request to GERS
b. Letter of Request to VEBA

(1) Request emergency meeting of
Board on “concept” during week
of 8/9.

{2) Request emergency follow-up
- meeting of Board after receipt of
Actuarial Report during week of
9/13.

e Actuarial Report has been
requested by City at City
expense through Attorneys
Keller Thoma to be
completed by 8/31/2010.

(3) Action by Boards requested for
week of September 13",

Action 3. Notify public of (special) meeting to be held
on 8/18/2010.
Action 4. Meeting with City Council and public in

special session at 4 pm to brief as to
financial situation.

Action 5. Send completed revised financial plan to:

a. State of Michigan Treasurer/Deputy
Treasurer; and

b. Media (put on web).

Enumeration of Amended Financial Plan Action Steps

Date

Friday 8/13/2010

Monday 8/9/2010
Monday 8/9/2010

Monday 8/9/2010

Monday 9/13/2010

Monday 9/13/2010

Friday 8/13/2010

Wednesday 8/18/2010

Wednesday 9/1/2010



Action Description/Task(s) Date

a. Necessary to ensure that building
permits /processes are streamlined for
eventual attraction of businesses to
area.

b. Necessary to ensure proper/
appropriate revenues are collected.

c. Estimated savings of $250,000.

Action 10. Begin investigation re: cost/benefit of Wednesday 8/18/2010
transfer of Police/Fire Dispatch to Oakland
County.

a. Necessary to minimize cost/maximize
service.

b. Necessary to minimize liability to City.

c. Necessary to maximize cooperation/
coordination with County.

d. Necessary to ensure protocols are in
place to provide for excellent service
to Pontiac residents.

e. Estimated savings to General Fund of
$500,000.

Action 11. Begin investigation re: contracting for Wednesday 8/18/2010
police services with County Sheriff.

a. Necessary to minimize cost/ maximize
service.

b. Necessary to minimize liability to City.

c. Necessary to maximize cooperation/
coordination with County.

d. Necessary to ensure protocols are in

place to provide for excellent service
to Pontiac residents.

Enumeration of Amended Financiai Plan Action Steps 3



Action

Action 12.

Action 13.

Action 14.

Action 15.

Action 16.

Action 17.

Description/Task(s)

e. Estimated savings of $1.5 million.

Issue instructions to spread judgments
against the City on the tax rolls.

a. Necessary to avoid lawsuit
settlements from removing funds from
General Fund.

b. Estimated savings to General Fund of
$1.5 million.

Enforce contract provision as applicable to
implement reduction of Veolia Contract
Payments to align payments consistent
with reduction in number of City
households.

a. Estimated savings to general Fund of
$150,000.

Begin investigation of privatizing collection
of delinquent water/sewer bills (estimated
to be approximately $3,000,000).

Begin investigation of privatizing collection
of delinquent income tax owed to City
(estimated to be approximately $250,000 --
forthcoming from Plante & Moran).

Remove Retirement System employees
from City payroll.

a. Estimate significant improvement to
cash flow.

Instruct Plante & Moran to update Deficit

Elimination Plan (DEP) to accurately and

fully reflect financial situation, including all
financial liabilities previously not noted or
previously unknown.

Enumeration of Amended Financial Plan Action Steps

Monday 8/9/2010

Monday 8/9/2010

Monday 8/2/2010

Monday 8/9/2010

Monday 9/20/2010

714710 — 8/30/10



Action Description/Task(s}

a. Instruction to Plante & Moran to
thoroughly document financial
liabilities and amend footnote
explaining situation for each event to
DEP.

b. Review revised DEP with MFCI,
Plunkett Cooney.

Action 18. Advise State Treasurer of non-compliance
with Deficit Elimination Plan (DEP) as
originally issued in 2007.

a. Actto bring FY 2010-11 budget into
compliance with plan.

b. Advise of significantly larger deficit

than original DEP contemplated for
2012 (and 2013).

Enumeration of Amended Financial Plan Action Steps

Date

9/1/10







Report to the EFM Regarding the Current Status
of the State Approved Deficit Elimination Plan (DEP) Status Report

Dated August 8, 2010



CiTy OF PONTIAC
EMERGENCY FINANCIAL MANAGER

MicHAEL L. STAMPFLER

47450 Woodward Avenue
Pontiac, Michigan 48342
Telephone: (248) 758-3136
Fax: (248) 758-3195

September 1, 2010

Robert J. Kieine, State Treasurer and Chair
Emergency Financial Assistance Loan Board
Michigan Department of Treasury

430 W. Allegan St.

Lansing, M1 48522

Re: City of Pontiac / Deficit Elimination Plan
Dear Treasurer Kleine:

| .have instructed Plante & Moran to provide a report on the current status of the
State-approved Deficit Elimination Plan (DEP) based upon facts that have become
known over the last two months.

Attached please find the aforementioned report dated August 8, 2610 by Plante
& Moran with appropriate footnotes noting actions to be taken to bring the 2010-11
situation within the parameters earlier planned in the original DEP for this year. A

second report from Plante & Moran is dated August 30, 2010.

The 2011-12 fiscal year, however, indicates a significantly greater deficit than
contemplated in the original DEP. The 2012-13 deficit is also significant.

Thank you for your consideration in this matter.

Attachment



City of Pontiac, Michigan

Department of Finance

To: Michael L Stampfler, Emergency Fina-ncia-l Manager (EFM)
From: Carl Johnson, Controller"sAOfﬁce |
Datg: . August 8, 2010

RE:. Report to the EFM Regarding the Current Status of the State -

approved Deficit Elimination Plan (DEP).

-During our meeting on August 2, 2010, | was asked by you as the Emergency Financial
Manger to provide an update on the actual status of the approved DEP on file with the
State. As you are aware, the State of Michigan Department of Treasury requires all
City's that have a deficit in any fund file a formal DEP (as required by the Uniform
Budget and Accounting Act, MCLA 141.421 ). The DEP must show in detail how the
annual operating budget is balanced and how the cumulative deficit will be eliminated in
no more than five years. The City’s plan on file with the State was for the fiscal year
endéd June 30, 2007 (approved by the State on June 23, 2008) and had not been
updated since that time since the City had successfully reduced the cumulative deficit

by amounts equal or greater than the 2007 plan.

| have attached a copy of the detailed spreadsheet for the General Fund as it originally
filed as part of the 2007 DEP. After several meetings with you and members of the
Plunkett Cooney Law Firm to discuss the current status of the financial condition of the
General Fund, | have prepared the attached updated spreadsheet of the 2007 plan
updated for the actual results through the 2009 year. The attached spreadsheet also
includes the projected 2010 final results and incorporates the 2011 budget approved by
the former EFM. The 2011 through 2013 projections were updated based on
projections to date at current revenue and expenditure levels and do not include any
plans you may have regarding revenue enhancements or expenditure reductions.

The updated spreadsheet for the General Fund DEP shows the fiscal year ending June
30, 2011 (the current fiscal year) is projected to have an operating shortfall of
approximately $5.965 million increasing the cumuilative deficit to approximately $10.447
million. The General Fund's cumulative deficit in 2007 resulted in the fund running out
of cash and required the borrowing of cash from other funds of the City (which is usually
not allowed under the Uniform Budget and Accounting Act, MCLA 141.421 and was one
of the factors leading to the appointment of an EFM). The reduction in the cumulative
deficit over the past two years has allowed the General Fund to repay almost half the
money borrowed from other funds in 2007. If the operating shorifall for 2011 is not
resolved, the General Fund will again run out of money during January 2011,

47450 WOODWARD AVENUE, PONT TAC, MI 48342-5009
TELEPHONE: (248) 758-3100 - FAX: (248) 758-3170
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Updatéd Deficit Elimination Plan (DEP)
by Plante & Moran

Dated August 30, 2010



City of Pontiac, Michigan

Department of Finance

To: Michael L. Stampfler, Emergency Financial Manager (EFM)
From: Carl Johnson, Controller's Office

Date: August 30, 2010

RE: Updated Deficit Elimination Plan (DEP)

Attached is the updated DEP (original dated August 8, 2010) which was updated for the
following items:

« MFCl's estimate of the subsidy required to TIFA 2 for GM tax appeal refunds
o Subsidy required for the Parking Fund to eliminate the cumulative deficit and
fund the annual operating deficit

The above items were discussed with you, members of the Plunkett and Cooney lay
firm and members of the consulting firm MFCI during the past couple weeks. Let me
know if you have any additional questions or need any additional information

47450 WOODWARD AVENUE, PONTTAC, M1 48342-5009
TELEPHONE: (248) 758-3100 - FAX: (248) 758-3170
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EFM Plan to Align 2010-2011 Projected Deficit to 2007 DEP

Dated September 1, 2010
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Action Description/Task(s)

Action 8. Publish Plan — Amended Financial Plan

Action 7. Begin legal process preparation for layoff
procedures.

a.

b.

To achieve $5 million savings

Estimated 70-90 reduction in

workforce.

Action 8. Begin investigaticn re: action to privatize
management/operation of the Water/
Sewer Utility.

a.

Necessary to ensure that the City will
meet pending Administrative Consent
Order requirements.

Necessary to ensure proper and
concerted collection of delinquent
water/sewer bills totaling in excess of
$3 million.

Necessary to ensure best practices
are utilized throughout the system.

Necessary to ensure public health
safety and welfare issues.

Necessary to make appropriate water/
sewer rates and provision of quality
utilities possible for eventual attraction
of business to the area.

Estimated savings of $3 million to
Water/Sewer Fund.

Action 9. Begin investigation re: action to privatize
management/operation of Building
Services.

Enumeration of Amended Financial Plan Action Steps

Date
Thursday 9/2/2010

Friday 8/13/2010

Friday 8/20/2010

Friday 9/3/2010



